BEST PRACTICE IN |

FTSE 100 corporate reporting ,

Emperor has analysed the December 2005
year-end published annual reports

of the FTSE 100. We are pleased to share
with you the varied approaches

taken and highlight the best practice
examples of corporate reporting in
response to the changing regulations.
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BEST PRACTICE

Structure and format

The structure of annual reports continues

to vary considerably. Some companies have
included an operating and financial review
but this does not always include markets,
strategy and risks which may be under separate
headings. Others have covered similar content
to an OFR, but called it a business review or
even a business and financial review. A few
companies present their OFR in the corporate
governance section of the report, but this
approach tends to duplicate information in
the front section.

Many FTSE 100 companies already split their
corporate reporting into different formats-
generally annual review, annual report and
CSR report. With so much information to
cover resulting in an increasing number of
pages, this approach is becoming more
relevant for companies with a smaller
shareholder base.

One thing to consider with this approach
is that potential investors may not know
there are different documents available.

Each document should include a reference
to the others and staff taking telephone
requests should make callers aware of the
available documents.

BEST PRACTICE EXAMPLES

Cairn Energy produces a comprehensive
corporate responsibility report and distributes
it with the annual report in a wallet, thus
ensuring stakeholders receive all relevant
information. Cairn also refer readers to the full
CSR report in the annual report.

BP now produces four different corporate
reporting documents and includes a description
of each inside the back cover of all its reports,
with information on how to obtain copies.

Scottish and Newcastle use the annual review
to give shareholders an engaging yet extensive
review of its operations and markets around
the world, using typography and photography
to maximum effect.

SCOTTISH &
NEWCASTLE
Annual Review




ALLIANCE UNICHEM
Operating and financial review contents

=,
continued to
\ perform strongly
- | L

Our wholesale division performed
well in 2005 in relatively difficult
market conditions

our underlying

17 Allance UniChem Pic

The Group has
continued its
well established
track record

£275.1m

group we must be trusted and
responsible.

Contents

Operating and
financial review

ind divsional 8 Fir 34 Corporate social
respor

and

Community gi

Examples of community giving
Caring for the environment
Energy

Promoting health _and safety
Workplace health and safety
Customer saety

Respecting ethics

Proch

27 Corporate and associates A
oing concern Wokpace
32 Operational sk ing and development
management Equal
Pay and benefits
Communication and

BEST PRACTICE
Signposting and
navigation

With the content of the annual report
expanding, it is becoming increasingly
important to help shareholders find the
specific information they are looking for.
Most companies provide a detailed list
of contents, but others have gone further,
grouping the contents under headings

to help navigation.

BEST PRACTICE EXAMPLES
Legal and General use colour very effectively to
create a clear, well structured list of contents.

Aviva's index makes it very easy for
shareholders to go straight to the page they
need and it supports this with the use of colour
coded virtual tabs throughout.

Alliance Unichem devotes a double page spread
to an expanded list of contents for the OFR.
Photography and summary statements are
presented to give a flavour of the OFR and direct
readers to specific messages.

As a leading European healthcare



BEST PRACTICE
Using key performance
indicators

The Business Review requires the use of both BEST PRACTICE EXAMPLES

financial and non-financial Key Performance Aviva highlights its chosen KPIs effectively,
Indicators (KPIs) to help measure the describing the rationale behind those selected,
development, position and performance using charts and tables to show the trends and
of the business. illustrate progress.

FINANCIAL KPIs Kazakhmys not only highlights its key
Financial KPIs are generally covered in financial indicators, it links these to the key
the financial review, often without an drivers that impact the financial performance
explanation OfWhy they have been selected in each of its businesses.

Or any supporting commentary.
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Key drivers to
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BEST PRACTICE

Using key performance

indicators

NON FINANCIAL KPIs

Only a few companies have embraced this
wholeheartedly and have comprehensive
measures across the organisation, including
corporate and environmental areas.

BEST PRACTICE EXAMPLES.

Centrica is one of these exceptions, providing
comprehensive KPIs for each sector of its
business, showing trends and commenting

on performance.

CAIRN ENERGY
Corporate responsibility

Cairn Energy presents some of its key KPIs in
graphical form, illustrating trends clearly and
benchmarking them against independent

standards.

CORPORATE RESPONSIBILITY
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BAE SYSTEMS
Group strategic objectives

BEST PRACTICE
Communicating strategy

With the Business Review requiring more detail
on strategy and likely future developments, a
short paragraph in the Chairman or Chief
Executive’s statement is no longer sufficient.
Whilst many companies now have a separate
strategy section, some still require a trawl
through the document to find the relevant detail.

BEST PRACTICE EXAMPLES
BG Group has a ‘Strategy in action’ section that
shows how it generates value across the gas chain.

Alliance & Leicester highlights new
developments planned for the forthcoming year.

BAE Systems shows how its strategy cascades from
the Group level throughout its business and
describes in detail how it intends to deliver this,
with a separate spread for each strategic objective.



BEST PRACTICE

Reviewing the risks

A key new feature that the Business Review
introduces into the annual report is a
description of the principal risks and
uncertainties facing the business. Most
companies have taken this on board but some
risk profiles remain buried in the financial
review or even the corporate governance
sections.

BEST PRACTICE EXAMPLES

PartyGaming has a clearly identifiable risk
section in the Chief Executive’s review, where it
discusses its key challenges, including the
implications of the issues identified.

Capita not only highlights its key principle
risks but also lays out clearly how they are
monitored and controlled.

CAPITA

Internal control and
risk management
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What's next?

There will be more change to come. The
European Transparency Directive (due in
January 2007) and the Company Law
Reform Bill (currently making its way
through Parliament) contain clauses that
will impact the content, timing and
distribution of the annual report. Also, the
International Accounting Standards Board
has issued a discussion paper to solicit views
on whether it should be setting standards
on management commentary as well as the
financial statements.

About Emperor

Emperor is a design and communications
company specialising in investor, corporate
and marketing communications. We design
and produce annual reviews, annual reports,
CSR reports and websites for companies from
FTSE 100 to AIM.

For practical advice on how to improve your
corporate reporting, contact:

Useful links

IRS Best Practice Guidelines
www.irs.org.uk

Environmental Guidelines
www.defra.gov.uk

Company Law Reform
www.dti.gov.uk

Management Commentary Discussion Paper
www.iasb.org.uk

European Transparency Directive
www.fsa.gov.uk
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