10 trends in corporate reporting:

Integrating ESG as a central part of
corporate reporting

By CEO and communications advisor Lars Sandstrem, Corporate Relations
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ESG has become a key element in corporate reporting. It is included in
the key figures, in the business model and strategy, as a significant
driver for development and growth, and as a mean to secure the
company'’s license to operate. In essence, ESG affects many of the
current trends in corporate reporting.

There are of course some differences from one company to the next in the efforts
that are put into corporate reporting. But though industry and size also matter, the
amount of compliance and standards are to a large degree comparable at least in
the western world. At the moment, much discussion and planning in large
companies are regarding EU’s Corporate Sustainability Reporting Directive (CSRD),
but this directive is already hitting smaller companies in the value chain as these
are asked to comply with a number of new policies and standards.

However, sustainability and ESG is not the only topics on the agenda for com-
panies that prioritise corporate reporting as a means to a value creating communi-



cation with a broad group of stakeholders. Corporate reporting needs to present a
concise and transparent business model and strategy, it must demonstrate the
capacity to develop and grow in agreement with internal and external surroun-
dings, it should deliver guidance for financial stakeholders, and must present risks
as challenges as well as opportunities to bring the full picture of the company.

This is all complex. But done well, corporate reporting will play an important role in
both investor relations and corporate communication, it will be a tool to ensure a
true and fair evaluation and it will serve as a tool to build relations and image. The
ten trends presented below is a testament of the focus | see demonstrated in
corporate reporting today.

#1 Sustainability as part of the business core

Sustainability - typically included in an ESG framework - is increasingly an
integrated part of corporate reporting. It is communicated as an essential part of
the company purpose and business model, it is communicated as a major driver
for value creation, it is listed as specific posts in the key figures, and it is handled as
a significant part of risk management and governance.

Although, most companies are still publishing a separate ESG, CSR or sustainability
report, they are also making sure to demonstrate that sustainability is not just a
trendy idea or a fancy brand story. Sustainability is part of the strategic initiatives,
it is measured, governed by policies, progress is monitored, and results are
reported and compared to targets and benchmarks. Also, sustainability is a key
element in evaluating which partners and customers you want to do business with.

All this is evident when you look at the most progressive companies’ corporate
reporting.
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ESG is a central part of corporate reporting and the “at a glance” at A. P. Maller-Maersk.

#2 Focus on materiality and stakeholders

With a more complex compliance and increasing demands from stakeholders it
seems like corporate reports have tended to grow in number of pages and topics
covered. Especially, the ESG/sustainability part is taking up more space. However,
by assessing materiality and critical stakeholders, management will get a concise
direction for the review of operations and value creation. Not all sustainability
measures going on in a company are equally important, and all stakeholders do
not carry the same weight when it comes to sustainability reporting.

Surely, the materiality assessment is part of compliance. But there are many ways
to do it. Most companies are using double materiality assessment, which means that
they report not only on how sustainability issues might create financial risks for the
company (financial materiality), but also on the company's own impacts on people
and the environment (impact materiality).



When it comes to the stakeholder assessment - or analysis - the leeway is bigger.
Some say very little about stakeholders and some are doing an extended analysis
of critical stakeholders’ position and roles in relation to ESG issues and in relation
to the business model and strategy execution.
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The materiality assessment and stakeholder mapping are illustrated with a transparent
infographics in the annual report of Matas.

#3 A stakeholder-oriented equity story

You could say that all the company communicate is part of the common equity
story. You could even say that the equity story - like a brand image - is co-created
by all internal and external stakeholders. However, many companies are also
directing readers’ attention to an official equity story in the annual report.

This equity story is often directed towards potential investors with a headline like:
Why invest in our company? But some are presenting a broader equity story
communicating why different stakeholders should choose to have relations with
the company. In this way the equity story is taking form of a corporate story.



There are differences in the building blocks of the equity story. Some have a
financial focus with technical arguments for an investment, while other have a
more holistic focus including elements like culture, working conditions, products
and services, sustainability actions, management, ethics, and image. Elements that
are typically directed towards customers, partners, political decision makers and

employees.
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Itis easy and convenient to source or buy
GreenMind products. Our stores are located
all over Denmark, and you can use our
webshop from anywhere and at any time.

We only sell used products that five up to our
high standards. We only use original spare
parts. the technical state of our products is

clearly marked. and all repairs. cleaning and
refurbishment are performed by highly-skilled
employees in Denmark.

Quality and price go hand in hand. Our
products are a strong alternative to buying
new items. and we are competitive with
other retailers selling used electronics.

The equity story of GreenMind is presented in five easy-to-understand reasons to choose
products and services from the company.

#4 Stronger focus on business model and strategy

The communication about business model and strategy is taking a more and more
prominent role in corporate reporting.

The business model is typically describing the resources/input that companies are
relying on, the operations (the core business) that defines the unique offering, and
the value creation/output or impact that is the result of the business operations.
Often some kind of value or supply chain is included in the model as well as the
purpose. It is a clear trend that the business model visualization and as well as
description has been improved for many companies in recent years, and the
business model also serves as a foundation to understand the strategic priorities
and the focus on ESG.

Also, the corporate strategy has come to play an essential role in the annual
report. In many cases the strategy section looks backward (reporting on
achievements) as well as forward, and it serves as a relevant starting point for



reporting on results and measures. Some years ago, management was in general a
bit reluctant on being open and transparent in revealing details on targets and
planned actions. But the consensus now seems to be that a well-described strategy
makes it easier for investors and other stakeholders to evaluate the company and
its capabilities to meet future demands for products and services in specific
markets.
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Bang & Olufsen is on the path of a transformation and describes the progress on the strategy
execution.

#5 More uncertainty, better guidance

Maybe, you would not believe it. But it seems like companies are using more time
on the guidance of financial and business development in times of uncertainty and
turbulence than otherwise - and their guidance have become more substantial
and detailed in later years. You might even think that management would have
greater challenges in predicting the future.

There is definitely a need for more guidance, and regulators and auditors have
sharpened their look at how companies describe their expectations for the future.
But investors and other stakeholders are also demanding more transparency on
how companies’ future results are affected by internal and external factors.

Many companies are striving to meet these demands and have developed quite
technical prediction models to describe how different scenarios can affect key
figures. This might not be new, but as readers of annual reports we are getting
more insights into what these models have calculated and into which uncertainties
are included in these calculations.
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Huscompagniet are not only giving new guidance for the coming year but also follow up on
guidance giving during the year.

#6 Clear targets and results on ESG

So far, ESG reporting has been a subject to soft law. These means that most of the
reporting in this field have been voluntary and very little has been mandatory. This
is about to change with the current implement of EU’s Corporate Sustainability
Reporting Directive (CSRD).

However, many companies have already gone very far in their reporting on ESG
results and measures. E.g., the standards in the Global Reporting Initiative (GRI) are
used by more than 10,000 companies worldwide, and in Denmark the ESG
guidelines supported by CFA Society Denmark, FSR, and Nasdaq Copenhagen have
become very popular as a framework for reporting on this topic.

Most large companies - especially in the western world - have defined and are
reporting clear targets for the ESG strategy and are reporting on results and
improvements on a year-to-year basis. Often these results are not only internal but
are also concerning material parts of the supply chain. And when it comes to
greenhouse (GHG) emissions, targets are increasingly science-based to ensure
transparency and comparability, and to ensure companies are heading in the
direction towards living up to the 2015 Paris Agreement.




The Novozymes Report 2022 The big picture Our business Governance Accounts and performan ce

Our net-zero journey

Drive market transformation and advocate for climate action

Accelerating efforts Leading the way Fulfilling our promise ® Scope1
5 : Scope 2
) Our operations 5} Our operations We are commited to high .
ope
o Shift to renewables electricity Shift to greener heat, steam, and ‘5“"“’“5 L “;"":'“Wf a‘:’:"s
& across sites other energy sources 0o OurFOCIpE I 06t
g climate across scopes 1, 2 and 3.
pet Produce more with less by Pilot emerging technologies to further G 3
%_ continuing to make operations decarbonize operations e.g. climate v 3’: balance the-remalning up
2 o0 e aERE Shartiaaoing to 10% emissions through trusted
@ third-party verified offsets that
] Recover energy to use in = s benefit people and societies
o operations or by local & Our supply chain
3 communities Pursue supply chain partnerships to
g 600 develop decarbonization technologies
e ) (s supply chain: Explore sourcing of raw materials from
2 Engage with key suppliers to ensure regenerative agriculture
S full transparency of emissions and
£ explore joint decarbonization f“‘”th“p “e::;""“'ff““" '“a‘°g"““ By 2050
o opportunities ogether with freight forwarders waviill
] net-zero
k] SBTi verified
5
y y y | £ s e e £
2018 2022 2025 2030 2050
baseline 63% reduction of absolute emissions from operation missions reduction from operations 76% absolute CO, emissions reduction from operations
82% renewable electricity purchased 100% reney 36% absolute CO, emissions reduction from supply chain®

*Supply chain emissions coming from purchased goods and services, fuel and energy-related activities, upstream transportation and distribution, waste generated in operations and business travel.

Novozymes are very transparent in their communication on targets for and progress in reducing
scope 1, 2 and 3 emissions.

#7 Diversity and inclusion are hot topics

Describing initiatives and results in relation to people and culture is an essential
part of corporate reporting. Especially, the terms diversity and inclusion have been
hot topics in corporate reporting in recent years.

The description of results and measures on these terms includes a lot of variety
from one company to the next. It is regulatory to describe gender diversity in top
management, but diversity is often also reported in regard to race, religion, and
nationality and in regard to different types of education, function and types of
personality. Also, when it comes to inclusion companies are describing how they
help people with disabilities or how they work with NGOs or the local communities
to include people in their staff who would otherwise have difficulties getting a
meaningful job.

These topics are not just subject to pure storytelling. Companies are using various
measurements to document their results - they use engagement surveys and
measure employees participating in training and education, they implement
dashboards on performance, promotions, and equal pay, and they calculate the
percentage of socially inclusive positions. To name just a few ways to measure
progress.
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In the annual report, Arla is presenting their strategy for diversity and inclusion as well as some
of the key actions and results.

#8 Governance and risk management is central

Governance and risk management are disciplines which to a large degree are
affected by compliance and standards. Therefore, annual reports - or special
governance and/or risk reports - typically describe topics like role of management,
responsibilities of the Board, risk defence model, gender diversity, anti-corruption
and fraud, human rights, ethics, and the existence of a whistle-blower scheme.
Surely, these are all topics companies have been focusing on with varying weight
the last couple of years.

So far, reporting on risks has been treated very conventionally. It seemed like an
outsider could easily define and describe the risks related to financials, business
and ESG for a given company. But reporting on specific and changing risks and risk
mitigation has been improved in later years and are now described with substance
and relevance regarding the situation and context of the company. Risks are
analysed and monitored, changes in status are evaluated, and mitigation is part of
a systematic approach ensuring companies have the relevant tools to balance risk
and opportunities.
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ISS has described ten types of business risks, the risk drivers and the specific actions they take to
mitigate these risks.

#9 Communicating trends in society, market, and industry

Companies are responding to trends in society, market, and industry to be able to
meet customers' and consumers’ demands, and to be able to develop a unique
position and brand image. And their understanding of current and significant
trends is also reflected in corporate reporting.

There are many ways to describe trends. Some describe business opportunities in
the light of general megatrends, some describe external and internal trends
affecting their business in both positive and negative ways, and some describe
specific industry and market trends, their impact on business strategy and
operations and how the company responds to these trends and impacts.

Reflecting on trends is an element in reimbursing the strategy and position of the
company, and it is a way to demonstrate that the company’s products and services
is relevant now as well as years to come.



letterfromCEO  Danfossataglence  Ourbusiness  Core&Clear2035  Environm ent  Socal  Governance  ESGststements  Financialreview  Groupaccuntandnotes  Purentaccountsandnotes  Statements

.
Five global megatrends .
Danfoss continues to transform by taking strategic steps to

accelerate growth. Initiatives that bring us closer to customers,

i : 3 3 - x
Danfoss is more relevant than ever. We engineer solutions that increase 7 and increase customer satisfaction and loyaity, are key for our
machine productivity, reduce emissions, lower energy consumption, and g competitive advantage and our growth ambitions. It is in our
enable electrification. Our solutions meet many of the challenges from < DNA to have a positive impact on the communities in which
climate change, urbanization, and food and water supply scarcity, while i we operate, addressing key societal imperatives like energy
capturing opportunities in digitalization and electrification. President, Regions efficiency, energy availability, food security, and water scarcity.
Climate change Urbanization Food and Digitalization Electrification
water supply
NS )
= ¥
wy g \ 4
~
~
4 Y
Vie need to keep Git ty c of We are seeing food and water scarcity The global digital adoption increased Thanks to electromobility and
increases below 1.5 degrees by tackliing energy resources, and i due i ly seven the pandemic, decarbonization, fully sustainable
the most emission-heavy sectors urbanization, this will increase. Danfoss third of all food is wasted, and by 2050 increasing customer expectations. transport is now a realistic goal. Danfoss
{transport, industry, buildings) with our solutions for urban growth areas like the world will need 60% more food. Danfoss delivers data, analytics, and delivers electrification solutions not only
customers. meet industry, and By making agriculture more efficient, connectivity that can drive rapid change to cars and trucks, but aiso maritime
the increasing demand for sustainability, residential buildings ensure we expand we can produce more food using less in our energy systams as well as machine vessels and heavy machinery that can go
energy efficiency, and a graener energy in the most efficient way. resources. And by optimizing the cold productivity, enabling our customers to hybrid or fully electric, as well as energy
mix. chain, we can minimize food waste all better monitor and optimize. systems.
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10 — Danfoss Annual Report 2022

Danfoss is describing how the business model and operations are responding to global
megatrends.

#10 Cases bring stories to life

The endless numbers and figures in corporate reporting can sometimes be a bit of
a challenge to the readers. In addition to using design, photos and infographics
many companies are presenting relevant customer stories, innovative projects,
social programmes, partner relations or events to bring lively examples of how
specific people are relating to other people to execute the strategy in real life.

These cases and features are typically key examples of how the company are
working in partnerships and on projects that are progressive and innovative in the
market or in regard to an environmental or a social transformation.
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Good soil health
is instrumental in
fighting climate

change

Interview with Vicente Gongora, chief marketing
officer, and Lara Ramaekers, global biocontrol
portfolio lead, UPL Ltd. Chr. Hansen entered into a

partnership with UPL in 2021/22.

How are climate and biodiversity becoming part
of the value proposition to customers?

Microbizal solutions allow growers to produce more
with less environmental impact and fewer residues on
crops, ultimately improving the quality and profita-
bility of the food they produce

Growers around the world are concerned about
climate change since this can impact their production
due to drought, flooding, excessive heat, frost, etc.,
so they are taking a genuine interest in producing
sustainably, which is also in fine with consumer
preferences and pressure from companies in the
food value chain.

We're working with Chr. Hansen to bring bio solutions

nature. These solutions improve the quality and
health of the sl while preserving the microbia! biodi-
there. Not only can this reduce the

water contamination. A good sail microbiota also
makes a plant more resiient, so a healthy, diverse soil
microbial flora can even help manage climate change
by making the crops mare active in capturing CO;
from the atmosphere.

How can the partnership with Chr. Hansen help
unlock the sustainable potential of bio solutions?

ADDITIONAL SUSTAINASILITY BEORMATION

Using living organisms instead of chemistry requires a
change of mindset, but as the products get better, and
with emerging decision support system apps helping
growers apply microbial solutions timely and correctly,
based on monitoring weather conditions, infection
pressure, insect pressure, etc., we're paving the way
for conversion on 3 larger scale.

The partnership with Chr. Hansen will also help UPL
to achieve the Climate Pledge and Gigaton Carbon
Goal, which aims to eliminate 1 gigaton of CO; from
th

We share the same values related to sustaina-
bility, and the products and pipeline are addressing
growers’ pain points related to e.g. plant resilience,
water use efficiency, improved soil heaith and positive

the by 2040. ility is not only a
challenge - it's a must, and both companies working
together will contribute to the world challenge of
reducing carbon emissions.

FINANCIAL STATEMENTS

to growers to support them in changing practices
towards regenerative agriculture in balance with

carbon footprint

32 CHR.HANSEN Arnual Report 2021/22

Chr Hansen brings several cases in the annual report focusing on strategic projects and
partnerships.

Where do we go from here?

It seems to be contradictory that integrated reporting is so strongly promoted at
the same time as more and more targeted and thematic reports are introduced to
the corporate reporting universe. It is not unusual to find an annual report, a
sustainability report, a governance report, and a remuneration report on
corporate websites of larger companies. Some even have several sustainability
reports structured by different standards or themes, some publicise a special risk
report and some a strategy report.

Still, the overall trend is clear. Corporate reporting is at one hand met with more
regulatory demands and standards and are on the other hand becoming more
open and transparent, more holistic, and are communicating to a broader group of
critical stakeholders.

This is not to say that corporate reports are the go-to document when you want to
get an overview of a specific company as a customer or candidate for an open
position. Though many companies have done a good job in providing an “at a
glance” or “in brief” section and are using design and infographics to illustrate
complex matters, the corporate reports are still not cosy bedtime-reading. To a



large degree you must be a professional reader to understand the financial terms
and the ESG standards, to fully grasp the situation of the company today, and to be
able to form realistic expectations for the future of the company.

However, to the professional readers (e.g., analysts, investors, press, NGOs, and
government) the corporate reports are increasingly a trustworthy and transparent
source for measured and documented results and actions defining the strategy
execution and operations. And though the many new regulatory steps might seem
both tiresome and troublesome, it will also bring more insight, better tools for
comparisons, and more concise analysis and evaluations of the company.



