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THE FUTURE OF ANNUAL REPORTS


At Versa we believe that excellent strategically driven design is not possible without the support of great systems. And this is what we call our art and science.


I don’t think there can be any better example of where design needs to be supported by exacting administrative systems than with annual reports.


Today, I’ll not only be talking about annual reports but its fast growing online counterpart.


With at least 50% of shareholders now accessing the Internet there’s an essential need to provide more economic alternative forms of communication more regularly. In fact there’s beginning to be an expectation for it.


Add to this fact that the average annual report audience looks at an annual report for a mere 3-6 minutes and a better solution has to be found. But there still remains the issue that the average shareholder is over 50 and likes their glossies. And they’re not alone.





1. Defining an Annual Report’s purpose


First let’s just remind ourselves what the purpose of an annual reports is.


Credible legally and strategically


Annual reports demonstrate the level of confidence and honesty a company has about itself.


Partly because they actually have to follow ASIC guidelines but also by the very fact that they contain financial information that is measurable and when audited, legally binding. 


Over and above this they provide a corporate overview of a company’s accomplishments to date - not to mention its strategic direction, its culture and, of course, its potential.


In a study undertaken by Ernst & Young entitled “Measures that Matter” one of the most striking conclusions was that one-third of a stock’s share price can be attributed to non-financial performance.


What it should achieve


In short, annual reports are credible sales tools integral to the marketing mix.  They


affirm what key people have already been told;


fuse existing messages into memorable observations;


size up a company’s potential relative to its performance;


reinforce brand positioning or characteristics;


persuade market valuation (or try to!); and finally


lead all of a company’s corporate strategy and message planning efforts. 


The need to be objective and plan


With all these achievements on the shopping list the brief has got to be incredibly precise and the objectives clearly defined and reviewed again and again to ensure strong clarity and agreement on what is being delivered long before the design begins.  Not only in terms of relevance but also in the language used so that the audience truly understands what the company is about.


Often by trying to appeal to your many audiences you simply end up with fragmented messages that are open to interpretation.


The importance of clarity and vision


Over and above this, your annual report needs to stand out. After all it’s your most credible marketing tool. So given that some of your audience will receive hundreds of them your message needs to reflect your company’s USPs and not be a bound book of corporate clichés and thesis.


Therefore the messages need to be proactive, insightful and get straight to the point. They should be clear and strong and communicated not only though the written word but visually.


Ultimately you want to instil confidence in order to encourage further investment and referral. The best way to do this is through exciting strong messages and clearly presented financials. 


Here are some examples.


The role and balance of design and the written word


Coming back to the fact that an annual report is flicked through and rarely read thoroughly many companies have looked at different approaches. 


Attention-getting so it’s readable and useful


From attention-seeking tactics to unusual printing execution. Admittedly this is more common in the States than here given the budgets available. But ultimately the most effective methods appear to be by telling your audience a story. 


We all like a good read. So …


Use a theme or story throughout the annual report whether its focusing on the people, organisation, the products or resources and so on…


Feature this theme through strong photography highlighted by pull-outs of particularly pertinent information such as performance highlights and quotes.


And then marry this with easy to follow navigation in terms of a chapter and sub-heading hierarchy, variations in colour and highlighted pagination.


And finally combine this with short, succinct copy in contemporary easy to ready typefaces. Nothing funky and hip just nice and clear.  And you’ve got the best read of the year. In fact, it might even be memorable!


The importance of branding and corporate values


Another interesting point to consider is how important your corporate logo is to your audience in comparison to your brands and products. 


In other words you may be better known for your brands and products which considering the budgets you pour into their marketing each year would make sense.


Here Lion Nathan, Gazal and George Weston Foods literally show what they do best.





2. Insights & Trends


As I’ve mentioned annual reports are changing not only shape and form but also medium. So let’s begin by looking at the evolution of annual reports over the past couple of years.


I’ll start by showing you some research findings which best demonstrate the current trends. These figures have been sourced from the US Potlatch Annual Report Show - http://www.potlatchpaper.com/events/arshow, but the findings are pretty similar to what we encounter here in Australia – though some elements are 12 months ahead.


As you can see annual reports are a firm fixture of the website. Though most still provide the full annual report only, concise reports are on the increase to compliment the independently placed financials.


Just recently I did a survey of 180 annual reports from the top 500 companies in Australia and only 41 of them actually listed their website. Interestingly though 10 of these dedicated a whole page to promoting their website.


Cost cuts in film


Costs are being cut in places where digital technology can now provide greater reassurance of reproduction quality. The obvious place for this is film separations.


Length of production time


Interestingly though, the average time taken to produce an annual report remains 3 to 4 months, which is about the same here in Australia, and there is even a trend towards it taking longer. With film separations coming out of the equation is the time being taken by the action team or the designer?


No of inks used


Five to six colour annual reports are definitely increasing. Which is interesting because in Australia we are seeing stronger creative but in two colour. Though Jonathan Pite of the Art Directors Club of Denver remarked on an increase in two colour annual reports on uncoated paper back in 2000.


Remembering these Potlatch trends are sourced from their award entries, we’ll have to keep these figures in perspective.


I found from my survey that in Australia we lean more towards four colour with only a small percentage inclined to any more though there was a definite increase in the number of 2 colour and 1 colour annual reports.


Visual execution


And finally - and not surprisingly - photography is on the rise with a decrease in illustration and typography.  Bearing in mind that annual reports are browsed through it reinforces that old adage that a picture tells a thousand words.


And that was very much the same picture in Australia with over 70% of the annual reports I looked at being dominated by photography and only one actually used illustration.


Market for annual and online reports


Live annual reports are the way of the future but when first introduced back in the States in the late 90s and here in 2000 though impressive, they didn’t take off. In fact I’ve found that companies have regressed back to a format that they found their target audience to be more comfortable with … at this stage.


Though companies, particularly the top 100, that launched their live or living sites in the last couple of years have appeared to find greater acceptance and are using this platform to provide more and more interactive information to their audience.


Still on the whole organisations are approaching the online method slowly. That is to say, companies are using their website as an integral part of their annual report campaign but not forsaking its tangible counterpart - quite yet. Not only because of the diverse audience they need to satisfy but also because of its credibility.


Million-dollar question


Which raises the million-dollar question of whether the hard copy annual report will ever totally disappear?


The general thinking is that it won’t as long as the minority don’t embrace the Internet and until bandwidth is the norm.


This is not to say it won’t evolve on some levels and hasn’t already done so. 


Cost vs. short term life


The sheer cost of producing an annual report when much of the information is null and void within months of it being printed has made companies reconsider their options with some very interesting results.


Splitting annual reports. The popularity of concise reporting


Some companies have seen this as an opportunity to cut their budgets by providing the information in a variety of forms.  One of the most popular methods is by separating the corporate review and financials. 


This allows for the relevant information, after shareholder commitments, to be disseminated on an as required basis.


As you can see Macquarie Bank has used a staple binding, four-colour presentation for their Annual Review and a black and white version for their Financial Report. While on their live website they have provided an html site and PDF download facility for the financials report and a form to request a full annual report in hard copy.  http://www.macquarie.com.au/aboutus/investor_information/home.htm


The site also contains an archive of 2000’s annual report and full financials back to 1996. And just to keep the audience up to the minute they have an audiocast for a recent acquisition. 


On the other hand the Australian Tourism Commission has opted for a concise report in four colour with their financial report in three colour except for a four colour cover. 


While on their website they reiterated this strategy simply with the PDF downloads split between editorial and financials. http://www.atc.net.au/aboutus.asp?sub=1ANR


Though the theme and visuals are strong it raises the issue I’ll cover a little later of slow downloads, bulky PDF documents desperately being scrolled for the actual information wanted and the grand finale of a low grade print out that doesn’t do justice to the company.


The last example I’ll cite here is Southcorp whose strategy is to operate all financial information where legally possible from a website base. http://www.southcorp.com.au/


Currently they too provide a financial report and concise annual report. The concise annual report is four-colour throughout and book bound while the financials are staple bound and two-colour throughout apart from the four-colour cover.


As you can see the key message is on the front cover of both that they’re the largest premium wine company in the world and they’ve reinforced this with the generic well accepted industry gold medal symbol.  On the back of both reports they’ve showcased their website home page, shareholder subscription page and their annual report site.


Favouring concise reports and the trend towards more regular reporting


Another popular option has been for companies to provide the concise report as the glossy compliment to the financials not unlike its annual report predecessor.  This has been on the rise, with a greater part of the budget going towards the development of companies’ websites. 


And within the websites more financial information has been made available through a regular reporting program to demonstrate their accountability. All in the endeavour of nurturing further good faith and, of course, investment.


According to Baruch Lev, professor of accounting and finance at New York University’s School of Business nearly 40% of the market valuation of the average company was “missing from its balance sheet”. For high tech firms, that figure was over 50%.


In other words less and less of a company’s stock performance can be attributed to financial results. The act of communication itself influences stock prices and annuals are a crucial piece of corporate communication as are IR campaigns. 


Actual results still matter, of course, but financial metrics are essentially a post-mortem. Non-financial measures such as employee skills and knowledge levels, customer retention rates and product quality - to name but a few - are the essential ingredient in communicating a company’s future performance.  And after looking over the past year’s annual reports - as you can see here - people as an asset - have been foremost in the reports’ strategic communication. 


The two-colour uncoated 


Two-colour annual reports have also shown a strong resurgence.  High impact covers unfold to one or two colour contents. As both stand-alone communication tools, and as a means to direct the audience to their website for more information on their strategic direction. 


This is in fact what the Epilepsy Association has done as part of their commitment to meet international charity criteria in responsible accountability and as an easy information resource.  http://www.epilepsy.com.au/epilepsy/epilepsyadult.nsf/Content/AnnualReport


The full glossy


But the glossies are still out there – in all their glory – providing a look, an impact, a sense of pride – not to mention a tangible, credible presence and a relatively lasting impression that you just can’t get online. 


So at least for the next few years they will continue to be a part of our lives.


Online Reporting – Where it stands and where it’s heading


And so to the topical issue of online reporting. Though relatively early days in Australia - in Internet time - we’re well into the centuries.


Currently the limited availability of bandwidth and the average household download capability of 56k will still restrict and frustrate our average audience for at least a few more years.  And because of this we’ll see online reporting as a chosen reporting medium develop slowly for many companies.


And the annual or concise report will remain the major communication tool. It will continue to be the medium that provides the discipline for a company to continue to develop its core messages.


Though as the marriage to the website becomes settled. The relationship will allow for these messages to evolve. Because of course where the printed medium stops the online medium starts.


And this is where the Top 100 will keep us titillated. As they provide more and more sophisticated online reporting methods on their living sites through a stream of timely disclosures such as webcasts, archives of conference calls, investor presentations and so on.


They will also be encouraging their shareholders to receive information online and, with legislation permitting, soon even e-vote.


But let’s just start at the beginning.


What is online reporting?





It is the method that uses Internet functions and technology to create an online document that has been specifically constructed for viewing online.  The ultimate result is a report that enhances communication and information delivery from the audience’s perspective.


In short it’s a website within a website.  Don’t believe that simply by placing a PDF file in your shareholder centre that you’re now online reporting because you’re not!


What’s been tried


The online environment is a relatively new one for the investor audience. It provides companies with the opportunity to share more information – not only on financials but also strategic direction.


The benefits, rules and norms of online reporting are not yet fully understood and as a result clumsy short-cuts primarily dictated by budget restrictions are often being taken. Doing no favours to a company’s image let alone its investment strategy.


Education is integral to taking the next strategic steps with your audience.


Many Australian companies believe they are providing an online report by simply providing a large PDF file complemented occasionally by financials in excel files was accessible.


Our love of PDF is short-lived when confronted by a 60-plus page annual report. It clearly shows that the company has no respect or consideration for its audience’s time, needs and resources. 


And so some companies are now providing their annual report, concise report and financials as separate PDF downloads, but again they’re still bulky and time-consuming – to download, to read and even to print.


And while some companies are indexing their downloadable files or breaking them down to more digestible segments others are using an html platform with links to supplementary or updated information that enhances the report’s value. But these are still not the norm and I believe that if we see any element of online reporting progress this year it will be this element.


For the Top 100, the norm is an actual site providing comprehensive reporting information available in html or indexed PDF downloads. Some even have innovative sites which host archived information and news in a variety of formats to meet their audience’s capabilities including the obvious, but often forgotten annual report order form.


There is a definite opportunity for practices that have become commonplace in the last couple of years to be honed and refined to make this medium more acceptable and usable. 


Many companies are investing in strong online education strategies so that they can waive the expense of an annual report within a matter of 3-4 years. Others like Blackmores and CashCard have already dispensed with a formal annual report and simply offer a Microsoft Word document.


One of the tools used in the interim and becoming more popular for the slower adopters is a CD so that the audience can have an interactive experience without going online.


ASIC and the Centre for Corporate Law and Securities Regulation will shortly publish an Issues Paper titled “Multimedia Prospectuses” which will detail other parameters.


New strategies for distribution are monitored via surveys in quarterly reports to gauge the audience’s reception to going online, what they’ve liked and what they haven’t liked to date. 


The role and balance of design, copy and functionality.


The key to success for online reporting is a combination of design to get your message across to the audience and through technical expertise to ensure the whole process navigates intuitively. 


Remember that the audience is definitely interested in knowing more about your company’s performance. They have actually made a conscious decision to go to your website to see your annual report.


So the strategic emphasis for design is on clarity rather than impact. And for technology it’s on facilitation.


How to use PDF successfully 


Whatever format you use it is essential to publish the entire annual report on your website. The next essential is that it’s readable!


Though PDF files are easy to create they’re difficult to use. They require special plug-ins from Adobe systems, which are hopefully supplied, and the files can be difficult to read and navigate on screen. In fact you can often just simply get lost.


A full annual report in PDF can often be very large and slow to download and not easy to read let alone print. Providing all in all a very bland impression of the original document let alone the company.


One of the worst practices is blind linking where without even realising it you’ve requested the document and are in for a lengthy download. If the PDF is constructed correctly, it may take as little time as one minute but you can be in for a 30-minute wait in some cases.


So if PDF is the direction you’ll be heading down this year then make sure that you do it well. 


Ensure that the document is actually custom-designed to be read on screen. That the file is broken down into logical, digestible sections so that the audience can simply download what’s relevant to its needs and interests.


And state the size of the files so that your audience gets an idea of what they’re in for.


And also ensure the contents are book-marked so the audience can easily find the particular item they’re looking for.


As you can see here Suncorp has listed all the information pertaining to their annual general meeting in downloadable bite size documents. http://corporate.suncorpmetway.com.au/investor/agm.asp


While Telstra provides a couple of options for their annual review in full technicolour glory and as a plain text document. http://www.telstra.com.au/investor/frep00.htm#AREV


Commonwealth Bank has an online HTML version, complemented by a PDF download of the concise report that is fully book-marked. It’s still 60 pages but at least it can be navigated. http://www.irasia.com/listco/au/cba/annual/


Meanwhile see how Macquarie Bank has done this so it’s extremely user friendly and the branding from the hard copy annual reports has been carried through to this page. The impact isn’t as strong but then again it doesn’t need to be but the theme is there which reinforces to the audience that this is the document they’re after.


How to use HTML successfully


An HTML site on the other hand is more difficult and more expensive to create but ultimately faster, more functional and unquestionably more flexible and user friendly.


More Australian companies are heading down this route and over a 3-4 year period their online sites are becoming more and more sophisticated with more functionality, flash presentations and tools.  But still only 16 of Australia’s top 100 have HTML sites and the rest are still offering annual reports as PDFs.


Here HIC has taken the theme from the annual report and carried it through on to their website clearly, providing a clean, refreshing navigation system. http://www.hic.gov.au/annualreport/index.htm


As you can see here with CSR, it can easily be viewed and the information in the file can be hyperlinked to relevant presentations and documents. Not to mention PDF downloaded.  This is because HTML reports don’t print well and so it needs a printer-friendly version. http://www.csr.com.au/investorcentre/Reports


And also as you can see, key issues can be searched for, and the contents indexed, which basically provides the cyber equivalent to allowing your audience to flip the pages of your annual report.


Regulators have indicated they prefer that investors be able to receive corporate documents in the form they want.  This is basic commonsense and should be a company’s priority as part of their annual report strategy.


Programs such as Excel, Lotus 123, Real Player and PowerPoint are just some of the formats that are considered for information provision. 


Though again the download time or program installation time can be quite cumbersome. 


Archiving


By setting up an HTML annual report you provide the opportunity for archiving.


And with this step you’re starting to set up a living site where information can be updated, conferences and presentations can be shared and feedback can be sought. 


By providing snippets of information in a variety of ways your varied audience has a greater chance of finding at least one method of sourcing information that will appeal to their particular needs, and to a level of depth that they’re comfortable with.


And by providing the information in a context they’re comfortable with there’s a greater chance of understanding particularly as you’re dealing with an audience that’s self-motivated.  


As you can see Telstra has reached out in a variety of ways to encourage interaction with their half-year report - from basic PDF to a full flash presentation. And to view their results you have the choice of a webcast presentation in Real Player, PDF or PowerPoint 


While here Microsoft takes the opportunity to explain the product’s positioning and purpose, provides an overview and details the related products. http://www.microsoft.com/msft/ar.htm


Living sites


Living sites - which are the way of the future - take online reporting to a whole new dimension. And this is where it starts to get exciting. What’s great about these sites is that new information is added or archived daily. 


This includes notations added to the actual annual report, such as further information on a company’s acquisition program, to highlights clips, audio and webcasts, news releases and relevant research. Not to mention access to the latest Australian Stock Exchange figures and the obvious option of actually buying shares.


Microsoft is an obvious example of these but we have some great examples right here in Australia with BHP Billiton, Southcorp, Macquarie Bank and Suncorp Metway to name but a few.


Key messages and tools


But let’s get back to some key basics. With the fluidity of the web, companies have the opportunity to announce what’s most important to their investors on their home page or investor home page– from corporate financial goals to performance updates and highlights.


Here, Southcorp has announced their 2002 interim results in a variety of presentation options and programs.


While Rio Tinto uses a highlights page in their investor section to introduce their half year report. They also provide an index of their archive’s offering - from first half financial reports, review of operations to accounts etc.  http://www.riotinto.com/investors/default.asp


In contrast, Suncorp Metway keeps site of the big picture by keeping it simple with a quick summary of their half-year results. And then provides HTML links, PDF downloads and a Windows Media Player webcast to substantiate this information.


Miicrosoft on the other hand has used a news-focused strategy to announce their record quarterly revenue with links to the media release, convenient access to the annual reports in HTML and PDF as well as a listing of all the relevant media releases. 


This is complemented by friendly, comprehensive index and navigation tools that provide as little, or as much, information as the audience needs and wants.


Interactive information and tools 


Online reporting also allows for companies to publish all the supplementary information that is usually distributed only to analysts as well as past annual reports. 


Again there is no limit to how comprehensive the site is and how easy it is to source information but it is obviously essential that with more information that the navigation is good and enforced through clear design and logical program planning.  As a result clicking is better than scrolling for this medium.


Even two years ago, 78 of the top 100 companies listed with the Australian Stock Exchange had their annual report available right from their home page and 76 of them used the web as one of their news release distribution methods.


This type of information usually can be viewed as a PDF file or downloadable in Excel. Again other program options are becoming more prevalent.


To site Microsoft yet again! They take the whole concept to another level by providing a number of analysis tools including a “what if” download so that your investors can do their own forecasting based on their assumptions. The audience can create a graph or plug in a change on the price of the commodity and watch the impact on the company’s earnings.


Microsoft also has Pivot tables that let you view and analyse the company’s revenues by sales channel and product group.


Nominating online reporting


With sites becoming more alive literally, companies are encouraging their shareholders, both within their annual reports and online, to help them be more cost-effective by choosing to receive their annual reports, interim reports and Chairman’s addresses online. 


And we see this method becoming more and more popular as investors are able to receive information in a more useful form than a hard copy so that they can potentially search for, and analyse, the information as they require.


For Southcorp, this site was launched in 2000. And their site is very much gauged to the investor with a shareholder centre providing plenty of information in HTML and as a variety of downloadable options.


Macquarie Bank also encourages its investors to nominate online reporting. It also takes the opportunity to ask for content feedback and list some of their latest reports.  As you can see they have a Shareholder page to encourage electronic correspondence rather than postage except for the bare minimum required by corporate legislation.


Corporate legislation


Various changes in legislation over the past few years have facilitated online reporting; even though ASIC still doesn’t actually have a formal policy or ruling covering online reporting.


First it’s important to remember that the online report and annual report must contain the same information – and the message it conveys must be the same.  And you still have to file two hard copies of the annual report with the ASX in the same format as provided to shareholders. And you still can’t release information to the public before it’s released by the ASX.


But since 1998 amendments to the Company Law Review Act electronic communication has been much easier.  And one of CLERP’s goals – that’s the Corporate Law Economic Reform Program – is facilitating the use of electronic commerce.


Changes in the Corporations Law have enabled more timely and comprehensive electronic communication between issuers and investors than is possible in a purely print environment. For example, last year Perpetual Trustees was the first company nationally to release their online report on the same day it was released by the Stock Exchange.


But there’s still a way to go before the legislators remove all the obstacles to fully realising the potential for better communication that electronic delivery offers. And there’s also the issue of public concern over privacy of personal information.  If investors are not confident about the security of their information in the Internet environment, they may not embrace the new technology.


According to US-based research company, Jupiter Media Metrix which was featured in a recent Businessonline interview, web vigilance is lax.  Over 50% of the website managers surveyed believe that the risk of security breaches is low –though the same proportion of e-business managers rated the sensitivity of their site’s data as high. 


With sites becoming more alive literally, companies are encouraging their shareholders, both within their annual reports and online, to help them be more cost-effective by choosing to receive their annual reports, interim reports and Chairman’s addresses online.


3. THE BIG PICTURE – AR VS OR


Ultimately, we’ve got to a point where both mediums need to work together, hand in hand, to appeal to the varied audience. Together they’re able to provide the information in a format that can be absorbed effectively by your audience given their time and needs constraints.


And they are able to leverage off each other to provide a further dimension of information that the audience may prefer whether it’s sourcing a hard copy of the report from the website or providing the website details and links on the hard copy so that more interactive indepth and supporting documentation on specific areas can be researched.


And that’s just for starters.


It’s definitely more work from here on in but the economies of scale of online reporting ultimately will definitely make this development worthwhile because it will be measurable and due to its interactive ability far more accountable!


And the annual report? In whatever form it ends up taking, it will still be contributing its credible presence to the investment mix for quite some time. 


My final point is that applying a classic five-step process, starting with a clear and concise brief, will result in a great annual report, whether it’s print or online.


At Versa we’re committed to defining our client’s message and creating an annual report that clearly articulates the company’s vision for the future. 


So every annual report that we do follows our five-step process.  Over the years, we’ve found that this process helps to ensure that every annual report is delivered on time - and on budget.


When you’re working towards a tight deadline, one of the main issues is good management to maintain the momentum of the entire process.  The other key issue is design; and WE make sure that the design conveys the key agreed messages to the diverse target audience. 


Like anything we do, effective design can only be developed with client input, knowledge and teamwork.  So STEP 1: is that we work with the client to prepare an extremely detailed written brief which is agreed by both parties.  And we really do pride ourselves on being on brief. 


Here’s the result of our customer feedback survey so you don’t have to take our word for it!


With the brief nutted out, we get to the interesting stage – STEP 2: the concepts.  And with client agreement on concept direction, we determine the role of photography and illustration, identify our print and online specifications, and confirm the budget.


STEP 3 is the design stage where we prepare spreads to give a comprehensive feel and tone.


With client approval, we agree on the copy requirements, finalise the print and online specifications, agree on all of the suppliers and confirm the budget.


STEP 4 is the artwork and proofing stage and when we’ve reached step 4, we don’t want to see too many changes!  Artwork is being laid out and proofed before being released to the printers.


The last step is STEP 5: the production stage.  Chromalin or digital proofs are checked, final feedback is taken on board, press checks are conducted and voila.


In summary


Preparing for this talk today I was really struck by what an interesting adventure we’re embarking on with the partnership of annual and online reports.  Summing up the key thoughts as we set out on this adventure:


My first point was that, with good design supported by exacting administrative systems, the annual report, print or online, will always be a top quality branding tool for companies – and that’s the Versa promise


My second point was that living annual reports are definitely here to stay but we still have a way to go before they’re automatically part of the marketing mix.


And my third point was that no matter how far we go, sticking to the discipline of achieving quality at every step in the five-step process will lead to a great annual report, whether it’s print or online.


Now, just before I take your questions, let me finally say, I believe design will play an even greater role in ensuring that an annual report does more than simply fulfill prescribed legal obligations.  Particularly now that there are many audiences and a choice of media for delivery.   


And with the rules still being defined, the challenge is ours to take up!


Thank you. 
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