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Dear Madams and Sirs,

The “World Intellectual Capital/Assets Initiativ€tVICI) Network (www.wici-global.com) is
a global, non-profit Network founded in 2007 by enednt private and public sector

organizations in Europe, the U.S., Australia anghdalhe Promoting Parties of WICI are:

The US Enhanced Business Reporting Consortium,hwikiformed by the American
Institute of Certified Public Accountants (AICPAMicrosoft Corporation and
PricewaterhouseCoopers;

- The European Federation of Financial Analysts Sies€EFFAS);

« The Japanese Ministry of Economy, Trade and IngMETI);

« The Organization for Economic Cooperation and Dgwelent (OECD);

« The Society for Knowledge Economics (Australia);

« The University of Ferrara (Italy);

- The Waseda University, Tokyo.

The European Commission participates in WICI a®hserver.



The primary objective of WICI is to establish anfirawork of industry-specific KPIs that
enables corporate management to express their cgyfspaown way of using

intellectual/intangible assets and other non-fil@nelements for the purpose of creating
value, by also pointing out how past and futureaficial performance connect to non-

financial elements.

The WICI Global Network includes jurisdictional regentation in the US, Japan, Europe,
and at the country level in Europe there are alsgdictions set up in France, Germany and

Italy.

There is a growing international interest in thenaapt of integrated (financial and non-
financial) reporting, as evidenced by the receréase of the International Integrated
Reporting Framework. The members of the WICI neknare supporting this evolution of
corporate reporting through the engagement of uargtakeholders at the national and global
level to develop industry-specific KPIs and advecktr more meaningful disclosure related
to intangibles. Accordingly, WICI is represented tbie Working Group of the International
Integrated Reporting Council (IIRC), and has sigagdemorandum of Understanding with
the IIRC to signify collaboration and coordinatioetween our respective efforts.

To date, the members of the WICI network have stppdothe development of a business
reporting framework combining financial and nonafiicial information that informed the
development of the International Integrated Repgrframework, as well as the elaboration
of industry-specific Key Performance Indicators (®Pfor explaining company value

creation, which are publicly available on the Wibsite at www.wici-gobal.com.

WICI respectfully submits its comments on the ESBI&onsultation Paper entitled “ESMA
Guidelines on Alternative Performance Measures (8PNssued on February 13, 2014. We
would like to commend ESMA for its effort to addsean increasingly important area of
corporate reporting and communication. We beliénag ESMA Guidelines are in principle a
useful tool in dealing with APMs and the relatesliss encountered with their use (@#).

We also believe, however, that the current detinitind scope of APMs is too narrow in the

sense that it almost exclusively refers only to sees coming from financial statements or
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regulated reports, whilst on the contrary the miagportant trends in today’s corporate
reporting go in the direction of widening infornati towards the financial, but especially
non-financial, measurement and/or disclosure of-uaye drivers and KPIs, which are
mostly intangibles-related. Financial analysts ameestors appear to be more and more
interested not only in the historical financialtetaents, but also in understanding the way
business is and will be run, with a full awareniss factors such as strategy, business model,
governance, risks, research and development, itiooyaustomer/relational, organizational
and human capital, for example, are critical toarsthnding a company and its value creation

prospects.

In this respect, WICI would encourage ESMA to fallap in its effort and to consider now or
in the near future an extension of its Guidelineother relevant forms of APMs. Indeed,
most of this type of non-financial information islgished in IPO Prospectuses at company
listing. ESMA rightly poses the question of, and tieed for, transparency of APMs used in
these particular company documents. The risk is $bene APMs (i.e. those coming from
financial statements) are regulated by the ESMAcatbns, but a large number of other
“APMs” of non-financial nature, such as KPIs, keglte drivers and other intangible-related
disclosures, are left out, thus creating two caiegoof APMs and a potentially uneven

quality of reported information.

Consistent with WICI's mission and activity, which not directly concerned with financial
iIssues and accounting standards, we would lik@tcentrate our detailed comments on only
some of the questions ESMA has posed in the CatmritPaper, and in particular on those
dealing with issues directly or indirectly linked KPIs which represent and measure value
creation of companies, for which we feel we carvgte® a competent contribution in terms of

reflection and proposal.

- Q2: Do you agree that the ESMA [draft] guidelines should apply to APMs included in:

a) financial statements prepared in accordance with the applicable financial reporting
framework, that are made publicly available, and

b) all other issued documents containing regulated information that are made publicly
available?

If not, why?

As already pointed out, the number and relevanagoffinancial indicators is increasing as

well as the forms of reporting that are publishgdcbmpanies on a mandatory and voluntary
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basis (Governance Reports, Remuneration Repotegrated Reporting, Intellectual Capital
Statements). As a consequence, we would encour&)@AEto take a more proactive
approach in this area, trying to guide the develemntrajectory of APMs also in emerging

reports.

- Q3: Do you believe that the ESVIA [draft] guidelines should also be applicable to
prospectuses and other related documents, which include APMs (except for pro-forma
information, profits forecasts or other measures which have specific requirements set out in
the Prospectus Directive or Prospectus Directive implementing regulation)? Please provide
your reasons.

Yes. For the reasons indicated above, the APMsighdd in IPOs should also be included.
WICI’s suggestion is to extend the scope of APMduded in the ESMA Guidelines in order
to avoid creating a potential discrimination inatreent between the financially-derived
APMs and the others, which deal with other relevfantors of company growth and value

creation.

- Q5: Do you agree with the suggested scope of the term APM as used in the [draft] guide-
lines? If not, why?

The ESMA Guidelines define APM as “any numericalaswre of historical, current or future
financial performance, which relates to the finahgosition, comprehensive income or cash

flows, other than a measure defined by the apdictiancial reporting framework.”

More in detail, APM are: “(i) all measures of fir@a performance not specifically defined
by the applicable financial reporting frameworkg(eEBIT, EBITDA, free cash flow,
underlying profit, net debt etc.); (iiall measures designed to illustrate the physical
performance of the activity of an issuer’'s businesg.g. sales per square meterand (iii)
all measures disclosed to fulfil other disclosusguirements (e.g. pro-forma financial
information or a profit forecast) included in publidocuments containing regulated

information”.

As we have noted above, WICI's vision of APMs igdmter. Only the APMs evidenced in
bold under the category (ii) above are partiallysistent with such a vision. We would

propose ESMA to extend the scope of the APMs censdtlas indicated above.



Q6: Do you believe that issuers should disclose in an appendix to the publication a list giving
definitions of all APMs used? If not, why?

Yes. A Glossary containing a technical descriptafnall APMs (of financial and non-

financial nature) selected by a company in its répg documents would be most useful.

Q7: Do you agree that issuers should disclose a reconciliation of an APM to the most
relevant amount presented in the financial statements? If not, why?

Yes, if and when that is possible or makes sense. ¥dme non-financial KPIs this
reconciliation is only indirectly possible, for erple in the case of KPIs related to research
activity or intellectual property (IP) or brand nagement. Sometimes it is easy to
indicate/identify a cost, but the value of the ome cannot be measured directly in relation
to financial statements items. For instance, regengan easily come from a brand
management activity of several years earlier bid difficult to determine to what extent; IP
value is not in the balance sheet if internallyegyated, and so on. Therefore, even though we
understand the underlying rationale of the pointguestion, we would suggest some
relaxation on this indication, giving some cleardgunce when the reconciliation is possible
and when it is not possible owing to accountingswdr the nature of the outcome represented
by the KPIs.

Q8: Do you agree that issuers should explain the use of APMs? If not, why?

Yes, we agree, but we think that it is not compyetdear what should be explained. In
principle, the use of APMs must be driven by thdlingness to disclose information that
helps to clarify the current and future value dmrapotential of a company. If the Guideline
intends to ask for a justification for the use_of 8APM, then we fear that the use of APMs

may be unintentionally discouraged.

Q9: Do you agree that APMs presented outside financial statements should be displayed with
less prominence, emphasis or authority than measures directly stemming from financial
statements prepared in accordance with the applicable financial reporting framework? If not,

why?

We don’t agree with this recommendation. Firsis ihot clear to us what is exactly meant by

“less prominence, emphasis or authority”. Is it something to do with the size and
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characteristics of the font used by a company?hOuls this type of APMs be presented only
in a note? We believe that there is a need foraret guidance on this particular point, if
ESMA thinks that it should be maintained.

Second, WICI supports the view that a correct usaig@on-financial APMs should be
encouraged through clear guidance and verificatidime corporate world appears to be
moving in this direction; users want to understaadlie creation processes in the short,
medium and long term, and need information consistgth that. We live in a knowledge-
based society and intangible investments in masgsaow exceed tangible investments. In
this context, it is difficult to imagine that thesdlosure of non-financial information and KPIs

will not become more and more important and promiije.g. Integrated Reporting).

WICI Dbelieves that corporate information should é&ehanced by following a globally
accepted business reporting framework that is basefihancial and non-financial KPlIs, in
order to avoid misunderstandings or, worse, easyipukations. In this respect, WICI has
started developing in the last five years benchsavkich are centered on long-term value
drivers for specific industries and which are pdlgliavailable in a section of the WICI'’s

website (www.wici-global.com/kpis).

We have also elaborated a special “WICI-KPI Congeptcording to which the key-
performance indicators (KPIs) identified for eadldustry — to be interpreted as frequently
used KPIs — have the following features:

- WICI-KPIs are not to be disclosed on a mandatoidydut companies may choose
amongst them those that better describe their aduevcreation story. WICI does not
expect companies to follow a “tick-the-box” typeagproach to WICI-KPIs, rather to
use those KPIs that are most relevant to theiripdiusiness model needs and to
also extend the WICI framework to meet their indual needs and also be available
for other market participants (companies and otbesumers);

- WICI-KPIs, once selected by a company, are to leel wonsistently over time (if its
strategy/value creation model is not revised),riheo to accompany the other metrics
and the management narrative dealing with the Gizdand strategic situation of that
organization;

-  WICI-KPIs are developed by market-driven, industimsed initiatives, with a

bottom-up approach (similar to “Wikipedia”);



- WICI-KPIs are internationally agreed and elaborated public service perspective;

- WICI-KPIs are translated in a digital, computeretable language, called eXtensible
Business Reporting Language (XBRL);

- WICI-KPIs are freely downloadable.

To date, WICI has produced through general intenat market-driven consensus those
benchmarks, WICI-KPIs, for the following industries

- Pharmaceuticals;

- Automotive;

- Electronic components;

- Telecommunications;

- High Technology;

- Mining;

- Fashion and Luxury;

- Electricity.
We are currently in the process of developing tRdskof the Oil and Gas industry.

In many industry-specific WICI-KPIs, socio-enviroental sustainability indicators are also
included. These KPIs have been developed with thgpa@t of company managers and

financial analysts from various countries aroureworld.

In conclusion, we praise ESMA for the idea of pdiwg Guidelines on APMs, however we
also encourage the European Authority to extendvisson and the scope of these
performance measures. We also signal the avathabilithe WICI-KPIs, already developed
and accepted industry benchmarks which we thinddctwe quite useful in a process of
directing listed companies towards a correct usaig@PMs fully representing and better

explaining their value creation processes.

Sincerely yours,

Ms. Amy Pawlicki Prof. Dr. Stefano Zambon
Chair, WICI Global Network Chair, WICI Europe
Secretary General, WICI Italy



