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Pandemic
Although 100% discussed
the impact of COVID-19,

55% presented

a distinct section of their
report to summarise
their response

All companies mentioned
COVID-19 within their
principal risks

85% acknowledged the impact of
COVID-19 when discussing dividends

85% referred

to COVID-19 in their
s172(1) statement

No companies disclosed
material uncertainties
relating to going concern
or a signiﬁcant judgement
related to that conclusion

45% disclosed impacts of COVID-19 as
exceptional in their income statement
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The impact of the COVID‑19 pandemic has been significant for
companies across all industries and jurisdictions. In this section
we look at some of the emerging trends in annual reporting for
a sample of 20 FTSE 350 March year‑ends. In July of this year the
FRC also published their own thematic review of the financial
reporting effects of COVID‑19, building on the guidance they had
published earlier in the year. Of course, as the situation regarding
the pandemic continues to evolve and regulators issue further
pronouncements and guidance, reporting trends may also
continue to evolve and companies should monitor this carefully.

Governance and board response
As with the other hot topics examined in this publication, a company’s
response to the COVID‑19 pandemic will ultimately be led by the
board of directors. A number of companies set out their governance
framework for dealing with the pandemic, including the role of
different teams and committees in addition to the board of directors.
Severn Trent plc set out in their report their COVID‑19 Governance
Framework, including what the board’s role was within that.

It was perhaps surprising that despite the uncertainty caused
by COVID‑19 and the relaxation of filing deadlines, on average
the companies surveyed had their annual reports approved
58 days after their year‑end. This was in fact a day quicker than
the average FTSE 350 company approval in our prior year survey.
Companies may have felt that delaying proceedings would not
help to resolve the uncertainty they faced and that fulsome
and transparent disclosure of forecasts, estimates made and
judgements they had taken was the best way forward.
Unsurprisingly, all companies surveyed included discussion of
COVID‑19 and how their businesses had responded to the pandemic.
BT Group PLC was an example of a company that made effective use
of a COVID‑19 ‘icon’ to identify disclosure in both their narrative and
financial reporting related to the pandemic. 55% of those surveyed
elected to present a distinct section within their annual report pulling
together different elements of the company’s response, often with
cross‑references to where further detail could be found. Such sections
were often presented as double page spreads and went on to
describe companies’ interactions with various stakeholders,
including employees, customers, suppliers and society at large.

It was perhaps surprising that despite the uncertainty
caused by COVID‑19 and the relaxation of filing
deadlines, on average the companies surveyed had
their annual reports approved 58 days after their
year‑end.
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All companies gave some
level of insight into what the
board specifically had done,
although in some it appeared
to be largely limited to how
the board had been kept
updated by management or
committees during the course
of the pandemic.

Marks and Spencer Group plc provided a description of each of the
various response teams they had in place as a result of COVID‑19.
The amount of detail provided on board‑level action varied.
All companies gave some level of insight into what the board
specifically had done, although in some it appeared to be
largely limited to how the board had been kept updated by
management or committees during the course of the pandemic.
Those companies may have felt that it was implicit within the
broader discussions on how the company had responded to the
pandemic that the board had led the company’s response during
that time. Other companies made it clear that the board specifically
had engaged with various stakeholder groups during the course of
the pandemic, as described below.
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Purpose, stakeholder engagement and decisions
As noted in the recent BlackRock Investment Stewardship
report, “because COVID‑19 poses an existential threat for many
companies, it is also straining the social contract between
companies and their employees and other stakeholders”.
In uncertain times strong relationships with stakeholders are more
important than ever in preserving a company’s business model
and sustaining its resilience.

Events such as the pandemic may even lead the board to
reassess the company’s purpose to ensure it strengthens the
social contract. Vodafone, for example, provided disclosure on
‘developing a new social contract’ in response to COVID‑19.

85% of companies made reference to COVID‑19 in their directors’
s172(1) statements, either directly or through cross‑referencing,
again often linking to disclosure on stakeholder engagement.

In their thematic review on COVID‑19 the FRC stated that they
expect narrative disclosures to be provided explaining how
relationships with employees, customers, suppliers and others
have been maintained during the pandemic.
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Biffa plc provided a summary of how they had engaged with their
various stakeholders during the pandemic, with cross references to
where further information could be found.

As discussed earlier in this publication, companies often describe
their people as their most valuable asset. It therefore came as no
surprise that all companies surveyed discussed the specific impact
of the pandemic on their employees. These disclosures typically
went beyond straightforward matters such as how remote working
had enabled them to continue trading, to also include information
such as:
• whether employees had been furloughed and whether
redundancies were anticipated in the short term;
• changes to policies on holiday pay;
• findings from staff surveys;
• charitable initiatives launched; and
• training and other support provided.
Land Securities Group PLC provided an up‑front summary in their
report of how they had engaged with and prioritised the needs of
different stakeholders during the pandemic, including employees,
and how they had responded.

85% of those surveyed acknowledged COVID‑19 when discussing
their dividend policy or the dividends they were proposing.
Whilst some companies indicated that despite COVID‑19 they
were in a strong enough position to still propose dividends, others
indicated that COVID‑19 had led to them deciding not to propose
any dividend in the current year.
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National Grid plc were an example of the former, having explicitly
referenced the stress testing they had performed against
a number of COVID‑19 scenarios ahead of deciding to recommend
a dividend in line with their usual policy. More general findings on
dividend‑related and capital allocation disclosures can be found in
the ‘Profit’ section of this publication.
As described earlier in this publication, the best s172(1) statements
include examples of decisions made by the directors in fulfilling
their duties under s172. However, not all companies explicitly
presented examples of decisions the board had taken in response
to COVID‑19, as distinct from those that management had taken
as part of their s172(1) statements. It may have been that the
directors believed that it was implicit within the broader narrative
as to which decisions they had ownership of. The most common
‘decision’ where it was presented as clearly owned by the Board
related to employee matters, such as a decision not to place
employees on furlough.
Risks, going concern and viability
All companies surveyed included COVID‑19 within their principal
risks, either as a stand‑alone principal risk having various effects,
as a factor impacting various existing principal risks or through
a combination of both these approaches. The best disclosures
provided company‑specific insight into the potential impacts of the
pandemic and, again, information on stakeholder engagement was
often incorporated into discussions of mitigating activities.
Vodafone Group plc commented also on their consideration of
impact of COVID‑19 on their systems of internal controls.

Longer term viability statements continued to look out over a time
period of four years on average – no companies had changed
their lookout period as a result of COVID‑19 despite all the
uncertainty created by the pandemic. 40% included information
on assumptions they had made related to COVID‑19, such as
the length of the lockdown period or when they foresaw trading
returning to normal levels. Additionally, 85% also indicated that
they had undertaken additional stress/sensitivity testing in
response to the pandemic. 35% of those companies indicated
which factors they had flexed as part of their stress testing without
quantification and 29% gave some form of quantification of the
factors they had flexed under the different scenarios tested.
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Burberry Group plc provided an example of disclosure relating to
how the scenarios had been updated for the impact of COVID‑19,
including information on their reverse stress testing.

Annual report insights 2020 – Pandemic| Surveying FTSE reporting

All companies surveyed made reference to the impact of COVID‑19
in explaining their conclusion that it was appropriate to adopt the
going concern basis of accounting. 50% of audit reports in the
companies surveyed included a key audit matter relating to going
concern, but no companies in our sample disclosed a material
uncertainty relating to the use of the going concern assumption.
Furthermore, no companies disclosed the use of significant
judgement in forming their conclusion regarding going concern
under IAS 1 paragraph 122. The FRC’s thematic review reminded
companies of this disclosure requirement, which could apply even
where there is ultimately no material uncertainty.
Financial statements
All companies made reference to COVID‑19 in their financial
statements, although there was typically less information
compared to that presented in the narrative reporting.
Not all companies surveyed disclosed discrete financial impacts
recognised in the financial statements as a result of COVID‑19.
Of those that did, impairments of non‑financial assets under
IAS 36 Impairment of non‑financial assets and expected credit losses
relating to receivables under IFRS 9 Financial Instruments were
the most common items. 45% disclosed an impact of COVID‑19
in a note setting out ‘exceptional items’ or similar, although these
amounts typically also included other non‑COVID related amounts,
consistent with the companies’ normal accounting policies
regarding such items.
The presentation of such exceptional items on the face of the
income statement varied between using columns, boxes and
additional line items. However, in line with the FRC’s guidance
relating to COVID‑19, no companies were seen to present
pro‑forma alternative performance measures in their income
statements containing ‘missing’ amounts such as lost revenue
as a result of COVID‑19.

At a time when forecasting of future performance is perhaps more
difficult than ever, users cannot expect consistent assumptions to
be applied and as such the disclosures required by IAS 1 on critical
judgements and key sources of estimation uncertainty become
more important than ever. The most commonly cited sources of
estimation uncertainty impacted by COVID‑19 were determining
recoverable amounts of assets under IAS 36 and estimating
expected credit losses under IFRS 9. However, a variety of other
areas of estimation uncertainty were also repeatedly identified
as having been impacted by COVID‑19, including inventory
provisioning and the valuation of unquoted pension scheme plan
assets.
The FRC has reiterated that it expects sensitivity analysis or
details of a range of possible outcomes to be provided for areas
subject to significant estimation uncertainty, going on to state that
it expects the number of such disclosures to increase in light of
the pandemic. In some cases companies only seemed to provide
sensitivity information where it was already required by a standard
other than IAS 1, such as IAS 36.
It is worth remembering that IAS 36’s specific requirements
regarding sensitivities require, that for CGUs with significant
goodwill, if a reasonably possible change in a key assumption
would give rise to an impairment, the amount by which that
assumption would have to change to erode the headroom needs
to be disclosed. This is subtly different from disclosing the impact
of changing a key assumption by plus or minus X%. In the majority
of instances of those companies testing goodwill balances for
impairment, estimates of CGUs’ recoverable amounts continued
to be based on value in use rather than fair value less costs of
disposal.

At a time when forecasting of future performance
is perhaps more difficult than ever, users cannot
expect consistent assumptions to be applied
and as such the disclosures required by IAS 1 on
critical judgements and key sources of estimation
uncertainty become more important than ever.
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Looking beyond IAS 36, and in line with FRC’s call, Burberry Group plc
(pictured above) provided an example of sensitivity information
in connection with inventory provisioning, going beyond the
requirements in IAS 2 Inventories.

What to watch out for

Despite estimates of expected credit losses also regularly being
cited as a key source of estimation uncertainty impacted by
COVID‑19, very few companies provided insight into how it had
impacted their methodology for measuring such allowances.

	Make it clear what actions the board has taken in
response to COVID‑19 and the impact it has had
on different stakeholder relationships.

United Utilities Group plc provided an example of disclosure on the
impact COVID‑19 has had on their allowance for expected credit
losses for trade receivables, including some sensitivity information.

	Provide clear disclosure on the assumptions used
and judgements made in concluding on the use of
the going concern assumption and the longer‑term
viability statement.

Despite estimates of expected
credit losses also regularly
being cited as a key source of
estimation uncertainty impacted
by COVID‑19, very few companies
provided insight into how it had
impacted their methodology
for measuring such allowances.
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	Provide sensitivity analysis or details of ranges of
possible outcomes relating to areas of significant
estimation uncertainty.
	Avoid splitting amounts recognised in the financial
statements on an arbitrary basis between portions
that relate to COVID‑19 and those that relate to
business as usual.
	Ensure appropriate consistency, linkage and
cross‑referencing of COVID‑19 disclosures across
the annual report.
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Appendix – Survey methodology
For many years the Annual report insights series has presented the
findings of a survey of 100 annual reports of UK companies with
a premium listing of their equity on the London Stock Exchange,
both within and outside of the FTSE 350. This year we have
adopted a different approach to facilitate a deeper look into key
areas where regulators and investors are increasing their focus.
Purpose, people, planet and profit chapters
In four key areas – purpose, people, planet and profit – the
publication presents the findings of a survey of 50 UK companies
with a premium listing of their equity on the London Stock
Exchange. The population comprises 21 FTSE 100 companies and
29 FTSE 250 companies across a range of industries. All companies
had financial years ending between 31 December 2019 and
31 March 2020 and had more than 500 employees, and were
therefore required to disclose both an NFI statement and s172(1)
statement and were in scope of the 2018 Code. As many of these
companies as possible were included within the sample used in the
previous survey.
Pandemic chapter
A large number of the annual reports surveyed for the four
previous chapters that were approved in February or early March
2020 made little or no reference to COVID‑19. As such, in this
section we look at some of the emerging trends in annual reporting
regarding COVID‑19 for a sample of 20 FTSE 350 March year‑ends.

Appendix 1 of consolidated publication – additional findings
This appendix presents various statistics from surveying the larger
sample of annual reports that includes 100 UK companies spread
across the whole of the FTSE. 91 of the 100 companies are the
same as those used in the previous year’s survey. The population
comprises 20 FTSE 100 companies (2019: 19), 39 FTSE 250
companies (2019: 37) and 41 companies outside the FTSE 350
(2019: 44). Investment trusts, other than real estate investment
trusts, are excluded from the sample due to their specialised
nature. The reports analysed are for financial years ended between
28 September 2019 and 31 March 2020.
Although our survey data uses only companies from our samples,
when selecting examples of good practice we have used material
from companies that, in our view, best illustrate a particular
requirement or innovation, regardless of whether they are in our
sample.
Each chapter also includes a short list of items to watch out
for in the reporting season ahead, reflecting areas of changing
requirements or practice and areas of regulatory focus.
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Glossary of terms and abbreviations
Term

Definition

2018 Code, or the new Code

The 2018 UK Corporate Governance Code

Acc Regs Sch. 7

Schedule 7 of The Large and Medium‑sized Companies and Groups (Accounts and Reports) Regulations 2008 (SI 2008/410), as
amended

the Act

UK Companies Act 2006, as amended

BEIS

The Department for Business, Energy and Industrial Strategy

BEIS Q&As

A set of frequently asked questions published by BEIS regarding The Companies (Miscellaneous Reporting) Regulations 2018 (SI 2008/860)

Brydon review

An independent review by Sir Donald Brydon into the quality and effectiveness of audit

Climate Action 100 +

An investor initiative encouraging large corporate greenhouse gas emitters to take necessary action on climate change

ESG

Environment, social and governance matters

ESMA Guidelines

Guidelines on Alternative Performance Measures (APMs) for listed issuers published by the European Securities and Markets
Authority (ESMA). Since original publication, ESMA has published several questions and answers on the guidelines to
promote common supervisory approaches and practices in the implementation of them

FCA

Financial Conduct Authority

FRC

Financial Reporting Council

FRC Guidance

The FRC's Guidance on the Strategic Report published in July 2018

FRC Lab

The Financial Reporting Lab was launched in 2011 to provide an environment where investors and companies can come
together to develop pragmatic solutions to today’s reporting needs. Latest reports can be found here.

FRC’s Annual Review of the
UK Corporate Governance Code

See this link

FRC’s Annual Review of
Corporate Reporting 2018/2019

See this link

GHG

Greenhouse Gases

IASB

International Accounting Standards Board

IBC

The World Economic Forum’s International Business Council

Investment Association

A trade body and industry voice for UK investment managers

IPCC

Intergovernmental Panel on Climate Change, the United Nations body for assessing the science related to climate change

KPI

Key performance indicator

NFI Statement

the Non Financial Information Statement as required by s414CB of the Act

NFR Regulations

The Companies, Partnerships and Groups (Accounts and Non‑Financial Reporting) Regulations 2016 (SI 2016/1245) which
implement the EU Non Financial Reporting Directive into sections 414CA and 414CB of the Act

Parker Review

An independent review by Sir John Parker into the ethnic diversity of UK boards

R&D

Research and development

s172

Section 172 of the Act which sets out certain directors’ duties

s172(1) statement

The statement required by s414CZ of the Act, under which the directors must explain how they have fulfilled their duty under
s172(1) of the Act

SASB

Sustainability Accounting Standards Board

SDGs

Sustainable Development Goals, a set of targets set out by the United Nations

SECR

Streamlined Energy and Carbon Reporting, as set out in The Companies (Directors’ Report) and Limited Liability Partnerships
(Energy and Carbon Report) Regulations 2018 (SI 2018/1155)

TCFD

Task Force on Climate‑related Financial Disclosures

TCFD recommendations

Recommendations as set out by the TCFD which promote voluntary, consistent climate‑related financial risk disclosures for
use by companies in providing information to investors, lenders, insurers, and other stakeholders

TCFD 2019 Status Report

An overview of current disclosure practices as they relate to the TCFD recommendations

WEF

The World Economic Forum
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