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Executive summary
Welcome to this year’s survey of FTSE companies’ annual reports.
In what has undoubtedly been a year unlike any other we have decided
to restructure our survey to focus on the hot topics that companies
themselves are focusing their attention on, including COVID‑19.
COVID‑19 illustrates how quickly an environmental, social and governance
(ESG) issue can affect financial returns, reinforcing the need for resilient
business models and the importance of fostering relationships with all
stakeholders beyond financial returns for shareholders.
The growing awareness of the relationship between purpose
and profit and growing recognition by companies of the need
to deliver sustained value to a range of stakeholders is leading
to redefinition of the social contract between business and
society. It therefore comes as no surprise that ESG factors
feature prominently in the boardroom. They are also gaining
ever more attention from investors, who realise that these
are essential in order to understand the drivers of value and
risk within an organisation and the evidence suggests that
companies that embed purpose and ESG effectively can
outperform those that don’t. The areas described above are
sometimes referred to as ‘the four Ps’ – purpose, people,
planet and profit. We have dedicated a section of our survey
to each of these. An annual report continues to provide
a unique opportunity to tell a company’s story across these
spheres, to explain their interaction and to demonstrate
‘integrated thinking’.

Regulation is also driving a change in thinking and behaviour.
To this end, the past year saw the introduction of the new
requirement for directors to set out in the annual report how
they have fulfilled their duty to different stakeholders in
accordance with s172 of the Companies Act. The 2018 version
of the UK Corporate Governance Code also became effective,
hence our survey looks at how companies responded to both
these new requirements.
We also consider reporting changes that companies will need to
address in future reports, such as Streamlined Energy and Carbon
Reporting (SECR), the recommendations of the Task Force for
Climate-related Financial Disclosures (TCFD) and certain aspects of
Sir Donald Brydon’s report on the future of corporate reporting.
As ever, we provide insight and inspiration, accompanied by
examples of better practice and regulatory hotspots as companies
prepare for the next reporting season. A selection of our key
findings, primarily from a review of 50 FTSE 350 companies’ reports
(see Appendix 2 for sampling methodology) is presented below.
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Purpose
As was widely reported, the past year saw chief executives of more
than 180 large US companies commit to “lead their companies
for the benefits of all stakeholders – customers, employees,
suppliers, communities and shareholders”. Given this corporate
environment it was encouraging that 78% of companies surveyed
(2019: 57%) included a clear and prominent statement of their
purpose that went beyond generating profits for shareholders,
with 90% of those statements referring to specific stakeholder
groups beyond shareholders, most commonly including
customers. It was also pleasing that over half of those companies
referring to stakeholders other than shareholders included one
or more metrics relating to those groups in their key performance
indicators (KPIs), demonstrating that clear targets and metrics
are used to measure performance against objectives other than
financial profit.
The introduction of the s172(1) statement also provided directors
with an opportunity to explain how they have fulfilled their duties
to lead their businesses in a responsible way that is sustainable
in the long‑term. 90% of companies included a clearly identifiable
s172(1) statement. It appeared as though some may have found
it easier to discuss certain stakeholder groups than others and
that there is room for improvement in future years. Encouragingly,
84% took the opportunity to draw out board decisions as
recommended by the BEIS Q&As on the s172(1) statement,
something which certainly helped bring the statements to life
for a reader and demonstrated how boards had understood
stakeholder needs.

People
Companies will frequently describe their workforce as their
most prized asset. However, only 74% of companies identified
employee‑linked metrics within their KPIs, and only 58% went
further by also describing value created for employees in their
business model. The value embedded within a company’s
workforce is sustained and increased through enhanced
engagement, fair and consistent practices, a commitment to
diversity in all its forms and a culture that connects people to
purpose. 90% of boards described the mechanisms they use to
monitor company culture – most commonly, in 76% of cases, in the
form of an employee engagement survey. The past year also saw
the 2018 UK Corporate Governance Code and changes to the law
both introduce the need for companies to provide more insight
into the relationships they have with their employees.
All s172(1) statements surveyed included information on
how directors had considered the interests of employees in
pursuing long‑term success for the business. 58% demonstrated
understanding of employee concerns, either through extended
discussion or by explaining how concerns are being or had been
addressed. 74% of the companies surveyed had used a workforce
engagement mechanism described in the 2018 Code, with 46%
electing to engage through a designated non‑executive director.
No companies surveyed elected to appoint an employee director.
Another hot topic in this area relates to diversity. Companies in
the UK have been encouraged over several years not only to
implement comprehensive diversity and inclusion policies, but to
focus on BAME diversity as well as gender diversity. Under the 2018
Code, companies are required to report annually on their diversity
policies, including and going beyond gender. Since the annual
reports in our survey sample were published, there has been an
urgent focus on addressing historical inequalities, with recognition
by businesses and society that systemic change is necessary.
The Black Lives Matter movement has been a catalyst.
Although 50% of companies identified board‑level targets relating
to gender diversity, only a minority of those companies also
identified targets relating to ethnic diversity. Most of those targets
echo the Parker Review in aiming for one BAME board member
by 2021. 12% of companies provided a disclosure around broader
workforce objectives relating clearly to ethnic diversity although
there was little discussion of supporting activities.
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Planet

Profit

In its Annual Review of Corporate Reporting, published in
October 2019, and in an open letter to all Audit Committee Chairs
and Finance Directors, the Financial Reporting Council (FRC)
emphasised their expectation that boards address and report
on the effects of climate change. In the 2020 World Economic
Forum Global Risks Report, published just before the pandemic,
business leaders continued to identify climate‑related issues as the
top 5 long‑term risks. It therefore came as no surprise that 90%
of the reports surveyed explicitly acknowledged climate change,
22% identified it as a stand‑alone principal risk and 24% as part of
a broader principal risk. More sobering was the fact that only 4%
explicitly referred to climate change in their financial statements.

Value creation was most frequently discussed in the business
model in the context of investors, customers and employees,
although quantification in monetary terms was largely restricted
to returns for investors. The FRC Guidance specifically calls out
decisions around capital allocation and dividends to be a key
example for boards to refer to in their s172(1) statement, as these
typically impact the long‑term prospects of the business. 74% of
companies provided an insight into capital allocation, with 54%
quantifying their allocation, although this tended to be in relation
to dividends, debt repayments or capital expenditure. 56% gave
an indication as to the level of distributable reserves they had for
paying dividends to shareholders.

It was encouraging to see that 64% of the reports surveyed were
making reference to TCFD in some way – 22% were making fulsome
disclosures in line with TCFD, whilst the remainder were working
towards compliance. However, only four companies described, at
least in part, how climate‑related issues serve as an input to their
financial planning process, the time periods used, and how these
risks and opportunities are prioritized.

The broader value created by a company in achieving its purpose
often drives the variable elements of directors’ remuneration as
a means of incentivising directors to succeed in their role. It was
encouraging to see that 76% had incorporated broader ESG factors
into their most recent remuneration policy, although in some cases
it appeared to impact relatively limited amounts. 62% included
employee matters and 24% included environmental objectives,
typically as part of a series of targets to be met in order to qualify
for a bonus.

All quoted companies are required to disclose scope 1 and 2 GHG
emissions within their directors’ report. However, 40% went
further than the legally required disclosures and stated scope
3 emissions. These were from a variety of industries and included
a few which had not made any indication of adopting TCFD. It was
also encouraging to see 14% of companies comply with the new
SECR requirements, with 10% of them adopting them earlier than
required.

70% of companies included disclosure in their annual report
around the resilience or sustainability of the business model
although, similar to last year, only 14% in the viability statement.
Brexit remains a hot topic and a driver of uncertainty for many
companies. 40% referred to Brexit within their longer term viability
statement, while 74% mentioned Brexit elsewhere in their strategic
report outside of the risk section. Boards are talking about
it, too, with 62% mentioning Brexit in their corporate governance
statements, often as part of a list of key matters discussed by
the board or else in the Audit Committee reports in relation to
risk. Only 28% of companies mentioned Brexit in their financial
statements.
78% of companies presented alternative performance measures
(APMs) on the face of the income statement. 36% of those
companies elected to present their APMs through the use of
additional columns, although the IASB’s exposure draft on
management performance measures proposes a prohibition on
such a presentation.
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Pandemic
For this section of our survey we examined 20 FTSE 350 March
year‑ends’ reports. All made reference to COVID‑19, with 55%
setting out a distinct section to summarise their response.
Although all companies disclosed a principal risk or elements
thereof relating to the pandemic, no companies identified
a material uncertainty relating to the use of the going concern
assumption. Additionally, despite the uncertainty, in making
their longer‑term viability statement no companies changed
their lookout period (of three, five or seven years) as a result of
the pandemic.
85% of companies made reference to COVID‑19 in their
s172(1) statement, often linking to information on stakeholder
engagement. At times it was however unclear what the board
specifically had done in response to the pandemic and the
decisions they had taken as a result. 85% did however discuss
the impact, if any, the pandemic had had on declaring dividends.
Turning to the financial statements, 45% disclosed a financial
impact of COVID‑19 as ‘exceptional’ or similar. 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. These findings resonated with the FRC’s
thematic review of the financial reporting effects of COVID‑19,
which stressed the importance of clear and transparent disclosure
in the year ahead.
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The future
The past year has seen an increased acknowledgement by
companies of the interaction between financial returns and
broader stakeholder relationships. Further change lies ahead
though. Investor demands for greater insight into how companies
are looking to deliver sustainable value over time will undoubtedly
continue; other stakeholders’ voices will become louder in
demanding accountability and clear measurement and reporting
that demonstrates this; and regulators will undoubtedly zoom in
on all of the areas identified above.
Actions emerging from the Brydon review will also seek to restore
further trust in the corporate system and strengthen companies’
social contracts. We are now on the pathway to mandatory TCFD
reporting from 2022, with a ‘comply or explain’ approach proposed
by the FCA for 2021 and further legislation and regulation in the
pipeline. There are also stronger moves towards standardised ESG
metrics and reporting, with the forthcoming IFRSF consultation
proposing a sustainability standard‑setter under its umbrella and
the work by the IASB on Management Commentary focusing on
more comprehensive reporting of business models and enterprise
value creation. As all these areas continue to develop, this survey
provides an invaluable accompaniment as companies continue on
their reporting journey.
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Purpose

78% gave a clear, prominent

90% of those statements referred

90% provided a clearly identiﬁable

84% drew out examples of decision

statement of their purpose beyond
making proﬁts for shareholders

s172(1) statement

to speciﬁc stakeholder groups
beyond shareholders

making within their s172(1) statement
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The concept of company purpose has come to the fore in recent
years. Company purpose is an articulation of why it exists,
typically capturing the way in which the company aims to create
a positive impact on stakeholders. Purpose should therefore guide
everything the company does, connecting through governance,
strategy, risk, KPIs, and capital allocation decisions.
In the UK, consideration of company purpose must respond to
the directors’ duty under s172 to promote long‑term success
of the business while having regard to its reputation and
stakeholders. In the US, the Business Roundtable, an association
of chief executive officers of America’s leading companies, made
a statement in the summer of 2019 acknowledging that the
purpose of a corporation reaches further than shareholder returns
and that delivering value for all stakeholders is important to the
success of that company1.
Larry Fink, CEO of Blackrock, emphasised the importance of
company purpose in his annual letters to CEOs. He has described
purpose as “the engine of long‑term profitability”, citing that “a
company cannot achieve long‑term profits without embracing
purpose and considering the needs of a broad range of
stakeholders”2.
78% of companies (2019: 57%) gave a clear, prominent description
of their purpose beyond making profits for shareholders upfront
in their annual report. A handful of other companies referred
to a company purpose much further on in the report within the
corporate governance statement, which felt somewhat buried,
giving the impression that perhaps ‘purpose’ was something that
the board had considered or constructed without it then coming to
life and giving the company as a whole a clear direction.
For many companies, which clearly stated their purpose upfront,
that purpose acted as a driver for the rest of the annual report,
demonstrating the authenticity of the purpose through examples
of how it played out in daily operations. Vodafone Group Plc, for
example, set out their strategic framework on an opening page,
their purpose of “We connect for a better future” driving their
principal aim which, in turn, directed their strategy and priorities.
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Other companies demonstrated authenticity of their purpose by
linking it clearly to strategy and reward, such as Anglo American
plc, or to their business model, such as Croda International Plc.

Croda International Plc

Anglo American Plc

A small number of companies
appeared to struggle to
articulate their purpose beyond
simply making good products to
sell, and for these companies
it was difficult to see how their
purpose resonated either
within their business or within
their reporting.

Of those without a clear purpose upfront, many had a ‘vision’ or
‘mission’ often encompassing an aim to be the best in their sector.
A small number of companies appeared to struggle to articulate
their purpose beyond simply making good products to sell, and
for these companies it was difficult to see how their purpose
resonated either within their business or within their reporting.
In the context of crisis management, such as during the COVID‑19
pandemic, a company’s purpose – supported ideally by a strong
balance sheet – should drive it to make the right decisions for
the longer term, both for its shareholders and for its wider
stakeholders (see the Pandemic section, below).
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Company purpose and broader stakeholders
Purpose should be connected to the desired impact on
stakeholders (ideally specific stakeholder groups) to differentiate
it from a broader company ‘vision’. Of those companies clearly
stating a purpose upfront, 90% referred to specific stakeholder
groups beyond shareholders within that statement. For some
companies which did not refer specifically to a particular
stakeholder group, such as Rightmove plc whose purpose is “to
make home moving easier in the UK”, their purpose resonated
throughout the report and it was through the business model
and broader review of the business that it became clear which
stakeholder groups were relevant.

Similarly, 60% of companies whose purpose referenced
stakeholders other than shareholders had a KPI for at least one of
those stakeholder groups. Almost all of these were in respect of
either customers or employees, such as customer satisfaction or
employee engagement scores, and it was good to see that almost
all aligned with the description of value creation in the business
model (where this was provided). A number of companies without
KPIs clearly linking to their purpose had referred only to broader
society at large within their purpose; quantifying impact on
society at large is unsurprisingly difficult, although more granular
non‑financial KPIs had been disclosed.

Connectivity throughout an annual report, including linking
relevant information in the financial statements to the strategic
report, is hugely important given the volume and variety of
information contained within today’s annual reports. However, as
the FRC Guidance recognises, it would be impracticable to highlight
and explain all relationships and interdependencies that exist
within the annual report while also ensuring the strategic report is
both concise and understandable. In consequence, priority should
be given to the relationships and interdependencies that are most
relevant to the assessment of development, performance, position
and future prospects of the business.
The connection between purpose and impact (i.e. a company’s
positive impact on people, planet and profit) is essential. It was
pleasing to see, therefore, that 60% of companies whose purpose
referenced stakeholders beyond shareholders had included all
those same stakeholders within the business model as groups for
whom value is created.

Disappointingly several companies with no KPIs relating to
a stakeholder group identified in their purpose had omitted to
include any non‑financial KPIs at all. This raises the question
of whether and how the board intends to track the company’s
impact upon, and outcomes relating to, those stakeholders, given
the company purpose encompasses them. KPIs that align with
purpose should also be linked through the business model to
capital allocation (see the Profit section, below) and remuneration
so that users of the annual report can see the holistic way in which
purpose is embedded as integrated thinking.
The importance of company purpose and considering a broad
range of stakeholders is reflected also in the Brydon review.
Aiming to improve trust in capital markets and the corporate
system, one recommendation is that the directors present
an annual Public Interest Statement as part of the strategic
report. This would essentially be a narrative which provides
“an opportunity for directors to articulate in a holistic way how
the company they govern serves the wider public interest”
and how the company has managed this in the year under
review. Corporate reporting is already heading this way, with
the introduction this past year of the s172(1) statement and
the 2018 Code.

Figure 1. Which stakeholders did companies refer to within their purpose statement?
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The new s172(1) statement
The s172(1) statement is an opportunity for companies to present
in the strategic report how their directors have considered the
matters set out in s172(1) of the Companies Act 2006 and how,
through their mandatory duties, they are leading a responsible,
long‑term business. Companies were required to provide this
statement for the first time this year. We considered that 90% of
companies provided a statement that, as is required, was clearly
identifiable as their s172(1) statement. Encouragingly, all companies
provided disclosure that dealt with stakeholder engagement,
even those companies that did not have a clearly identifiable
s172(1) statement.

The UK Companies Act 2006 s172 sets the duty of each director
to promote the success of the company for the benefit of the
shareholders as a whole, however, the broader matters required to
be considered as part of that drive for success make a clear link to
a broader purpose as well as profit generation.
Many companies incorporate certain matters set out in s172 through
cross‑reference to elsewhere in the report. Generally companies
avoided too much repetition between the s172(1) statement and
the rest of the annual report, however this is an area that some
companies could work on in subsequent years.

Figure 2. How many companies clearly discussed each of the matters set out in s172 as part of their s172(1) statement?

66%

(a) the likely consequences of any decision in the long term,

(b) the interests of the company's employees

100%

(c) the need to foster the company's business relationships with
suppliers, customers and others

100%

84%

(d) the impact of the company's operations on the community

(d) the impact of the company's operations on the environment

70%

(e) the desirability of the company maintaining a reputation for
high standards of business conduct

70%

(f) the need to act fairly as between members of the company

36%

The s172(1) statement is an opportunity for
companies to present in the strategic report how
their directors have considered the matters set
out in s172(1) of the Companies Act 2006 and how,
through their mandatory duties, they are leading
a responsible, long‑term business.
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Supporting the introduction of the s172(1) statement, the BEIS
Q&As encouraged companies to explain the issues, factors and
stakeholders the directors consider relevant and how they have
formed that opinion, methods of stakeholder engagement, and
information on how that affected decision making during the year.
Figure 2 demonstrates that all companies have taken on board
the need to discuss the most obvious stakeholders – employees,
suppliers and customers. However, there is a more varied picture
around the other s172 matters, which in some cases are harder
to articulate, with only a third of companies drawing out how they
act fairly between different shareholder groups and interests.
Companies can explain the different types of shareholder and how
the company achieves some equity of attention and information.
For example, in addition to explaining how they engage with large
investors, Tesco PLC provided a case study on opportunities given
to private shareholders to meet and talk to the chairman and
senior management.

Further examples of these different matters and how they have
been disclosed can be found in our publication “The new section
172(1) statement – observations from first reporters”3.
The examples of decisions the board has made are where the
s172(1) statement really comes to life for the reader as they provide
an avenue for the company to explain how the directors have
balanced consideration of short‑term benefit for shareholders
against the s172 matters that help to drive long‑term sustainable
success. 84% of companies in our sample took the opportunity to
draw out examples of decision making as recommended by the
BEIS Q&As.
This case study from G4S plc (pictured right) demonstrates how
companies can illustrate the way the directors consider different
stakeholder groups.
The G4S plc disclosure also highlights the UK pension scheme
members, a stakeholder group that is not explicitly called out in
the s172 matters but which is relevant to decision making for
some boards.
10

The best stakeholder disclosures we have identified as part of the
s172(1) statement do not restrict the company to discussion of only
the stakeholders listed in the s172 matters. Instead, they start from
the specific perspective of the company, its business model and
its purpose, and identify other stakeholder groups, among which
pension scheme members and regulators are the most usual.
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Stakeholder engagement
The s172(1) statement is intended to allow directors to explain
their mechanisms for engaging with stakeholders such as suppliers
and customers. In line with guidance, the best disclosures not
only explain how the company engages at local or management
level, but also where the directors engage themselves and how
the information gained from stakeholder engagement reaches the
boardroom and influences board decision making. The following
example from Centrica plc explains how feedback from customers
is obtained, how it reaches the board, and some of the actions the
board has taken with that feedback in mind.

Reputation
A clear purpose embedded throughout an organisation and good
governance underpin and strengthen company reputation.
Reputation is enhanced by companies dealing well and
transparently with each of the matters set out in s172. It is also
enhanced when boards live the culture and values of the business,
act with integrity and embed that approach within their companies.
The annual report provides companies with an opportunity
to reflect on their reputation and how they are maintaining or
enhancing it.
Aside from the common references to reputation risk within
the discussion of principal risks, 48% mentioned company
reputation in passing, while 28% had a more thorough discussion.
These discussions were generally within the broader context of
corporate responsibility, often focusing on safety of employees
and customers and reputational impact of supply chains, while
one company discussed its reputation as an innovator within its
industry within the context of its strategic objectives.

The annual report provides
companies with an opportunity
to reflect on their reputation
and how they are maintaining
or enhancing it.
As described above, 70% of companies discussed their reputation
for high standards of business conduct clearly in their s172(1)
statement. These companies included explicit reference to
maintaining their reputation. For some companies the drive to
maintain and build reputation for high standards of business
conduct shone through in the s172(1) statement and elsewhere
in the strategic report. This was particularly noticeable in the
supermarkets in our sample, which of course sell directly to the
public and face close scrutiny from government and media.
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Purpose and broader ESG matters
It is good to see many companies acknowledging how crucial
broader ESG matters are to the success of their business, with the
chief executive of Essentra plc stating “ESG is crucial to our ability
to maintain stability, deliver our strategies and ensure growth.
Good management of this topic is therefore critical to meeting
the increasing expectations of all our stakeholders including
employees, customers and investors.”
Other chief executives are clearly considering broader ESG
matters. The chief executive statement in Persimmon Plc, for
example, covered a number of their non‑financial highlights,
including ESG factors, referring to them as key highlights and
linking back to the commentary about their stakeholders covered
in the purpose statement and business model.

What to watch out for
 et out your company’s purpose in a clear and
S
prominent manner, and consider how you
demonstrate its linkage to impact through both
strategy and business model disclosures.
 here your company purpose references
W
stakeholders, check that the key stakeholders are
identified consistently with other disclosures, such as
stakeholder engagement in the s172(1) statement.
 nsure your s172(1) statement addresses all parts of
E
the director’s duty, particularly how the board has
acted fairly as between members of the company,
considered the likely consequences of decisions in
the long‑term and maintained a reputation for high
standards of business conduct.
 hen describing stakeholder engagement, describe
W
the stakeholder concerns identified through the
engagement activities and the board’s understanding
of those concerns (for example, through activities
ongoing or planned).
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People
90% of boards

described the mechanisms
they used to monitor
company culture

74% identiﬁed

employee-linked metrics
as KPIs

34% of companies

explained clearly why
diversity was important to
their particular strategy

For workforce engagement,

46% designated

a non-executive director

76% had a principal

risk relating to staﬀ
turnover or attrition, but

8%

only
disclosed staﬀ
turnover or attrition as
a KPI

12% of companies

provided a disclosure
around workforce
objectives relating clearly
to ethnic diversity
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Company culture
The “bridge” between purpose and people is corporate culture.
Principle B of the 2018 Code explains how this should work in
practice and the responsibility of the board.

Board decision‑making process and workforce engagement
Fundamentally, the consideration of employees and the broader
workforce begins in the boardroom. The understanding by
boards of employees’ needs and receiving feedback from them is
important to drive appropriate decision‑making.

“The board should establish the
company’s purpose, values and strategy,
and satisfy itself that these and its
culture are aligned. All directors must
act with integrity, lead by example and
promote the desired culture.”

s172(1) statement
As described earlier, all of the companies in our survey described
in their s172(1) statement how the directors had taken into account
the interests of the company’s employees. This illustrates how
critical employees are to the long‑term sustainable success of the
business. Over half of companies not only acknowledged employee
issues or concerns but also demonstrated understanding of those
concerns, either through extended discussion or by explaining how
concerns had been or are being addressed.

There is no question for a company applying the Principles of
the 2018 Code that purpose must be established and should
be supported by well‑aligned values, strategy and culture.
This Principle is supported by Provision 2, which calls upon the
board to “assess and monitor culture”, to ensure that “corrective
action” is taken where necessary and, in the annual report, to
“explain the board’s activities and any action taken.”

In describing employee issues, companies use words that
illustrate they are listening – in our survey this included language
such as “issues”, “concerns”, “listening”, “hear”, “open discussion”,
“conversation”, “informed”. Taking action is illustrated through
active words, such as “involved”, “understand”, “introduced”,
“created” and descriptive phrases, “actions agreed on issues
raised”. A case study from NEXT plc, below, illustrates consideration
of a consultation process and possible impacts on employees of
store closures.

90% of boards described the mechanisms they used to monitor
company culture. The most usual of these was the employee
engagement survey (76% of companies). This is most useful when
companies describe key features of what the survey seeks to
understand, whether it is compared to benchmarking data from
other organisations, how it is presented to the board and any
resulting actions. Other regularly mentioned mechanisms include
reports from whistleblowing activity, workforce engagement
designated directors, internal audit, and direct engagement
activities between directors and staff such as “town halls”.
A handful of companies also mentioned obtaining input on culture
from customer surveys, supplier feedback, employee turnover
rates, exit interviews and a variety of metrics presented by HR to
the board. These metrics regularly included people‑related KPIs
(see below). The additional sources of information were often
linked to either an existing or a planned “culture dashboard” to pull
together the relevant culture information in one place and enable
a more timely and informed review by the board.
Only one company in our survey sample provided a disclosure
about resolving an issue of misalignment of culture and purpose.
This company provided a case study and described how the
lessons learned were shared across the organisation.

14

Directors’ report statement
From 1 January 2019, companies with more than 250 employees
had to expand their disclosures in their directors’ report regarding
employees to include information around employee engagement.4
90% of companies had clearly made the new disclosure in the
directors’ report, with over half of these deeming it to be of
sufficient strategic importance to include the full disclosure within
the strategic report itself, and referencing to it from the directors’
report. Some companies referred to the corporate governance
statement where we saw an increasing volume of disclosures
relating to employee engagement at board level, perhaps in
response to the requirements of the s172(1) statement.
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2018 Code – workforce engagement
For premium listed companies this new directors’ report
disclosure, as well as the requirements of the s172(1) statement,
overlaps with the increased focus of the 2018 Code on workforce
engagement mechanisms.
Although only 10% defined their interpretation of ‘workforce’, all
companies identified that they had implemented a workforce
engagement mechanism. Of these, just under three quarters had
used a mechanism or combination of mechanisms described in
2018 Code provision 5 – a director appointed from the workforce,
a formal workforce advisory panel, or a designated non‑executive
director. The remainder had described an alternative workforce
engagement mechanism. The most usual mechanism was
a designated non‑executive director (46% of companies), with
14% of companies using a formal workforce advisory panel and no
companies in our sample electing an employee director.

Standard Life Aberdeen plc explains their designated
non‑executive director workforce engagement mechanism and
provides explanation of the methods used to engage with the
workforce, how feedback is provided to the board, the key topics
of that feedback and how the executive leadership team (ELT)
can be asked to take action. This is in line with the FRC’s Annual
Review of the UK Corporate Governance Code, published in
January 2020, which explains that reports should “include details
or real examples of what a company has done to consider and if
appropriate take forward matters raised by the workforce.”

Informa PLC’s chairman defines their workforce and describes
both their chosen engagement mechanism of a designated
non‑executive director, and further ways the directors engage.
The priority the board places on this is emphasised by how
prominently it is included in the chairman’s review of 2019.

Although only 10% defined their
interpretation of ‘workforce’, all
companies identified that they
had implemented a workforce
engagement mechanism.

15
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We considered that over half of companies made it clear how
employee feedback had influenced the board’s decisions,
something that BEIS (through their Q&As) and the FRC Guidance
expect to be discussed as part of the s172(1) statement.

HSBC Holdings plc discussed real examples of feedback from
employees and how the company has responded.

Employees as a source of value
The FRC Guidance encourages companies to identify and describe
their sources of value in their business models, namely those
resources and relationships which support the generation and
preservation of value. Employees are commonly identified as such
a resource or asset, with 74% making this clear in their business
model description.

By describing the effects that companies have on their key
resources (both positive and negative), a closer connection cab be
achieved between the business model and related outcomes.

Figure 3. How is value created for employees presented in
the business model?

It is important that a company manages, sustains and develops the
sources of value, or “capitals” that it relies on. The FRC Guidance
requires explanation of actions taken by the company to manage,
sustain and develop these sources of value, including those which
are intiangible such as the workforce. The outcome of this can be
described as the value created for those employees.

42%

16

%

There is a clear presumption by companies that, for employees,
having a job and being paid is value enough. Those companies
quantifying value created for employees cited salaries, wages and
employee benefits, with one company also quantifying separately
cash payments made to pension plans. Quantification of value in
non‑monetary terms tended to be the number of employees or an
employee engagement score. A handful of companies included the
number of new jobs or promotions in the year, or the number of
employees trained. While these quantifications are useful, the best
disclosures were those that were accompanied by a more detailed
narrative description. Some companies described how they sought
to provide “a safe and rewarding environment in which to work” or
“challenging and rewarding careers for our colleagues.”
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78% of all companies described in their business model the value
that they create for those employees (Figure 3). Half of those that
did not describe value created for employees in their business
model had recognised them as a key resource upon which the
business relied.

%
22

14 %
Narrative description of
value creation only

Quantiﬁcation of value
in monetary terms

Quantiﬁcation of value in
non-monetary terms

Value created for employees
not mentioned
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Metrics
Metrics and data form an important part of company
decision‑making, with broader ESG metrics being a vital part
of any balanced scorecard and increasingly being used as
a factor in determining directors’ remuneration (as discussed
in the Profit section). In our survey, many reports made the
connection between strategy and performance management
by linking each KPI to a specific strategic objective. To enhance
communication, companies often made use of icons, with the
most effective reporters also providing an explanation of the link
between strategy, metrics and targets. Rio Tinto plc linked each
KPI to a specific objective within their strategy and to executive
remuneration, providing an explanation of those links.

74% of companies indicated in their business model that
employees are a key resource to their business. It was good
to see the large overlap of these and the companies which
identified employee‑linked metrics as KPIs. This overlap indicates
that companies understand the importance of measuring and
managing resources that contribute to the company’s broader
value creation. 78% described in their business model the value
created for employees by the company (see above). However, there
was some mismatch between identifying employees as a key
resource, measurement and explanation of value created, as
illustrated in Figure 4. This may have arisen from inconsistent
thinking or disclosure.

Figure 4. Connectivity between employee‑related KPIs and
value creation
78% described value created for
employees in the business model

74% identiﬁed employee-related
KPI(s)

12%
4%

10%
48%

4%
16%

6%

74% identiﬁed that employees are
a key resource in the business model

Some of the companies clearly recognising the importance of their
employees by citing them as being a key asset or resource in the
business model and describing the value they created for them, did
not appear to consider any related metric they may track as being
‘key’. Indeed, six of these companies disclosed an employee‑related
principal risk, so it was surprising not to see disclosure of a related
KPI through which that risk is monitored.
Conversely, where reports include an employee-related KPI
(which is, presumably, monitored by the board), but do not
identify employees as a material asset or stakeholder group in
their business model, it raises questions as to whether the KPIs
disclosed are really ‘key’ or perhaps whether the business model
disclosures are complete.

17
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The linkages we are describing – between employee‑related
KPIs and identification of employees in the business model – are
good examples of connectivity within the annual report, which
is encouraged throughout the FRC Guidance. It is also a legal
requirement for the strategic report to include, within its fair review
of the business, analysis using financial and non‑financial KPIs
to help indicate how effective policies and processes are and to
measure progress against strategy.
Health and safety metrics were the most common of these
employee‑based KPIs. Measurement of these varied from being
employee‑centric (such as number of accidents recorded) to having
more of an operational and implicit financial focus (such as number
of lost hours).

Although quoted companies have been required to disclose gender
split information since 2014, the focus on diversity‑related KPIs
(whether gender diversity or other) by some companies was good
to see. Most of these KPIs measured gender diversity, either of the
whole workforce or else of a sub‑section of senior management.
Consideration of diversity in the boardroom is explored in more
detail below.
Most strategic reports included additional detail and further
employee‑related metrics that were not necessarily considered
‘key’ as part of their broader discussion on ESG matters. It is
important for companies to identify KPIs and other metrics which
are directly relevant to their strategy and business model, and
meaningful for their own assessment of performance.

Figure 5. How many companies have employee‑related KPIs relating to the following
60%

50%

48%

40%
34%
30%

20%

16%
12%

10%

8%

0%
Engagement/satisfaction
survey score

Health and safety

Staﬀ turnover/attrition

Diversity

Most strategic reports included additional detail
and further employee‑related metrics that were not
necessarily considered ‘key’ as part of their broader
discussion on ESG matters.
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Move towards global standards
for ESG metrics
Many investors and other stakeholders are calling for
further comparability between companies, especially on
metrics. This is leading to calls for action to develop global
standards for ESG metrics. Recently, in response, the five
leading sustainability standard setters have published
a statement of intent to work together to achieve a coherent
and comprehensive corporate reporting system.5 Investors
and others have publicly stated that they wish the IFRS
Foundation to establish a sustainability reporting standards
board parallel to the IASB.
In the absence of global standards, consistency and
comparability can be increased by using common metrics
and approaches. The World Economic Forum’s International
Business Council (IBC) has proposed a common, core set
of metrics that cover a range of themes and disclosures
on sustainable value creation, linked to the Sustainable
Development Goals (SDGs), that can be used within
mainstream reporting. The US‑based Sustainability
Accounting Standards Board (SASB) has published
standards covering sustainability accounting metrics
on enterprise value creation for 77 industries which are
deemed material to that industry group. The metrics cover
topics on human capital and the broader workforce.

Non‑financial information statement
This is the third reporting season that quoted companies with
more than 500 employees have been required to include
a non‑financial information statement (NFI statement) in their
strategic report. The NFI statement requires, among other items,
a description of policies in relation to certain matters including
employees, detail of any due diligence over those policies and
the outcome of those policies. The NFI statement continues to be
an area of FRC focus, being cited specifically in its letter to Audit
Committee Chairs and Finance Directors in October 2019.
Disappointingly, only 88% of reports included an identifiable NFI
statement (2019: 72%), despite the FRC stating in its Annual Review
of Corporate Reporting 2018/2019 that it will continue to challenge
companies whose disclosures in this area appear to fall short of
the requirements, which include the requirement to present this
information in a separately identifiable statement.
Those statements that were published varied in usefulness,
as we have noted in previous years. The most useful NFI
statements clearly identify the matters needed to be disclosed,
name the relevant policy and provide an accurate and specific
cross‑reference to the pages where the policy is described.
The NFI statement disclosed by OneSavings Bank plc included
significant detail, including descriptions of multiple policies, an
overview of relevant due diligence undertaken, the outcomes
of the policy and a cross‑reference to further information in
the report.

Adoption of these approaches by companies helps to
accelerate moves towards global standards. Further, Larry
Fink, CEO of Blackrock, and other investors have called for
companies to adopt both TCFD and SASB.
However, when considering disclosure of common metrics,
companies should also consider which are material and
relevant, to the board’s decisions and relevant to the
decisions of users.

In our survey, three companies referred to SASB’s materiality
maps and one referred to both SASB standards and the WEF ESG
metrics in relation to improving its own broader ESG risk reporting.
However, none of the companies in our sample explicitly referred
to either the SASB or the IBC metrics in their annual report.
Despite this, we considered that over half of all companies were
using employee‑based KPIs that were broadly in line with those
suggested by SASB or the IBC.
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Figure 6. Which elements of the NFR Regulations relating to employees were identiﬁable?
90%
82%
80%
68%

70%

69%

61%

60%
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50%
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40%

33%
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20%
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0%
Name the policy only

2020

Describe the policy

Details of due diligence over
identiﬁed policy

Outcomes of the identiﬁed policy

2019

All companies that included an NFI statement this
year either named or clearly described at least one
employee‑related policy, often health and safety, or
a code of conduct.
For those companies disclosing an NFI statement, we sought to
identify relevant policies, due diligence and outcomes of those
policies relating to employee matters.
All companies that included an NFI statement this year either
named or clearly described at least one employee‑related
policy, often health and safety, or a code of conduct. A handful
of companies continue to name their policies but refer to their
website for descriptions of those policies (rather than clearly
describing them in their strategic report), despite the FRC
explicitly stating that it is not sufficient to refer to information
disclosed elsewhere (such as websites) to meet these disclosure
requirements.
There was a marked increase in descriptions of due diligence over
those policies named or described, likely due to a combination
of improved cross‑referencing from the NFI statement, (in
recognition of the FRC’s focus) and disclosures around workforce
generally improving or becoming more detailed as a result of the
2018 Code (such as the notable increase in discussions regarding
whistleblowing).

20

Due diligence activities on employee‑related policies commonly
include monitoring of relevant metrics either by management or
at a board level, and board‑level review of whistleblowing reports.
Assurance is also obtained over related information or processes
by some companies, either by internal audit or external assurance
in line with recognised standards.
Determining what the outcome is for a particular policy can
be difficult if it is not either explicitly cited in the report or
obvious (such as accident rate metrics for a health and safety
policy). Where companies cited codes of conduct (policy) and
whistleblowing mechanisms (due diligence), they rarely stated
the outcome of that policy, such as the number of whistleblowing
reports made or otherwise acted upon, or number of disciplinary
actions relating to the code. One company stated that it was
working on a “people dashboard” to collate and manage employee
data, implying this was not yet readily available.
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Diversity and inclusion
Under the 2018 Code, companies are required to report annually
on their diversity policies, including and going beyond gender.
Principle J calls for board appointments and succession plans
to “promote diversity of gender, social and ethnic backgrounds,
cognitive and personal strengths.” Diversity must also be featured
in the annual board evaluation under Principle L. This is explored in
several of the more detailed provisions. Notably, Provision 23 asks
companies to describe the policy on diversity and inclusion, its
objectives and linkage to company strategy, how it has been
implemented and progress on achieving the objectives.
In September 2018, the FRC published Board Diversity Reporting,
which encouraged companies to treat diversity as an issue of
strategic importance and provide more insightful reporting on
diversity and inclusion. Although all companies in our survey
sample acknowledged the importance of diversity in the
organisation, only a third went beyond positive words to explain
clearly why diversity was important to their particular strategy.
Anglo American plc (pictured right) draws out why it believes
diversity supports the Group’s purpose and contributes to its
strategy; it also explains how the Group, engages with historical
gender imbalance in the mining industry and explains the Group’s
targets to address that imbalance.
Savills plc (pictured below) explains its strategic approach and
details how it focuses on different aspects of diversity and
inclusion, going beyond gender alone, its objectives and how they
are implemented and examples of activities and progress.
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Gender diversity
Since 2010, gender diversity in the boardroom has been a focus
of government and regulators, with increasing attention from
investors who have established minimum expectations for board
roles to be taken by women. The targets are voluntary, however
many boards have adopted targets for board diversity. In our
survey, half of the companies stated targets for gender diversity on
the board, and a handful of these extend the diversity targets to
executive board or equivalent levels of senior management.
58% of companies clearly met the 2018 Code requirement to
disclose the proportion of women on the executive board and their
direct reports; a few others had less specific disclosures about the
proportion of women in management, where it was not possible
to tell whether the disclosure was meant to answer the Code
requirement in Provision 23.
We looked for companies to have both objectives in respect of
gender diversity and specific activities that they undertook to work
towards those objectives. 28% of companies included disclosure
around activities undertaken to increase gender diversity
at board level. These activities largely related to succession
planning, implementation of gender balanced shortlists and use
of recruitment firms that are signed up to the Voluntary Code of
Conduct on gender diversity.
36% of companies disclosed activities towards building gender
diversity at senior leadership level. In addition to the activities used
for the board, this included attention to recruitment processes
more broadly, mentoring and career development programmes,
and incorporating diversity goals into balanced scorecards for
individual evaluations.
In the workforce more broadly, companies talked about
implementing diversity leadership groups to identify actions,
training on diversity and inclusion, focus on hiring practices and
evaluation, mentoring programmes, employee‑led diversity
networks and other activities to promote the company as a place
that welcomes diversity. In all, 74% of companies disclosed a variety
of activities, almost all of which focused on a range of aspects of
diversity rather than gender alone. Below board level, we noted
that many of the activities companies disclosed could be beneficial
both for objectives on gender diversity and for other aspects of
diversity.
Rightmove plc explained its diversity and inclusion activities,
including mentoring, training in conscious and unconscious bias
and focus on recruitment activities.
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Ethnic diversity
Companies in the UK have been encouraged over several years not
only to implement comprehensive diversity and inclusion policies,
but to focus on BAME diversity as well as gender diversity.
There have been two recent initiatives, one being Baroness
McGregor‑Smith’s independent review of issues faced by
businesses in developing black and minority ethnic talent, and
the other being the Parker Review on diversity in the boardroom,
which reported in October 2017, making recommendations in
three key areas: increasing the ethnic diversity of UK boards;
developing candidates for the pipeline and plan for succession; and
enhancing transparency and disclosure. Although under the 2018
Code, companies should in any event report on diversity beyond
gender, these reviews offer suggestions for constructive disclosure
that provide opportunities for company reports to differentiate
themselves on ethnic diversity.
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Since the annual reports in our survey sample were published,
there has been an urgent focus on addressing historical
inequalities, with recognition by businesses and society that
systemic change is necessary. The Black Lives Matter movement
has been a catalyst.
Although half of companies identified board‑level targets relating
to gender diversity, only a minority of those companies also
identified targets relating to ethnic diversity. Most of those targets
echo the Parker Review in aiming for one BAME board member by
2021. 12% of companies provided a disclosure around workforce
objectives relating clearly to ethnic diversity although there was
little discussion of supporting activities.
Marks and Spencer Group plc explained its target to appoint
a director from an ethnic minority background and its goal to
widen the pool of available talent to the board, including ongoing
consideration of using open advertising.
Principal risks related to employees
The importance of the workforce on the ability of companies to
create value is evident, with 90% identifying an employee‑related
principal risk. Those companies without such a risk were from
a variety of industries. Eleven companies (22%) disclosed an
employee‑related principal risk, which would presumably have
a material impact upon the business should it crystallise, although
had not identified employees as being a key resource in their
business model disclosure (see above), calling into question the
completeness of the business model disclosure.

Figure 7. What did employee‑related principal risks relate to?

Health and safety

60%

Staff turnover/attrition

Defined benefit pension

Workplace culture

Other

Although a risk for over half of all companies, fewer (48%) disclosed
a corresponding metric as a KPI. For the most part these risks refer to
employee safety, but some companies also include the safety of their
customers or end consumers within the scope of this risk.

76%

76% of companies had a risk relating to staff turnover or attrition, often
including reference to the ability to retain skilled workers. Interestingly only
8% of companies disclosed staff turnover or attrition as a ‘key’ performance
metric (see above).

Only a couple of companies identified the risk around defined benefit
pension schemes to be a principal risk, reflecting a continued downwards
trend compared to five years ago (22%).

4%

The 2018 Code links company culture to the long‑term success of the
company. Three companies citing this risk are from industries where
regulators are particularly focused on ethics, so it was good to see a broader
range of companies clearly thinking about the risk that a failure in their
culture could have a material impact on the business overall.

14%

38%

Other employee‑related principal risks included compliance with relevant
laws and regulations and the level of skill of the workforce.
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What to watch out for
 hen describing the mechanism used for workforce
W
engagement, be sure to include details or real examples
of how the company has considered and actioned
(where appropriate) matters raised by the workforce.
 onsider the connectivity between different
C
disclosures. If employees are a key resource to the
business, identify them as such in the business model,
explain the actions taken to manage, sustain and
develop employees, describe the value created for
them, link to any relevant principal risks and any KPIs
measuring relevant impact of those risks.
Investors are keen to compare companies’
performance with one another more easily.
In reviewing the KPIs disclosed, consider whether
those chosen by the board are in line with industry
recommendations and practice.
 emember to include the NFI statement and consider
R
how user‑friendly and informative it is. Identify the
names of relevant policies and cross‑refer accurately to
specific pages of the annual report where descriptions
of those policies, due diligence and outcomes can
be found.
 hen discussing diversity, be sure to explain
W
clearly why it is important to company’s strategy.
This provides more insightful disclosure and avoids
the implication of merely paying lip‑service to this
hot topic.
 overnment, regulators and investors are looking
G
closely at annual report diversity disclosures including
whether they extend beyond gender. Investors are
using this information to influence voting intentions.
It is worth going beyond basic disclosure to give real
insight into your company’s approach.
 here are multiple disclosure requirements around
T
employees and the broader workforce in the strategic
report, the directors’ report and the corporate
governance statement. Be mindful of the overlap
of content between the requirements and the
FRC’s principle of a strategic report being concise.
Utilise opportunities to remove duplication and
cross‑refer to another part of the report instead.
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Planet
90% acknowledged

64% referred to TCFD

climate change

22% made fulsome

42%

are
… while
working towards
compliance

disclosures in line with
TCFD…

22%

Of the
citing climate change as
a standalone principal risk, …

64% disclosed

a target in relation to
GHG emissions

…a

quarter did not have a KPI clearly
linked to climate change

40% stated their

scope 3 GHG emissions
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Investors, regulators and other business stakeholders continue
to demand better disclosures on climate change matters and to
challenge companies that are not factoring the effects of climate
change into their critical accounting judgements.

Such a requirement would potentially take effect for accounting
periods beginning on or after 1 January 2021, so our focus in this
year’s survey was centred very much on current levels of alignment
with TCFD.

The FRC’s Lab published a report in October 2019, Climate‑related
corporate reporting, which aims to reflect the views of investors
on existing reporting by companies and to help companies
move towards more effective and comprehensive reporting.
Structured around the, currently voluntary, TCFD framework
(which identifies four pillars of disclosure: governance, strategy,
risk management and metrics and targets, each discussed in turn
below), the Lab’s report sets out challenging questions for boards
to ask themselves and examples of good practice.

It was encouraging to see 90% of companies referring to climate
change within their annual report, with 64% referring to TCFD
– a significant increase from only 1 in 5 companies last year.
Uptake of reporting in line with TCFD also increased, with 22%
making fulsome disclosures in line with TCFD (2019: 4%) while
40% are working towards compliance. Most of those companies
reporting in line with TCFD included the bulk of the disclosures
within their annual report, with a handful cross‑referring to their
website or other publications for the information.

Also in October 2019, in its Annual Review of Corporate Reporting,
and in an open letter to all Audit Committee Chairs and Finance
Directors, the FRC further emphasised their expectation that
boards address and report on the effects of climate change.
Citing climate change as one of the defining issues of our time,
it highlighted the responsibility that boards have to consider the
likely consequences of any business decisions in the long‑term and
their expectation that they address, and where relevant report
on, the effects of climate change. Reporting should set out how
the company has taken account of the resilience of the company’s
business model and its risks, uncertainties and viability in both the
immediate and longer term.

For those that had adopted TCFD and were making clear
disclosures in line with the recommendations, the authenticity
of climate‑related disclosures varied somewhat. Some of the
disclosures clearly struck a chord with the broader company
strategy, complementing the broader vision or purpose, while
some came across as disconnected from the rest of the report,
more as if it were a reporting add‑on than a fundamental,
integrated way of doing business.

Subsequently, in February 2020, the FRC commenced a major
review of the extent to which UK companies and auditors are
responding to the impact of climate change on business to ensure
reporting requirements are being met. Their focus includes
evaluating the quality of disclosures under the 2018 Code
regarding risk, emerging risk and long‑term factors affecting their
viability and whether the recommendations in their Lab report
have been adopted.
The Financial Conduct Authority (FCA) published a consultation
paper in March 2020 proposing to enhance climate‑related
disclosures by companies with a UK premium listing – suggesting
that such companies would report on the TCFD recommendations
on a ‘comply or explain’ basis. In particular, this would require
premium‑listed companies to include a statement in the annual
report setting out:
• whether they have made disclosures consistent with the TCFD’s
recommendations in their annual report;
• an explanation of ‘why’ where they have:
– not made disclosures consistent with some or all of the TCFD’s
recommendations; or
– included some or all of the disclosures in a document other
than their annual report; and
• where in their annual report (or other relevant document) the
various disclosures can be found.
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It was surprising that a number of reporters in key industries likely
to be significantly impacted by climate change (such as aerospace
and automobiles) had not made reference to TCFD nor clearly
adopted many of the recommendations.
Land Securities Group PLC is an example of where the climate
change disclosures were fully integrated into the rest of the
strategic report. The company’s ‘net zero’ response to climate
change was cited in the opening summary pages as being a key
part of the company’s broader sustainability aims. The business
model identified three material outputs (financial, physical and
social) and a separate section in the strategic report was dedicated
to the review of each of these. The prime focus of disclosures
around “physical space” addressed climate change, demonstrating
the integration of the issue within the business. The group strategy
included an overview of investment through the life‑cycle which
cited sustainability as being a key driver. Climate change is also
identified as a principal risk, and a related KPI is disclosed with
a link to directors’ remuneration. Finally, carbon pricing has been
incorporated into decision‑making, alongside financial cost.
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Governance over climate change
A company’s response to climate change needs to be led from the top,
with disclosures making clear the level of attention given by boards.

Two thirds of these indicated there is a process by which the board or
committee is informed about climate issues

62%

identiﬁed clear
board oversight
of climate
change…

Almost a quarter of these stated the frequency by which the
board or committee is informed about climate issues

Almost half of these conﬁrmed the board or committee consider
climate change when making key decisions

Disappointingly, many companies had not clearly taken heed of
the TCFD recommendations with respect to the involvement of
the finance function. The CFO or finance director of only four
companies were clearly involved in the oversight of climate
change. This mirrors the TCFD 2019 Status Report which found
there is insufficient involvement of finance and risk teams in TCFD
reporting. This is critical for information to be robust and reliable
if climate considerations are to be appropriately reflected in
investment and lending decisions.
Equally disappointing, in the descriptions of board oversight, only
8% described how the board monitors and oversees progress
against goals and targets for addressing climate‑related issues,
despite 42% of companies disclosing a climate‑related metric as
a KPI (see below).
s172(1) statement
TCFD recommends disclosure around whether the board considers
climate‑related issues when reviewing and guiding strategy, major
plans of action, risk management policies, annual budgets, and
business plans as well as setting the organization’s performance
objectives, monitoring implementation and performance, and
overseeing major capital expenditures, acquisitions, and disposals.
This links closely in with board decision‑making disclosure as part
of the new s172(1) statement.
24% specifically called out climate change as having been discussed
by the board within their s172(1) statement. 6 companies gave
examples of board decisions made within their s172(1) statement
that referred to climate change. Lloyds Banking Group plc identifies
a key board decision concerning tackling climate change, outlining
the engagement activities that they undertook prior to making the
decisions, and highlighting the long‑term implication of those decisions.
27
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Risk management
TCFD calls for information regarding three main areas of
risk management:
1. a description of the processes for identifying and assessing
climate‑related risks,

With regards to identifying climate change in particular:

12%

2. a description of the processes for managing climate‑related
risks, and
3. a description of how these processes are integrated into the
organisation’s overall risk management.
Climate‑related risks are inherently more complex and long‑term
in nature than most traditional business risks, and until recently
there has been a lack of clear understanding and measurement
capabilities to assess the potential impacts on a company’s
operations and performance. The Climate Financial Risk Forum
published in July 2020 an industry guide to addressing climate‑
related financial risks. It aims to help financial services firms, of all
sizes, understand the risks that arise from climate change, and to
provide support on how to integrate these risks into their strategy
and decision‑making processes.
Many UK companies provide information about their risk
management processes, although surprisingly not all of them
describe their processes for assessing the potential size and scope
of risks. While UK law requires a description of “principal risks and
uncertainties”, TCFD specifically calls for climate‑related issues
that could have a “material financial impact” on the company.
Only 46% of companies described the process used to determine
which risks could have a material financial impact on the company.
Those which did not either omitted to describe the process itself
or else had not made clear how it assessed which risks might
have a material financial impact. Informa PLC describe how every
principal risk is assessed for financial viability scenarios, to see if
they could have a material financial impact, either on their own or
if they materialise together. Land Securities Group PLC describe
their risk scoring matrix which considers, among other matters,
the financial impact to income and capital values.

20%

30%

12%

have a separate process for identifying
climate-related risks from their general
risk management process

explicitly stated that the same process
for climate-related risk is followed as for
other risks

did not specify but had referred to climaterelated risks within their discussions of
principal or emerging risks, so it can be
assumed that the same process is followed

described the process used to determine
climate-related opportunities which could
have a material financial impact

J Sainsbury plc identified that climate change risks were subject
to a specific risk review for completeness, before the impact on
overall risks assessment was considered.
The level of detail of the description of risk assessment processes
varied, but five companies stated that they had relied on
climate‑specific external sources of data. These ranged from
“industry and sectoral relevant benchmark data” to other
professional advisors. One bank used its customers’ responses to
a survey to drive its analysis of transition risk.

Climate‑related risks are inherently more complex
and long‑term in nature than most traditional
business risks, and until recently there has been
a lack of clear understanding and measurement
capabilities to assess the potential impacts on
a company’s operations and performance.
28
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Strategy
TCFD recommendations outline three disclosures in relation
to strategy:
1. Describe the climate‑related risks and opportunities identified
over the short, medium, and long‑term
2. Describe the impact of those risks and opportunities on the
company’s businesses, strategy, and financial planning
3. Describe the resilience of the company’s strategy, taking into
consideration different climate‑related scenarios, including
a 2°C or lower scenario
Beyond the initial identification and description of the risk, this
appeared to be an area where companies either struggled to
articulate these matters or else had simply not disclosed them.
UK companies are required to describe the principal risks and
uncertainties facing the company. Those companies in our sample
are also required under the 2018 Code and by law to disclose how
they manage and mitigate those risks.
The FRC Guidance confirms that risks and uncertainties included
in the strategic report should be limited to those considered
by the entity’s management to be material to the development,
performance, position or future prospects of the entity or where
the impact of the entity’s activity poses a significant risk.

Figure 8. Is climate change cited as a principal risk?
22
%

It specifically calls out risks arising from climate change as being
examples of long‑term systemic risks which may have a material
effect on the entity’s ability to generate and preserve value in the
long‑term. For entities where this is the case the strategic report
could explain the potential impact on the entity’s strategy and
business model if those risks crystallise.
The 2018 Code brought in a new requirement for boards to
confirm the procedures in place to identify emerging risks. There is
no requirement to identify which risks have been identified as
emerging risks, but it appears commonplace for companies to
do so. Certain industry groups, such as insurance companies,
disclose these as a matter of course already. 28% of companies
described climate–related risk as being an emerging risk although
unexpectedly 8% had already cited climate change as a principal
risk (or part of a broader principal risk) as well. For these,
insufficient information was provided to indicate what aspect of
climate‑related risk was ‘emerging’.
TCFD divides climate‑related risks into two major categories:
• risks relating to the transition to a lower‑carbon economy
(“transition risk”) and
• risks relating to the physical impacts of climate change (“physical
risk”).
This terminology has become well established and understood.
Of those companies identifying climate‑related risks either as
principal risks or as an emerging risk, 18% related to transition
risk, 18% to physical risk, 55% to both types of risk and for the
remaining 9% it was unclear.
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%

46%

Investors and other stakeholders need to understand how
climate‑related issues may affect a company’s businesses, strategy,
and financial planning over the short, medium, and long‑term.
Such information is used to inform expectations about its future
performance. Without this clear link to strategy and financial
planning, it is easy for additional environmental disclosure to
potentially be considered greenwashing.
Only three companies described what they consider to be the
relevant short, medium, and long‑term time horizons in relation to
climate‑risk specifically (taking into consideration the useful life of
its assets or infrastructure and the fact that climate‑related issues
often manifest themselves over the medium and longer terms).

8%
Included as a principal risk

Included within a broader
principal risk

Conﬁrmation it is not
a principal risk

No mention of climate
change with respect to
being a principal risk
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Two of these companies then went on to describe the specific
climate‑related issues for some of these time horizons (short, medium,
and long‑term) that could have a material financial impact on the
company. Persimmon Plc set this out clearly in their TCFD overview:

More encouragingly, 54% of companies had described the impact
of climate‑related risks and opportunities on the company’s
business, strategy, and financial planning (or at least one of these
things). This included some companies which were not referring
to TCFD within their report, so it is encouraging to see evidence
of companies considering some of these matters. The challenge
for many of these companies now, having identified risks and
opportunities and the potential impact upon their business, is to
incorporate the response to these risks into their broader group
strategy and decision‑making.
Despite the large number of companies identifying the impact of
climate change, only four companies described, at least in part,
how climate‑related issues serve as an input to their financial
planning process, the time periods used, and how these risks and
opportunities are prioritised.

One financial services company talked of how it looked downwards
to the investments it holds and assesses the financial materiality of
transition and physical risks across regions, sectors and companies
to understand which of these investments will perform well in
a low carbon world. This then informs engagement with those
investments and, ultimately, the longer term financial planning of
the company itself.
In December 2019, the Bank of England issued a discussion paper
to standardise climate‑related scenario analysis. This aims to
test the resilience of the largest banks, insurers and the financial
system to different possible climate pathways.

The challenge for many of these companies now,
having identified risks and opportunities and
the potential impact upon their business, is to
incorporate the response to these risks into their
broader group strategy and decision‑making.
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Overall, ten companies (20%) referred to climate‑related scenarios
used to assess the impact of climate change upon the company,
although on occasion it was difficult to see how this exercise
had informed the company’s strategy and financial planning.
Only six of these described what these scenarios were. Some of
the descriptions were brief, referring only to the temperature
reduction (e.g. 1.5C or 2C). BT Group plc described at a high level
the possible risks and impacts under two scenarios.

Tesco PLC also described two scenarios, based upon those
developed by the Intergovernmental Panel on Climate Change
(IPCC). After the description they went on to explain their current
plans to address risks and opportunities identified in three key
areas of their business.
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Vodafone Group Plc used the three scenarios set out by the
Bank of England for their analysis, describing each at a high level.
They concluded that while the outputs of the scenario analysis
will assist in either adjusting existing policies or developing new
ones, especially looking at opportunities to improve business
resilience and continuity, the overall aim is to provide the board
with reasonable assurance of the sustainability of the business in
meeting the challenges of an ever‑changing global economy.
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one stated that the financial impact of
climate change had been assessed and
concluded it did not impact viability

one referred to it as an example of emerging
risks considered in the longer-term
assessment of the group’s prospects

4 companies

specifically referred
to climate change
as part of their
longer-term viability
statement
one confirmed that uncertainties that may
arise from climate change were specifically
considered in scenarios modelled to assess
the longer-term prospects

one called out climate change risk as
a specific risk considered as part of
stress testing

The TCFD 2019 Status Report concluded that of those companies
using scenarios, the majority do not disclose information on the
resilience of their strategies. UK quoted companies are required
to disclose their assessment of the longer term viability of their
business in a stand‑alone statement. This implicitly requires
consideration of the resilience of the company’s strategy, as
recommended in TCFD.

Figure 9. Are climate‑related metrics disclosed and clearly
identiﬁed as such?

2

16

UK quoted companies are
required to disclose their
assessment of the longer term
viability of their business in
a stand‑alone statement.

%

34%

6%

Outside of the longer term viability statement, five companies
described the resilience of the company’s strategy in the context
of climate change, with two of these referring to scenario planning
within their description. This mirrors the findings of the TCFD 2019
Status Report, which also acknowledged that companies are still
early in the process of using climate‑related scenarios internally,
evolving their approaches, and learning how to integrate scenarios
into corporate strategy formulation processes.

Metrics and targets
TCFD recommends disclosure of the metrics used to assess
climate‑related risks and opportunities in line with the company’s
strategy and risk management process. When reading the annual
reports we looked for a clear link to climate change in relation to
these questions, noting that many companies have in previous
years stated GHG emissions as a KPI but without any reference to
climate change.

24 %

Both climate related KPI and
other climate related metrics

A climate related KPI

Other climate related metrics
disclosed (none are KPIs)

No metrics clearly linked to
climate change

33

Annual report insights 2020| Surveying FTSE reporting

For the most part, climate‑related KPIs related to carbon emissions,
either as a quantified value or else as a percentage reduction
against a base level. Some companies also stated energy efficiency
or reduction and water usage. Climate‑related metrics that were
not KPIs tended to be more specific to company operations,
although scope 3 emissions, waste and energy efficiency were
particularly common.
Including a climate‑related metric as a KPI, rather than disclosing it
only in the depths of a corporate responsibility part of the strategic
report, adds more gravitas to the metric, implying – perhaps – that
such metrics are subject to higher levels of management scrutiny
and regular board review. As mentioned above, the authenticity of
climate‑related disclosures varied, with some reporters adopting
TCFD without clearly linking impact on climate change to broader
company strategy. For example, there seemed to be little
correlation between including a climate‑related metric as a KPI and
the adoption of TCFD; half of companies adopting TCFD (or working
their way to compliance) had a climate‑related KPI and half did
not. A quarter of companies with a climate‑related KPI had not
indicated they had adopted the TCFD recommendations.
Connectivity with principal risks is also important and demonstrates
authenticity of disclosures; of the 22% of companies citing climate
change as a principal risk, a quarter did not have a KPI clearly linked
to climate change, raising the question of whether and how the risk
was being measured.

The chairman of Hammerson plc stated in his opening statement:
“Targets [in respect of climate change] which are set within easy
reach miss the scale of what we all have a responsibility to achieve.”
This echoes the importance of climate change as a key business
issue and the significance of work needed to be done to meet key
targets identified by the IPCC.
Irrespective of whether they had been clearly linked to the issue of
climate change, it was good to see that 64% disclosed a target in
relation to GHG emissions. Many of these targets referred to “net
zero” by 2030, 2045 or 2050, with some companies aiming higher
than that and striving to be carbon negative by 2030.
Similarly, targets for climate‑related metrics other than GHG
emissions were common. Hammerson plc incorporated both
carbon and non‑carbon elements (resources and water) within
a broader target of being what they term “net positive” by 2030
(reducing carbon emissions, water demand and resource‑use to
less than zero).
For all of the climate‑related metrics and targets identified above,
only 39% of those companies explained how they all fit into their
strategic approach; 19% did so for at least some of the metrics.
Without that link between measurement of performance against
strategy, it is unclear why the metrics are important and what the
impact upon the company’s business is.

UK companies have long been encouraged by the FRC to disclose
relevant targets for performance, and TCFD also recommends
disclosing key targets used to manage climate‑related risks and
opportunities.

64%

disclosed a target in relation
to GHG emissions, with a further

14%

indicating that
they were in the process of
establishing a target
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46% disclosed

targets for climate-related
metrics other than GHG
emissions, with a further

14% in the process of
establishing a target

28%

did not have any
metrics or targets which
had clearly been linked
to climate change
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Non‑financial information statement
As noted in the People section, above, the FRC has stated that it
will continue to challenge companies whose disclosures in this
area appear to fall short of the requirements. It was therefore
encouraging to see a marginal increase of identifiable policies
relating to the environment (which is broader than simply climate
change), whether described or only named, and progress in
disclosing due diligence and outcomes. Environmental policies
covered a variety of matters although carbon emissions, waste
and water were commonly cited. Some companies had combined
Safety, Health and Environmental (SHE) policies and systems over
which external assurance or accreditation was gained.

Of those companies for which we could not identify relevant
policies, there was a handful which had climate‑related KPIs or
had included climate change within their principal risks. In these
instances it appeared to be the lack of clarity and signposting of the
non‑financial information statement (or even a lack of statement)
which hindered communication of relevant policies rather than the
company necessarily overlooking the matter of the environment.

Figure 10. Which elements of the NFR Regulations relating to environment were identiﬁable?
90%
80%

77%
72%

70%
60%

57%
48%

50%
40%

39%

41%

49%
44%

30%
20%
10%
2%

0%
Name the policy only
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3%
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over identiﬁed policy

Outcomes of
the identiﬁed policy

2019

Disclosure of GHG emissions and SECR
All quoted companies are required to disclose scope 1 and
2 GHG emissions within their directors’ report. 80% of companies
considered the disclosures to be of strategic importance and so
located them within the strategic report, instead.
TCFD recommends, and the UK Government strongly encourages,
the disclosure of scope 3 emissions as well, being those emissions
that arise as a consequence of the activities of the company but
occur from sources not owned or controlled by the company.
These emissions include employee travel and commuting, and the
extraction and production of purchased materials.

The new SECR regulations became effective for periods
commencing on or after 1 April 2019. For quoted companies
SECR extends current GHG reporting by the inclusion of energy
consumed (as well as GHG emissions), stating the proportion
of total energy consumed and GHG emissions which related to
UK activities (as opposed to global activities) and describing the
principal actions taken (if any) on increasing energy efficiency.
It was encouraging to see 10% of companies comply with the new
requirements, adopting them earlier than required. Of the four
companies in our sample in scope of SECR, two had not clearly
identified the proportion of emissions and energy consumed
relating to the UK and offshore.

40% went further than the legally required disclosures and
stated their scope 3 emissions. These were from a variety of
industries and included a few which had not made any indication of
adopting TCFD.
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A further 30% adopted part of the new requirements voluntarily,
either stating the total energy consumed or else outlining some of
their actions taken on increasing energy efficiency. The most useful
of these were those which demonstrated how the actions fitted
into their broader environmental strategies – such as Hammerson
plc’s boxes scattered among the review of the business, detailing
different energy‑saving aspects of their “Net Positive” strategy
– or else those which demonstrated the link between financial
investment (and subsequent savings) and environmental benefit,
such as BT Group PLC.
Hammerson plc

Unite Group PLC also linked their energy efficiency efforts back to
financial impact, although without the quantification, explaining
that energy consumption constitutes not only one of the most
significant sources of carbon emissions but also one of their largest
operating costs.
Climate change within the financial statements
An important consideration for climate‑related risk upon
a company, like many risks, is the impact on the financial
statements. Particularly in relation to climate change and the need
to transition to the low‑carbon economy, there is an inherent
potential cost both of action and inaction. Climate‑related risks and
opportunities and financial performance are interconnected, and
there should be consistency between the narrative descriptions
around climate change in the strategic report and the impact
demonstrated in the financial statements. Investors have increased
calls for companies to account for and disclose the impact of
climate change in financial statements, arguing that they see this as
essential to their analysis of risk and returns over time.

The call for further disclosure in
the financial statements
Collective action by investors is well co‑ordinated.
Climate Action 100 + now has more than 370 investor
signatories, representing over 35 trillion dollars of assets
under management. They are targeting a list of over
160 companies that they say represent up to 80% of global
industrial emissions. This includes action where they believe
companies have not appropriately addressed climate
change in their reporting. In the letters sent to the chairs
of audit committees of the targeted companies, investors
are expressing their concerns that material climate
considerations may be overlooked. They say this could
mean that both performance and capital are potentially
overstated. They also emphasise that uncertainty around
decarbonisation is not a reason to delay accounting and
reporting adjustments today.

BT Group PLC
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The IASB’s In Brief article on IFRS Standards and
Climate‑related Disclosures looks at some of the potential
financial reporting implications of climate change and the
relevant IFRS Standards which address these, all in the
context of applying materiality judgements. In particular,
key estimates and judgements and the cash flow forecasts
that underpin recognition and measurement of assets and
liabilities are impacted by climate change considerations.
This is a focus of the FRC’s ongoing thematic review around
climate change disclosure.6
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It was disappointing to see the chasm between the communications
in the strategic report of climate‑related impact and that in the
financial statements.

Those cash flow forecasts included long‑term price assumptions
derived from median curves which included certain data points
such as the impact of climate change.

There was little link between narrative commentary and financial
statement disclosures, with only two companies referring explicitly
to climate change impacts in their financial statements. Both were
in respect of impairment testing. One had built in, where it
considered appropriate, the impact of climate change into their
assumptions used in the value in use calculations. The other
company had calculated the fair value less cost of disposal of
certain assets, with cash flow forecasts being part of this.

One further company, Drax Group plc, set out clearly their purpose
of “enabling a zero carbon, lower cost energy future” and the
Group CEO’s review referred to a post balance sheet decision to
close their coal units. This was also cited in the financial statements
as a post balance sheet event, but the main detail of accounting
considerations was located in the directors’ report:

There was little link between narrative commentary
and financial statement disclosures, with only two
companies referring explicitly to climate change
impacts in their financial statements.
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Another impact on the financial statements and, more directly,
upon the allocation of capital is the consideration of carbon pricing.
TCFD recommends companies disclose their internal carbon
prices. Two companies set out their strategy to achieve their
climate targets whereby the strategy includes the use of internal
carbon pricing, although it was not clear whether such pricing
had directly impacted anything in the financial statements in the
current period. Land Securities Group PLC noted how using
a carbon price can strengthen decision making and capital allocation.

What to watch out for
 he integration of a company’s response to climate
T
change risk within its broader strategy and processes,
which is fundamental to driving action, should be
reflected in the disclosures in the annual report.
If the processes in place for identifying, assessing and
then managing climate‑related risks are separate from
the broader risk management process, this should
be explained.
 here climate‑related risk is a principal or emerging
W
risk, the s172(1) statement provides an opportunity
for boards to indicate how they have responded to
the risk and, where relevant, explain how the risk has
influenced their decision‑making.
 hen describing climate‑related risk and explaining
W
the company’s strategic response to it, be sure to
outline which issues impact the short, medium, and
long‑term, as well as the time horizons of each.
 here climate‑related risks are deemed ‘principal’
W
or otherwise significant, the connection between
the risk and the metric in place to measure the
impact on or the outcomes from the company
should be communicated.
 nder the new SECR regulations, remember to disclose
U
the proportion of total GHG emissions and energy
consumed in the UK and offshore area – a few of the
early reporters appear to be missing this.

Another impact on the financial statements and,
more directly, upon the allocation of capital is the
consideration of carbon pricing.
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Profit

72% disclosed or

described a dividend policy

76% indicated that elements of directors’ remuneration
related to broader ESG factors, with 39% of those

quantifying some or all targets

64% of companies that disclosed the assumptions
underlying their viability statement, 69% made assumptions
Of the

about the availability of funding or reﬁnancing

26%

of companies
Only
clearly described the
procedures in place to
identify emerging risks

24% considered Brexit to be a principal risk, while
a further 42% included Brexit within a broader risk
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Under the triple bottom line concept of “people, planet, profit”,
‘profits’ go beyond the financial value created by a company, and
encapsulate the broader economic value generated, such as
through taxes, job creation, and contribution to wider economic
health. Companies operate within a wider economic ecosystem,
impacting on and benefiting from economic and social prosperity
in myriad ways. But society is also the source of capital for all
organisations and therefore business can only thrive by ensuring
the social contract is maintained, without which the sources of
value that it depends on may not be sustained.

Companies operate within
a wider economic ecosystem,
impacting on and benefiting
from economic and social
prosperity in myriad ways.
In this way company purpose and company profit become
inextricably linked. Profits are crucial for a company to serve all
of its stakeholders over time. The company purpose guides the
culture and provides a framework for decision‑making, helping to
sustain long‑term financial returns.
In this section we consider this perspective by looking at value
creation, capital allocation, remuneration in relation to ESG factors,
and a company’s resilience and long‑term viability.

Value creation
Value is created by a business for its shareholders (for example,
through dividends) and for a range of other stakeholders. This is
essential in order to ensure long‑term success and resilience, as
these stakeholder relationships themselves can in turn affect the
company’s ability to create value for itself.
The FRC Guidance expects that the description of a business
model should explain how the company generates and preserves
value over the longer term and to be consistent with the company’s
purpose, although there is no requirement to quantify the value
created. It is useful to do so, however, as a description of value
created demonstrates what the outcomes or impacts of the
business were in the year and whether this is in line with their
objectives and targets. Companies can indicate how these then
feed back into the business model as ‘inputs’ or otherwise key
sources of value upon which the business depends. This dynamic
between impacts the company has and its dependencies provides
further insight into the resilience of the business model. Figure 11
summarises the extent to which reporters quantify value creation
for stakeholders in their business model. Three companies did not
clearly address value creation in their business model.
Perhaps unsurprisingly, value creation for investors, customers and
employees were the most referred to. Value for investors tended
to be defined in terms of strong financial returns in dividends or
through a broader reference to earnings (such as earnings per
share). Customer value tended to refer to strong customer service
or experience. Net promoter scores (demonstrating customer
satisfaction) were also common. Those companies which monetised
value for customers (expressed as the value of R&D spent on
developing products for customers, or the value of orders for the year)
also provided a description of how their products benefited customers.

Figure 11. Is value creation discussed in the business model for the following stakeholders?
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Value created for employees ranged from simply providing a job
(quantifying the number of jobs in the period), to the value of
wages and salaries paid, to more company‑specific value creation
in terms of career progression and training received.
Value created for suppliers varied from the strength of relationship
to the value of orders placed with suppliers, with one retailer
citing a supplier satisfaction score. Those companies that cited
value created for the environment ranged from those describing
their sustainable products and practices which enhance the
environment to those companies describing ‘value created’
as a reduction in a negative impact by referring to improved
environmental metrics, such as reducing GHG emissions, energy
consumption or waste‑to‑landfill. Value created for governments
or regulators tended to be described as either taxes paid (for those
quantifying the value) or else a description of conducting business
in line with relevant laws and regulations.
Most descriptions of value created for society or local communities
(regardless of whether they were quantified) were in relation
to provision of local jobs and charitable fundraising. The more
informative reports in this area looked beyond merely how profits
are donated to charitable causes, articulating how their operations
in themselves create social value. Whitbread plc highlights in its
business model the importance of choosing the right location for
its hotels (considering both recruitment and broader impacts on
the community) and as an outcome describes its operations as
playing a key part in local communities. Elsewhere in the strategic
report it describes how engagement with local communities
forms a vital part of this decision‑making. G4S plc linked their
description of social and economic benefits they bring to the
communities in which they operate to the realisation of some of
the UN’s Sustainable Development Goals (SDG). For example, their
ordnance clearance and mine risk education contracts facilitate the
safety of local communities and the opportunity for communities
to rebuild their lives by returning land to productive use, achieving
various SDGs, including “Peace, justice and strong institutions”.
Recognition of the company’s impact on and value created for
broader stakeholders than shareholders is now commonplace
in business model disclosures. Preparers should be careful to
ensure they consider the connectivity between the business
model – arguably the heart of the strategic report – and other key
disclosures such as the new s172(1) statement (which also calls for
discussion of the board’s consideration of impact upon broader
stakeholders), principal risks and KPIs measuring the impact.

Capital allocation
The way companies allocate financial capital and determine and
communicate their dividend policy and practice are a specific
area of focus for investors7 and are high on the political agenda,
particularly against the backdrop of COVID‑19. Investors are
challenging companies on the issue as they perceive a lack of
transparency about how companies allocate surplus capital
between dividends, investment (such as R&D), capital expenditure,
investment in skills and training and other significant areas such
as pension contributions or deficit reductions. Many institutional
investors regard capital allocation decisions as being among the
most important responsibilities of directors and a key area for
shareholder engagement with boards because they are seen
as playing a vital role in determining a company’s ability to be
successful in the long‑term.
The FRC Guidance specifically calls out decisions around capital
allocation and dividends to be a key example for boards to refer to
in their s172(1) statement, as these typically impact the long‑term
prospects of the business. Linking these disclosures to the s172(1)
statement demonstrates how the board is considering the likely
long‑term consequences of their decisions.
74% of companies provided an insight into capital allocation.
We were looking here for specific discussion (even brief) of how
capital is allocated more broadly rather than passing references
to “investing in our people” or “investing in IT” without either
quantifying this or providing a more in‑depth description.
This captured information both about how capital had been
allocated in the past and how it might be allocated in the future.
A number of companies referred to having a “disciplined approach
to capital” or reference to a capital allocation policy which was then
not clearly articulated or explored further.
Description of an overall policy and approach to allocation of
capital across all strategic priorities is useful as a starting point.
Further insight can be gained through discussion of capital
allocation in the context of delivering on purpose and value
creation for those stakeholders or matters included in the
purpose. Indeed, this can provide evidence of purpose in action
and stop it looking like a mere soundbite on the opening pages of
the annual report. Ideally disclosures should address matters such
as how decisions on capital are consistent with purpose and the
narrative on broader value creation, how directors consider the
balance of long‑term versus short‑term when allocating capital,
what the trade‑offs are against the various value drivers, and
how investment is made in sources of competitive advantage.
Such detail would also provide insight into how resilient the
business model is (see below).Bringing these disclosures together
in one place in the annual report can help present a fuller and
more connected picture.
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Figure 12. Within the capital allocation discussion, which stakeholders or matters were referred to?
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Almost all disclosures about capital allocation referred to
shareholders, usually with regards to dividends or share buy‑back
schemes. References to capital expenditure and debt were
also commonplace. Many “other” matters were acquisitions or
disposals. References to broader stakeholders were less common,
and certainly the detail was much more limited, without much
quantification of capital. Half of the disclosures about capital
allocated to employees were in relation to pension contributions
and management of deficits.
Based upon our understanding of the company, taking into
consideration its purpose, business model, and strategy, we
considered 32% of companies providing an insight into capital
allocation had covered all material or the most significant
stakeholders. For the remaining 68% we observed omissions of
broader stakeholders which implied a narrower focus that was
not consistent with the company’s stated purpose, strategy or
description of value creation.
Consistent with findings on the general discussion of capital
allocation, whilst 54% quantified their allocation of capital, this
tended to be in relation to dividends, debt repayment or capital
expenditure. Some companies, where relevant, quantified their
pension contributions, but otherwise there was little detail on the
quantification of capital allocation in respect of other stakeholders.
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The FRC Guidance suggests including a quantified analysis of
allocations of free cash flow to enable users of the accounts to
understand how discretionary resources have been allocated
between shareholders, other stakeholders and retained in the
company. This was provided by KAZ Minerals PLC in the context
of their approach to sustainability.
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Distributions
Investors have been calling for more insight and transparency
around dividend policy, with some wanting to see an audited figure
for distributable reserves within the annual report. In particular,
the Investment Association has called on all listed companies to
improve the transparency of their approach to paying dividends,
recommending that they include their distribution policy with their
annual report. The UK Government is yet to mandate any specific
capital allocation or dividend disclosures, but it has stated that if
sufficient progress is not made it will consider whether to mandate
the disclosure of an audited distributable reserves figure.

Figure 13. Is the level of distributable proﬁts disclosed?

40%

44%

Other reporters, such as Rotork plc, included similar quantified
information in their business model where they identified value
created.

16%
Yes, as a single ﬁgure
No

No, but indicate which reserves
are (un)distributable

With 44% of companies not clearly indicating the level of
distributable reserves available, there is still work to be done by
some companies to meet investors’ expectations in this area.
72% disclosed or described a dividend policy. These ranged from
detailed explanations, to concise although relatively unclear
descriptions of a “progressive dividend policy”. The FRC Lab’s
report on disclosure of dividend policy and its subsequent
implementation study identify the key aspects that investors want
to see in this area and provide a number of good examples.
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G4S plc clearly identify the key considerations by the board before
proposing a dividend and also state the impact of COVID‑19 upon
their most recent decision (see the Pandemic section, below).

OneSavings Bank plc defined its dividend policy in the directors’
report and also provided a table within an “appendix” in the annual
report which showed the basis of the calculation of the proposed
final dividend.
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4%

48%

24

We sought to understand the extent to which ESG factors that
are material to value creation over time and which are explicitly
referenced as part of a director’s duty in s172 are embedded
in performance management and incentives. The connection
between remuneration and broader company strategy, particularly
the consideration of broader ESG matters, was not always clear.

Figure 14. Are there any elements of directors' remuneration
relating to performance of broader ESG factors?

2

Directors’ remuneration
The broader value created by a company in achieving its purpose
often drives the variable elements of directors’ remuneration
as a means of incentivising directors to succeed in their
role. The extent to which directors are taking capital out of
a company is also an important part of broader capital allocation.
Shareholders of quoted UK companies must approve the directors’
remuneration policy and directors’ remuneration is addressed in
a separate part of the annual report.

%

4%
Yes - short term
(e.g. annual bonus)

Yes - Long term
(e.g. LTIP)

Yes - a mixture of short term
and long term elements

No

45

Annual report insights 2020| Surveying FTSE reporting

We looked at the most recent remuneration policies disclosed in
the annual report. It was encouraging to see that 38 companies
(76%) had incorporated broader ESG factors into the remuneration
policy to some degree. However, not all companies were
forthcoming with the types of measures that will be used in the
coming year to assess performance of broader ESG factors.
Where they are included, over half provided broad themes without
specific measures cited (on occasion noting this was due to
commercial sensitivity and would be published after the event next
year; in general there was more detail in the policies for the year
gone by), while 39% provided quantified targets for some or all of
the measures.
The “other” matters covered in remuneration policies were often
linked to customer metrics and outcomes, with some companies
citing culture, regulatory compliance or other strategy‑specific
metrics. It was also interesting to note that those companies linking
elements of remuneration to environmental matters were from
a wide variety of industries, including telecommunications and food
and drink, not just those that might traditionally be thought of as
‘polluting’.
The proportion of directors’ remuneration depending on these
broader ESG performance metrics varied considerably from
company to company, as may be expected, with some having
as little an impact as 5% of bonus and some as much as 50% of
directors’ bonus; the range for longer term incentive schemes was
broadly 10% to 33%.
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31 included
employee related
factors

Of the

38 companies

incorporating broader
ESG factors into directors’
remuneration…

12 included
environmental
matters

23 included
other matters

OneSavings Bank plc set out their Business Balanced Scorecard which
clearly indicated which metrics (not all of them KPIs for the group)
were driving directors’ remuneration, and the outcome in the year.
They outlined the KPIs per category and weighting of each category
for the following year, although acknowledged the targets would
not be published in advance as they are commercially sensitive.
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Resilience of the business model
Capital allocation decisions, distributions made and the
remuneration of executive directors provide insight into the
board’s perspective on the success of the business. Investors and
other stakeholders increasingly expect to understand the
connection between capital allocation and forward looking
statements that reflect the board’s views of the sustainability of the
business model over the longer term. This is especially relevant in
relation to investment required to enable a company to transition
to a low‑carbon business model.

Persimmon Plc incorporates a discussion of the sustainability
of the business model in the future prospects section of its
viability statement, covering market positioning, strategy and
fundamentals:

The proposed Resilience Statement
The Brydon Report echoes the above view and considers that
information about the resilience of the business is information that
is critical to stakeholders. Reporting on resilience is expected to
provide “more information about the likely survival of the company
into an indeterminate future.” The report proposes that the board
makes a Resilience Statement covering three future time periods:
• A short‑term statement over a period of about a year with a high
degree of certainty, subject to audit (the equivalent of the current
going concern period).
• A medium‑term statement over a longer period detailing
stress‑testing or scenario‑testing and explaining the directors’
conclusions on that, not subject to audit but with the possibility
of the directors obtaining other assurance (some of the most
informative current viability statements include similar disclosure
around stress‑testing or scenario‑testing).
• A long‑term statement about business resilience describing
long‑term risks and the directors’ analysis of the resilience of the
business to those risks, not subject to audit or assurance.
As we conducted this year’s survey, we focused on disclosures
in the front half around sustainability of the business model and
adequate disclosure of the directors’ stress or scenario testing of
the company’s business model as part of the viability statement.
Last year, 13% of companies included disclosure around the
resilience of the business model in the viability statement.
This year seven companies did so – a similar number. However, the
picture was quite different when we considered whether there
was discussion of the resilience or sustainability of the business
model elsewhere in the annual report, pushing the total number of
those providing disclosures to 70%. The sharp increase is perhaps
driven by Provision 1 of the 2018 Code, which includes a disclosure
requirement for the board to describe the sustainability of the
company’s business model.
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The longer term viability statement
Much of the information called for as part of the suggested
medium‑term resilience statement should already be captured in
a high quality longer term viability statement. Provision 31 of the
2018 Code explains the requirements:

Smith & Nephew provided high‑level detail on the scenarios
they modelled, including some numerical detail of how this was
reflected in the stress testing of the business plan. They also
explained the link to strategy and to principal risks (where they
covered elements of their mitigation strategies).

“Taking account of the company’s current
position and principal risks, the board
should explain in the annual report how
it has assessed the prospects of the
company, over what period it has done
so and why it considers that period to
be appropriate. The board should state
whether it has a reasonable expectation
that the company will be able to continue
in operation and meet its liabilities as
they fall due over the period of their
assessment, drawing attention to any
qualifications or assumptions
as necessary.”
In other words, in addition to the board’s statement that it has
a reasonable expectation that the company will be able to continue
in operation and meet its liabilities as they fall due, the viability
statement should include:
• An explanation of how the board has assessed the longer term
prospects of the company
• The lookout period for the viability statement and why the board
considers that period to be appropriate
• How the analysis of viability has been performed
• Any qualifications or assumptions as necessary
All companies we surveyed prepared the viability statement
over a 3 – 5 year period, with 84% looking out for three years
(2019: 82%).
All companies we surveyed referred to the nature of the analysis
they undertook to support the statement and all described
performing one or more of modelling, stress testing, sensitivity
analysis or scenario planning; some described a quite detailed
modelling approach. 20% of companies had also performed
reverse stress testing as part of their analysis.
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Much of the information called
for as part of the suggested
medium‑term resilience
statement should already
be captured in a high quality
longer term viability statement.
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We considered that almost half of companies disclosed
their analysis in sufficient detail to provide investors with an
understanding of the nature of the scenarios they had explored
and 58% of those included clear conclusions on each scenario. 36%
of companies included at least some detail on possible mitigating
activities. The most detailed disclosure in our sample for any
individual scenario was from Next plc on the COVID‑19 pandemic.

64% of companies, an increase from 51% last year, chose
to disclose qualifications or assumptions underlying their
assessment. Predictably given the course of 2020, 69% of these
companies made assumptions about the availability of funding or
refinancing. A further 16% included assumptions either explicitly
or implicitly about the future impact of COVID‑19, including the
length of lockdown. Although most of the companies in our survey
did not have a full picture of the outcomes of the pandemic at
the time they reported, it is clear that risk was risk recognised in
the business environment. This compares to assumptions about
availability of funding or refinancing being disclosed by only 23% of
companies in 2019.

64% of companies, an
increase from 51% last year,
chose to disclose qualifications
or assumptions underlying
their assessment.
Risk management – emerging risks
Provision 28 of the 2018 Code introduces the requirement to
perform a robust analysis of emerging risks in addition to principal
risks for the first time. This is the first year in which companies
have been required to provide disclosure in this area, which should
include a description of the procedures that are in place to identify
emerging risks. This is intended to help understand the approach
the board takes to risks that are on the horizon and may be critical
to business resilience in years to come.
Describing the procedures in place to identify emerging risks
has not been done effectively by the majority of companies.
We considered that only 26% of companies included a disclosure in
the annual report that clearly covered this point. Disclosures that
met the requirement referred to procedures such as horizon
scanning, bottom‑up strategic planning processes, executive board
workshops, review of the macroeconomic or industry‑specific
landscape, in each case focused on the identification of
emerging risks.
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ITV plc described a recent review of its risk management
framework, including emerging risks, together with ongoing
horizon scanning, dialogue with the business and wider market
and economic movements:

Some companies did discuss emerging risks but with a lens of
management or mitigation, which is also useful and informative
but does not respond to the Code requirement to describe the
procedures in place to identify emerging risks.
Risk management – Brexit
Brexit was described by many companies last year as an “emerging
risk”. Many companies continue to include Brexit within a broader
principal risk (42%) or else call out Brexit as a principal risk in its
own right (24%).

Figure 15. Is Brexit included as a principal risk?
%
14

24

20%

%

4 2%
Yes

Part of a broader principal risk

Discussed as potential risk but
not deemed to be ‘principal’

No

More generally, Brexit remains a hot topic and a driver of
uncertainty for many companies. 40% referred to Brexit within
their longer term viability statement, while 74% mention Brexit
elsewhere in their strategic report outside of the risk section.
Boards are talking about it too, with 62% mentioning Brexit in their
corporate governance statements, often as part of a list of key
matters discussed by the board or else in the audit committee
reports in relation to risk. One retailer has set up a dedicated
governance steering group to discuss the group’s plans and
approach to manage the impact of Brexit.
28% referred to Brexit within the financial statements, although in
a small number of cases this was negative confirmation of the lack
of anticipated impact.
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Alternative Performance Measures (APMs)
The use of APMs continues to be commonplace by UK reporters,
with many preparers believing that they serve a useful purpose
in telling a company’s story. APMs have been an area of focus by
the FRC over recent years, being the third most commonly raised
substantive issue in their 2018/2019 monitoring activity. The FRC
recommend adherence to the ESMA guidelines and expect
compliance.
78% of companies presented adjusted measures of profitability on
the face of their income statement.

Figure 16. How are non‑GAAP measures presented on
the face of the income statement?

%
21

What to watch out for
 hen describing capital allocation policies or
W
processes, consider how to stretch beyond providers
of financial capital and capital investment to include
discussion of other key stakeholders, how capital is
allocated to address their needs, and how this fulfils
the company purpose.
 onsider the consistency of and connection between
C
those stakeholders identified in the business model as
key relationships or resources, those described as for
whom value is being created and those discussed by the
board in explaining how they have discharged their duty
under s172.

%
28

Investors are calling for detail around dividend policies
and the level of reserves available for distribution.
Be sure to include this in a clear and meaningful way.

15%

 nsure there is clear linkage in the strategic report
E
between the company’s performance and directors’
remuneration; investors are looking beyond financial
measures alone to drive remuneration and seeking
to understand how broader ESG factors are taken
into account.
36%

Additional line items
(including sub-totals)

Additional columns

Use of boxes to pull out analysis

A combination of approaches

The use of additional columns (whereby typically a ‘before
exceptionals’ column of results is presented, followed by
a column of ‘exceptional’ figures with a third column showing the
statutory total results) remains the most common way to present
non‑GAAP measures. The IASB’s recent exposure draft on general
presentation and disclosure introduces the term “management
performance measures” (MPMs), broadly being subtotals of income
and expenses used in financial statements that complement
totals or subtotals in the IFRS Standards, and communicate to
users management’s view of an aspect of an entity’s financial
performance. The exposure draft proposes that presentation of
MPMs on the face of the income statement would be restricted,
with the use of columns to present MPMs prohibited entirely.
Further data on the use of APMs can be found in Appendix 1.

 hen describing the work the board has performed
W
on the viability statement, include enough granular
information on the nature of testing and the scenarios
assessed for investors to determine whether they
consider the work sufficiently robust.
 emember to include a good analysis to explain the
R
directors’ view of the sustainability of the business
model, in line with Code requirements and regulator
requests – the viability statement or business model
disclosures may be a natural place for this.
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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

52

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.

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.

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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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.

 ake it clear what actions the board has taken in
M
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.

 rovide clear disclosure on the assumptions used
P
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.

 rovide sensitivity analysis or details of ranges of
P
possible outcomes relating to areas of significant
estimation uncertainty.
 void splitting amounts recognised in the financial
A
statements on an arbitrary basis between portions
that relate to COVID‑19 and those that relate to
business as usual.
 nsure appropriate consistency, linkage and
E
cross‑referencing of COVID‑19 disclosures across
the annual report.
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Appendix 1 – Additional findings from
100 companies
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 and is largely consistent with that used in previous years’ surveys, as described in Appendix 2.
Reporting mechanics
2020

2019

Average speed of annual report approval (days)

74

64

Fastest approval of an annual report (days)

36

30

Average report length (pages)

185

172

Average proportion of report comprising narrative reporting (as opposed to financial statements)

62%

61%

21

18

9

8

Average remuneration report length (pages)
Average length of accounting policies disclosure (where presented as a discrete section)

Key performance indicators
Companies clearly identifying their KPIs
Average number of KPIs
Average number of non‑financial KPIs
Companies with KPIs but no non‑financial KPIs

85%
10
3
16%

Categories of non‑financial KPIs disclosed (of those presenting such metrics):
Health & safety (employees or customers)

42%

Customer related (excluding H&S)

41%

Employee related (excluding H&S)

52%

Environmental, including climate change

39%

Principal risks and uncertainties
Average number of principal risks

11

Highest number of principal risks

34

Categories of risks disclosed:
Workplace culture

8%

Cyber – data protection and cyber crime

85%

Cyber – Failure of IT systems

56%

Inability to keep up with technological change

35%

Defined benefit pension

14%

Tax

24%

Brexit (including as part of a broader risk)

57%
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Other narrative reporting findings
Companies referencing materiality for narrative reporting as a whole

2%

Companies referencing materiality for CSR matters

20%

Materiality disclosures that gave detailed insight (for narrative reporting as a whole or CSR)

50%

Companies referring to the United Nations’ Sustainable Development Goals

41%

Alternative performance measures on the face of the income statement
2020

2019

74%

66%

15

23

Adjusting

9

13

Non‑recurring

1

1

22

22

Restructuring/reorganisations

36

35

IAS 36 impairment

37

28

Companies presenting APMs on the face of the income statement

Collective terms, where used, for measures stripped out of profit (number of companies):
Exceptional

Other

Items stripped out to arrive at APM (number of companies):

IFRS 9 impairment

5

2

Other IFRS 9 related items

19

3

Amortisation of intangibles

35

28

Acquisition (IFRS 3) costs

24

26

IFRS 2 expense

11

7

Extra column

22

–

Box in income statement

16

–

3

–

Extra lines in P&L

19

–

More than one of the above

14

–

Method of presenting APMs on the face of the income statement (number of companies):

Box below income statement

IAS 1 critical judgements and key sources of estimation uncertainty
Judgements clearly distinguished from sources of estimation uncertainty
Average number of critical judgements
Average number of key sources of estimation uncertainty
Companies with no critical judgements
Companies with no key sources of estimation uncertainty

77%
2%
3%
14%
2%
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IFRS 16 Leases
Companies with critical judgements or key sources of estimation uncertainty relating to IFRS 16

24%

Common examples included identification of leases, determination of the lease term and arriving at an incremental borrowing rate
Right of use assets presented separately on the face of the statement of financial position
Companies with leases of intangible assets accounted for under IFRS 16

37%
0%

Companies presenting a ‘net debt’ metric

54%

Net debt metrics included lease liabilities

52%

Net debt metrics excluded lease liabilities

28%

Companies presenting net debt with and without lease liabilities

20%

Other financial statement disclosures, including Brexit
Brexit referred to in going concern disclosures

4%

Brexit referred to in critical judgements and key sources of estimation uncertainty

8%

Brexit referred to in IAS 36 impairment disclosures

9%

Evidence of reverse factoring apparent from disclosures

9%

Companies with IAS 36 sensitivity disclosures appearing open to challenge in terms of correctly disclosing the amount by which key
assumptions would have to change to eliminate ‘headroom’

62

26%
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Appendix 2 – 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

64

Annual report insights 2020| Surveying FTSE reporting

Endnotes
1.

https://www.businessroundtable.org/business-roundtable-redefinesthe-purpose-of-a-corporation-to-promote-an-economy-that-serves-allamericans

2.

https://www.blackrock.com/corporate/investor-relations/larry-fink-ceoletter

3.

https://www.iasplus.com/en-gb/publications/corporate-governance/s172-1first-reporters

4.

As required by Acc Regs Sch. 7: 11(1)

5.

The statement of intent signed by CDP, CDSB, GRI, IIRC and SASB can be
found at: https://29kjwb3armds2g3gi4lq2sx1-wpengine.netdna-ssl.com/
wp-content/uploads/Statement-of-Intent-to-Work-Together-TowardsComprehensive-Corporate-Reporting.pdf

6.

https://www.frc.org.uk/news/february-2020-(1)/frc-assesses-company-andauditor-responses-to-clim

7.

For further information see the FRC’s Financial Reporting Lab’s report
on Disclosure of dividends – policy and practice (Nov 2015) and the two
implementation studies, all available at https://www.frc.org.uk/investors/
financial-reporting-lab/publications
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Index
Term

Page

Term

Alternative performance measures

51, 58, 61, 64

Going concern

Audit committee

19, 26, 36, 50

Greehouse gas (GHG) emissions
(see Climate change)

Brexit
Business model

Capital allocation

7, 8, 10, 12, 16-18, 23-24, 26, 29,
40-43, 47, 51, 55

6, 8, 38, 41-43, 45, 47, 51, 57
25-38, 60

– Board involvement

27, 32, 34

– GHG emissions
– Judgements and estimates
– KPIs
– NFI statement

62

Internal controls

57

Judgements

Key performance indicators

36-38

26, 36
25-27, 33-34, 60
35, 60
26, 27, 28-31, 33, 34-38

– SECR

35-36, 38

– TCFD

19, 25-38

Code (see Corporate Governance Code)

Non-financial information (NFI) statement
– Employees
– Environment

52-59

Pandemic

Principal risks
Profit or loss presentation

8, 17, 26, 40, 45-46, 47, 51, 60
43, 47, 51

Diversity

18, 21-23

Emerging risks

– Diversity
– KPIs

26, 28-29, 33, 38, 49-50

53-59

11, 17, 23, 24, 26, 28-29, 34, 35,
38, 41, 48-51, 57, 60
51, 58
5-12, 14, 21, 26, 37, 40-42, 45,
51, 55

SASB

19

SECR

35-36, 38

9-11, 14-16, 24, 55, 57,
18, 21-22, 24
14, 17-19, 23-24, 60
17, 19, 23, 24, 60

Estimates

36, 53, 58-59, 61

66

35

Remuneration (See Directors' remuneration)

Section 172

– Risks

Exceptional items

20, 24

41, 43-45, 51, 56-57

Employees
– Board engagement

19-20, 24, 35

Planet (See Climate change)
8, 14-16, 20, 21-23, 26, 29,
47-51

Distributable profits and distributions

Dividend policy

6, 8, 14, 17-19, 23, 24, 26-27,
33-35, 41, 46, 60

Non-GAAP measures (see Alternative
performance measures)

Purpose
Directors' remuneration

26, 36, 53, 58-59, 61-62

People (See Employees)

Coronavirus (see COVID-19)

COVID-19

IFRS 16

33-35, 38, 41

– Risks

Corporate Goverance Code

47, 57-58, 59, 62

50, 60, 62

Climate change

– Financial statements

Page

51, 58, 61, 62

Viability and longer term viability statement

WEF
Workforce (see Employees)

6, 8, 9-12, 14, 15-16, 27, 38, 41,
45, 51, 55-57

26, 28, 33, 40, 47-49, 50, 51,
57, 59
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