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Introduction

Although discussions around the viability statement have tended to focus on what period to choose, we have always believed 
that much of the value of the new Code provision will be in the disclosures that it generates (see below for a reminder of the 
requirements). Our experience of spending the last year or more helping many companies and boards with both their internal 
processes and external disclosures – and of talking to investors about what they want from the new requirements – has only 
reinforced this view. With three to five years emerging as the default choice for the period, almost always based on the business 
plan, it’s the disclosures that will allow companies to differentiate themselves and to make the assessment of prospects and 
viability an integral part of telling their overall story.

We therefore thought that the time was right to make some practical suggestions about how to tackle the disclosures, based on 
our experience so far. We have done this by providing an illustrative draft statement, along with commentary explaining the 
key aspects of our proposals. Our draft is not, of course, meant to be a template or checklist but we hope that, along with the 
commentary, it will help companies and boards to develop statements that are compliant, tailored to their own circumstances 
and that provide some real insight into risks to solvency and liquidity and how they are managed. 

The following observations have emerged from our work with companies and influenced the thinking behind the 
draft statement:

•	Companies	have	always	assessed	their	prospects.	The need for a new formal statement over a defined period 
shouldn’t sweep aside what management teams and boards already do to sustain and develop their businesses. The existing 
business planning and risk management processes may not be perfect but, driven by the business model and strategy, they 
should be at the heart of the assessment process and disclosure.

•	It’s	not	all	about	the	process. A disclosure that focuses only on process is, at best, a missed opportunity. Management 
teams and boards make a whole range of judgements and assumptions in arriving at their business plans and putting risk 
management processes in place. The new Code encourages the same to happen around testing the company’s resilience to 
events that are not in the plan. A really valuable disclosure will provide insight into these judgements, within the bounds of 
commercial sensitivity.

Along with our commentary we have included a number of extracts from published annual reports where companies have made 
disclosures of the kind we’re suggesting – our experience in recent times is that there has been a shift in the mindset of many 
management teams and boards, and some of the latest published reports support this. Although there may still be an element of 
natural conservatism in year one of the new disclosures, we are seeing an encouraging trend away from the minimalist, 
compliance-driven approach that at one stage characterised the debate around the viability statement. We hope that this paper 
will help to encourage that trend.

We start overleaf with our illustrative draft statement in full and in the pages that follow we break the statement down and 
comment on it.

Taking account of the company’s current position and principal risks, the directors should explain in the annual report how they 
have assessed the prospects of the company, over what period they have done so and why they consider that period to be 
appropriate. The directors should state whether they have 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. [UK Corporate Governance Code > Provision C.2.2]
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Illustrative draft statement

The context for the assessment 
(of prospects)
The group’s business model and 
strategy are central to an 
understanding of its prospects, and 
details can be found on pages [x] to 
[y]. The nature of the group’s 
activities is long-term and the 
business model is open-ended. The 
group’s current overall strategy has 
been in place for several years, 
subject to the ongoing monitoring 
and development described below. 
The core business of the group has a 
[12]% share of its market globally 
and the related segment has 
reported an average of £[x]m of 
EBITDA over the past [10] years. 

The board continues to take a 
conservative approach to the group’s 
strategy in the core business and the 
focus is largely on cost control and 
centralisation. Decisions relating to 
major new projects and investments 
are made with a low appetite for risk 
and are subject to an escalating 
system of approvals, including short 
payback periods. Similar controls 
operate in relation to major new 
customer contracts.

The group’s focus is particularly on 
developing the [ABC] business unit, 
because of the substantial 
opportunities in the [digital/US] 
market. The board has considered 
the changes in the risk profile of the 
group that this entails and 
determined that they are acceptable 
in the context of the risk profile of 
the group as a whole: the expected 
longer term returns mean that there 
is more appetite for risk, for instance 
in the form of product development 
for a market to which the group is 
relatively new.

The assessment process and  
key assumptions
The group’s prospects are assessed 
primarily through its strategic 
planning process. This process 
includes an annual review of the 
ongoing plan, led by [the CEO 
through the management 
committee] and all relevant 
functions are involved, including 
[product and market development, 
finance, treasury and risk]. The 
board participates fully in the 
annual process by means in 
particular of [annual strategic 
away-days.] Part of the board’s role 
is to consider whether the plan 
continues to take appropriate 
account of the external environment 
including [macroeconomic, 
political, social, technological] 
changes.

1) Assessment of prospects The output of the annual review 
process is [a set of objectives, an 
analysis of the risks that could 
prevent the plan being delivered, 
and a number of financial forecasts]. 
The latest updates to the strategic 
plan were finalised in [month] 
following this year’s review. This 
considered the group’s current 
position and the development of the 
business as a whole over the next 
[20] years, focusing on the 
prospects for the [ABC] business 
unit in the next [5] years based on 
the initiatives in the [digital/US] 
market. 

As a result of this focus, detailed 
financial forecasts were also 
prepared for the [5] year period to 
[date], so that [years/months] 
remains at the time of approval of 
this year’s annual report. The first 
year of the financial forecasts form 
the group’s operating budget and is 
subject to a re-forecast process at 
the half-year. The second year is in a 
similar level of detail, and is flexed 
based on the actual results in year 
one. Years three to five of the 
forecasts are extrapolated from the 
first two years, based on the overall 
content of the strategic plan.
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The key assumptions in the financial 
forecasts, reflecting the overall 
strategy, include:

•	[Significant]/[10%] annual 
growth in the [ABC] business unit 
from [year] to [year]

•	A [significant]/[5%] saving on 
certain administrative costs for 
the group as a whole as a result of 
the ongoing restructuring of the 
back-office functions as part of the 
centralisation programme

It has also been assumed that 
refinancing will be available on 
similar terms to those negotiated in 
[year] to support the expansion of 
the [ABC] business unit.

These key assumptions are reflected 
in numbers [1, 2 & 3] of the group’s 
principal risks, which are set out on 
pages [x] to [y]. The purpose of the 
principal risks [table] is primarily to 
summarise those matters that could 
prevent the group from delivering 
on its strategy. A number of other 
aspects of the principal risks – 
because of their nature or potential 
impact – could also threaten the 
group’s ability to continue in business 
in its current form if they were to 
occur. This was considered as part of 
the assessment of the group’s 
viability, as explained below.

2) Assessment of viability
Although the strategic plan reflects 
the directors’ best estimate of the 
future prospects of the business, 
they have also tested the potential 
impact on the group of a number of 
scenarios over and above those 
included in the plan, by quantifying 
their financial impact and 
overlaying this on the detailed 
financial forecasts in the plan. 
These scenarios, which are based on 
aspects of principal risks [3, 4 & 5], 
represent ‘severe but plausible’ 
circumstances that the group could 
experience.

The scenarios tested included:

•	A serious breach of regulatory 
requirements in the [US/digital] 
market as a result of enhanced 
regulator focus and lack of 
experience within the group, 
leading to fines and a loss of 
reputation among potential 
customers

•	A [significant]/[20%] shortfall in 
EBITDA in the [ABC] business 
unit, leading to covenant breaches 
and/or downgraded credit rating 
(and the knock-on effect on the 
cost of future capital to fund 
expansion) 

The results of this stress testing 
showed that, due to the stability of 
the core business, the group would 
be able to withstand the impact of 
these scenarios occurring over the 
period of the financial forecasts by 
making adjustments to its operating 
plans within the normal course of 
business.

The group also considered a number 
of scenarios that would represent 
serious threats to its liquidity. None 
of these was considered to be 
plausible.

3) Viability statement
Based on their assessment of 
prospects and viability above, the 
directors confirm that they have a 
reasonable expectation that the 
group will be able to continue in 
operation and meet its liabilities as 
they fall due over the five year 
period ending [date]. 

4) Going concern
The directors also considered it 
appropriate to prepare the financial 
statements on the going concern 
basis, as explained in the Basis of 
preparation paragraph in note 1 to 
the accounts.
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Commentary on illustrative 
draft statement

Commentary

The prospects for any group are intrinsically linked to its business model and strategy and to its track record, so it makes 
sense to explain how these have affected the directors’ assessment in the specific circumstances. Without creating a 
hostage to fortune, we think it should be easy to tell whether the directors believe that there is any question about the 
group’s ‘viability’ over the period chosen for the formal statement, and this is an opportunity to set the appropriate tone.

The context for the assessment (of prospects)
The group’s business model and strategy are central to an understanding of its prospects, and details can be found on pages [x] to [y]. 

The nature of the group’s activities is long-term and the business model is open-ended. The group’s current overall strategy has 
been in place for several years, subject to the ongoing monitoring and development described below.

The core business of the group has a [12]% share of its market globally and the related segment has reported an average of £[x]m 
of EBITDA over the past [10] years. 

Commentary

We have suggested splitting the assessment of ‘prospects’ from the assessment of ‘viability’ (see page 12 onwards). We 
think this would allow companies to provide broader and deeper insight into the future of the business separately from the 
need to support the formal viability statement.

The wording of the Code provision that gives rise to the viability statement also makes a distinction between the 
assessment of prospects and the ability to make the formal statement – directors assess prospects first and then decide 
whether they have a ‘reasonable expectation’ that the company will be able to meet its liabilities as they fall due over the 
period of the assessment.

Illustrative disclosures

1) Assessment of prospects

See example 1 opposite from Grainger plc
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Example 1 – Grainger plc

September 2015 annual report > page 29

Commentary

Strategic decisions are taken in the context of the board’s appetite for risk, so there is a direct link between high level risk 
appetite and the assessment of prospects.

Risks other than strategic risks could also have a significant impact on performance and, ultimately, viability – 
particularly where they might have a knock-on effect on reputation or ‘licence to operate’. The board’s appetite for these 
would also be relevant to the assessment, therefore, and could be considered for disclosure.

Illustrative disclosures

The board continues to take a conservative approach to the group’s strategy in the core business and the focus is largely on cost 
control and centralisation. Decisions relating to major new projects and investments are made with a low appetite for risk and 
are subject to an escalating system of approvals, including short payback periods. Similar controls operate in relation to major 
new customer contracts.

The group’s focus is particularly on developing the [ABC] business unit, because of the substantial opportunities in the [digital/
US] market. The board has considered the changes in the risk profile of the group that this entails and determined that they are 
acceptable in the context of the risk profile of the group as a whole: the expected longer term returns mean that there is more 
appetite for risk, for instance in the form of product development for a market to which the group is relatively new.
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Illustrative disclosures

The assessment process and key assumptions
The group’s prospects are assessed primarily through its strategic planning process. This process includes an annual review of the 
ongoing plan, led by [the CEO through the management committee] and all relevant functions are involved, including [product and 
market development, finance, treasury and risk]. The board participates fully in the annual process by means in particular of 
[annual strategic away-days.] Part of the board’s role is to consider whether the plan continues to take appropriate account of the 
external environment including [macroeconomic, political, social, technological] changes. 

The output of the annual review process is [a set of objectives, an analysis of the risks that could prevent the plan being 
delivered, and a number of financial forecasts]. 

Commentary on illustrative 
draft statement (Contd.)

Illustrative disclosures

The latest updates to the strategic plan were finalised in [month] following this year’s review. This considered the group’s 
current position and the development of the business as a whole over the next [20] years, focusing on the prospects for the [ABC] 
business unit in the next [5] years based on the initiatives in the [digital/US] market.

Commentary

This starts to address the requirement to discuss how the prospects have been assessed.

The integration of risk management, strategy and business model and business planning is specifically highlighted by the 
FRC as part of an effective system of risk management and internal control in its Guidance issued alongside the 2014 Code 
(the Guidance on Risk Management, Internal Control and Related Financial and Business Reporting).

Commentary

Because the broader prospects are being assessed first, there is an opportunity to confirm that the future of the business 
has been considered in the very long term. This could be relevant in particular in industries which have long-term assets 
or contracts, including extractive businesses and life insurance/pension providers.
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Commentary

We now begin to focus the assessment on the business unit with the particular growth initiatives, as the first step towards 
explaining why the period chosen for the viability statement is appropriate. In our scenario, the detailed planning horizon 
is five years because the prospects for business unit [ABC] are fundamental to the assessment for the group as a whole. In 
other cases there may be specific characteristics of the business or industry that suggest a particular choice of period.
See example 2 below from Derwent London plc 

If we roll our scenario on 12 months it may be that the group will have rolled forward its five-year plan for business unit 
[ABC]. Alternatively, there could be a coherent argument for moving to a four-year assessment, or another factor may have 
superseded the prospects for business unit [ABC] as the driver of the overall group assessment.

Two other comments on this part of the disclosure:

•	We’ve provided more detail here on the way the forecasts are drawn up, reflecting the higher degree of confidence that 
will usually apply to the earlier periods – this is something that the FRC specifically recognises in its Guidance issued 
with the Code.

•	We’ve also been very clear about the time left on the latest strategic plan as at the date the annual report is approved. 
Where the period chosen for the viability statement is relatively short, this could be significant.

Illustrative disclosures

As a result of this focus, detailed financial forecasts were also prepared for the [5] year period to [date], so that [years/
months] remain at the time of approval of this year’s annual report. The first year of the financial forecasts form the 
group’s operating budget and is subject to a re-forecast process at the half-year. The second year is in a similar level of 
detail, and is flexed based on the actual results in year one. Years three to five of the forecasts are extrapolated from the 
first two years, based on the overall content of the strategic plan.

Example 2 – Derwent London plc

December 2014 annual report > page 27
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Commentary

The Code encourages directors to draw attention to any ‘qualifications or assumptions’ as necessary, language that has 
been carried across from the previous version of the going concern provision.

There is a natural tendency to think of assumptions in connection with stress testing. In fact, we think that most of the 
significant assumptions underlying the assessments of prospects and viability will be included in the strategic plan – hence we 
have pulled out some underlying assumptions from the plan in our illustrative disclosure.

In our view, qualifications will be rare but there will almost always be assumptions. There’s an important difference in the 
two terms: to us, a qualification means that the company will not be viable unless something happens or is the case, 
whereas an assumption means that the company will be viable providing something happens or is the case. 

In our scenario, there is an assumption in the plan about the ability to refinance and this has been disclosed – because of 
its size – as important to the assessment of the group’s prospects. There is no suggestion that the directors see this as being 
difficult when the time comes. In other circumstances, the need to refinance could be a material uncertainty for going 
concern purposes – in other words, a qualification. In both cases, however, the issue will have been reflected in the 
business plan, hence the importance we are placing on the plan in our draft disclosures. 

Illustrative disclosures

The key assumptions in the financial forecasts, reflecting the overall strategy, include:

•	 [Significant]/[10%] annual growth in the [ABC] business unit from [year] to [year]

•	 A [significant]/[5%] saving on certain administrative costs for the group as a whole as a result of the ongoing restructuring of 
the back-office functions as part of the centralisation programme

It has also been assumed that refinancing of the group’s long-term debt will be available on similar terms to those negotiated in 
[year] to support the expansion of the [ABC] business unit.

See example 3 opposite from Shaftesbury plc

Commentary on illustrative 
draft statement (Contd.)
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Example 3 – Shaftesbury plc

September 2015 annual report > page 66
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Commentary

The Code requires the directors to take account of the principal risks so it is important to be clear on how this has been done. 

We have emphasised the distinction between those principal risks that would most likely only affect performance and 
those that could threaten the existence of the group. The former are important to an assessment of prospects, but it’s the 
latter group that must be considered for the viability assessment.

We note that some companies are choosing to make the new statement required under provision C.2.1 of the Code 
confirming that the directors have carried out a robust assessment of the principal risks in conjunction with the 
assessment of prospects and viability. This can help to emphasise the relationship between the two, though the robust 
assessment will often cover risks that are not directly relevant to a company’s viability.

Illustrative disclosures

These key assumptions are reflected in numbers [1, 2 & 3] of the group’s principal risks, which are set out on pages [x] to [y]. The 
purpose of the principal risks [table] is primarily to summarise those matters that could prevent the group from delivering on its 
strategy.

A number of other aspects of the principal risks – because of their nature or potential impact – could also threaten the group’s 
ability to continue in business in its current form if they were to occur. This was considered as part of the assessment of the 
group’s viability, as explained below.

See example 4 opposite from Lonmin plc

Commentary on illustrative 
draft statement (Contd.)
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Example 4 – Lonmin plc

September 2015 annual report > page 32
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Commentary

Moving on to the narrower question of ‘viability’ (as opposed to ‘prospects’), the FRC Guidance issued with the Code 
suggests that stress testing will often help to support the directors in making their formal statement, and we are finding 
that the majority of companies (including those outside the financial services sector) are indeed carrying out stress testing, at 
least to some extent. As noted above, the strategic or business plan is the baseline against which any stresses are run.

We have assumed here that the directors will develop scenarios to test, rather than test the principal risks themselves. 
Testing the risks themselves would have the advantage of avoiding the need to link between them and the scenarios in the 
way that we have illustrated, but many boards find that scenarios allow a more realistic assessment exercise to be carried 
out. The use of scenarios can, in particular, help boards to think about how risks correlate, combine or trigger each other.

Note that principal risk 3 was referred to as part of an assumption included in the plan and has also been referred to here 
as part of a stress test. This is intended to reflect situations where the expected impact of a risk is factored into the plan 
but a more severe impact is stress tested.

Commentary

We have seen a range of approaches to the disclosure of stress tests, from a simple confirmation that they have been done, 
through to more detailed descriptions. Some companies even quantify the parameters for the tests – in the terms of our 
illustration this would mean disclosing that they have modelled a 20% shortfall in EBITDA rather than simply a ‘shortfall’ 
or a ‘significant shortfall’. 

Illustrative disclosures

2) Assessment of viability
Although the strategic plan reflects the directors’ best estimate of the future prospects of the business, they have also tested the 
potential impact on the group of a number of scenarios over and above those included in the plan, by quantifying their financial 
impact and overlaying this on the detailed financial forecasts in the plan. These scenarios, which are based on aspects of principal 
risks [3, 4 & 5], represent ‘severe but plausible’ circumstances that the group could experience.

Illustrative disclosures

The scenarios tested included:

•	 A serious breach of regulatory requirements in the [US/digital] market as a result of enhanced regulator focus and lack of 
experience within the group, leading to fines and a loss of reputation among potential customers

•	 A [significant]/[20%] shortfall in EBITDA in the [ABC] business unit, leading to covenant breaches and/or downgraded credit 
rating (and the knock-on effect on the cost of future capital to fund expansion).

See example 5 opposite, again from Grainger plc

We would advocate at least disclosing the nature of the tests.

Commentary on illustrative 
draft statement (Contd.)
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Example 5 – Grainger plc

September 2015 annual report > page 29

PwC | Tackling the viability statement | 13



Commentary

Because the group in our scenario was able to withstand the stress tests, no discussion of potential remedial management 
action (such as asset sales or dividend cuts) has been included.

Where such actions would be needed to withstand the tests we would certainly encourage disclosure of the nature of the 
actions (though we expect it would be rare to see the extent of the necessary actions being specified). We would also re-
emphasise how the tests go beyond the expected outcomes that are reflected in the strategic or business plan.

Illustrative disclosures

The results of this stress testing showed that, due to the stability of the core business, the group would be able to withstand the 
impact of these scenarios occurring over the period of the financial forecasts by making adjustments to its operating plans 
within the normal course of business.

Commentary

It is also possible to start from a scenario that would ‘break the business model’ within the relevant period and consider 
whether it is within the ‘severe but plausible’ criteria. This technique is referred to as ‘reverse stress testing’ and the FRC 
encourages it in the Guidance issued with the Code.

Reverse stress testing is most associated with the financial services sector, but we think that the disclosure we have 
suggested here would convey a powerful message in many circumstances.

Illustrative disclosures

The group also considered a number of scenarios that would represent serious threats to its liquidity. None of these was 
considered to be plausible.

Commentary on illustrative 
draft statement (Contd.)
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Commentary

We think that the wording of the formal statement should mirror the relevant Code provision as closely as possible, and all 
those issued so far have done so.

Because of the explanations above, we would not in this case provide any further commentary on why five years was the 
appropriate period for the directors to choose.

Illustrative disclosures

3) Viability statement
Based on their assessment of prospects and viability above, the directors confirm that they have a reasonable expectation that the 
group will be able to continue in operation and meet its liabilities as they fall due over the five year period ending [date].

Commentary

We do not recommend including a statement on going concern in the ‘front half’ of the annual report because Code 
provision C.1.3 now relates simply to the accounting purpose of going concern. However some companies are continuing 
to do so and, even where the main disclosure is in the financial statements, boards may feel more comfortable with at least 
a cross-reference of this kind to the relevant financial statement note.

Separate discussions of viability and going concern in the front half need to be carefully coordinated to avoid confusion 
and we would in particular avoid reference to ‘the foreseeable future’ in connection with the going concern confirmation 
now that the directors specify the period over which the group’s prospects have been assessed for the purposes of the 
viability statement.

Illustrative disclosures

4) Going concern
The directors also considered it appropriate to prepare the financial statements on the going concern basis, as explained in the 
Basis of preparation paragraph in note 1 to the accounts.
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Contacts

For more on how to implement the risk, 
viability and going concern aspects of the 
2014 UK Corporate Governance Code, 
visit our website

We would very much like to hear your views on our suggestions. To discuss them or any 
other area of compliance with the 2014 UK Corporate Governance Code, please get in 
touch with your usual PwC contact or one of the central team listed below.

John	Patterson

T:+44 (0) 1223 552413 
E: john.t.patterson@uk.pwc.com

Patrick	Leach

T:+44 (0)20 7804 0315 
E: patrick.m.leach@uk.pwc.com

Mark	O’Sullivan

T:+44 (0)20 7804 3459 
E: mark.j.osullivan@uk.pwc.com

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the 
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or 
completeness of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents 
do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information 
contained in this publication or for any decision based on it. 

© 2016 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to the UK member firm, and may sometimes refer to the PwC network. Each 
member firm is a separate legal entity. Please see www.pwc.com/structure for further details.
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