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The importance of
forward-looking information
in company reporting

“Annual shareholder letters and other communications to
shareholders are too often backwards-looking and don’t do
enough to articulate management’s vision and plans for the
future. This perspective on the future, however, is what investors
and all stakeholders truly need, including, for example, how the
company is navigating the competitive landscape, how it is
innovating, how it is adapting to technological disruption or
geopolitical events, where it is investing and how it is developing
its talent. As part of this effort, companies should work to develop
financial metrics, suitable for each company and industry, that
support a framework for long-term growth. Components of longterm compensation should be linked to these metrics.”
Larry Fink, Chairman and CEO, BlackRock
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Introduction
The past decade has seen companies
make positive strides in the provision of
forward-looking information in their
reporting. The large majority of UK
companies now include some form of
forward-looking information in their
annual reports and preliminary
presentations.
Yet there is clearly more that needs to be
done. Investors’ calls for greater and
more meaningful forward-looking
information are getting louder, shorttermism is being criticised by wider
stakeholder groups, and guidance from
regulators is more pronounced. The
calls for longer-term investment now

come from many quarters and
companies need to respond. Company
reporting, whilst not the only solution,
will play a pivotal role in addressing
these criticisms and confronting the
challenges today’s companies face.
We first examined forward-looking
information in company reporting
10 years ago. The picture then was
mixed; while companies were moving
in the right direction, the information
they provided often left more questions
than answers.
Today, the picture is encouraging with
for example more companies providing
forward-looking market data, but some
of the old concerns remain.

This report is intended to be a practical
and hands-on guide to what we
consider good practice. In it we
highlight some of the recent findings
from our 2016 survey, Redefining
business success in a changing world:
Global survey of investor and CEO views,
draw upon a review of 52 FTSE 350
annual reports, offer our own
recommendations for good practice –
what we call the eight principles of
forward-looking information, and
include some good examples from UK
annual reports.
The future and how it is reported really
does matter.
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Executive
summary
Companies are under scrutiny like
never before over what is perceived to
be an undue focus on short-term profits
at the expense of longer-term societal
benefit and value creation. This is
manifesting itself in pressure from
governments, investors and other
stakeholders on companies and the
way they behave, where they invest
and how they report.
Increasing stakeholder demands
In the last few weeks the UK
government’s Business, Innovation,
and Skills (BIS) Committee launched
an inquiry on corporate governance
that focuses, amongst other things, on
whether the duty of directors to
promote the long-term success of their
company is clear and enforceable, and
how executive pay takes account of
long-term performance.
In 2015, BlackRock Chairman and CEO,
Larry Fink, wrote to the CEOs at all S&P
500 companies and large European
organisations to challenge the shorttermism seen in corporate reporting. In
that letter he implored companies to
“lay out for shareholders each year a
strategic framework for long-term value
creation”. He said that communications
to shareholders are “all too often
backwards-looking” and “don’t do
enough to articulate management’s
vision and plans for the future”.

His views are echoed elsewhere.
The Investment Association, whose
members manage more that £5.5
trillion, published its Productivity
Action Plan in 2016 – a framework for
considering the barriers to long-term
investment. In it, the Investment
Association called for a raft of
measures, including enhanced
company reporting and the need to
focus on long-term value creation and
productivity. It argues that quarterly
reporting encourages a short-term view
and lacks a focus on productivity. It
was warmly received.
Strategic reporting requirements (the
clue is in the title) in the UK and the
introduction in 2014 of viability
statements provide a foundation for
companies to present a more forwardlooking perspective. The Financial
Reporting Council’s Guidance on the
Strategic Report may only mention
forward-looking information twice, but
its message is unequivocal; reporting
should “be fair, balanced and
understandable; be concise; have
forward-looking orientation”.
A mixed picture
Our research highlights that companies
are responding and providing more
forward-looking information – in the
way they discuss market trends, outline
strategic plans or define a longer-term
purpose that takes into account a wider
societal impact – than ever before. But,
it also shows there are still a significant
number of companies who don’t look
beyond the next year in their reporting.
Or, when they do, there is often a lack

“

of consistency in how the future is
described and a lack of balance and
meaningful information to provide
investors and other stakeholders with a
real perspective on the future for the
company. The result? In most case, it
raises more questions than answers.
Underlying conservatism
Companies, in short, could do a better
job of explaining why their prospects
are good and why their strategy makes
sense. However, management
reluctance is perhaps understandable. It
is typically rooted in the belief that
investors are only interested in shortterm returns and that any forwardlooking information would be seen as a
prediction or target that, if not met, will
have a negative impact on the market’s
confidence in the management team.
This perception is echoed in a 2013
McKinsey Quarterly survey which
spoke to c.1000 board members and
C-suite executives globally to assess
progress in taking a longer-term
approach to running their companies.
McKinsey found that 44% used a time
horizon of less than three years when
setting strategy. More telling though
was that 73% said that they should be
focusing on a time horizon of more
than three years – the difference
blamed on the sole focus of short-term
results undermining the ability of
companies to invest (and grow). The
safer and more cautious option, hiding
behind the competitive sensitivity
excuse, is all too often the compromise.

Lay out for shareholders each
year a strategic framework
for long-term value creation.

”

Larry Fink, BlackRock Chairman and CEO
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Future looks rosy
The debate between company
management and investors over
greater levels of forward-looking
information will become more
pronounced as our world becomes ever
more complex and the demands for a
long-term perspective intensify. There
will be many obstacles to overcome,
from the quality of information to the
way preparers and users behave
towards forward-looking information.
But our work with investors and
corporates means we remain
encouraged that the future as it’s
represented in reporting looks rosy.

In 2016, we published our annual
survey of global CEOs and investment
professionals. The report, Redefining
business success in a changing world,
highlights that:
• investment professionals often talk
about company purpose with a
long-term perspective, highlighting
the importance of companies
finding a way to demonstrate both
short-term profitability and their
ability to create long-term,
sustainable value.

The future matters more today than
ever before. The foundations of a
company’s strategic reporting rest not
just on where the company has come
from and how it is performing, but on
where it is heading. We would argue
that by having a clear, transparent, and
balanced discussion along a company’s
entire strategic journey, users will gain
a more detailed understanding of the
desired destination and appreciate the
obstacles and successes along the way.

• 70% of CEOs and 60% of
investment professionals believe
that in the 21st century business
success will be redefined by more
than just financial profit.

Practical recommendations
This report is intended for practical use – providing senior management teams with a hands-on guide to what we see as the
current/emerging trends in reporting and to consider good practice. Our recommendations are based on the premise that
strong reporting with a clear view of the future demonstrates leadership, confidence and commitment, and are represented
in our eight principles of forward-looking information:

1

Explore future
markets

5

Identify lead indicators
of performance

2

3

Set out strategic
direction

Keep the business
model dynamic

6

7

Explain future risks
and opportunities

Be clear on
financial prospects

4

Articulate resources
and relationships

8

Be consistent

You can find more information on our eight principles on page 11.
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Back to the
future

Extent and consistency

Current trends and practices
In 2016 we conducted a review of the
strategic reports of 52 companies
with December 2015 financial year
ends from the FTSE 350, looking for
any aspects of their reporting that
addressed a specific period beyond
the current reporting period. In this
case, for example, beyond 2016.

It is encouraging to see so many
companies providing some elements of
forward-looking information in their
strategic reports (88%) and in
preliminary results presentations
(93%), however the quality and
consistency of this information is not
always what investors want. For
example, we have seen cases where a
strategic report has a clear three-year

strategy yet it is not referenced in the
preliminary presentation, and another
where explicit financial targets have
been highlighted in the preliminary
presentation but not used in the
strategic report. These type of
inconsistencies can raise questions
about both the quality and validity of
information being presented, and
management’s effectiveness at setting
clear strategic priorities.

We used the strategic report as the
primary source, but have also examined
preliminary results presentations to put
together a picture of how consistent
companies are in where and what they
say about the future.

88%

Companies
presented forwardlooking information
in preliminary
presentation

6

93%
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Companies presented
forward-looking
information in
strategic report

Types of forward-looking
information provided

Scope of forward-looking information in strategic reports

Our review suggests that companies
provide a wide range of forwardlooking information in their reporting
across their different communication
channels but that the types of
information provided can vary
between these.

6

A common misconception is that prelims
only focus on getting the financial results
out to the market as quickly as possible.
Our research dispels this view showing
that a number of companies provide
strategic insights in their preliminary
presentations – perhaps an encouraging
sign that companies are no longer just
communicating results at this time, but
instead taking the opportunity to talk
more about the future.

1

5

Strategic reports will typically include
forward-looking information in the
context of disclosures around corporate
social responsibility and financial
information/debt maturities. A number
of companies are also providing a clear
perspective on future market trends,
however all of these aspects tend to sit
as isolated bits of information within
the report and are arguably all areas
where company confidence in
presenting a forward-looking
perspective is at its highest.
Forward-looking financial information
is most prominent in preliminary
presentations, where companies are
speaking directly to an audience of
investors and analysts looking for
insights and clarity.
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2
4
3

1. Debt maturities

18%

2. Other financial

13%

3. Strategic

17%

4. CSR

21%

5. Markets

20%

6. Orders/Pipeline

6%

7. Other

5%

Scope of forward-looking information provided in preliminary presentations

7
6

1

5
4

1. Debt maturities

15%

2. Other financial

36%

3. Strategic

23%

4. CSR
2
3

0%

5. Markets

14%

6. Orders/Pipeline

11%

7. Other

1%
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Period of forward-looking
information
There is a clear inconsistency in the
timeframes companies choose to report
forward-looking information in their
strategic reports and preliminary
presentations, and only a small number
of companies are prepared to assign
clear timeframes to strategic
information. Whilst it may be expected
that different periods of forwardlooking information may make sense for
different industry groups or information
categories, surprisingly we haven’t
identified any clear trends of specific
industries reporting over the same
periods of time – making comparisons
difficult.

Our research also pointed
to some clear inconsistencies;
30% of the companies that provided
strategic information in their
strategic reports failed to provide
the same information in their
preliminary presentations

Of the 52 companies included in this
analysis, less than a third provided
clear timelines beyond the current
period for strategic information in their
reports with marginally more doing so
in their preliminary presentations. We
conclude that for most companies their
strategic statements are just focused on
a point in time summary rather than
giving real insight into their strategic
ambitions for the future. This is
contrary to the spirit of the strategic
report, which was introduced to
encourage companies to provide more
forward-focused statements.
Our research also pointed to some clear
inconsistencies; 30% of the companies
that provided strategic information in
their strategic reports failed to provide
the same information in their
preliminary presentations, and a
further 40% that provided that
information in their preliminary
presentations failed to include it in
their strategic reports.
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Period of forward-looking information provided by companies in their
Strategic report.

8

21

7

3

4

2017-2018

2019-2020

2021-2025

2026-2030

2030-2050

Period of forward-looking information provided by companies in their
Preliminary Presentation.
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Period of forward-looking information provided by companies in their Strategic
report for strategy insights.

10

7

2017-2018

2019-2020

Period of forward-looking information provided by companies in Preliminary
Presentation for strategy insights.
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viability statement and the front end of
the report. We expect this to be a key area
of investor interest going forwards.
Management should therefore consider
their response to questions such as: What
are the milestones in your strategy? Do
you assess your risks over the same
period? Why is your viability period
different from your peers?

Viability period consistency
The introduction of the viability
statement has, for the first time, created
an impetus for companies to disclose the
period over which they plan and consider
the risks to the business. This has made it
easier to identify inconsistencies in the
messages conveyed or the periods
disclosed and significantly, where
planning periods do not necessarily
match the nature of the business.

Our analysis across the FTSE 350 shows
that three to five years has quickly
emerged as the default for most
companies, whether in fast moving
sectors or those with major long-term
capital programmes. This is
understandable, given the nature of the
formal viability statement – where a
company demonstrates its ability to
meet liabilities as they fall due over the
relevant period and the accompanying
need for supporting detailed and
robust financial forecasts.

It also provides an impetus to bridge
the reporting gap and to provide a
clearer explanation of why other
elements of reporting, for example
strategic messaging, key risks and the
business model, are positioned the way
they are by the company.
Unfortunately, in the first year of the
requirements, few companies have taken
this opportunity and have attempted to
demonstrate a linkage between their new

Consistency of time
period
Clear consistency
Some consistency
No consistency
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It does, however, mean that the real
value lies in the disclosures generated
around the viability assessment rather
than the formal statement of period.
And it’s here that care needs to be taken
with the consistency of what’s being said
in the annual report. What was the
rationale for selecting your specific
viability period? Without an explanation
investors may make their own
assumptions for modelling. Be clear on
why the decision was made and then be
transparent about how this links to
other disclosures made through the
narrative. A five year viability period
can be confusing for a company that only
states a strategic plan for the year ahead
with no other explanation provided.
We have seen a number of viability
disclosures that focus mostly on process.
This is fine if the process is specific,
insightful and aligned to other messages,
but this hasn’t been the case, meaning at
best this is a missed opportunity.
Management teams and boards make a
whole range of judgments and
assumptions in arriving at their business
plans and the risk management processes
in place. A truly valuable viability
statement disclosure will provide further
insight into those judgments, providing
further confidence about how the
company is using its investors’ funds.

The eight principles of forward-looking information
Through our work with prepares and users we have identified eight key principles of reporting that if addressed, will ensure
companies provide a stronger forward-looking orientation to their reporting and encourage users to take a longer-term view of
their business. These are outlined below and explored in more depth through the rest of this guide. Each principle is supported
by good practice examples demonstrating how other companies are giving more insight into their future.

1

2

3

4

Explore future
markets

Set out strategic
direction

Keep the business
model dynamic

Articulate resources
and relationships

Use a wide range of data sources
to clearly present the market
factors that support the strategic
plan and put the business model,
strategy and risks into context.

Demonstrate strategic thinking
that looks beyond the next
financial year. Reference
timeframes and milestones, as
well as clearly articulating the
strategy in the context of the
company’s longer-term purpose
and impact on its key stakeholders.

Business models have changed
dramatically and face ever
increasing disruption.
Demonstrate how the company is
driving change and how the
business model is expected to
evolve and remain resilient.

Clearly articulate the tangible and
intangible resources and
relationships relied upon by the
company, the risks to this reliance
and how they are managed and
nurtured.

5

6

7

Identify lead
indicators of
performance

Explain future
risks and
opportunities

Be clear on
financial prospects

Provide an appropriate mix of
strategically relevant nonfinancial indicators to support the
financial metrics. These can often
act as lead indicators to future
financial success. To be useful
these should be clearly aligned to
the strategic priorities and
supported with an explanation of
how they impact financial
performance.

Explain the principal risks and
uncertainties facing a company,
the changing risk profile and how
those risks are managed. Explore
the opportunity each risk may
also bring.

Disclosing future prospects does
not have to mean providing profit
forecasts. Consider a broader
range of financial and operational
measures milestones and targets.

8

Be consistent
Give investors confidence by
ensuring all messaging is clear
and consistent within and across
annual reports, preliminary
presentations and all other
company communications.
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1
Principle one

Explore future markets

The challenge

PwC recommends

Investors invest a lot of time forming a view on the market
factors that are likely to have an impact on the future
performance of a company. As part of this, they want to
understand management’s perspective as well. They also
need a clear direction and picture of the data that
management uses to help them form a view of market
conditions that will support future strategic success.

• Show future market forecasts as well as trend data.

Observations

• Use a range of data sources that look beyond the
current year.
• Support data with a discussion of key drivers.
• Demonstrate alignment of trends to both the business
model and the strategic response/period.
• Discuss the strategic response to these trends.

Our experience has shown that most companies focus on
explaining what has occurred in their marketplace in the
current period as justification of this year’s financial
performance and support this with historical or current
period trend data, and, for example, market share.
We are seeing some companies speculate more about future
market opportunities and aligning this with how they will
respond in the future. However, these insights do tend to be
largely qualitative.
Those companies that do provide good analysis on their
perception of the future market environment usually
support their insights with data and some even make use of
external perspectives to support their position. But these
insights are rarely aligned with their business model and
strategic priorities.

Keir Group
Annual Report 2015
Keir Group provide a comprehensive
overview of the key elements of the external
environment that have relevance for their
future success. The overview includes clear
data charts that show both prior year and
future forecasts. The report also makes
clear reference to a number of different
sources for the data used.

12
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2
Principle two

Set out strategic direction

The challenge

PwC recommends

• Investors want confidence that a company is focused on
By definition, a company’s strategy is forward-looking,
the long-term journey and not just short-term gains and
providing a framework or set of objectives and goals that
losses. Balance strategic depth and detail together with a
the company wish to achieve. Companies face the following
clear timetable.
challenges when setting out their strategic direction:
• Investors look for strategic depth and detail, whereas
• Articulate the strategy in the context of the company’s
companies all too often focus their reporting on the here
longer-term purpose and impact on its key stakeholders.
and now.
• Provide a clear link between the company’s overall
• There is a growing appreciation that companies must have
strategy and other supporting financial or corporate
a clear purpose and consider the needs and expectations
responsibility priorities.
of a wider group of stakeholders and the impact they have
• Use strategy to underpin reporting to ensure readers
on them if they are to retain their licence to operate.
appreciate the strategic relevance of disclosures made.
• Investors want companies to explain their understanding of
This can be done explicitly through the use of strategy
market trends/developments and the actions being taken to
symbols inserted through the report or implicitly with the
ensure their strategy is resilient enough to respond and to
clear repeated use of key strategic terms.
exploit the opportunities.
• Adherence to regulatory requirements can make it difficult
for companies to demonstrate the strategic relevance of
some information included in their reporting.

Observations

Micro Focus
Annual Report 2016

BlackRock CEO and Chairman Larry Fink said in 2015 that
“annual shareholder communications are too often
backwards-looking and don’t do enough to articulate
management’s vision and plans for the future”. He also said
that this “perspective on the future is what investors and all
stakeholders truly need, including, for example, how the
company is navigating the competitive landscape, how it is
innovating, how it is adapting to technological disruption or
geopolitical events, where it is investing and how it is
developing its talent”.

Micro Focus provide the reader with a clear
overview of their four stage strategic plan
explaining the clear actions both for prior
stages and for upcoming ones. The actions
also indicate where investors can expect an
upturn in performance and profit.

Our review supports this perspective and shows that only a
few companies are taking the opportunity to clearly set their
strategic agenda for more than the forthcoming period. We
believe setting the strategic tone is essential for good reporting.

The Pearson report provides a good example
of a company looking more holistically at
their strategic planning and clearly
incorporate their social commitment. They
are also explicit with their action plan that
has targets for the period to 2025 and the
alignment to wider strategic goals.

Statements all too often provide a ‘point in time’ position on
strategy, rather than how it might evolve or too often
provide multiple, siloed, or conflicting strategic priorities
(corporate, financial, corporate responsibility etc.) in one
report. These statements often fall short in demonstrating
the quality of internal strategic thinking. Similarly, many
companies set out strategy as a standalone disclosure in the
report making it difficult to understand the relevance of
some of the other information included or to get a complete
insight into management’s strategic vision.
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Pearson
Annual Report 2015
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3
Principle three

Keep the business model dynamic

The challenge

PwC recommends

Business models have changed radically over the past
decade. The natural evolution of a company and the
disruptive impact of the digital age will mean that business
models continue to be re-evaluated and changed as
companies seek new and better ways to engage with, and
create value, for key stakeholders, including clients and
customers, employees, suppliers and wider society.

• Present a view of the business model that considers both
your internal operations as well as the key resources and
relationships upon which you rely.

Companies need to consider how their reporting can support
this dynamism and reflect the growing importance placed
on understanding the relationship with, and impact on, key
stakeholders.

• Link the business model to market drivers.
• Use a dynamic narrative that is relevant and updated for
the period and not just rolled forward from the last.
• Focus on the particular elements of the business model
that are more material now and/or will be in the future.
• Clearly articulate management’s view of how the
business/operating model will evolve to respond to
market drivers.

Observations
Companies are without doubt extremely good at embracing
change – their very survival often depends upon it. Not all
companies, however, are so good at reporting how their
business model has changed and how it is likely to continue
to evolve and remain resilient into the future.
Our research suggests that whilst reporting of business
models is evolving there is still a real inconsistency over
what is presented. On the whole, while the reporting is
becoming more comprehensive and outward-facing, it is
largely generic, and set at a static point in time. Very few
companies offer any perspective of how the model may need
to change to respond to future customer needs or connect
their business model with their discussion around market
trends, strategy, risks and KPIs.
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Enterprise Inns
Annual Report 2015
Enterprise Inns presents a picture of its
current operating models and what they
might look like in five years’ time. With this
picture it explains how ‘extending the range
of operating models available to the Group
gives optionality and serves to increase the
ability of the Group to respond more quickly
to changing markets, consumer needs and
regulation’.

The importance of forward-looking information in company reporting
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4
Principle four

Articulate resources and relationships

The challenge

PwC recommends

A key pillar of providing a forward-looking orientation to
reporting is a clear explanation of the tangible and
intangible resources and relationships that a business relies
upon to maintain its business model. Investors are looking
for more than bland, high-level statements because they
want to obtain a clear picture of those factors enabling the
company to ensure the quality and sustainability of
financial performance.

• Clearly identify the most material resources and
relationships for your business.

A critical component is to understand what the key resources
and relationships are that make an organisation distinctive
and those that it relies on for success. These may be
distinctive strengths, but may also relate to potential
weaknesses or exposure to critical resources or
relationships. Aligned to these are the key risks and
opportunities these elements present and how the business
manages and develops them.

• Demonstrate how these are present within the
business model and explain what the risks or
opportunities faced by relying on them are.
• Include key priorities for these assets as part of
strategic discussion.
• Provide sufficient information to understand how they’re
being managed and whether the priorities are being
delivered on.
• Report appropriate KPIs to allow progress to be
measured.
• Where insights are included within CSR reports, ensure
that there is clear consistency and cross referencing to
the corporate strategy and business model.

Observations
All too often, we see statements of process or activities that
are not grounded in strategic direction and that fail to
identify the resources and relationships upon which a
business relies and how they will be managed in the future.
Similarly, there is often little relationship between the
highlighted resources and relationships and strategic
priorities for how they’re managed, key risks to their
continued availability, or real quantified measurement of
their management and development or how they impact
directly, or indirectly, financial performance.
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Berkeley Group Holdings
Annual Report 2016
Berkeley Group include a clear overview
summary outlining the importance of
people to their business and explaining
how they manage this key resource. This
information is supported by everyday
principles of working, longer-term
strategic goals and clear measures used to
monitor success.
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5
Principle five

Identify lead indicators of performance

The challenge

PwC recommends

Historically, companies have presented performance
indicators based solely on traditional financial information.
This is increasingly becoming insufficient to fully meet
investor needs. Companies should ask themselves how they
can present a balanced set of financial and operational KPIs
to support their strategic discussion and provide an indicator
of future financial success.

Investors will look for transparency on both financial and
non-financial performance indicators. We would recommend
that a business:

Observations
Our 2016 survey of investors, Redefining business success in a
changing world: Global survey of investor and CEO views,
reported that over 70% of CEOs and 60% of investment
professionals believe that in the 21st century business
success will be redefined by more than just financial profit.
This is echoed by McKinsey whose report highlighted the
importance of companies communicating long-term metrics
to help investors make decisions about long-term value
creation: ‘Focusing on metrics like 10-year economic value
added, R&D efficiency, patent pipelines, multiyear return on
capital investments, and energy intensity of production is
likely to give investors more useful information than basic
GAAP accounting in assessing a company’s performance
over the long haul’.
This is consistent with our experience that increasing
regulation and stakeholder interest has encouraged
companies to present a broader picture. Our research shows
that sitting alongside financial measures companies are
reporting an increasing number of non-financial indicators.
In our latest review of reporting practices in the FTSE 350
we found the average number of KPIs to be 8, split 5
financial, 3 non-financial. But the reality is scratch away at
the surface and these non-financial KPIs tend to point to the
reporting of data that is either required or readily available
rather than strategically relevant. These non-financial
indicators can be lead indicators of future financial
performance but to do so they need to be relevant and
clearly related to strategic priorities and financial success.
A number of companies support their KPIs with specific
performance targets but these can be sporadic – provided for
some KPIs but not all – or are set without any indication of
timescales leaving it unclear as to the real expectations of
management.

20

A foot in the past and an eye to the future

• Examine and clearly articulate an appropriate mix
of KPIs that clearly align with strategic priorities.
• Explain how the different measures interrelate.
• Where possible, set explicit targets and associated
timelines.
• Demonstrate measurement of the outcome and impact of
activities, not just the input/output in order that
investors can determine how effective initiatives taken
actually are. For example not just the number of training
days provided but the skills uplift this had.

Reckitt Benckiser
Annual Report 2015
Reckitt Benckiser have set explicit targets
for their KPIs and have associated a clear
time period with this. They have also
adopted milestone targets for some
measures allowing progress to be monitored
and interim performance assessed.
Barclays
Annual Report 2015
Barclays have provided a clear summary of
both financial and non-financial indicators
that they believe will demonstrate success
across the 5C’s element of their strategy which
is explained throughout the report. Explicit
targets are provided for the period to 2018.
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6
Principle six

Explain future risks and opportunities

The challenge

PwC recommends

A clear, specific and dynamic explanation of the risks/
opportunities faced by a business and how they are being
managed helps the user form a view of the resilience of a
business, the potential threats to success in the future and
whether management and the board are on top of them.
These should be given due attention if the annual report is to
be ‘fair, balanced and understandable’.

Risk profile will vary from company to company. The
individual circumstances will determine how best to present
that information. We consider good practice an approach that:
• Is very clear about the nature of the principal risks and
why they are the right ones for the company.

Equally, risks arise because companies make strategic
decisions in response to opportunities, and the scale of the
opportunity and action taken will be considered in light of
whether it falls within the parameters of the agreed risk
appetite. There has been more focus on this internally than
any other aspect of risk in recent times because of its
inclusion in the Governance Code. It drives all the decision
making around how risks will be managed and what level of
investment is needed in internal control systems, but it’s
complex and difficult to express.

Observations
In this year’s review of narrative reporting practices in the
FTSE 100 we saw an increasing number of companies
providing more insight into their overall risk profile, through
the use of heat maps (19%) and how the risks have changed
during the year (56%). We have also seen a smaller number of
companies talk about emerging risks that are on the board’s
radar but have yet to make it to their principal risk statement.
But fundamentally there remains less clarity on what those
risks actually are. Too many are not specific to the company,
and a wide range of different materiality levels are used to
identify them. It is difficult to talk meaningfully about how a
risk is changing or what corrective action has/may need to
be made if the risk itself is generic.
Similarly, the discussion of risk management tends to be a
generic summary of what was planned rather than what
transpired for each specific risk in light of market trends or
strategic decisions made.
Risk appetite disclosures are either not given or are poorly
done, reflecting the struggle that we know has been taking
place within many organisations. This is becoming
increasingly apparent for many companies outside the
financial services sector.
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• Explains the changing risk profile, including changes in
the status of a risk, emerging risks, how the risk is being
managed and, if it is outside of the set parameters/
appetite, what is being done about it.
• Shows how the board and its committees are involved in
dealing with risk and exercise governance over
management.
• Provides a link between the risks and commentary
around the business model, strategy, viability statement
or the effectiveness of the systems of risk management
and control.

TUI AG
Annual Report 2015
TUI’s reporting presents a comprehensive
risk heat map that goes beyond simply
listing risk profile and instead articulates
where the company would like each risk to
sit in the future.
Rio Tinto
Annual Report 2015
Rio Tinto use a tabular structure to
demonstrate clear alignment of their risks
with the opportunities these also present for
the company. They also take a further step
by reporting how this might impact on the
company’s viability.
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Berendsen
Annual Report 2015
Berendsen clearly demonstrate
management’s oversight of the risk
management process providing a much
wider narrative than commonly seen.
The report provides good commentary
on the role played by management
around risk in the period and also the
future plans they have going forwards.
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7
Principle seven

Be clear on financial prospects

The challenge

PwC recommends

Companies will often raise concerns that communicating
future financial prospects will attract regulatory attention
and resulting pressure to meet those forecasts will outweigh
any benefits achieved. For example, many have criticised
earnings guidance as encouraging short-term outlook and
investment. The recent changes to the Market Abuse
regulations reiterates the existing requirements in the
Disclosure Transparency Rules (DTR 2.2.1), that publishing
price sensitive information may require ad hoc
communications to the market on previously released
targets, which have further led to companies being reluctant
to state the targets to start with.

• Use a broad range of measures to ensure investors
understand the full picture.
• Provide specific targets, milestones or target ranges for
performance.
• Consider the use of both short and longer-term
timeframes to encourage longer-term investment.
• Be clear on why management believe this performance is
both desirable and achievable.
• Provide a clear link to market information on growth,
opportunities and uncertainties.

Observations
Whilst many companies have a natural reluctance to provide
forward-looking financial numbers, we believe that
investors are much more understanding of them if they are
supported by the underlying assumptions, methods and other
sensitivities that are involved in their development. The new
European Securities and Markets Authority (ESMA)
guidelines on alternative performance measures (APMs)
support this approach, setting out requirements that APMs be
used transparently, their relevance explained, and that clear
reconciliations to GAAP be shown in order to be meaningful.
It’s also useful to know what the parameters are for
assessing corporate success and progress. For example, is a
small gain to be applauded given expectations or derided?
This can only be properly understood through clear
disclosure on management’s intentions.

Thomas Cook
Annual Report 2015
Thomas Cook provide a clear set of financial
targets over a three year period. The
relationship between these targets and the
success of the wider operating model is also
made clear helping to demonstrate the
wider relevance of the disclosure.
Babcock International
Annual Report 2016
Babcock make good use of a bridge chart to
clearly show the elements that will
contribute to revenue growth over the
forthcoming period.
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8
Principle eight

Be consistent

The challenge

PwC recommends

Investors make decisions from a wide range of information
sources. Steps need to be taken to ensure all messaging under
management’s control is clear and consistent, giving investors
confidence in the forward-looking information provided and
also in the internal dynamics of the business. Where different
periods make sense for a company, these should be clearly
explained, for example how does a three year planning cycle
align to a 5-10 year sustainability strategy and what is the
stewardship over this?

• Ensure that transparency over the period by which
strategy is assessed is matched by explicit discussion in
the strategic statements.

Observations
The introduction of the viability statement has forced
companies to disclose a viable period and to explain their
reason for that period. However, we have found that the
period chosen often seems to exist only in the viability
statement with little supporting evidence of the company
giving consideration to such a period elsewhere in the
report. Investors look for evidence that the period chosen is
meaningful and realistic to their knowledge of the business
and its industry, and that it ties in with other reported
information but currently there is little for them to work with.
Consistency, however, extends far beyond this and impacts
on many areas of the report. For example, we have seen
companies identify KPIs that don’t appear to measure
strategic progress, and companies that report CSR issues to
be seen as a good green citizen rather than because they are
consistent with the social principles of the business.
Inconsistent reporting can sometimes be the product of a
large number of writers focused on different agendas pulling
the document together and a lack of clear oversight to join
the dots.

• Where differences occur, be sure to clearly explain them.
• Make use of clear cross-referencing and signposting
within a report to underline the relationship between
strategy, risks, KPIs, business model and markets.
• Ensure that disclosures and periods are consistent in the
report and through different reporting channels.
• When developing the annual report, ensure one person
has clear oversight of all messaging to identify
inconsistencies early in the process.

Kaz Minerals
Annual Report and Preiliminary
Presentation 2015
Kaz Minerals clearly demonstrate common
themes on forward-looking insights
throughout their strategic report, viability
statement and preliminary presentation by
using a consistent time period and common
terminology allowing the reader to clearly
see the relationship across different
reporting channels.
Lonmin
Annual Report 2015
Lonmin’s viability statement is a good
example of the relationship between their
viability period and their longer-term
planning period. This insight helps investors
to properly understand the relevance of the
period for the company and demonstrates
the role that management have played in
determining this.
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Further reading and contacts

Contacts
For further information on any of the themes discussed within this report, please contact us using the details below.

Mark O’Sullivan

Elaine Forrest

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

T: +44 (0) 20 7804 2402
E: elaine.j.forrest@pwc.com

Further reading

Redeﬁning business
success in a changing world:
Global survey of investor and
CEO views
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Reporting your business
model: Emerging practices
and future trends
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Tackling the viability
statement, practical
suggestions, positive
thinking – An update

Tackling risk reporting,
practical suggestions,
positive thinking
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