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Foreword

Welcome to PwC’s annual review of corporate reporting in the FTSE 350.
The context for reporting continues to be complex. This year’s reporting
season has once again taken place against a backdrop of the COVID-19
pandemic, adding new content to reports as well as posing challenges for
preparers, boards and auditors.
At the same time there have been a number of ongoing initiatives,
particularly the UK Government’s consultation on the corporate governance,
reporting and audit regime, the Financial Reporting Council’s Future of
corporate reporting project, and moves from a number of organisations that
could lead to more standardised Environmental, Social and Governance
(ESG) reporting. Between them, these could change the reporting landscape
significantly for the future. And while reporting necessarily needs to evolve,
it is important to recognise that companies have already had to deal with a
range of new reporting and governance requirements in recent times,
including growing pressure to report on issues such as climate change.
With that in mind, our report this year focuses on suggesting practical
responses to the demands of today’s reporting that should also help to put
companies in a good position for the future.
At PwC, we firmly believe that good corporate reporting does more than
meet a regulatory requirement. It can also be a real indicator of a company’s
culture and a demonstration of its accountability to its stakeholders –
making it a key part of the continuing effort to build trust in business.
The findings of our review raise some challenging questions, suggesting
that a substantial shift in reporting behaviour is needed in many cases. I
hope you find our report useful and thought-provoking – particularly when
so much about the future of the UK’s corporate reporting framework is
being debated.

Hemione Hudson
Head of Audit
PwC UK
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Introduction

Mark O’Sullivan
Head of Corporate Reporting

Calls for businesses to strike a new
balance between shareholder primacy
and considering the interests of a wider
range of stakeholders are now
mainstream. The COVID-19 pandemic
has intensified this trend. Many argue
that a recovery strategy must be rooted
in working towards a more inclusive and
sustainable economy if business is to
emerge more resilient.
Companies face real challenges in
addressing these changes in their
reporting. Without a single international
set of standards for sustainability or
ESG reporting to guide them, their
efforts to comply with an alphabet soup
of regulations, frameworks and
guidelines often result in a superficial,
inconsistent and confused
reporting picture.
Work on such a set of standards is
under way, but it will be some time
before a unified approach emerges.
The Financial Reporting Council (FRC)
is also looking more broadly at the
future of corporate reporting.

The key message of our review this year: it has never been so
important for strategy to form the backbone of the annual report.
For example, it is emphasising the
potential of a ‘core-and-more’ approach
and a network of separate reports for
different purposes.
In the meantime, the annual report is
creaking. It’s a report for shareholders
that was not designed to address the
needs of a wider range of stakeholders.
So much has been loaded onto it,
particularly in the last decade, that –
if done well – it should now be far from
the backward-looking document of
record that it was for many years.
New requirements continue to be
added and bring further complexities.
But it can be argued that companies
never quite got to grips with the most
fundamental change of the last decade:
the creation of a strategic report that
gives a forward-looking and, as the
name suggests, strategic view. For
many companies and boards, it still
feels foreign to be transparent about
their plans.

Delivering that transparency is integral to
effectively responding to the challenges
that businesses face, and that makes it
the key message of our review this year:
it has never been so important for
strategy to form the backbone of the
annual report. Without that, it really isn’t
possible to see the wood from the trees
in the mass of information that
companies are under pressure to
provide. Other, non-strategic information
can be important, but for different
reasons – such as its relevance to
particular stakeholders. It would be a
major step forward for more companies
simply to be clear about
this distinction.
With that in mind, we offer a number of
enablers that can help capture the
strategic significance of information as
well as make the other information more
useful. We hope you find this report
useful, and that it can inspire continued
discussion, both with us and inside your
own organisation.

Our review process
This is the 15th year in which we have reviewed the annual reports
of FTSE 350 companies excluding investment trusts. The process
informs the relevant parts of the PwC Building Public Trust Awards,
which take place in the autumn. This year, we reviewed 270 reports
with years ended from 30 April 2020 to 31 March 2021.
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The strategic backbone
Why is it important – and why is it difficult?
The UK reporting framework is distinctive in the relevance
that it places on reporting on strategy. There is strong
support for this strategic underpinning, because a report
that only looks back is unlikely to include all the information
that would be material to shareholders. But it also brings
significant challenges. The key issue: strategy is inherently
forward looking, and many companies and boards are
unwilling to commit themselves to what they see as
forecasts of future performance. The concern is that they
might be held accountable in future years or give away
commercially sensitive information about company plans.

But the strategic report is not about forecasts or commercial
secrets. It’s about identifying and communicating what is
important to a company’s future success – and why.
Think about this style of reporting as ‘turning the telescope
around’. The report does not start from what a company is
technically required to report, but from what is important to
the business and its long-term sustainable success.
From this perspective, it’s clear an annual report needs a
backbone that’s focused on what is strategically important.
Such a backbone is also the key to creating the shorter,
punchier reporting that the companies, directors and
investors we speak with want to see.

The strategic report is not about forecasts or
commercial secrets. It’s about identifying and
communicating what is important to a
company’s future success – and why.

What’s more, it demonstrates that the management and Board
have clearly identified – and are on top of – the issues most
likely to be important to stakeholders. These issues are also the
keys to a company’s resilience and longer-term prospects.

Reporting example
Strategic backbone: Coca-Cola HBC AG, Integrated Annual Report 2020, p24-25
This two page spread
presents an overview
of Coca-Cola HBC
AG’s purpose, growth
pillars, progress in the
year and 2025 targets.

COCA-COLA HBC

FS
SSR

We will deliver on our vision through
a clear purpose and strategy
To deliver on our vision of being the
leading 24/7 beverage partner, we
introduced a new strategy in 2019.
Growth Story 2025 gives us a roadmap
to grow with our customers and to delight
consumers across our 28 markets,
around the clock.
Our purpose

Built on five key pillars of growth, each of which is a core
strength or competitive advantage, our 2025 strategy
is underpinned by new Growth Mindset Values and
guided by clear targets. This plan to achieve our vision
reflects the significant opportunities ahead that will help
us deliver growth and value for our Company and all
of our stakeholders.

Our growth pillars

Th

LEVERAGE OUR
UNIQUE 24/7 PORTFOLIO

WIN IN THE
MARKETPLACE

FX-neutral revenue
growth per annum,
on average

Th
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Read more on pages 34-37.

Employee
engagement

• Invest in building the best teams in the industry
• Develop an inclusive growth culture around our
empowered people

score greater than the
high-performing norm

Read more on pages 38-41.
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EARN OUR LICENCE
TO OPERATE

• Be an environmental leader, engage our communities
behind water and waste initiatives, and empower youth,
together with our partners

Accomplish

Read more on pages 42-47.
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ancial target

EBIT margin growth
per annum,
on average

• Transform, innovate and digitalise our business to ensure
that we are fit for the future

Mission 2025 sustainability
commitments

Our Growth Mindset Values

Further details on the
enablers are included on
page 8 of this report

is fin

20-40bps

recovery is unde
rw
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CULTIVATE THE POTENTIAL
OF OUR PEOPLE

• Build unrivalled teams of true partners for our customers,
executing with excellence in every channel for prioritised
drinking moments
• Fast-forward critical capabilities for growth

nce

FUEL GROWTH THROUGH
COMPETITIVENESS & INVESTMENT

re
su

5-6%

eo
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While enriching our
communities & caring
for the environment

• Offer the best 24/7 beverage portfolio on the planet
in partnership with The Coca-Cola Company

recovery is unde
rw
ay

Be clear on the
timeline

Growth Story 2025
targets

Read more on pages 26-29.

2
By nurturing
passionate &
empowered
teams
of people

We expect a strong recovery in FX-neutral revenues,
along with a small increase in EBIT margin. Looking further
ahead, beverages continue to be a high-potential industry
and we see many growth opportunities within our evolving
brand portfolio and our markets. We therefore believe
that, once the recovery is underway, our business can
return to the revenue and EBIT margin growth trajectory
that we introduced alongside our Growth Story
2025 strategy.

nce

1

While 2020 brought unprecedented challenges,
Growth Story 2025 allowed us to be clear about what
would enable our long-term success as well as what we
needed to adapt in 2020 to ensure we kept on our path.
The actions we took were fully in line with this vision and
the strategic growth pillars which underpin it. In 2021, we
will take a similar approach, adapting and prioritising the
most relevant initiatives within our pillars as the situation
requires. Our financial targets for the business in 2021
reflect the continuing impact of the COVID-19 pandemic.

eo

We are devoted to
growing every
customer and
delighting every
consumer 24/7

SI

How we are growing

Read more on pages 30-33.
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Enablers in focus1:
Make connections
across the reporting

25

INTEGRATED ANNUAL REPORT 2020

Our purpose and strategy

m

The growth pillars
then form the
backbone to the rest
of the strategic report.
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WINNING WITH CUSTOMERS
We are the selling organisation
devoted to providing innovative
solutions to create shared value

Read more about our values
on pages 38-41.

NURTURING OUR PEOPLE
We believe in our people,
and have a passion to develop
ourselves and others

EXCELLENCE
We strive for unparalleled
performance by amazing
customers with our passion
and speed

INTEGRITY
We always do what is right,
not just what is easy, and are
accountable for the results

LEARNING
We listen, have a natural
curiosity to learn and are
empowered to take
smart risks

PERFORMING AS ONE
We collaborate with agility
to unlock the unique strength
of diverse teams

69

What we found in our review
With growing scrutiny on companies and their reporting, there has again been
the inevitable increase in the length of strategic reports year on year. The
average length this year is 69 pages, up 15% from last year.

The average page
length of strategic
reports this year

Although companies are reporting ever more information, they generally don’t
make clear the strategic relevance of the information they disclose. We believe
a key test for quality reporting is how well companies can connect the
corporate strategy to other key elements of the annual report. In this year’s
review, we saw a continued – if small – improvement in the number of
companies providing a clear link between strategy and risk or market
disclosures. But a significant proportion of the FTSE 350 has a long way to go
if they are to present a strategic backbone to their reporting.

15%
Increase from last year

The key message of our review this year: it has never been
so important for strategy to form the backbone of the
annual report.

Strategy

The below chart shows small year-on-year improvements in linkage between
strategy and the various other parts of the report:
Risk reporting

66%

FY20 result

62%

KPIs

59%

FY20 result

58%

Business model

33%

FY20 result

31%

Market insights

10%

FY20 result
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7%

What we found in our review (cont’d)
Even among companies that demonstrate strategic links to
some extent, the connections they make can lack substance
upon closer inspection. Some, for example, rely on symbols
to show the links to strategy. This can be visually appealing,
but fails to explain what the strategic relevance is.
The other critical element of an effective strategic narrative
is the extent to which the information presented can be
considered forward-looking. We saw an improvement this
year in the forward-looking orientation of reporting on
strategy: 37% of companies explicitly describe a strategy
with a one-year time frame, compared to 30% last year.
However, one year is far short of what most would consider
a strategic timescale – the average period for a strategic
plan mentioned in viability statements is three years, while
much longer periods can often be found in ESG disclosures.
And, while we have seen an improvement in the number of
companies giving some indication of the periods to which
strategy disclosures relate, it remains worrying that 50%
(PY 65%) still provide no indication at all.
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Strategic backbone, risk and resilience
Having navigated the pandemic, companies are seeing a
new emphasis on their resilience to sudden operational
and financial shocks. In its Restoring trust in audit and
corporate governance consultation, the Department for
Business, Energy & Industrial Strategy (BEIS) proposes
a new ‘resilience statement’ disclosure for annual
reports that would encompass the issues currently
addressed in going concern and viability statements.
We believe it will be important for this new statement to
be grounded in a proper disclosure of the risks that
could affect a company’s ability to deliver on its strategy,
including any sudden shocks. Therefore, the strategic
backbone of the report – and the ability to identify and
explain what is strategically important and why – should
also form the foundation for this new statement.

Building the backbone
How to go about it – the enablers
From our work on reporting over many years, we have identified a number of enablers that can help companies to
identify the issues that matter most – and report on these effectively.
The pages that follow will illustrate these enablers further:

Give a Board-level
view

Explain the
significance of
issues

Make connections
across the
reporting

Be clear on the
timeline

Present a fair,
balanced and
understandable
view

Use the issues that
have mattered most to
the Board as the
starting point for
reporting. These can
be the so-called
‘principal decisions’,
but they will often run
wider than those.

Get behind the
headlines and explain
the relevance and
significance of
information, because
many readers will not
have detailed
knowledge of the
company.

Break down the silos
and establish clear
connections between
different sections of
the annual report and
across other channels.

Be clear about when
an issue is likely to be
most relevant.

Make sure the
strategic story that
emerges is part of a
report that is fair,
balanced and
understandable as
a whole.

The strategic and the non-strategic
Strategic information, as we have said, should be the
backbone of the strategic report. But annual reports must
also respond to the needs of a wide range of stakeholders.
This means including information that is not material (or is
not yet material) when judged purely in financial terms, but
has been determined to be material to one or more
stakeholder groups. Organisations often do this as part of
the growing ESG section of the annual report, and
sometimes summarise the importance to stakeholders in
a materiality matrix.

Balancing corporate strategy and ESG
strategy represents a real challenge for annual
reports – as much of the non-financial
information directed primarily at wider
stakeholder groups is not yet seen as material
for the strategy.
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Companies are also under pressure to deliver benefits for
society, or at least to limit their detrimental impacts. This
often drives, for example, an ESG strategy that is only
loosely connected to the main business or financial strategy.
We are not suggesting that financial and ESG matters are
inherently on unconnected, different tracks. There is
widespread acceptance that what is good for a business’s
key stakeholders will also be good for the business, at least
in the long term. It does mean that balancing corporate
strategy and ESG strategy represents a real challenge for
annual reports – as much of the non-financial information
directed primarily at wider stakeholder groups is not yet
seen as material for the strategy.
These are high-level observations – they scratch the surface
of a complex and shifting picture around sustainability and
ESG matters. However, we believe our enablers can help
organisations improve reporting on all of the information in
annual reports – whether it is intended to be strategically
relevant or relevant for other reasons.

Applying the enablers
In the following pages, we set out our findings from this
year’s review of FTSE 350 reporting practices across
several high-profile areas. Most of the areas will become
increasingly important over the next few years. All will be
strategically significant to different extents, depending on
each company’s individual circumstances.

With that in mind, we show the benefits of using the
enablers to build the strategic backbone of the annual
report, as well as to improve reporting on information that
is primarily relevant for other reasons.

Four high-profile areas

ESG and
climate change
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The COVID-19
pandemic

Stakeholder
engagement
and section 172

Inclusion and
diversity

ESG and climate change

What we found: ESG – a growth area
and

but, only

and, only

21%

74%

30%

36%

of strategic reports on
average represented
by ESG sections

of companies
mentioned at least one
non-financial reporting
initiative – like GRI2,
SASB3 or the UN SDGs4

integrated ESG into
their core business
strategy

reported a purpose
that obviously related
to ESG matters

Applying the relevant enablers
As our review shows, ESG and climate change is a major
growth area in reporting. Our enablers should help
companies to identify which aspects of ESG and climate
change are of greatest strategic and financial significance,
and over what time period. Using the enablers will also make
it clear why other information is being provided.

Give a Board-level view

Thanks to the increasing emphasis regulators, investors and
other stakeholders are placing on ESG – and on climate
change in particular – Boards are spending more time on
these issues and in many cases are establishing specific
Board committees to focus on them. However, the time they
have invested is not always translating into insights reflected
by Board activity or strategically relevant disclosures.
The Task Force for Climate-related Financial Disclosures
(TCFD) framework includes a governance pillar, so there is
almost always some disclosure of governance processes
related to climate change where companies are reporting
against this. But, while there is clearly a trend towards more
references to ESG in governance reports (only 29% of
companies make no reference at all), the discussion
generally remains high level, focused on process, and
disconnected from the narrative around governance in the
TCFD disclosures.
It’s not surprising, therefore, that the significance of ESG for
companies and Boards is not coming through clearly. This is
further illustrated by Boards reporting on their involvement
with the development and delivery of strategy more
generally: only around 24% of companies in our survey gave
a good level of detail on any aspect of this. So it is unlikely
that the strategic relevance of ESG matters would be the
exception to the rule.

Global Reporting Initiative
Sustainability Accounting Standards Board
4
United Nations Sustainable Development Goals
2
3
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What we found: ESG – the TCFD journey
and

and, only

50%

31%

78%

43%

of companies
reported on TCFD

disclosed a future
intent to report

of those that reported
on TCFD explained that
they have more to do

of those reporting on
TCFD included something
on scenario testing

Applying the relevant enablers (cont’d)
Explain the significance of issues

There is no doubt rising scrutiny on ESG issues has
increased the space in annual reports devoted to this
agenda but, as our survey shows, only 30% of companies
made an explicit link between ESG matters and their core
business strategy. And, while there has been an increase in
references to ESG in the early pages of annual reports, too
often the importance of ESG or an ESG-specific strategy
only surfaces much later in the strategic report.
It’s important for this to change. Companies will, for
example, need to explain their approach to climate change
– and the judgments the Board has made – for the new
Listing Rule requirement to report against the TCFD
framework on a comply-or-explain basis. If scenario analysis
has not been included, for instance (as was usually the case
in our survey), is this because it is not strategically material?
Or is the plan to disclose this information in the future?
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To be clear, there will be non-strategic ESG information in
annual reports. Our statistics show that companies often
refer to ESG-related frameworks and initiatives such as the
UN Sustainable Development Goals (SDGs), though only
32% explained what they meant for their business and
strategic decision-making. The SDGs provide a clear
example of where a company’s core strategy can be relevant
to wider sustainability issues but is unlikely to be driven by
them. Few disclosures capture this relationship clearly.

The SDGs provide a clear example of where a
company’s core strategy can be relevant to wider
sustainability issues but is unlikely to be driven
by them. Few disclosures capture this
relationship clearly.

Unilever Annual Report and Accounts 2020

es continued

l impact: scenario analysis

■

to understand the potential
on our business in 2030 to inform
planning. We used two types of

financial impact of average global
2°C and 4°C on our business in 2030.

e potential financial impact of
of our key agricultural commodities:
oil.

ario analysis to assess the impact of
s to reflect the latest science and our
temperature increases, to well below
n 1.5°C above pre-industrial levels.

Zero net deforestation requirements are introduced
and a shift to sustainable agriculture e.g. Climate Smart
Agriculture, puts pressure on agricultural production, raising
the price of certain raw materials.

The main impacts of the 4°C scenario are as follows:
Chronic and acute water stress reduces agricultural
productivity in some regions, raising prices of raw materials.
■ Increased frequency of extreme weather (storms and
floods) causes increased incidence of disruption to our
manufacturing and distribution networks.
■ Temperature increase and extreme weather events reduce
economic activity, GDP growth and hence sales levels fall.
■

Our analysis shows that, without action, both scenarios
present financial risks to Unilever by 2030, predominantly due
to increased costs. However, while there are financial risks
which would need to be managed, we would not have to
financial impact of 2°C and 4°C
materially change our business model. The most significant
our business
impacts of both scenarios are on our supply chain where costs
l assessment of the impact of 2°C
of raw materials and packaging rise, due to carbon pricing and
Applying
relevant
ases due
to climatethe
change
by 2100.enablers (cont’d)
rapid shift to sustainable agriculture in a 2°C scenario and due
sessment focused on the material
to chronic water stress and extreme weather in a 4°C scenario.
the year
2030. Theexample
modelling
Reporting
The impacts on sales and our own manufacturing operations
s activities are the same as they
the scenarios
tested are
relatively
Scenarios
andinternal
financial
impact:inUnilever
plc, Annual
Report
2020,small.
pg 52
ere based
on existing
and

Unilever plc models

policy risk and physical impact can
the potential financial
e made the following simplifying

impact of temperature
rises on their business.

ssumed that in the period to 2030
In this extract
they
mit greenhouse
gas emissions
outlinedeforestation
two scenariosand
res to restrain
and
for each one carbon
explain
or example
implementing
the from
underlying
onne, taken
the International
assumptions,
impact
nario). We
have assumed
that
on
the
business,
nt impact to our businessand
from
the potential
impact
ns of climate
change by
2030 – i.e.
on both revenue
water or increased
impact of severe
and expenditure.
nario assesses
the impact on our
y changes.
Enablers in focus:
ssumed climate policy is less
Explain the
s remain high so
the physical
significance of issues
e change are increasingly apparent
Make
connections
ave not included
impacts
from
across the reporting
ut focus on those resulting from the

impacts on Unilever’s business
scenarios based on existing internal
pacts were assessed without
at Unilever might take to mitigate
pacts or to introduce new products
rces of revenue as consumers adjust

2°C scenario are as follows:
uced in key countries and hence
th manufacturing costs and the
ch as dairy ingredients and the
g.
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Scenario: Potential impact of a 2°C temperature
increase by 2100 (transition impacts)
Scenario drivers

Potential financial impact in
2030 if no actions to mitigate
risks are taken

Increased costs due to
carbon pricing.

Turnover: Not material
Expenditure: Estimated increase
of €0.8bn

Increased raw material costs from
zero net deforestation policies and
a shift to sustainable agriculture.

Turnover: Not material
Expenditure: Estimated increase
of €0.9bn

Scenario: Potential impact of a 4°C temperature
increase by 2100 (physical impacts)
Scenario drivers

Potential financial impact in
2030 if no actions to mitigate
risks are taken

Chronic and acute water stress
reduces agricultural productivity
in some regions, raising prices
of raw materials.

Turnover: Not material
Expenditure: Estimated increase
of €2.7bn

Increased frequency of
extreme weather (storms and
floods) causes increased incidence
of disruption to our manufacturing
and distribution networks.

Turnover: Estimated reduction
of €0.4bn
Expenditure: Not material

Temperature increase and extreme
weather events reduce economic
activity, GDP growth and hence
sales levels fall.

Turnover: Estimated reduction
of €2.1bn
Expenditure: Not material

What we found: ESG – the rise of climate change
and

but, only

and

56%

63%

44%

23%

6%

of companies
had a principal or
emerging risk on
climate change

made a carbon
reduction
commitment in
their reporting

of these provided
information on
the related plans
or milestones

mentioned
climate change
in the financial
statements

of companies who made
a carbon reduction
commitment referred
to it in the financial
statements

Applying the relevant enablers (cont’d)
Make connections across the reporting
There are a number of requirements to consider
environmental matters across the front half – for example,
the s172 and non-financial information statements. With
the introduction of the TCFD and other non-financial
reporting frameworks, companies need to show
consistency and connectivity between the different areas
of the annual report.
However, this is not just a front-half issue. Major impacts
from climate change, for instance, or carbon-related
commitments will ultimately have financial impacts. But,
despite the significant increase in front-half disclosures
our review showed that few financial statements even
mention climate change.

13
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Despite the significant increase in front-half
disclosures our review showed that few financial
statements even mention climate change.
The connection between the two parts of the annual report
is not straightforward. Much is affected by the assumptions
underlying the consideration of climate-related risks and
preparation of the financial statements, and the differing
timescales that can apply. Whatever the assumptions,
stakeholders want to understand the financial impact of
these matters. Therefore, where material, it’s important to
make the link between the front-half disclosures and
back-half implications.

tatements

ments
• all of our Products business lines other than Transportation Technologies delivering YoY revenue growth;
• Trade division revenues being broadly flat with 2020; and

ancial statements are shown below. Where
ents, they are set out within that note, to
out to the financial information presented.

nd domiciled in the UK.

ecember 2020 consolidate those of
up’) and include the Group’s interest in
nd approved by the Directors in accordance
quirements of the Companies Act
opted pursuant to Regulation (EC) No
ancial statements present information
The Company has elected to prepare its
rising FRS 101 and applicable law; these

Applying the relevant

e Group.Reporting example

• revenue in our Resources divisions forecast to be below 2020.
In addition, the Group’s financial forecasts for 2021 and 2022, and the related liquidity position and forecast
compliance with debt covenants, have been sensitised for a severe decline in economic conditions (including
an illustrative sensitivity scenario of a reduction of 50% to the base profit forecasts and the corresponding
impact to cash flow forecasts in each of these years due to a greater than expected impact of COVID-19).
The Board remains satisfied with the Group’s funding and liquidity position with the Group forecast to
remain within its committed facilities and compliant with debt covenants even following the 50% stress
testing sensitivity. The sensitivity modelling excludes additional mitigating actions (e.g. dividend cash
payments, non-essential overheads and non-committed capital expenditure) that are within management
control and could be initiated if deemed required.
The undrawn headroom on the Group’s committed borrowing facilities at 31 December 2020 was £494.0m
(2019: £326.2m). As disclosed in Note 14 of the financial statements, all the current borrowing facilities
are expected to be available at 31 December 2022, except for US$15m of senior notes that are due to
enablers
(cont’d)
be repaid in July
2021 and US$140m of senior notes that are due to be repaid in January 2022, and our
models forecast these to be repaid using current facilities. Full details of the Group’s borrowing facilities
and maturity profile are outlined in note 14.

the basis of its forecasts to 31 December 2022, both base case and stressed, and available facilities, the
Climate Change and FinancialOnStatement
impact: Intertek Group Plc, Annual Report 2020, p141

e been applied consistently to all years
ive for annual periods beginning on or
Within the significant
ted financial statements of the Group.
ective thataccounting
are expectedpolicies
to have a
note, Intertek Group
oup.

outlines
where
he Group’s Plc
hedging
instruments,

climate change has
been considered in
preparingin the
financial
except as discussed
the relevant
statements, including
expenses related to
climate
change,
and
, which is the
Company’s
functional
o the nearest
£0.1m. it was
conclude
not material.

lines and in its different geographic
Enablers
in focus:
erational cash
flows. 2020
was an
resilient revenue performance, robust
Explain the
significance of issues

ecember 2022 to assess both liquidity
connections
, which have beenMake
updated
for the
across the reporting
1 with:
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Board has concluded that there are no material uncertainties over going concern, including no anticipated
breach of covenants, and therefore the going concern basis of preparation continues to be appropriate.

Consideration of climate change
In preparing the financial statements we have considered the impact of climate change, particularly in the
context of the disclosures included in the Strategic Report this year. There has not been a material impact
on the financial reporting judgements and estimates arising from our considerations, consistent with our
assessment that climate change is not expected to have a meaningful impact on the viability of the Group
in the medium term. Specifically, we note the following:
• The Group has bought carbon credits in the year to offset our measured Scope 1, 2 and 3 GHG emissions,
making 2020 our first carbon neutral year. The cost of purchasing these credits was less than £1m.
• The Group continues to invest in on-site renewable energy generation at our locations. Spend in 2020
was not material.
• We have specifically considered the impact of climate change on the carrying value of fixed assets (see
note 8) and in our goodwill impairment assessment (see note 9).

Government grants
Government grants are recognised in the income statement so as to match them with the related expenses
that they are intended to compensate. Where grants are received in advance of the related expenses, they
are initially recognised in the balance sheet and released to match the related expenditure. Non-monetary
grants are recognised at fair value. The related cash flow is classified in accordance with the nature of
the activity.
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Applying the relevant enablers (cont’d)
Be clear on timelines

Pennon
Group plcis– relevant
Annual Report
and
Accounts
ESG
reporting
to a
range
of 2021
different disclosures
within the annual report. These often address different time
frames – for instance, in going concern, viability, strategy
and risks.

77
Climate change (with the various physical and transition
risks involved) and other ESG issues have short-, mediumand long-term implications that should be reflected in the
relevant parts of the annual report.

The milestones for carbon-related commitments might also
be important. These different timeframes will interact with
the different time periods considered throughout the report
and potentially
go beyond
these.
The Group considers the physical risks to be the most material to the business and has undertaken
further research
and analysis
in thisSo
area.it is important to be
clear about how they relate to one another.
The financial impacts of the 2 degree scenario show:

Clear timelines are among the most important aspects of
disclosure in this area. When an issue is expected to be
relevant, is a key determinant of its strategic significance.

to be on input and operating costs and capital costs. SWW’s financial viability testing has demonstrated the Company’s finances and business over a ten-year period

Climate
and
mitigation
activities/plans:
Pennon
plc,
Annualwith
Report
andto Accounts
2021,financial
p77 determinations
remainrisks
viable, due
to existing
and planned
risk management and
mitigation Group
actions. This
is consistent
Ofwat’s duty
ensure the five-yearly
are set at a level to enable the ongoing financability of the water companies.

Strategic Report

• SWW facesexample
material physical climate risks with significant impacts on the business, strategy and financial planning. The most significant financial impacts are considered
Reporting

• SWW’s strategy
managing
physical
risks and
financial
impacts can be summarised
as: adapt
to climate change, enhance resilience, innovate, become more
Pennon
Groupforplc
outlines
theclimate
physical
risks
associated
Enablers
in focus:
efficient, and balance investment, in order to maintain and improve the Company’s performance to the year 2050. This will require significant action and investment by
with a 2 degree scenario analysis.

to manage the risk for future plans.

timeline

In both a 2 degree and 4 degree scenario it is expected that SWW will see several physical climate related changes and the following table sets out some of the potential
scenarios and impacts on the business along with some of the actions already taken and future planned mitigations.
EXAMPLES OF ACTIONS TAKEN
TO MANAGE CURRENT RISKS

EXAMPLE OF ACTION PLANNED TO
MANAGE FUTURE RISKS

Increasing
frequency and
intensity of
droughts

Reduction in security of supply due to lower
yields from rivers and boreholes.

Demand management and water efficiency,
including PCC reductions to 127 l/h/d.

Water Resources Management Plan including
demand management options i.e. increased
metering, leakage reduction.

Increased peak and daily demand from
customers (e.g. watering gardens).

Leakage reduction strategy.

Drought planning beyond five years including
more extreme events.

Subsidence and pipe failures (more extreme
winter soil wetting and summer drying
patterns).

Investigation of regional water transfers.

Stochastic and multi-year drought analysis
to test how water supply systems perform in
extreme long droughts.

Potential Abstraction Incentive Mechanism
(AIM) schemes.

Collaborative water resource management
planning - West Country Water Resources and
Water Resources South East.

Decreased water quality.

Upstream Thinking.

Upstream Thinking expansion.

Distribution network water storage insufficient
for peaks in demand.

Granular activated carbon at WTWs.

Upgrade to granular activated carbon
treatment at WTWs.

More favourable conditions for invasive, nonnative species (INNS) – impact on amenity
value at reservoirs and impact on treatment
works (e.g. zebra mussels blocking pipes).

Robust health and safety practices and
management.

Increasing average
temperatures and
heatwaves

Increased health and safety risks with
managing sludge (i.e. ignition risk and higher
incidence of pathogens).
Increasing
Flooding damage to assets, dam failures,
frequency of
service disruptions.
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heavy rainfall and
Drinking water quality impacts (contaminants
floods
enter underground storage tanks).

Upstream and Downstream Thinking.

Further sewer separation schemes in areas
at risk.

Asset resilience previously at 1 in 200-year
level (BW). Asset flood risk assessments

Surface water drainage plans and investment
in key areas.

Other Information

KEY IMPACTS IDENTIFIED

Financial Statements

PHYSICAL
CLIMATE RISKS

Governance

the Company, as well as action by supply chain partners and wider actors.
Explain the
of issues
•
SWW
has one
considered
scenarios
its strategicimpact
planning and
a strategy that
is resilient under the impacts of climate change to 2050,
For each
they climate
describe
theinpotential
on remains
the on track to deliversignificance
based
on
its
current
understanding
of
physical
climate
risks.
Some
areas
remain
where
it
will
apply
further
focus
to enhance resilience, and this is a focus for SWW in the
business and set out examples of actions they’ve taken
Be clear on the
current and future AMP periods.

Applying the relevant enablers (cont’d)
Present a fair, balanced and
understandable view
As we have seen, ESG is on the rise and there is a danger
that the relative profile of ESG information in the annual
report will unbalance the report as a whole – this is
especially the case as demand increases for broader ESG
information beyond climate change. For example, when
companies discuss their strategy and the progress against
this, their reporting here rarely goes beyond two to three
pages. However, ESG reporting takes up 21% of the
strategic report on average, which could raise questions
about the balance being struck.
This also leads to several more questions: Is all of the ESG
information needed in the annual report? Or is there some
that might be better served on the website or through other
channels? And, if information is required in the annual
report, can a clearer distinction be made between what is
strategically relevant and what is relevant for other reasons?
How important an issue is to an organisation is often
demonstrated by how it is reflected in executive pay. Our
review found that the remuneration report is not always
clear about the weighting given to ESG: 63% of companies
include no reference to it in disclosures relating to bonuses
and long-term incentive plans. Considering how much
companies emphasise these issues in the rest of their
reporting, this suggests that more clarity is needed about
the connection between pay and ESG, as well as strategy.

16

Reporting on a changing world

Non-financial information statements
The FRC requires UK companies that are Public Interest
Entities with more than 500 employees to include this
statement in their strategic report to ensure that
reporting includes the strategic elements of non-financial
information. In practice, more than 67% of the
companies we surveyed presented the statement as an
index table that linked to other information around the
annual report – information that is usually designed for
different purposes. In 33% of cases, these statements
link to information outside of the report – and companies
do this without distinguishing the elements that are or are
not strategic. The FRC’s Corporate Reporting Review
Team has noted that ‘it is not sufficient to refer to
information disclosed elsewhere; for example on the
company’s website’ – this is particularly important if the
information can be considered strategically material.
Again, all of this emphasises the importance of clearly
defining what is and is not strategic. It’s likely that much
of the information referred to in non-financial information
statement tables should be indicated as complementary
– legitimately leaving it outside the annual report.

The COVID-19 pandemic

What we found: COVID-19 – increased demands on governance
and

and

but, only

11

48

65%

33%

the average number
of board meetings
during the year

the highest
number we saw

appointed at least
one new
independent nonexecutive director

gave any significant
insight into the
impact on directors’
commitments

Applying the relevant enablers
The pandemic has touched every business in some way, but
its impact has varied depending on a company’s business
model and readiness to react. As a result, it is important to give
users a clear understanding of the severity of the pandemic’s
effect on a business, up until now and going forward.
With the increased awareness of the possibility that such
events could recur, the observations below might also be
relevant to other issues that arise for companies going forward.

Give a Board-level view

The pandemic had a significant impact on many companies’
governance activities. Boards often met more regularly in
response to the pandemic and reports referred to COVID-19
in many places – yet it was often difficult to get a proper
overview. Disclosures often felt repetitive or even
inconsistent, and 52% of reports did not have a disclosure
that brought together the multiple impacts and subsequent
responses to COVID-19. Few Boards really captured the
practical difficulties of working remotely, sometimes with
people they had never met or with people who had never
visited the company’s sites.
The pandemic has been widely used as a case study for
stakeholder engagement (particularly with employees) and
the application of s172 factors. Where we saw disclosures of
this kind, they focused mostly on how well the interests of
employees – and sometimes customers and suppliers – had
been considered in the early stages. Difficult decisions were
being made at that time, but very limited insight has been
given into the balance that was struck.
Difficult decisions also continue to be made and will need to
be in the future too. The context and rationale for the Board’s
judgements will need to be understood, along with the impact
on the core financial strategy and longer-term business model.

It is important to give users a clear
understanding of the severity of the pandemic’s
effect on a business, up until now and
going forward.
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Applying the relevant enablers (cont’d)
Explain the significance of issues

Companies can do more to explain the importance of the
information they provide. Reporting on the pandemic has often
felt polarised: it has either had a very serious impact or very
little impact, but the reasons have not been made clear.
In some cases, it is obvious. Many reports contained
information on how companies had made donations or
contributed to the crisis response in their local communities.
Such information was not financially strategic or quantitatively
material, but it was still important for humanitarian reasons,
and for the reputation of the company.

But in other cases, the significance of the information provided
was not so clear, especially to those who are not industry
experts. Even where potentially strategically important issues
were discussed (such as pay cuts, non-payment of dividends or
redundancies), their financial impact varied and still needed to
be properly drawn out.
An emerging theme in our review is the need to explain why an
issue is not seen as particularly significant or material. This
observation can be as relevant to ESG and climate change
reporting as it is to COVID-19-related reporting.

Reporting example
COVID-19 impact and future implications: Dunelm Group plc, Annual Report and Accounts 2020, p08-09
Dunelm Group plc provides an overview, by stakeholder,
of the impact of the pandemic on their business, what they
have learnt, and what it means for the business in the future.

Enablers in focus:
Explain the
significance of issues
Be clear on the
timeline

RONGER TOGETHER
STRONGER TOGETHER
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During the Covid-19
Duringcrisis
the Covid-19
we learned
crisis
howwe
adaptable
learned how
we were
adaptable
and what
we were and what
made our business
made
resilient.
our business
We listened
resilient.
more
Weto
listened
our colleagues
more to our
andcolleagues and
communities, and
communities,
acted uponand
thisacted
insight.
upon
Wethis
recognised
insight. We
therecognised
value of the value of
empowerment,empowerment,
communicationcommunication
and relationships.
andWe
relationships.
learned from
Weour
learned from our
experience andexperience
emerged stronger
and emerged
together.
stronger together.
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•

• Recognise
colleague
• demand
Recognise colleague demand
Colleagues felt more
• empowered
Colleagues felt more
empowered
more flexible working
forand
more flexible working and
while continuing to respect
while continuing to for
respect
transient roles.
transient roles.
Dunelm’s shared values.Dunelm’s shared values.

•

Government guidelines
• Government
prompted guidelines
• Continue
prompted
to monitor,
• measure
Continue to monitor, measure
us to gain new insights us
into
toour
gain new insights
andinto
protect
our our most vulnerable
and protect our most vulnerab
most vulnerable colleagues.
most vulnerable colleagues.
people.
people.

•

• Review
colleague understanding
• Review colleague understanding
Across the business•weAcross the business
we
of our
shared
of our shared values post-crisis.
experienced a greater sense
experienced
of
a greater
sense
of values post-crisis.
mutual trust.
mutual trust.
• Rethink job descriptions
• Rethink
and job descriptions and
geographical
boundaries
geographical
to reflect boundaries to reflect
Colleagues were flexible,
• Colleagues
preparedwere flexible,
prepared
mutual
trust and widen mutual
access trust
to and widen access to
to take on dual roles, and
to take
become
on dual roles,
and become
internal
talent.
internal talent.
more engaged in local more
community
engaged in local
community
activities.
activities.

•

Hundreds of colleagues
• Hundreds
showed of colleagues
• Expand
showed
and promote
• our
Expand and promote our
interest in our support fund,
interest
and
in our support
colleague
fund, and
support fundcolleague
and Retailsupport fund and Re
wellbeing information hub
wellbeing
and information
Trust
hub
resource.
and
Trust resource.
app.
app.
• toStrengthen
• Strengthen initiatives
promote initiatives to promo
our colleagues’
emotional
Benefits of understanding
• Benefits
personal
of understanding
personal physical,
our
colleagues’ physical, emot
circumstances better and
circumstances
the
better
and
the
and
financial
wellbeing.and financial wellbeing.
‘indivisibility’ of social life
‘indivisibility’
and work of social life and work
life when working from life
home.
when working from home.

•

£250£2502 days
2 days

We made a special thank
Weyou
made
payment
a special In
thank
just you
two payment
days after closing,
In just two
our days after closing, our
to every colleague to acknowledge
to every colleague to
customer
acknowledge
care and support
customer
centres
care and support centres
their contribution
their contribution were up and running again,
were with
up and running again, with
colleagues working from
colleagues
home working from home
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• Focuswith
on more interactive
• Focus
andon more interactive and
Weekly communications
• Weekly
with communications
personal
personal colleague communication.
our CEO were valued highly
our CEO
– were valued
highly –colleague communication.
in particular the two-way
inQ&A
particular the two-way Q&A
• Continue weekly ‘pulse’
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surveys to
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• Refocus brand marketing

•

5,0005,000
16% 16%

Of our store colleaguesOf
have
ourreceived
store colleagues
Of our
have
colleagues
receivedare vulnerable,
Of our colleagues are vulnerable,
Mental Health Awareness
Mental
training
Health Awareness
high-risk
training
vulnerable (HRV),
high-risk
or care
vulnerable
for
(HRV), or care
to date
to date
other HRV household members
other HRV household members

I M P O RTA N C E O
M MNUCNEI TY
N GM
AG
N TEANNGDAG
KN
OE
WNLTE D
I MFPCO
O RTA
O FECO
ME
UM
NE
I TY
EM
AG
NE
D KNOWLEDGE
W H AT W E L E A R N E DW H AT W E L E A R NHEODW W E W I L L E M EH
RG
OEW W E W I L L E M E R G E
D U R I N G T H E C R I S I SD U R I N G T H E C R IST
SIR
S O N G E R TO G E T HST
E R O N G E R TO G E T H E R
•

Value of ‘instant’ feedback
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relating
Allow our
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• toAllow our colleagues to
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communicate
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Importance of heightened
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What we found: COVID-19 – the road ahead
and

with

but, only

and

83%

52%

22%

40%

11%

of companies
referred to
COVID-19 in their
going concern
disclosures

included stress
testing in these
disclosures

quantifying the
stress tests to
some extent

included any
other forwardlooking
information

acknowledged
how COVID-19
has impacted
their strategy

Applying the relevant enablers (cont’d)
Be clear on timelines

As our statistics show, the pandemic prompted a significant
increase in the detail provided around companies’ going
concern assessments, including much more use of stress
testing than we have seen in the past. These disclosures
would often have benefitted from further explanation as to
why a particular test had been performed, and what the
potential impacts would be should such a situation occur.
The focus was almost always short term. Where companies
did apply significant stress testing in relation to the impacts
of the pandemic, there was rarely any connection made
between the scenarios and narrative elsewhere on market
trends, or any indication of outcomes beyond the short term.
There was also no noticeable increase in the quality of
viability statements in this regard.
This reflected an overall trend in COVID-19 reporting. While
some of the long-term impacts of COVID-19 are still
crystallising, others have become clear – such as the
increase in working from home and the accelerated shift to
online platforms. But, as our statistics show, companies
rarely addressed medium- and longer-term implications for
the business model and strategy. This again serves to
illustrate how backward-looking many annual reports are.
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Present a fair, balanced and
understandable view
As noted, we found limited evidence of trade-offs being
discussed, or clarity about the judgments made, even in a
context where there was a need to balance the interests of
different stakeholders. We saw much more positive content
on the actions taken – many of them taken by virtually every
company – at the start of the crisis.
It’s important to stakeholders – and for reporting in general
– to provide a balanced view, and that balance needs to
look ahead as well as back.
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Strategic report Our operating environment
Reporting example

Operating in a challenging
environment

COVID-19 impact: Virgin Money UK PLC, annual report and accounts 2020, p 6-7
This table (extract) pulls together the short-term impacts
of the pandemic across a number of areas, as well as the
strategic response to more medium-term trends.

Enablers in focus:

Explain the
significance of issues
Be clear on the
timeline

Short-term impacts from COVID-19
Impact areas

007

Customer
behaviour

The pandemic has led to the sharpest decline in GDP in
The market’s range of forecasts as to the depth of the
modern times. To cushion the impact, an unprecedented
recession and shape of a potential recovery have been wide.
range and size of government support has been deployed
Given the level of uncertainty, we have adopted conservative
to support the economy, businesses and individuals. In the
economic assumptions and weightings into our strategic
short term, this has supported employment and house prices.
planning, our International Financial Reporting Standard
However, the eventual removal of this support is expected to
IFRS 9 provisioning and our expectations for future demand.
lead
to adverse economic
2021, which mayenvironment
also be
We have therefore been working to ensure we have the
Strategic
reporttrends
Ourinoperating
impacted by the outcome of Brexit negotiations which remain
resources to manage through an expected period of economic
unresolved at the time of writing.
stress. This has also influenced our more cautious outlook
and guidance, as set out in the CFO review on page 34.

Medium term trends

Regulatory
developments

Our medium-term strategy remains unchanged. While the environment is
In common with peers, we welcomed recent regulatory
more challenging than when we outlined our strategy at our Capital Markets
developments and have adopted and adapted to the rapid
Daycustomer
in June 2019,
our strategic pillars remain the right ones, albeit we will
support changes required. The package of measures
re-prioritise
their
delivery.
focus
therefore
remains
on reducing our
agreed with
the
industryOur
across
payment
holidays,
forbearance
cost
base,
improving
our customer
and
colleague
improving
and
government
lending
schemes
have
enabledexperience,
us to provide
ourcomprehensive
capital efficiency
and optimising
our balance
sheet
over time.
support
to our customers
at a time
ofmix
need.
Through
developing
our agile
and innovative
digital capability and
Withinthis,
that and
framework,
we have
however
remained prudent
outstanding
customer
service,
aim to differentiate
in the
in our approach
to credit
riskwe
andwill
continued
to focus on ourselves
the
market
through
the Virgin
Money brand.
This will
key to competing
longer
term inutilising
our planning,
particularly
with regards
to be
capital.

Additional information

While competitive intensity has temporarily reduced in the short term,
The swift and pragmatic response from regulators to
with a helpful widening of margins in mortgages in particular, we remain
support banks through COVID19 has been welcomed
cautious in our assumptions
around the long-term outlook as the
and appreciated. Regulatory guidance around capital
environment normalises.
With forbearance
mortgage pricing
influenced
in partas
bywell as
requirements,
and payment
holidays,
capacity constraints,
there
is a elements
risk that when
capacitysupervision
eventually e.g.
returns
pausing
some
of regulatory
Annual
pricing reverts toCyclical
lower levels
given
the lower
environment
Scenario
ACS
stressswap
test, rate
has allowed
banksand
to
Reporting
on
a
changing
world
a number of incumbent
banks
that retain
significant
surpluses.
focus on
providing
customer
supportliquidity
at a time
of great
In addition, whileconcern.
neo-banks
have
ambitious support
growth
Allied
to suspended
the broadertheir
fiscalmore
and economic
plans for now, wefrom
maythe
seeUK
these
return in time
andenabled
also new
entrants
government,
this has
a rapid
andto

Financial statements

Developing
digital

will be delayed, but we continue to expect the delivery of our strategy to
Our rapid
response
to the
pandemic returns
has demonstrated
our
enable
the Group
to deliver
appropriate
in the medium-term.
ability to implement change and digital solutions rapidly.
We implemented online solutions for payment holiday requests
We will continue to support customers with appropriate forbearance,
within days, and created online solutions to deploy CBILS and
advice and restructuring of debt where appropriate. We are increasing the
BBLS in just 10 days. The learnings developed across these
amount of operational resources available to support customers in difficulty
projects can now be redeployed in the future as we deliver our
in anticipation of increased need for these services. We will continue to offer
longer-term plan. In addition, we rapidly facilitated the ability
products within our target segments and in line with our long-term strategy,
for two-thirds of our colleagues to work from home, as well as
although new customer acquisition may be lower than previously expected
enabling customer-facing colleagues in Personal and Business
in the near-term. We will also continue to develop our propositions and
to securely speak to customers from home. We also continued
digital servicing capability to respond to greater customer demand for
to make progress with our integration and transformation
these services, while looking to optimise our balance sheet mix over the
programmes that will support the delivery of a steady release
medium-term.
of new and exciting digital propositions over time.

Risk report

weighted-average trough in GDP of c.15% in 2020, unemployment to peak
at c.10% in early 2021 and a house price peak-to-trough of 22%.
COVID19 has accelerated the existing trends towards
digitisation and online activity within the economy.
In banking, online transactions increased markedly, with
The impact on businesses and consumers is likely to persist for some
customers who were previously reluctant to use online
time and certain sectors of the economy may suffer from continuing low
services increasingly choosing or in some cases forced to
customer demand or impacts from Brexit. As such, we expect consumers
do so during lockdown. In addition, banks have adapted rapidly
will continue to need support, and be cautious in their spending and
to provide greater remote working capability, particularly for
investment plans. This lack of confidence is likely to lead to muted lending
customer support, allowing colleagues to work and service
demand from both consumers and businesses, although the impact may be
customers from home rather than in centralised offices and
uneven, with some elements of the economy expected to perform better
branches. This is spurring an acceleration of investment and
than others. There is also uncertainty as to the extent to which the Group’s
delivery by both incumbent banks and neo-banks to provide
currently elevated deposit balances may unwind as consumers and
enhanced digital propositions to customers in both the
businesses potentially utilise their liquidity at a time of economic stress.
consumer and business markets.

As with peers, we have prioritised support for existing
customers, but have continued to support high-quality
demand from new customers. We like most peers have
been impacted by some operational capacity constraints
Mortgages
and sought to manage our supply. We have
Ourinstrategic
response
maintained our presence in the credit card market particularly
for balance
transfer
been able the
to reduce
While
confident
in theproducts,
quality ofbut
ourhave
underwriting,
low-risk nature
promotional
incentives
in line with theassumptions
market. In Business
we
of our
portfolios
and the conservative
in our provisioning,
to be activeof
in the
the pandemic
new lending
market,
mostthe out-turn
thecontinued
unique combination
and
Brexitbut
makes
has been
through
the government
schemes.
While in
fordemand
asset quality
difficult
to predict.
Further, while
we remain
confident that
we have and
sought
to optimise
our funding
base and and digitise the
ourDeposits,
existing strategy
‘self-help’
opportunities
to transform
also launched
new
as our our
Virgin
Money
business
still exist,
wepropositions
have chosensuch
to temper
expectations
for customer
digitaland
current
account
and our
market-leading
basicand reduce
growth,
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costs in the near-term. This means the achievement of our financial targets
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Competitive
banking

Across our customer segments we have acted quickly to
offer support to our existing customers. Across the bank
we have provided customers with c.127k payment holidays,
using rapidly deployed and easy to use online solutions.
In Business banking, our relationship managers have offered
assistance and advice to customers, as well as administering
the government-guaranteed lending schemes with c.£1.2bn
lent to our customers. These unplanned customer support
measures meant the Group incurred c.£14m of additional costs
in 2020, causing us to exceed our original 2020 cost target.

Financial results

The customer response to COVID19 has been rational and
pragmatic. Both consumers and businesses have reduced
spending, lowered demand for credit, and where possible,
have increased deposit balances and accessed payment
holidays. Business customers have also utilised the significant
support from government-guaranteed lending schemes.
New housing demand was initially limited by lockdown,
but has returned to surprisingly buoyant levels as homeowners
reassessed their structural housing needs and were
incentivised by a temporary stamp duty reduction.

Across the UK banking industry, most market participants
have focused on their existing customers. In Mortgages,
operational capacity constraints has seen lenders attempt
to restrict supply through increased pricing and reduced
availability in order to manage capacity. In Personal, competitive
The mid-range outlook
pressure has eased somewhat as lenders have withdrawn
products
and
promotional
In Business,
the
While the decisive
general
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resultincentives.
in December
2019 suggested
market-wide
demand
has
for the has
governmenta period of greater
clarity on lending
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Our response

Strategic report

Uncertain
economic
conditions

What we have seen

Stakeholder engagement and
section 172
What we found: The stakeholder agenda – focus on the main decisions
and

but, only

85%

74%

22%

11%

31%

of companies
clearly identified
the Board’s
principal or key
strategic decisions

demonstrated the
consideration of
stakeholders for at
least some of their
principal decisions

addressed the
long-term
consequences
of decisions

addressed the
implications of
decisions for
the company’s
reputation

disclosed significant
Board involvement in
stakeholder
engagement (whether
direct or indirect)

Applying the relevant enablers
Overall, the new reporting requirements have had a positive
impact on the quality of stakeholder-related disclosures. But,
as our findings suggest, there is scope for further
improvement. Whether information is given in case studies or
tables, it often doesn’t demonstrate what has happened as a
result of the engagement process.
There can also be tension between the regulation driving
these disclosures and the volume and strategic relevance of
the information. For example, the stakeholder engagement
requirements, because they are technically required to be in
the directors’ report, do not have the strategic materiality
filter afforded to disclosures required in the strategic report.
This can lead to extensive disclosures on all stakeholders/
engagement activities rather than on just those deemed
strategically relevant.

We strongly recommend companies to
report well on all strategic matters
considered by the Board – whether or not
the Board was extensively involved in
stakeholder engagement.

Give a Board-level view

This strategic/non-strategic tension is often clear in the
disclosures about the Board’s role in principal decisions or
strategic matters.
Although principal decisions are often identified, our review
shows it is not always clear how many of them are genuinely
strategic. They are sometimes referred to as ‘principal’ or
‘key’ in the context of stakeholder engagement, rather than
because of their connection to the core business strategy,
and in some cases this may be the only time the issue is
referred to in the whole report. These disclosures also often
imply that few important decisions are made by the Board.
This is not necessarily the message the Board will want to
send, particularly at a difficult time.
The conclusion we reached was that some organisations
preferred to limit the number of principal decisions they
identified because that would raise the need to discuss
stakeholder engagement in relation to those decisions.
We strongly recommend companies report well on all
strategic matters considered by the Board – whether or not
the Board was extensively involved in stakeholder
engagement. The key is to show that the Board had the
appropriate level of involvement in the right issues – not that
they were involved in everything.
There is also more to s172 reporting than stakeholders.
This year, 59% of companies combined the s172 and
stakeholder engagement disclosures. By doing so, many
don’t make clear how they considered the non-stakeholder
aspects of directors’ duties under s172, including the
long-term consequences of decisions and maintain the
company’s reputation.
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What we found: The stakeholder agenda – clarity on outcomes and impacts
but, only

62%

15%

19%

22%

identified stakeholders
key issues, interests or
concerns arising from the
engagement process

did so at more
than a high level

disclosed any impact
on decision making

discussed the need
to balance the
interests of different
stakeholder groups

Applying the relevant enablers (cont’d)
Explain the significance of issues

We found there is still a tendency for companies to run
through each stakeholder in turn and present a long list of
engagement mechanisms. This might be driven by a desire to
show that the requirements have been met, as well as –
perhaps – to avoid any sense of favouritism.
High-level statements or lists can make it difficult for readers
to judge what is really important. They want to know what key
decisions were made in the year, how stakeholder views were
taken into account and how the Board balanced any potential
conflicting views. Using our ‘turn the telescope around’
approach, organisations could start from a small number of
key strategic decisions and work back to show how various
stakeholders were considered, where applicable. This would
also have the benefit of stripping out content from an annual
report already bursting at the seams.
The real arbiter of what is important in stakeholder
engagement is the effect that it has. As we noted, most
companies have work to do on this going forward. Currently,
disclosures still generally focus on process rather than on
impact and outcomes.
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Make connections across the reporting

There is an ongoing challenge around the structure of
reporting, and how to make connections between the
strategic, governance and directors’ reports.
The key is to do the necessary reporting once and do it well.
There is no reason why a matter of strategic importance to a
company cannot be discussed just once in the annual report,
including the related governance, risks, key performance
indicators (KPIs) and relevance to stakeholders. The reporting
can be done wherever it makes most sense, with crossreferences used to meet any technical requirements and to
ensure the information is found by readers.

The key is to do the necessary reporting once
and do it well.

Applying the relevant enablers (cont’d)
Be clear on timelines

One of the drivers behind the s172 and stakeholder
reporting requirements was the recognition that many
stakeholders have long-term interests in companies – these
include people who work for these companies or who live
alongside them. Some companies do address this, but
there is generally relatively little disclosure about the
timescales over which stakeholder-related matters are most
likely to be relevant. One way to improve this reporting is to
be clear on whether a key decision was operational/
short-term or if it reflected a more long-term matter relevant
to the sustainability of the business model or strategy.
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Present a fair, balanced and
understandable view
Not every interaction with a stakeholder and not every impact
that a company has will be a positive one. While improving
environmental performance from a low baseline is a step in
the right direction, it does not mean that a company’s impact
is beneficial.
For the credibility of the relevant disclosures, companies
need to make clear where they currently stand – whether
clarifying where they are on their journey to Net Zero or
other environmental commitments, how a decision has
negatively impacted certain stakeholders, or how they have
captured the inevitable trade-offs between the interests of
different stakeholders.

Reporting example
Balancing stakeholder interests: Derwent London plc, Report & Accounts 2020, p117
Governance

This case study from the
governance report
demonstrates how
stakeholder
considerations were
taken into account in
making a key decision
that was also discussed
in the strategic report.
The case study explores
how the decision benefits
stakeholders and how
the Board migitated
stakeholder concerns.
Enablers in focus:
Give a Board-level
view
Explain the
significance of issues
Present a fair,
balanced and
understandable view

19-35 Baker Street W1 – factoring our stakeholders into our decisions
The 19-35 Baker Street development is due to commence in
H2 2021. This 297,000 sq ft project will consist of 217,000 sq ft of
office space, 28,000 sq ft of retail space (20 units), and 52,000 sq ft
of residential (51 units). The site will feature a new public
passageway to a landscaped courtyard, providing retail and leisure
amenity.

Reporting on a changing world

• Site waste: A site waste management plan will be followed
•

Our stakeholder impact analysis identified the following:
1. Key benefits to our stakeholders
• The creation of a new central London destination, providing
a east-west pedestrian link between Baker Street and
Gloucester Place, new amenities and increased employment
opportunities for the local area.
• The public experience at street-level will be enhanced.
• The new Baker Street office building will provide adaptable
workspace for the future.
• We will continue to assist in improving local infrastructure,
through s.106 contributions, Mayoral and Westminster
Community Infrastructure Levy and Crossrail Contributions.
In addition, Derwent London made significant contributions
towards the Baker Street Two Way Project and will be
replacing the paving around the development to enhance
the street scene and safety for pedestrians.
• Our Main Contractor will engage with the City of Westminster
to develop a programme for training apprentices and set
targets for local employment and the use of local enterprises
on the scheme, wherever possible.
• 30 Gloucester Place is a listed building which will be subject
to extensive reconfiguration and refurbishment to create ten
intermediate affordable residential units and office space at
ground and lower ground. We will restore the condition of the
building’s exterior whilst improving its sustainability and
connectivity.
• Sustainability has been integral to the project. Key features
of the project are electric heating/cooling, air source heat
pumps, smart building energy monitoring, water recycling
bio-diverse roofs and verified carbon offset schemes. We are
targeting certification of BREEAM ‘Excellent’ and LEED ‘Gold’.
The all electric scheme ensures zero emissions on-site which
benefits local air quality. In addition, we will be planting new
trees, with an enhanced plant scape within the courtyard.
2. Mitigating our stakeholders key concerns
• Traffic: A traffic management risk assessment will be
conducted. Traffic on-site will be planned and controlled
carefully. The contractors and their supply chain will be
signed up to the CLOCS standards for construction logistics.
The site is well served by public transport links and main
contractors will actively promote the TfL cyclist awareness
Fleet Operators Recognition Scheme.
• The surrounding area and businesses: The project will be
enrolled in the Considerate Constructors Scheme. A detailed
construction logistics strategy will be developed to minimise
the impact on the surrounding area by making the site as
self-sufficient as possible. At all times, works will be carried
out in a safe and considerate manner with due regard to the
public, adjoining properties, businesses, and road users.
A Site Environmental Management Plan will be prepared,
incorporating relevant guidance identified within the City
of Westminster Code of Construction Practice.
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•

•

with all contractors being required to investigate opportunities
to eliminate/reduce waste at source. Of all waste materials,
98% will be diverted from landfill.
Noise and dust: Noise and dust monitoring equipment will
be positioned around the site to ensure that the site remains
within the limits stipulated by Westminster City Council.
The construction method used for each activity will be
modelled in software in order to calculate noise levels. If the
model exceeds trigger levels, adjustments will be made until
the required noise levels are met. To limit dust, best practice
measures will be implemented, including jet washing of
vehicles, road sweepers etc.
Vibration: A degree of vibration is likely due to the nature of the
works, however this will be carefully controlled, if it cannot be
eliminated. A vibration and movement monitoring strategy will
be produced, which sets limits using British Standard 5228
and 7385.
Community engagement: Throughout our planning process,
we have maintained close engagement with local residents,
via letters, public exhibitions and consultations. Condition
Surveys and relevant Party Wall Awards will be completed
prior to construction. During construction, the Main
Contractor will engage with the local community via a Site
Community Plan.

98%

of all materials will be
diverted from landfill

19-35 Baker Street W1 – CGI of proposed scheme

Inclusion and diversity

What we found: Inclusion and diversity
A challenging area

Ethnic diversity and BAME
but, only

and

and

52%

31%

7%

33%

22%

of companies
described their
diversity policy
in detail

set out the
objectives of
the policy

linked the
objectives to the
core business
strategy

included statistics on
ethnic diversity, at
Board level or for the
company as a whole

included some
disclosure related
to the Black Lives
Matter events

Applying the relevant enablers
While much of the focus has understandably been on
climate change, environmental issues represent just one
element of ESG. In the social, or S, element of ESG, one
area receiving much-needed attention is inclusion and
diversity (I&D). While I&D is important in itself, and is
currently under significant scrutiny from many
organisations, it also provides a good case study for the
challenges associated with ESG reporting more generally.

Give a Board-level view

The UK Corporate Governance Code and the Disclosure
Guidance and Transparency Rules (DTR) have relatively
detailed expectations of the Board around diversity – both
in terms of composition and sponsorship through the
organisation. But the related reporting is often boilerplate
and high level. It’s a refreshing change when a nomination
committee report expresses a true Board-level
commitment to this high-profile agenda – we sense that
many companies are missing an opportunity because their
reporting does not reflect the underlying priority given to
this within the organisation.
It’s also remarkable how often the Board-level activities in
this area are not reflected in the ‘People’ section of ESG
reporting within the annual report, which can undermine
the significance of those activities.
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Applying the relevant enablers (cont’d)
Explain the significance of issues

Companies often provide extensive disclosures relating to I&D,
consistent with the wider calls across society for organisations
to improve their approach and impact in this area. Yet our
survey showed how rare it is for a company’s diversity policy
to be linked in any detail to its core business strategy.
There are probably far more cases of I&D representing a
strategic concern than our findings suggest. But even if the
area is not material to the business strategy, organisations
should be clear on their priorities and ambitions.
As noted above, the Code Provision on diversity has a number
of elements, stating that a company should describe:
• The policy on diversity and inclusion;

In our survey, many reports did not fully comply with all of
these, or explain why. It was particularly unusual for companies
to show how the objectives of their diversity policy linked to the
core business strategy.
Not every aspect of diversity will be of the same importance to
every company, so disclosures can and should be tailored to
focus on the most relevant aspects. The societal focus on
diversity can also have fundamental strategic significance. For
example, organisations need an appropriately committed and
qualified workforce, and they must maintain the loyalty and
support of customers. Both goals become immeasurably more
difficult if a company steps out of line with the attitudes of the
people it relies on – or will rely on in the future.

• Its objectives and links to strategy;
• How the policy has been implemented; and
• Progress on achieving the objectives.

Our survey showed how rare it is for a company’s
diversity policy to be linked in any detail to its
core business strategy.

Present a fair, balanced and understandable view

Companies often focus on how they stand against the
composition requirements established by the HamptonAlexander and Parker reviews – particularly where they are in a
reasonable position on one or both of these. But they do not
give a sense of wider commitment to the agenda. Our survey
also shows that relatively few companies provided data on
ethnic diversity, and there is even less reporting on other
aspects of diversity, such as social background.
Whatever the position on composition, it is a sensitive and
complex area. Insisting, for example, that each appointment to
the Board is made simply on merit – without defining merit any
further – can give the impression that an organisation has an
only superficial grasp of the issues.
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The language used around I&D generally needs to reflect its
specific importance to an organisation (strategic or otherwise),
as well as the judgments that have been made and the extent
of any commitments.

Relatively few companies provided data on
ethnic diversity, and there is even less reporting
on other aspects of diversity, such as social
background.

Reporting
example
Governance
Scenarios and future plans: Taylor Wimpey plc, Annual Report and Accounts 2020, p86

Corporate governance: Composition,
succession
andand
evaluation
continued
The
Nominations
Governance
committee report explains the strategic
importance of inclusion and diveristy (I&D) and the key objectives of the
I&D strategy.

Enablers in focus:
Give a Board-level
view

It then explains how the company measures diversity performance and
provides examples of how the data has been used to influence key
improvements in employment terms and conditions.

Board and employee diversity
and inclusion
Diversity and inclusion, in its widest sense, has
continued to be a key item on the overall UK
governance agenda during 2020. Within the
Company, diversity and inclusion remained an
area of focus throughout 2020 and will continue
to be in 2021 and beyond.
Although the Committee and the Board will
continue to recommend appointments and
appoint based on skills, experience and merit,
it is recognised that boards generally perform
better when they include the best people from
a range of backgrounds and experiences.
Therefore, diversity and inclusion will continue
to be a key consideration when assessing the
composition of the Board and all of our teams
to ensure the development of a diverse pipeline
for succession. By embracing diversity and
inclusion, the Board believes that the Company
will better understand how people’s differences
and similarities can be harnessed for the benefit
of all of our stakeholders, and improve the
Company’s ability to deliver the strategy.
Consideration of diversity was at the forefront of
the Committee’s considerations when reviewing
the Board composition and balance during 2020
and whilst framing the widest possible brief for
the recruitment of additional Independent
Non Executive Directors. These appointments,
scheduled to take effect on 1 March 2021, will
fulfil the recommendation of the Parker Review
to have at least one person of colour Director by
2021 and will also bring a refreshed set of skills
to the Board, including experience of corporate
finance, technology, property and public affairs.
To support the Board’s diversity and inclusion
policies and strategies, the Diversity and
Inclusion Committee (D and I Committee) has
continued its work to ensure that the Company
is continuing to progress towards operating in
a truly diverse and inclusive manner.
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The D and I Committee, which is made up of a
variety of members from across the Company,
has been overseeing progress towards achieving
the Company’s Diversity and Inclusion Strategy
and implementing and progressing initiatives
in order to improve our performance. The
Company’s Diversity Policy, as set out on pages
88 and 89, focuses on the challenges faced in
developing an inclusive and diverse workforce,
with each regional business unit making an
appropriate commitment to this. The diversity
and inclusion strategy is based on the following
key objectives:
– 21st century leadership – We ensure that
our leaders understand their role in developing
a more diverse and inclusive culture and
have the relevant training and support to
achieve this.
– Remaining an employer of choice – We
ensure that our working environment, policies,
procedures and development and progression
opportunities support greater diversity and
inclusion.
– Expanding our reach – We develop broader
recruitment channels, understand and
embrace the diversity of our customers
and workplace and improve engagement
with them.

The Company has put in place systems to
measure and monitor diversity around the
Company more effectively. The data becoming
available from these improved systems has
assisted in designing and implementing a
number of improvements to the Company’s
employment terms and conditions which we
believe should facilitate access to and success
at work for all. Some examples of these
improvements are:
– A review of our gender pay gap – The
Company’s fourth Gender Pay Gap Report is
available at: www.taylorwimpey.com/
corporate.
– Implementing a flexible working policy – During
the COVID-19 pandemic, the requirement for
our office based employees to work from home
enabled the benefits of flexible and agile
working to be demonstrated across the
business. This has led to a review of our flexible
and agile working policies which will be
implemented in 2021.
– Developing our Young Persons Forums –
These Forums provide an opportunity for
young employees across the business to
access training and information.
– Delivering unconscious bias training – The
introduction of mandatory unconscious bias
training for all employees has helped to raise
awareness of the need to be more diverse
and inclusive.
– Implementing our applicant tracking system –
This new system has enabled us to reach a
wider and more diverse talent pool.
Read more on pages 34 and 35.

The role of purpose and culture
Principle B of the UK Corporate Governance Code requires a Board to
‘establish the company’s purpose, values and strategy, and satisfy
itself that these and its culture are aligned’. And Provision 2 of the Code
states that the Board should ‘monitor and assess’ the culture and take
action as necessary.
To do this, a Board will need to establish its views on the relationship
between ESG matters and the business – this includes not only E (the
company’s impacts on, and the implications of, the environment and
climate change), but also S, or the relationship between the business
and the society it operates in.
This means developing and expressing values and beliefs – along with
the policies and procedures to support these beliefs – that then guide
the organisation’s strategic choices.
A company’s reporting needs to capture all of this. Mainstream
investors might be most interested in how the purpose, values and
beliefs have guided the business strategy. But a range of other
stakeholders will be looking to see that a company’s behaviours remain
consistent with the environmental and social commitments it makes –
and inclusion and diversity will be high on their list.
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89%
of companies
reported on their
purpose in their
annual report

38%
of that group
demonstrate a
clear ESG angle
to their purpose.

Key takeaways
This year’s review of corporate reporting in the FTSE 350 demonstrates the particularly challenging landscape of
reporting today – hence our desire to focus on making practical suggestions (summarised below) to help
companies tackle the new emphasis on ESG and the interests of a wider range of stakeholders in an annual report
which has the core business strategy as its backbone.
Just as important, however, is the tone from the top and the reporting culture that is established within
organisations. It might be tempting to wait and see what emerges from the various consultations and initiatives
that are currently underway. But we see clear value in taking action now. And we hope that management
teams and Boards will encourage preparers to spend the time and energy needed to make these efforts work.

Give a Board-level
view

Explain the
significance
of issues

Make connections
across the
reporting

Be clear on the
timeline

Present a fair,
balanced and
understandable
view

Capture the value of
the Board’s time in
reporting.

Explain what is
important and why
– especially if it’s
strategically important.

Report well and report
once, using crossreferences to allow
readers to easily
navigate around the
report.

Make sure reporting
includes forwardlooking information
where appropriate.

Make sure that the
overall balance in the
annual report is right
and reflects the
relative importance
of each piece of
information.

Don’t be afraid to
integrate governance
with strategic
reporting.
Use Board focus as
an indicator of what is
important to the
organisation.
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But don’t ignore
information that is
important to wider
stakeholders, even if
it is not yet directly
relevant to the
reported results.

Reporting on a changing world

Where links are used,
explain why and what
this means.
Check that issues are
treated consistently
across the whole
annual report – front
and back – especially
on the impact of
climate change.

Always include
information on
timescales – this
information can be a
vital part of
understanding a
company’s strategy
and, more generally,
what is most
important to it.
Reflect the differing
time horizons that can
apply to different
pieces of reporting,
including the longerterm aspects of some
ESG reporting.
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