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Executive summary

Maintaining a clear vision

The objective of making reports and accounts clear and
concise is becoming harder to achieve. And despite everyone's
best efforts the size of annual reports and accounts grows
inexorably year on year. Every year this survey shows that
reports are getting longer, this year by an extra eight pages.

The focus should be on producing better information rather
than simply more of it. This is not an easy ask against the ever
growing demands for more disclosure. For example 2015
reports had to include a full list of subsidiaries and other
associated companies rather than just their principal ones and
for 2016 this statutory requirement is further supplemented
with the disclosure of registered office addresses, no doubt
resulting in yet more pages of data in the annual reports.

The tide shows no sign of turning. Investors want more
transparency on tax and dividend policy for example. The
FRC's thematic review on tax and its Financial Reporting Lab’s
on dividend policy are starting to focus companies’ attention
on these two areas of public and investor interest. 38% of
companies in our survey chose to provide information on
distributable reserves in their financial statements, but thus
far only 10% included detailed information on tax governance
in their strategic report. As more companies are engaging

in the broader debate around the social licence to operate
we are seeing more examples of companies explaining the
broader contribution they make to society and the broader
impact they have, with 49% including a cross reference to
where further corporate responsibility (CR) information could
be found, compared to the 34% who did so in 2015.

A clear vision | Annual report insights 2016

Integrated reporting

<IR> by focusing on the long-term value creation is often
seen as a useful framework to explain a company’s broader
contribution and impact. 71% of companies in our survey
are now telling their value creation story compared with

54% in the previous year; furthermore 33% discussed

how they were creating value for a variety of stakeholder
groups. UK companies are using the principles and ideas of
<IR>to innovate rather than following the IIRC framework
dogmatically. For example, the number of companies
presenting information similar to <IR> capitals when
discussing their business model is up from 53% to 70% in the
year and 23% provided a meaningful discussion of corporate
culture, an area where the FRC are currently undertaking a
project.

Eight companies in our sample described their report as

an integrated report, but regardless of whether they were
described as such we certainly found good examples of
integrated thinking shining through. Authenticity is what really
puts clear blue water between one report and another.

Changing course over the past year

There was much change over the past year. On the accounting
side many parent companies bade farewell to old UK GAAP,

in most cases transitioning across to FRS 101, the IFRS-based
reduced disclosure framework. And the 2014 Corporate
Governance Code and its accompanying guidance on risk and
internal controls was the main change to take effect, including
the new statement on longer-term viability.
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Most companies went for a three year lookout period, but
only 48% of companies gave detail on qualifications to, or
assumptions made in their analysis. Alongside this companies
had to provide a new statement that directors had made

a robust assessment of principal risks. 85% did so, but
disappointingly out of these 12% did not provide a description
of risk management processes that would corroborate this
assertion; also, only 63% disclosed how risk appetite had been
incorporated into their risk assessment process.

Recognising the risks surrounding cyber security

Cyber security was clearly seen as a risk on the near horizon.
79% of FTSE 100 companies surveyed discussed the board'’s
approach to dealing with this threat, though smaller companies
took a more sanguine view, with 59% of FTSE 250 and only 12%
of those outside the FTSE 350 including such a discussion.

The effects of Brexit

Only 16% of companies in the survey had identified a potential
Brexit as a principal risk in their last annual report (being

2015 year-ends). With the referendum decision and the FRC
reminders of the need to update the assessments around
principal risks and uncertainties we should see a somewhat
different picture in 2016. Reports will be expected to reflect
the ability to navigate possibly difficult and choppy waters.

Looking to the horizon
Along with Brexit there are many issues for preparers to
navigate both in the immediate future and in the years ahead.

Alternative Performance Measures (APMs) feature greatly

in UK reports and the biggest step-change for 2016 year-

ends will be the ESMA Guidelines on this. Historically the UK
regulator has been perhaps more accepting than some other
regulators of their presence, but with the ESMA Guidelines
now fully effective the FRC has made it clear that they will
consider material non-compliance with those Guidelines when
assessing whether the strategic report complies with the law
and thus is fair, balanced, and comprehensive. We looked at
the presence of APMs in the summary sections, which is often
indicative of companies’ use of APMs. Of those presenting
APMs in the summary section, 72% failed to give equal or
greater prominence to corresponding GAAP measures, 63%
failed to provide clear reconciliations and 13% failed to provide
comparative figures.

And there is also change ahead on the audit committee front
as companies look to apply the 2016 Code and the revised
accompanying guidance, although it is not effective until
periods beginning on or after 17 June 2016. The survey shows
that only 12 companies give the ratio of audit to non-audit
fees. This is now a recommendation of the Guidance on Audit
Committees, and only 35 companies had a relatively full
description of their non-audit services policy. Where it was
clear from the report that the auditor provided significant
non-audit services, in only 28% of cases was there a clear
description of the safeguards in place, despite the fact that
this has been a recommendation for some time and is at least
hinted at in the wording within the Code.

A clear vision | Annual report insights 2016

There will also be a focus on internal audit as a result of
renewed attention in the new Guidance on Audit Committees.
Only 41% of our sample of companies described clear
reporting lines to the audit committee and so demonstrated
independence from management. And only 34% described
the internal audit plan being set with reference to the principal
risks of the business, as is recommended by the Guidance on
Risk Management, Internal Control and related Financial and
Business Reporting.

With three important new IFRS standards on the way, IFRS 9
on financial instruments, IFRS 15 on revenue and IFRS 16 on
leases, further disclosures about their expected impact will
have to be made. Regulators and investors will be looking for
quantification of the impact and, as a minimum, entity specific
and detailed qualitative disclosures.

Setting a safe course ahead

Now is the time, ahead of the reporting season, to make

sure everything is properly ship-shape and sea-worthy. This
report has been designed with that objective clearly in view.
Its insight and examples aim to help preparers develop a
clear vision for their own annual reports and to help the
annual report continue as the anchor of communication with
investors, delivering a clear vision of a business to its readers.
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How to use this document

This publication has been written with the overriding aim

of providing you, the user, with insight into current best
practice in annual reporting so that you can take advantage
of this knowledge and make your own report as effective as
possible. It has a specific focus on areas of regulatory change,
as well as those that have been highlighted by regulators and
investors where companies can do better - chapter 3 and the
introductions to each chapter provide an overview of these.
Therefore, whether you are an audit committee member, a
company secretary or a finance director; work in investor
relations or the finance department, there is something in
here for you.

The publication is based upon an extensive survey of the
annual reports of 100 UK listed companies - see appendix 1
for details. As a result it is packed with insight into historical
trends that will allow you to benchmark your own report
against our sample, along with plenty of examples of good
practice identified from companies across the FTSE.

In our accompanying guide Planning your report we have
distilled the key pitfalls to avoid, regulatory developments to
watch out for, ideas for making your report stand out and ways
to ensure that itis clear and concise.

1 http://www.reputationdividend.com/files/7814/5441/0391/UK_2016
Reputation_Dividend_report.pdf

What are the benefits of a good annual report?

As one of the most important opportunities for a company
to communicate with its stakeholders, the quality of its
annual report helps to shape a company's reputation. And
reputation is something that companies ignore at their peril
- according to the 2016 UK Reputation Dividend Report’,
corporate reputations represented 38% of the FTSE 100's
market capitalisation and 25% of the FTSE 250's. Therefore,
the bottom line is simple - a good quality annual report can
increase the value of a company. But there are other reasons
to produce a high-quality report as well.

* As well as attracting investment, a strong annual report will
provide good publicity with other stakeholders too, whether
it be employees, customers, suppliers or society at large.

* The directors are responsible for preparing an annual
report, including the financial statements, and are required
by the UK Corporate Governance Code to state that they
consider the annual report and the accounts, taken as
a whole, to be “fair, balanced and understandable”. A
strong report will therefore reflect well on the quality of a
company'’s governance.

Prizes are awarded by a number of bodies for the best
annual reports, bringing with them further prestige and
good publicity.

A clear vision | Annual report insights 2016

* The Financial Reporting Council's Conduct Committee
monitors the quality of corporate reporting in the UK and
investigates reports that it thinks may be defective. For
obvious reasons it is desirable to avoid criticism from the
regulator and the bad publicity this can bring.

Which parts of this document are most relevant to me?
The table overleaf will help you to identify those areas of the
publication likely to be of most interest to you. As well as our
thoughts and findings, all of the chapters listed below contain
links to further guidance and examples of good practice taken
from real life annual reports.

One of the focus areas of our surveying this year is the extent
to which companies are applying the principles of integrated
reporting. However, rather than having a separate chapter
on this, our findings have been integrated into each of the
chapters that make up the report.

The publication is based upon an
extensive survey of the annual reports
of 100 UK listed companies. As a result
it is packed with insight into historical
trends that will allow you to benchmark
your own report against our sample,
along with plenty of examples of better
practice identified from companies
across the FTSE.
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Theme

Chapter

What is examined?

Background information

3.

Regulatory overview

An overview of recent and future changes in the requirements that UK listed companies are subject to, as well as regulatory hotspots.

Trends in overall report structure, from the length of the report and its various sections to the speed of reporting timetables and the

Annual report as a whole 4. Overall impressions .
cohesiveness of the report as a whole.
How companies set the scene with an introductory summary section, covering the presentation of both financial and narrative
5. Summary material information and the ways of linking this effectively to the rest of the report. A particular focus area this year is the presentation of
alternative performance measures in the summary material.
Disclosures in the strategic report, including the business model, objectives, strategy, presentation of business performance.
6. Strategic report Also covers corporate responsibility information such as diversity information, anti-bribery and corruption policies and human
rights issues.
Narrative reporting 7 Key performance The types of measure identified as KPIs, how they are presented and the quality of linkage to other areas, such as directors’
*indicators remuneration.
Princioal risks and The effect of the adoption of the 2014 UK Corporate Governance Code on risk reporting. Also examines the risk areas commonly
8. uncerEc)ainties identified as principal, the level of detail given and ways of presenting the information effectively, including linking it to other parts of
the annual report.
9 Going concern and The assessment and reporting of going concern and the way in which companies have complied with the requirements regarding the
© viability statements  new viability statement.
The quality of disclosure given by companies regarding their compliance with the 2014 UK Corporate Governance Code, includin
10. Corporate governance i . Y & Y ) P 8 8 P P &
explanations for areas of non-compliance.
Nomination committee The work of the nomination committee, including the consideration given by companies to succession planning and consideration of
Corporate governance 1. .
reporting corporate culture.
12 Audit committee Insight into best practice around audit committee reporting, in particular the discussion of significant issues the committee has
" reporting considered in connection with the financial statements and oversight of the external audit relationship.
13. Primary statements  The way in which companies present information in their primary statements, in particular the use of non-GAAP measures.
Financial statements 14, Notesto the financial  Key findings from reviewing the notes to the financial statements, including ideas for making them clearer and more concise by

statements

improving accounting policy disclosures and ensuring consistency with narrative reporting.
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Regulatory overview

When preparing their annual reports, UK listed companies
have to follow requirements and guidance from many different
sources. These require or suggest not just what should be
included in the report but also how it should be presented.
Some of the most significant requirements arise from:

* the Companies Act 2006 and supporting statutory
instruments (the Act);

* the Listing Rules (LR);

the Disclosure Guidance and Transparency Rules (DTR);
* the UK Corporate Governance Code (the Code); and
* International Financial Reporting Standards (IFRSs).

Companies also need to pay attention to regulatory
pronouncements from bodies such as the Financial Reporting
Council (FRQ), the Financial Conduct Authority (FCA) and the
European Securities and Markets Authority (ESMA). While

not mandatory, application of the International Integrated
Reporting Council's (IIRC) Integrated Reporting (<IR>)
Framework is also becoming more prevalent.

2 Areas of regulatory focus have been identified from a variety of
sources, but in particular the FRC's Corporate Reporting Review
Annual Report 2015

This chapter sets out a brief overview of the key developments
that management teams will need to bear in mind when
preparing their annual reports for 2016 and beyond, as

well as highlighting current areas of regulatory focus?. More
detail on these is given in the introduction to each of the
chapters of this document. The information contained in this
publication is not exhaustive - other publications produced by
Deloitte, such as GAAP: UK reporting and GAAP: Model annual
report and financial statements for UK listed groups, provide
comprehensive information on all of the requirements, with
the latter publication presenting a model annual report

for a UK listed group. In addition, information on the latest
developments, including news articles, thought pieces and
supporting resources, can be found on Deloitte’s one-stop-
shop for all accounting, governance and regulatory matters

- www.ukaccountingplus.co.uk. Where specific developments
have been discussed below we have included hyperlinks to
the associated pages on UK Accounting Plus, which include
Deloitte publications designed to help you understand how
these changes will affect you.

The big picture

The demands placed on companies in relation to their
corporate reporting by regulators and investors continue to
evolve. To assist companies in addressing these changing
demands, the FRC continues to issue helpful guidance as part
of its Clear & Concise Reporting initiative, as well as through
the work of its Financial Reporting Lab. In recognition of the
particular challenges faced by smaller listed companies when
trying to produce high quality annual reports, the FRC s

also currently in the middle of a project specifically aimed at
improving smaller listed and AIM company reporting.

A clear vision | Annual report insights 2016

The centrepiece of the Clear & Concise project is the ERC's
Guidance on the Strategic Report (the 'FRC Guidance'), issued
in 2014, which is referred to throughout this publication. This
document sets out a wealth of guidance for companies on
how to communicate effectively within their strategic report,
as well as how to link it meaningfully to other parts of the
report. In December 2015, the FRC published Clear & Concise:
Developments in Narrative Reporting, which examined the
impact of the FRC's Clear & Concise initiative in general and
the FRC Guidance in particular. It concluded that companies
are taking on board the objectives of the FRC's Clear & Concise
initiative and the overall quality of corporate reporting has
improved since the introduction of the strategic report,
although opportunities for further improvement still exist.

Since we published our last annual report insights survey, the
Financial Reporting Lab has issued two new publications:

Disclosure of dividends - policy and practice (November
2015), which responds to the significant interest expressed
by investors in the quality of disclosure made by companies
about their planned dividend payments and the resources
available for this purpose; and

* The Components of Digital Reporting (June 2016), which
examines some of the key findings from the previous Lab
report Digital Present (May 2015) and links these to its
upcoming Digital Future project.
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http://www.iasplus.com/en-gb/news/2014/06/frc-strategic-report-guide
http://www.iasplus.com/en-gb/news/2014/06/frc-strategic-report-guide
http://www.iasplus.com/en-gb/news/2015/12/frc-narrative-reporting-report
http://www.iasplus.com/en-gb/news/2015/12/frc-narrative-reporting-report
http://www.iasplus.com/en-gb/news/2015/11/frc-lab-dividend-policy-and-practice
http://www.iasplus.com/en-gb/news/2016/06/lab-digital-reporting
http://www.iasplus.com/en-gb/news/2015/05/fr-lab-report-digital-reporting
http://www.iasplus.com/en-gb/news/2016/06/fr-lab-digital-future-data-project
http://www.iasplus.com/en-gb/news/2015/10/corporate-reporting-review-2015
http://www.iasplus.com/en-gb/news/2015/10/corporate-reporting-review-2015

At the time of writing, the Lab is also currently undertaking
projects in the following areas:

Business model reporting - a project exploring several
characteristics of business models including how various
groups define a business model, the way in which business
model disclosures are prepared, how investors use business
model disclosures and what good business model reporting
looks like; and

Digital Future: Data - a project that will look at how the use
of technology to communicate corporate reporting to the
investment community might evolve, by investigating the
effect of technology trends and the potential transformation
of reporting formats.

InJune 2015 the FRC began the second phase of its Smaller
listed and AIM company reporting project with the publication
of its discussion paper Improving the Quality of Reporting

by Smaller Listed and AIM Quoted Companies. This set out
the FRC's findings from the first (data gathering) stage of its
project and its proposals to address the challenges faced by
smaller listed and AIM-quoted companies. In June 2016 the
FRC published Update on the discussion paper: Improving
the Quality of Reporting by Smaller Listed and AIM Quoted
Companies, which provides an overview of the feedback
received to the Discussion Paper and summarises the FRC's
progress against the proposals that it contained. Throughout
our survey we highlight areas where, from our survey data,

it appears that companies outside the FTSE 350 struggle in
their reporting.

A clear vision | Annual report insights 2016

As well as the work of the FRC to improve corporate reporting
in the UK, the impact of Integrated Reporting (<IR>) on the UK
reporting landscape continues to grow. Since the publication
of the <IR> Framework in December 2013, companies have
gradually began to adopt more and more of the principles
set out in the Framework when putting together their annual
reports, recognising the value that this gives to investors. In
support of the Framework, the IIRC has published various
research reports highlighting the practical outcomes of
adopting <IR>in its Creating Value series. The most recent
reports in this series are:

* Integrated Reporting and investor benefits, published in
December 2015, which highlights the increasingly compelling
evidence on the value of <IR> for investors

* The value of human capital reporting, published in
June 2016, which highlights the value of reporting on
human capital, sharing some of the developments and
experimentation taking place in this area.
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http://www.iasplus.com/en-gb/news/2015/07/fr-lab-business-model-reporting
http://www.iasplus.com/en-gb/news/2016/06/fr-lab-digital-future-data-project
http://www.iasplus.com/en-gb/news/2015/06/frc-smaller-listed-and-aim-quoted-dp
http://www.iasplus.com/en-gb/news/2015/06/frc-smaller-listed-and-aim-quoted-dp
http://www.iasplus.com/en-gb/news/2016/07/frc-publish-update-on-reporting-by-smaller-listed-and-aim-quoted-companies
http://www.iasplus.com/en-gb/news/2016/07/frc-publish-update-on-reporting-by-smaller-listed-and-aim-quoted-companies
http://www.iasplus.com/en-gb/news/2016/07/frc-publish-update-on-reporting-by-smaller-listed-and-aim-quoted-companies
http://www.iasplus.com/en-gb/news/2013/12/iirc
http://www.iasplus.com/en-gb/news/2016/01/3-new-ir-publications
http://www.iasplus.com/en-gb/news/2016/06/sustainability
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Narrative reporting
This past year, the most significant development in

narrative reporting was the changes to risk reporting
requirements brought about by companies adopting the 2014
UK Corporate Governance Code. While some companies made
only the minimum changes necessary to their reports in order
to comply with the new requirements, others took it as an
opportunity to revise their risk reporting more substantially.

Existing requirements
@ Other than for small companies, which are exempt,

the main component of the narrative section of an
annual report is the strategic report, which was introduced in
2013 by section 414A of the Companies Act 2006. Companies
are also required by section 415 of the Act to include a directors
report, although since the introduction of the strategic report
this contains mainly basic compliance disclosures.

’

The strategic report is required to include:

* 3 fair review of the company’s business, including (for quoted
companies) elements such as a description of the company’s
business model, its strategy and information about corporate
social responsibility (see chapter 6 for more details);

3 http://www.iasplus.com/en-gb/news/2015/06/esma-apm

http://www.iasplus.com/en-gb/news/2016/05/frcapm

http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/
ntk-apms

* to the extent necessary for an understanding of the
development, performance or position of the company,
analysis using financial and, where appropriate, non-financial
key performance indicators (KPIs) (see chapter 7 for more
details); and

* 3 description of the principal risks and uncertainties
facing the company. There have been some noteworthy
developments in risk reporting this year, as a result of
companies adopting the 2014 version of the UK Corporate
Governance Code (see chapter 8 for more details).

Many companies have also chosen to present the new longer-
term viability statement and revised going concern disclosures
required by the 2014 Code as part of their strategic report (see
chapter 9 for more details).

The FRC Guidance includes a lot of information for companies
on how to present the content requirements of the strategic
report most effectively. The <IR> Framework also gives
guidance on reporting requirements that will be helpful to

UK companies. However, the <IR> Framework goes further
than this, introducing the concept of ‘Integrated Thinking' -
challenging and enabling companies to ‘live their story’ rather
than merely tell it. <IR> is discussed in more detail throughout
this report - look out for the <IR> boxes.

A clear vision | Annual report insights 2016

New requirements
The most significant new narrative reporting

requirement that listed companies will have to deal
with in their 2016/17 annual reports is ESMA's Guidelines on
Alternative Performance Measures?. These Guidelines apply
to a variety of documents but, in particular, include within their
scope the narrative sections of annual reports (but not the
financial statements themselves). Although they are described
as ‘Guidelines’, ESMA has stated that they expect compliance
with them to be enforced by national regulators. In a UK
context the FRC has issued ESMA Guidelines on Alternative
Performance Measures: Frequently Asked Questions*, which
indicate that they will be considering material inconsistencies
with the ESMA Guidelines as part of the activities of their
Conduct Committee i.e. reviews of company annual reports.
Deloitte has produced a practical guide to the ESMA Guidelines®
to assist preparers in complying with the new requirements.

The Guidelines apply to documents published on or after
3July 2016, so are already in force. They set out a framework
for the presentation of Alternative Performance Measures
(APMs), also known as non-GAAP measures, aimed at
promoting their usefulness and transparency. In particular,
they require that:

* APMs should be defined and the basis of calculation set out;
* APMs should be reconciled to the most directly reconcilable

line item, subtotal or total presented in the financial
statements;

11
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* APMs should not be displayed with more prominence,
emphasis or authority than the most directly comparable
measure defined by the entity’s financial reporting
framework;

* APMs should be accompanied by comparatives for the
corresponding previous period; and

* APMs should be consistent over time, with changes in or the
cessation of use of an APM explained.

Our findings on the presentation of APMs are discussed in
chapters 5 (in relation to use of APMs in summary material)
and 7 (in relation to the presentation of KPIs).

Areas of regulatory focus
The following areas of regulatory focus have been
identified in relation to narrative reporting.

* Making the report (being both the narrative and the financial
statements) clear and concise. Measures such as removing
immaterial information and making effective use of cross-
references to avoid duplication can help preparers meet this
challenge. Companies should consider whether initiating a
‘Clear and Concise review’ would be beneficial.

6 http://www.iasplus.com/en-gb/news/2015/07/consultation-gender-
pay-gap

7 http://www.iasplus.com/en-gb/news/2015/07/tax-strategy-
consultation

e Presentation of non-GAAP measures is likely to be
a significant focus area given the new requirements
introduced by the ESMA Guidelines. In addition, the
identification of items excluded from non-GAAP measures
(often described as ‘exceptional items’) is also likely to be
an area of continued focus - see the financial statements
section of this chapter for more detail.

e The business review included within the strategic report
should be fair, balanced and comprehensive. This includes
balancing analyses that use non-GAAP measures with
analyses that use unadjusted metrics, ensuring discussions
of performance and position are suitably comprehensive
and not omitting 'bad news’. Companies should also ensure
that they cover all relevant aspects of both financial position
and performance in this review.

Identification of principal risks and uncertainties.
Companies should ensure that the risks and uncertainties
disclosed are genuinely principal and make sure they discuss
how risks are managed or mitigated.

Identification of key performance indicators (KPIs).
Companies should consider whether ratios that are
discussed prominently in the strategic report should be
identified as KPlIs, and that where non-GAAP measures are
identified as KPIs the information required by the ESMA
Guidelines is given.

A clear vision | Annual report insights 2016

* The linkage and consistency of the information included
in the ‘front half" and 'back half of the annual report.
Companies should ensure that there is cohesion between
the information reported and effective linkage throughout
the annual report. For example, consistency would be
expected between the items identified as part of capital
when discussing capital management in the front and back
halves of the report. Similarly, the description of reconciling
items in a company's tax note should be consistent with
discussions in the strategic report.

Compliance with the Companies Act requirements regarding
employee numbers and greenhouse gas emissions.

The Act is quite prescriptive regarding the content of these
disclosures so companies should ensure that they are
providing the correct information.

On the horizon
The only forthcoming change to narrative reporting
is the UK implementation of the EU Directive on

disclosure of non-financial and diversity information. Various
consultations on other additional reporting requirements

for companies (Closing the Gender Pay Gap® and Improving
Large Business Tax Compliance’) have concluded that the
information they are proposing should be provided in a
separate document, rather than as part of a company’s
annual report. However, where issues in this regard are
material to the business, companies will need to consider
whether disclosure should also be provided to meet the above
requirements of the strategic report.
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2016 is also the first year that companies will need to be
publishing a slavery and human trafficking statement, as
required by the Modern Slavery Act 20158, This is a statement
outside of the annual report, although again companies
should also consider whether this needs to be mentioned in
the strategic report (34% of the companies we surveyed this
year did - see chapter 6).

The EU Directive on disclosure of non-financial and diversity
information has yet to be transposed into UK law, despite
EU law requiring it to become effective for financial years
beginning on or after 1 January 2017. It will apply to all
companies that are:

a. publicinterest entities, as defined by EU law (which includes
all companies with debt or equity listed on a regulated
market, such as the LSE main market); and

b. parents of a group with more than 500 employees.

For large listed companies, it will build on existing diversity
disclosure requirements so that such companies will also
be required to provide information on their diversity policy,
covering age, gender and educational and professional
background in their corporate governance report.

8 http://www.iasplus.com/en-gb/publications/corporate-governance/
governance-in-brief/gib-modern-slavery-act

9 http://www.iasplus.com/en-gb/news/2016/02/bis-non-financial-
reporting-directive

10  http/www.iasplus.com/en-gb/news/2014/09/frc-publishes-2014-
code

11 http//uk.practicallaw.com/2-632-2324

Also, it will introduce a specific requirement to disclose
information on anti-corruption and bribery matters,
including related policies. The government consulted on
its implementation in the UK in February 2016° but is still
deliberating on how to address the comments received.

Corporate governance
g This past year the revised 2014 version of the UK

Corporate Governance Code (the 2014 Code’) and
supporting Guidance on Risk Management, Internal Control
and Related Financial and Business Reporting'® became
effective, bringing in changes to the requirements around
governance reporting as well as the changes to risk reporting
and the new viability statement discussed earlier in this
chapter.

Existing requirements
@ Listed companies are required by the Listing

Rules to make certain disclosures about corporate
governance in their annual reports. Companies with a
premium listing are required to state how they have applied
the main principles set out in the UK Corporate Governance
Code (the Code), in a manner that would enable shareholders
to evaluate how the principles have been applied, and a
statement of compliance with all relevant Code provisions,
identifying provisions that have not been complied with and
providing reasons for this non-compliance. During the period
covered by this year's survey companies had to report on their
compliance with the 2014 Code, which is supported by the
associated FRC documents Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting
and the 2012 version of the Guidance on Audit Committees,
both of which recommend various disclosures for inclusion in
the annual report.

A clear vision | Annual report insights 2016

The main components of a company's corporate governance
report are:

* areporton how the company has applied the main
principles of the Code, including or cross-referring to the
internal control statement and the statement of compliance
with the Code, often with an introduction from the chairman
(see chapter 10 for more details);

a report on the work of the audit committee, in particular its
oversight of the preparation of the financial statements and
the significant issues considered, as well as its oversight of
the auditor relationship, including effectiveness, tendering
requirements and non-audit services (see chapter 12 for
more details); and

reports from the other significant board committees, in
particular the nomination committee (see chapter 11 for
more details) and the remuneration committee.

Quoted companies reporting under the Act are also
required to include a directors’' remuneration report. The
remuneration report must contain a statement by the chair
of the remuneration committee telling the story of the year
in respect of remuneration. Following this the report is split
into a policy report (not subject to audit) and an annual
report on remuneration (some elements of which are
subject to audit). The policy report is subject to a binding
shareholder vote every three years, or whenever the policy
is to change. The annual report on remuneration is subject
to an annual advisory vote and includes a ‘single figure’
directors’' remuneration table. The GC100 and Investor Group
has published guidance on these requirements, which was
updated in August 2016".
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http://www.iasplus.com/en-gb/news/2014/09/frc-publishes-2014-code
http://www.iasplus.com/en-gb/news/2015/01/gc-100-directors-remuneration-supplementary-guidance

Some companies have also chosen to present the new
statements on the robust assessment of principal risks,
longer-term viability, and the revised going concern disclosures
required by the 2014 Code as part of their corporate
governance report, although the majority have presented
these as part of their strategic report (see chapters 8 and 9 for
more details).

New requirements
There are no new governance reporting

requirements that companies need to address until
they adopt the revised 2016 Corporate Governance Code,
which applies for periods commencing on or after 17 June
2016 (so not applicable to December 2016 year-ends) and is
discussed below. However, companies will need to ensure that
they have the necessary processes and procedures in place by
the commencement of this period, for example in relation to
auditor rotation and non-audit services.

Areas of regulatory focus
In relation to governance there are several areas of
regulatory focus at the moment.

* The quality of explanations given where a company does
not comply with one or more provisions of the Code. In
a letter to investors sent in May 2016, ahead of the 2016
shareholder meeting season, the FRC reminded investors
that companies should “set out the background to the
matter, provide a clear rationale for the action being taken
and describe any mitigating activities” when departing from
Code provisions. It also encouraged investors to challenge
companies where they believe explanations are inadequate.

A clear vision | Annual report insights 2016

* The level of detail given in the audit committee report, including
in relation to significant financial reporting issues considered
by the committee, how the committee has assessed the
effectiveness of the external audit and safeguards on non-
audit services. This year in particular, disclosure around auditor
rotation is likely to be a key focus area.

* Succession planning and corporate culture, which are
discussed in more detail in the next section.

On the horizon
2016 Corporate Governance Code
For financial years commencing on or after 17 June

2016, the 2016 Corporate Governance Code replaces the
2014 Code. However, the changes are minimal, with only a few
amendments to section C.3.

* The audit committee as a whole will be required to have
competence relevant to the sector in which the company
operates.

* The Code provision on audit tendering for FTSE 350
companies is removed, as it is superseded by the Competition
& Markets Authority Order and other regulations.

* The audit committee report will be required to provide
advance notice of plans to retender the external audit.

At the same time a revised version of the FRC's Guidance on
Audit Committees also becomes effective, updated to include
guidance on the committee’s new responsibilities. A new
ethical standard for auditors is also introduced, which places
some additional restrictions on the non-audit services that
can be provided by the external auditor.
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With the UK implementation of the revised EU Auditing
Directive also completed by 17 June 2016, the changes that
this introduces regarding auditor rotation and tendering will
also come into force for periods commencing on or after that
date. All listed companies are now required to tender their
audit at least every 10 years, with a change of auditor required
at least every 20 years.

Succession planning

The FRC is currently undertaking a project on succession
planning, with a Discussion Paper'? published in October
2015 and a feedback statement™ on this in May 2016. The
discussion paper explored six areas that the FRC considers to
be important to succession planning:

how effective board succession planning is important to
business strategy and culture;

the role of the nomination committee;

board evaluation and its contribution to board succession;

identifying the internal and external ‘pipeline’ for executive
and non-executive directors;

ensuring diversity; and

the role of institutional investors.

12 http//www.iasplus.com/en-gb/news/2015/10/frc-dp-board-
succession-planning

13 http/www.iasplus.com/en-gb/news/2016/05/frc-feedback-
statement-dp-board-succession-planning

14 http//wwwi.iasplus.com/en-gb/news/2016/07/frcreport-corporate-culture

15 http://www.iasplus.com/en-gb/news/2016/07/erwg-executive-pay

The feedback statement summarises the responses received
to the FRC's proposals. In particular, there was some support
for further guidance, particularly in relation to the role of

the nomination committee and on reporting on succession
planning. The final outcome of this project is expected to be
changes to the FRC's Guidance on Board Effectiveness, made
in conjunction with the outcome of its Corporate Culture
project.

Corporate Culture

The FRC has recently published the results of its study on
corporate culture™. This was a joint project undertaken
together with various other organisations aimed at gathering
practical insight into corporate culture and the role of boards;
understanding how boards can shape, embed and assess
culture; and identifying and promoting best practice. No
changes to the Code are planned as a result of this project,
however the FRC will use the observations in this report,

and any feedback received, to update its Guidance on

Board Effectiveness, in conjunction with the outcome of its
succession planning project.

Remuneration reporting

The Executive Remuneration Working Group, established
by the Investment Association, has recently issued a
report' which provides ten recommendations “to rebuild
trust in executive pay structures in the UK". One of its
recommendations includes a proposal to the FRC that the
Corporate Governance Code should be amended to reflect

what is already seen as 'best practice’ in determining executive

remuneration.

A clear vision | Annual report insights 2016

Financial statements
No major changes in IFRSs came into force for the

reports covered by our survey this year, nor will they
in the reporting season ahead. However, other than for the
September year-end companies in our sample, this past year
has seen the transition of company-only reporting from old
UK GAAP to IFRSs or one of the new UK GAAP frameworks,
principally FRS 101.

Existing requirements
Listed groups are required to prepare consolidated

accounts under IFRSs as adopted by the EU and
this will remain the case for the foreseeable future, despite
the outcome of the referendum on the UK's membership
of the EU. Listed entities that are not parent companies,
such as many investment trusts, can also choose to prepare
financial statements using FRS 102 The Financial Reporting
Standard applicable in the UK and Republic of Ireland. Financial
statements consist of two main sections:

the primary financial statements, comprising the income
statement, statement of comprehensive income, statement
of financial position, statement of changes in equity and
statement of cash flows (see chapter 13 for more details);
and

the notes to the financial statements (see chapter 14 for
more details).

15

=
o

€l cl

14

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xYy


http://www.iasplus.com/en-gb/news/2015/10/frc-dp-board-succession-planning
http://www.iasplus.com/en-gb/news/2015/10/frc-dp-board-succession-planning
http://www.iasplus.com/en-gb/news/2016/05/frc-feedback-statement-dp-board-succession-planning
http://www.iasplus.com/en-gb/news/2016/05/frc-feedback-statement-dp-board-succession-planning
http://www.iasplus.com/en-gb/news/2016/07/frc-report-corporate-culture
http://www.iasplus.com/en-gb/news/2016/07/erwg-executive-pay

< & D

The separate financial statements of a ‘qualifying entity’ can be
prepared under FRS 101 Reduced Disclosure Framework, which
closely reflects IFRS accounting but with reduced disclosures.
If eligible, this may be an attractive option for many parent
companies’ separate financial statements and for their
subsidiaries. Another option is to apply FRS 102 with reduced
disclosure. At the moment, to apply FRS 101 or FRS 102 with
reduced disclosures a company must notify its shareholders in
writing and they must not object to its use, although the FRC is
currently consulting on the removal of this requirement.

New requirements
@ To the right is a list of the new IFRS requirements

coming into force for financial years ending between
September 2016 and August 2017 (depending in some cases
on whether IFRSs as endorsed by the EU or as issued by the
IASB are being applied). Hyperlinks to further information are
included in the table.

For periods commencing on or after 1 January 2016, changes
to the Accounting Regulations come into force, which alter
various disclosure requirements of the law, primarily for small
companies. However, two changes that will be relevant to
listed companies are:

* the requirement to disclose the registered office of all
subsidiaries and other significant investments, further
expanding the requirement to disclose the names of all such
entities that was introduced this year; and

e where a parent prepares group accounts and takes the
exemption from publication of its individual profit and loss
account, its individual profit or loss for the year must be
disclosed on the face of the balance sheet, rather than in the
notes as was previously permitted.

A clear vision | Annual report insights 2016

Title

Per IASB IFRSs, mandatory Per EU-endorsed IFRSs,
for accounting periods
starting on or after:

mandatory for accounting
periods starting on or after:

Annual Improvements to IFRSs: 2011-13 Cycle (Dec 2013) 1July 2014 1 January 2015
Annual Improvements to IFRSs: 2010-12 Cycle (Dec 2013) 1 July 2014* 1 February 2015
A d ts to IAS 19 (Nov 2013) - Defined Benefit Plans:

mendments to (Nov ) - Defined Benefit Plans 1)uly 2014 1 February 2015

Employee Contributions

Amendments to IAS 1 (Dec 2014) - Disclosure Initiative

1 January 2016

1 January 2016

Annual Improvements to IFRSs: 2012-2014 Cycle (Dec 2014)

1 January 2016

1January 2016

Amendments to IAS 27 (Aug 2014) - Equity Method in Separate

Financial Statements

1 January 2016

1January 2016

Amendments to IAS 16 and IAS 41 (Jun 2014) - Agriculture:
Bearer Plants

1 January 2016

1 January 2016

Amendments to IAS 16 and IAS 38 (May 2014) - Clarification of
Acceptable Methods of Depreciation and Amortisation

1 January 2016

1 January 2016

Amendments to IFRS 11 (May 2014) - Accounting for
Acquisitions of Interests in Joint Operations

1 January 2016

1 January 2016

Amendments to IFRS 10, [FRS 12 and IAS 28 (Dec 2014) -
Investment Entities: Applying the Consolidation Exception

1 January 2016

1 January 2016

*Amendments to IFRS 2 Share-based Payments and IFRS 3 Business Combinations apply prospectively to transactions occurring

on or after this date. All other amendments apply to annual periods commencing on or after 1 July 2014.
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http://www.iasplus.com/en-gb/publications/uk/need-to-know/2013/need-to-know-ias-19-2011-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2014/need-to-know-iasb-issues-amendments-to-ias-1-under-the-disclosure-initiative
http://www.iasplus.com/en-gb/publications/uk/need-to-know/aip-2012-2014-cycle
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/ias-27
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/ias-27
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/ias-41-ias-16
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/ias-41-ias-16
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/depreciation
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/depreciation
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2014/need-to-know-ifrs-11-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2014/need-to-know-ifrs-11-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2014/need-to-know-iasb-issues-amendments-related-to-investment-entities-exceptions
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2014/need-to-know-iasb-issues-amendments-related-to-investment-entities-exceptions
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Areas of regulatory focus
In relation to financial statements, significant areas of
regulatory focus at the moment include the following.
* |dentification of exceptional items. Various issues in
relation to the identification of items as exceptional have

been highlighted by the FRC, including:

- lack of or poorly designed accounting policies and
inconsistent application of them;

- recurring or immaterial items identified as exceptional;

- failure to appropriately identify financing and tax items as
exceptional;

- lack of symmetry between good and bad news;

- inability to reconcile measures presented; and

- failure to present comparative information.

As discussed in the narrative reporting section, the
presentation of non-GAAP measures such as ‘profit before
exceptional items’ in the front half of the annual report

is likely to be an area of regulatory focus with the ESMA
Guidelines coming into force this year.

16 http//www.iasplus.com/en-gb/news/2016/07/esma-ifrs-15

e Disclosure of accounting policies. Companies should make
sure that they provide clear, company-specific policies for
all material transactions and balances, bearing in mind their
business model when doing this. Companies should not be
afraid to remove irrelevant or immaterial accounting policy
disclosures from their reports and should not give extensive
detail on new IFRS requirements that will have little or no
effect on future financial statements.

Other opportunities to make the financial statements more
clear and concise. Some issues that companies could look
out for include large tables of immaterial information that
could be removed or replaced with a brief piece of narrative,
the possibility of aggregating small items in the primary
statements, unnecessary repetition that could be replaced
by a cross reference and disclosures from prior years that
are no longer needed.

Revenue recognition. Companies should ensure that their
policies reflect their specific circumstances rather than being
boilerplate. In particular, where companies have long-term
contracts, sufficient explanation of how the percentage of
completion of these is determined is very important. With
the effective date of IFRS 15 Revenue from Contracts with
Customers now on the horizon, the FRC and ESMA'® have
both issued statements setting out their expectations
around pre-adoption disclosures.

A clear vision | Annual report insights 2016

* Clarity and completeness of critical judgements.
Companies should ensure that they state explicitly what
the judgements made are, rather than just repeating
the company's accounting policy or providing a general
reference to judgements being included in accounting
policies. They should also ensure that a clear distinction
is made between critical judgements and key sources of
estimation uncertainty, even where they relate to the same
item. Companies should also be aware of opportunities
to match the narrative used to discuss these with the
significant financial reporting issues discussed in the audit
committee report.

Discussion of key sources of estimation uncertainty.
Companies should make sure that all of the significant
uncertainties that exist are highlighted in this disclosure, in
particular any that have been considered as significant by
the audit committee. Companies should also remember the
need to provide supporting information such as sensitivities
in relation to estimation uncertainties.
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Correct accounting for business combinations. Care
should be taken when doing this to determine whether the
transaction is a business combination at all and, if so, which
entity is the acquirer for accounting purposes. This will not
always be the legal acquirer. Also, companies should ensure
they exercise sufficient diligence in identifying and valuing
intangible assets acquired in a business combination, rather
than just assuming that any excess paid above the fair value
of previously recognised assets of the acquiree represents
goodwill. Care should be taken to identify any contingent
payments that should be accounted for as remuneration
expenses. Companies should also ensure they meet all of
the disclosure requirements of IFRS 3, particularly in relation
to post balance sheet business combinations.

Calculation and disclosure related to impairment
assessments. Companies should ensure that discount rates
are up to date and remember that they need to be pre-tax.
The identification of CGUs and allocation of goodwill to
CGUs can also be subject to scrutiny. Other potential issues
include use of a single pre-tax discount rate for multiple
cash-generating units (CGUs) with different risk profiles
(and where cash flows are not risk adjusted) and failing to
give sufficient information about the assumptions made in
determining value in use. Finally, companies should ensure
that any required sensitivity disclosures are clear in setting
out the situations in which impairments could arise.

17 http//www.iasplus.com/en-gb/news/2015/12/frc-disclosure-tax-risks

Accounting issues relating to pension schemes, primarily
defined benefit schemes. The FRC has highlighted several
issues - these are:

- the sufficiency of disclosure regarding governance of
pension plans and the applicable regulatory framework;

- whether companies have correctly identified and
described the effect of minimum funding requirements
and any restrictions on recognising a surplus;

- the sufficiency of sensitivity disclosures for actuarial
assumptions; and

- the usefulness of maturity profile information for defined
benefit obligations.

Disclosures relating to provisions, contingent liabilities
and contingent assets are another area of challenge,

with clear identification of the reasons for movements in
provisions and disclosure about uncertainties relating to
timing or amount of outflows sometimes missed. Companies
should also be wary of including a significant class of ‘other’
provisions without explanation or stating that disclosure
have not been made because they would be seriously
prejudicial. Finally, ensuring consistency between the front
and back halves in terms of contingent liabilities discussed is
important.

A clear vision | Annual report insights 2016

Financial instruments disclosures, especially the detail
given in disclosures concerning items in level 3 of the

fair value hierarchy. Companies should ensure that level

3 disclosures are sufficiently detailed and robust and
provide sufficient quantitative information about significant
unobservable inputs. Companies should also ensure that
credit risk disclosures cover all financial receivables.

Tax accounting is another current hot topic, with some
potential issues being:

- including only current tax in the effective tax rate
reconciliation;

- inappropriate aggregation of reconciling items or unclear
description of them;

- inadequate justification to support recognition of deferred
tax assets that are dependent on future profitability - this
is particularly relevant for loss-making businesses; and

- lack of clarity around the treatment of tax on share-based
payments.

The FRC is currently undertaking a thematic review of tax

reporting by FTSE 350 companies", which is expected to
conclude in the near future.
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Misclassification of items in cash-flow statements and
inappropriate netting of cash flows continue to crop up
in the FRC's reviews of accounts, although they are less
prevalent than in the past. Companies should also pay
attention to the classification of unusual or non-recurring
cash flows, as it may still be correct to classify them as
operating items.

Disclosure issues relating to intangible assets, in particular
the treatment of research and development expenditure,
amortisation method and the distinction between internally
generated and acquired intangibles. The need to separately
identify individually significant intangible assets should also
not be overlooked.

Capital management disclosures should include a clear
identification of what is managed as capital, including
quantitative data, and this should be consistent with the
narrative reports. Capital management policies should also
be clear and company-specific.

A clear vision | Annual report insights 2016

* Judgements relating to the identification of subsidiaries and
joint arrangements remain on the regulatory radar due to
the relative newness of IFRS 10 and IFRS 11. Companies need
to ensure that they correctly identify situations in which they
have control or joint control of another entity and disclose
the judgements involved. De facto control in particularis a
highly judgemental area.

Other financial statements presentation issues, such

as inappropriate aggregation of items like accruals and
deferred income or different classes of property, plant

and equipment, failure to identify whether items of other
comprehensive income would subsequently be recycled to
the income statement and failure to include a description of
material leasing arrangements.

Complex supplier arrangements are still a hot topic
following the FRC's press release on this subject a couple
of years ago. Retailers should ensure that their disclosures
about such arrangements give clear and relevant
information to investors.
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On the horizon
Looking further ahead, the table to the right shows
other new standards and amendments published by

the IASB, along with their effective dates and EU endorsement
status.

Note that the European Commission has decided not to
endorse [FRS 14 - Regulatory Deferral Accounts for use in
Europe.

In addition to these items, at the time of writing the IASB also
has, inter alia, ongoing projects to develop:

¢ a new standard dealing with insurance contracts;

* revisions to the Conceptual Framework for Financial
Reporting; and

* the disclosure initiative, a broad-based initiative to explore
how IFRS disclosures can be improved.

A clear vision | Annual report insights 2016

Title

Per IASB IFRSs, mandatory Per EU-endorsed IFRSs,
for accounting periods mandatory for accounting
starting on or after: periods starting on or after:

Amendments to IAS 12 (Jan 2016) --Recognition of Deferred Tax

Assets for Unrealised Losses

TBC - endorsement expected

1 January 2017 042016

Amendments to IAS 7 (Jan 2016) - Disclosure Initiative

TBC - endorsement expected

1 January 2017 042016

IFRS 9 - Financial Instruments

TBC - endorsement expected

1 January 2018 042016

IFRS 15 - Revenue from Contracts with Customers

TBC - endorsement expected

1 2018
January Q42016

Clarifications to IFRS 15 Revenue from Contracts with
Customers (Apr 2016)

TBC - endorsement expected

1 January 2018 1 2017

Amendments to IFRS 2 (Jun 2016) - Classification and
Measurement of Share-based Payment Transactions

TBC - endorsement expected

1 January 2018 2 2017

IFRS 16 — Leases

TBC - endorsement expected

1 January 2019 2017

Amendments to IFRS 10 and IAS 28 (Sep 2014) — Sale or
Contribution of Assets between an Investor and its Associate

orJoint Venture

Postponed - awaiting
completion of the IASB's project
on ‘Elimination of gains or
losses arising from transactions
between an entity and its
associate or joint venture’

Deferred indefinitely
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http://www.iasplus.com/en/publications/global/ifrs-in-focus/2014/ifrs-14
http://www.iasplus.com/en-gb/projects/iasb-and-ifrs-projects/major/insurance
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http://www.iasplus.com/en-gb/projects/iasb-and-ifrs-projects/major/conceptual-framework-iasb
http://www.iasplus.com/en-gb/projects/iasb-and-ifrs-projects/major/disclosure-initiative-overview
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w
Top Tips * Consider the level of consistency between the financial * The format of the annual report. This year only 18% (2015: o
e Demonstrating linkage helps users get a holistic reporting issues discussed in the audit committee report, 29%) of companies chose to present a HTML version of
understanding of the business by appreciating the the key risks covered in the audit report and the critical their report, showing that most now see that going to the -
relationships between the various sections of the report accounting judgements and key sources of estimation cost and effort of producing a HTML version is of little
such as objectives, strategy, KPIs and risks. 13 companies uncertainty identified by management. The FRC has indicated benefit when the majority of investors prefer reports in a o
demonstrated a comprehensive degree of linkage between they will challenge unjustified inconsistencies between these PDF format. However, few companies have responded to
the different pieces of information presented in their reports. Complete consistency should not be seen as a investors' views on effective digital communications, as ©
report. goal, although ten of the companies we surveyed did show expressed in the FRC's Financial Reporting Lab’s Digital
complete consistency in the issues discussed. present report'®, with all 100 companies presenting their 2
 Consider the application of materiality to both financial and report in portrait, 91 companies using multiple columns
non-financial matters in order to create a clearer and more Keep an eye on of text and 66 companies using double page spreads to -
concise report. The length of the annual reports surveyed * Ways to create a clear and concise report. For example, 75% present information. All three factors are considered to
increased by an average of eight pages (2015: 12 pages) this of companies who presented their remuneration policy in inhibit the readability of a document for a digital user. -
year, the seventh consecutive year where there has been full had not had a change in remuneration policy during the
an increase in length. 34 companies (2015: 33) referred to year and were therefore not required to do so. Whilst some Introduction =
materiality within the annual report, although the process companies may be reluctant not to provide the full policy In this chapter we examine various overall trends across
for determining materiality was only discussed by three due to the current media focus on pay disclosures, a well- the annual reports surveyed. The areas that we look at are 2
companies for financial matters and 11 companies for non- constructed summary can be more useful to an investor in guided by the FRC's Communication Principles (included
financial matters. their understanding of the remuneration policy and the in the FRC's Guidance on the Strategic Report') and the =
related disclosures. <IR> Framework’s Guiding Principles?. Both of these sets E
* Bear in mind the benefits that can be realised through of principles consider the content of the annual report and -
applying the principles of integrated thinking when * The linkage between directors’ remuneration performance the presentation of information therein, including discussion
managing your business. More businesses appear to measures and key performance indicators (KPIs). Such around connectivity, conciseness, and balance. é’
be doing this, judging by the increasing number that are linkage helps provide users with a deeper understanding of a z
following the integrated reporting framework in putting company’s incentivisation policies and gives a clear indication
together their annual reports. Eight (2015: two) explicitly as to how measures used to assess the performance of the A
stated that their report follows the <IR>framework or company might impact directors’ remuneration. 76% (2015: 3
referred to it as an ‘integrated report”. 68%) of companies used metrics in their performance §
related directors' remuneration which were also KPIs.
>
18  http/www.iasplus.com/en-gb/news/2015/05/fr-lab-report-digital-reporting é
19  https://www.frc.org.uk/Our-Work/Publications/Accounting-and-Reporting-Policy/Guidance-on-the-Strategic-Report.pdf é

20 http:/integratedreporting.org/wp-content/uploads/2013/12/13-12-08-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf
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FRC's Communication Principles

* The strategic report should be comprehensive
but concise.

The strategic report should highlight and
explain linkages between pieces of information
presented within the strategic report and in the
annual report more broadly.

The strategic report should be fair, balanced
and understandable.

Section 5 of the FRC Guidance also includes
guidance on applying the concept of materiality
to the strategic report.

Where appropriate, information in the
strategic report should have a forward-looking
orientation.

The strategic report should provide information
that is entity-specific.

The structure and presentation of the strategic
report should be reviewed annually to ensure
that it continues to meet its objectives in an
efficient and effective manner.

The content of the strategic report should be
reviewed annually to ensure that it continues
to be relevant in the current period.

<IR> Framework Guiding
Principles

Conciseness

Connectivity of information
Stakeholder relationships

Materiality

Strategic focus and future orientation

Consistency and comparability

000069

We have considered the following specific areas.

* The length of the annual report - a crude but useful
measure of whether reports are becoming clearer and more
concise.

21 http://www.iasplus.com/en-gb/publications/research/remuneration-
disclosure-research
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* The quality of linkage demonstrated between elements of
the annual report - an area of greater importance given the
ever-increasing length of reports. A good annual report tells
the story of the organisation, giving a reader a holistic view
of the business. One particular area that we have looked at
in detail is the degree of consistency between the significant
financial reporting issues discussed in the audit committee
report, the key risks reported by the auditor and the critical
judgements and key sources of estimation uncertainty
disclosed in the financial statements.

Discussion of the company’s relationships with stakeholder
groups - something that demonstrates the growing
acknowledgement that a company's licence to operate
comes not just from the financial investment of its
shareholders but also from a wider perception of corporate
citizenship and that its ability to create sustainable long-term
value depends on broader social and environmental factors.

The application of materiality - a linchpin in the drive to
produce relevant, clear and concise reports.

Directors’ remuneration reporting - an area of great public
scrutiny at the moment, particularly in the light of research?’
that casts doubt on the effectiveness of the 2013 changes

in remuneration reporting requirements in achieving their
aim of improving the link between pay and performance and
curbing excessive CEO pay.
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* The extent to which companies have adopted the
recommendations of the Financial Reporting Lab'’s Digital
Present report - in recognition of the fact that an ever-
increasing proportion of investors use the annual report as
an electronic document.

The speed with which companies report their results to
the market and the way in which those results are initially
reported.

* The way in which reports from the chairman and CEO
are included in the annual report - another area in which
there are potential gains to be made in terms of making the
report clearer and more concise, by reducing duplication of
information.

Length of the report

Our survey results show an average increase in the report
length of eight pages from those surveyed in 2015 (see Figures
4.1 and 4.2); this is the seventh consecutive year of increases
in the annual report length. This increase was driven by a

five page increase in financial statements, and a three page
increase in narrative. The increase in the back half was mainly
due to the changes in Company Law which now require
companies to include a full listing of related undertakings
within the annual financial statements where previously

this could have been included as an appendix to the annual
return??. Across our sample these lists ranged from one to

19 pages in length, with an average of three pages.

22 http//www.iasplus.com/en-gb/news/2015/07/accounting-regulations-

subsidiary-listing
23 https://www.frc.org.uk/Our-Work/Publications/Corporate-Reporting-
Review/Corporate-Reporting-Review-Annual-Report-2015.pdf

Previously, companies were only required to disclose their
‘principal’ subsidiaries and other significant holdings in the
annual financial statements, which was unlikely to be more
than a page in length. The increase could also be partly

down to an increase in the length of disclosures concerning
the impact of new accounting developments, such as IFRS

9 Financial Instruments, IFRS 15 Revenue from Contracts

with Customers and IFRS 16 Leases where reporters have to
consider the impact future standards will have on the financial
statements.

The increase in the front half is likely down to the changes in
the UK Corporate Governance Code, which were effective from
1 October 2014 and required companies to, amongst other
things, enhance their principal risk disclosures (see chapter 8)
and also include a viability statement setting out the directors’
assessment of the longer term outlook for the company (see
chapter 9). Another possibility is an increase in the use of

case studies by companies - while these can help to bring a
company'’s story to life a careful balance needs to be struck to
avoid breaking up the flow of the report too much.

With annual reports being as long as they are these days,
companies should make sure they make their reports easy for
users to navigate. There are several ways to do this, including
making sure there is a clear and logical layout, use of cross
referencing, inclusion of contents pages for individual sections
and creating a navigable PDF (see later).

A clear vision | Annual report insights 2016

Fig 4.1 How has the average length of the annual report
changed over time?
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Figure 4.2 How long is the annual report?
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Average percentage of the report which consisted of 2016 2015
narrative information (i.e. not financial statements)

Overall 60% 59%
FTSE 350 61%  62%
Others 58% 56%

This has remained broadly consistent, though it is encouraging that
smaller companies may be putting more effort into helping the user
to better understand the company'’s story, an area where the FRC felt
some small companies were previously struggling.2
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L|r.1kage.and connectivity ‘ . The idea of <IR> connectivity s a reflection of this integrated It was encogragmg to see that 83% ofthe companies vvg
This section focuses on the overarching concept of linkage. thinking within an organisation, with all the parts of the organisation surveyed displayed some degree of linkage. 13 companies 2
Linkage, or connectivity as it is referred to in the <IR> acting and moving together. For those companies that have adopted displayed a comprehensive level of linkage between various
Framework, involves demonstrating relationships and such integrated thinking we would expect this to be apparent in sections of the report. This was an encouraging statistic and a ~
. . ) ) . . their annual report through a high level of connectivity. . . 0 )
interdependencies between information disclosed in the o L moderate increase on the prior year where 10% of companies
! : T To demonstrate <IR> connectivity an organisation would ) )

report in order to help give a user a holistic view of the therefore have to show a high level of linkage to illustrate the demonstrated a comprehensive level of linkage. Good ©
company. interdependencies and relationships existing between the examples of how this linkage can be demonstrated are given

information as a result of the organisation and its operations by G4S plc (Example 4.1) and Marks and Spencer Group plc ©

) . . ) being considered as a coherent whole.

Linkage should not be confused with signposting/cross- (Example 4.2).
referencing. Signposting consists merely of providing )
assistance to users in navigating around the annual report,
while linkage relates to the underlying relationships and Whether the reader feels they have a holistic view of the We have assessed various individual areas of linkage in our =
interdependencies between information presented in different  business is subjective and assessing how connected a report ~ survey, which are discussed in the report as set out below.
sections of the report. Signposting can be used to illustrate is not an exact science. The FRC Guidance provides a number o
where linkage exists between different sections of the report, of examples of how linkage can be achieved. It differentiates . . .

) i . ) ) ) i i ) Linkage between Discussed in chapter N
but the existence of signposting does not mean that clear between 'linkage’ and ‘signposting’, with the latter being simple ®
linkage exists, and equally good linkage can be evident in a cross-references between sections of the annual report Remuneration and KPIs 4
report even if it is not clearly signposted. e.g. KPIs and strategic objectives, or to where more detail is Obijectives, strategy, business . =

provided. model, KPIs, risks and CR
>
d d . fthe link J d KPIs and strategy 7 E
<IR> Connectivity In order to determine a measure of the linkage demonstrate - x
The FRC's principle of linkage is very much consistent with by the companies surveyed, the extent to which various Risks, strategy and KPIs 8
connectivity of information, one of the guiding principles of <IR>. sections of the report were clearly linked to the other sections =
However, the FRC Guidance does not explicitly encompass the was considered. We considered the linkage between various 3
key factor of integrated thinking - the active consideration by an . fth f | hether it sh he risk X
organisation of the relationships between its various operating and sections ofthe report, for example, wnetner it Snows the risks ~
functional units and the capitals that the organisation either uses that relate to each element of the strategy or how the KPIs
or affects. relate to the measures used to assess directors’ remuneration. ()
3
&
(]
i
P
Q
o
C
a
a
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<IR> Narrative

Along with the increase in the number of companies demonstrating
a comprehensive level of linkage, there was also an increase in the
number of companies mentioning integrated reporting, with 12
companies (2015: seven) specifically referring to <IR> in their annual
reports. Of these:

four (2015: two) indicated that their annual reports were prepared
in line with the principles of the <IR> Framework, two of these
companies being FTSE 100 (the same two preparing reports in line
with the <IR> Framework in the prior year), the other two being
FTSE 250;

two (2015: two) noted that they are currently taking steps to
reportin an increasingly integrated way;

four referred to an‘Integrated approach’ in preparing the annual
report, or referred to the report as an ‘Integrated report’ but did
not specifically mention the <IR> Framework;

one (2015: one) noted that the audit committee had discussed the
presentation of the annual report in the context of <IR>; and

one specifically mentioned that they had “chosen not to
prepare an integrated report” although they had included a
comprehensive overview of non-financial performance.

A clear vision | Annual report insights 2016

Linkage between risks identified by the audit
committee, auditor and management

As part of our survey, we identified the most common
matters noted by audit committees (as part of their analysis
of significant financial reporting issues), auditors (based on
the risks of material misstatements reported in their audit
reports); and management (as part of their disclosure of
critical accounting judgements and key sources of estimation
uncertainty). Although these are all different requirements,
there is a significant degree of overlap between them and

so we would expect to see a degree of consistency in the
issues discussed. We would expect the consistency between
the audit committee report and financial statements to be
the closest, since these are both written from an internal
perspective whereas the audit report is based on an
independent, external viewpoint. In relation to this, the FRC
have indicated that, when companies’ annual reports are
reviewed by their Conduct Committee, they may challenge
companies where the audit committee report or audit report
mentions judgements or estimates that are not identified

in the financial statements. For more information on the
discussion of significant financial reporting issued by audit
committees see chapter 12 and for further detail on the
reporting of critical judgements and key sources of estimation
uncertainty see chapter 14.

For 14 of the companies in our sample there was complete
consistency between the issues discussed by the audit
committee and those identified by management, with ten
of these also showing complete consistency with the risks
identified by the auditor. On the other hand, for four of the
companies we looked at there were no consistent topics
identified across all three sections.
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Figure 4.3 shows the risks that were most commonly identified
either by audit committees, auditors or management across
the companies we surveyed.

Figure 4.3 What are the most common risks identified
either by audit committees, auditors or management?
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In particular, in relation to these risks we noted the following.

i. The risks identified in relation to goodwill and acquisitions
were usually focused on (i) acquisition accounting (including
identification and measurement of assets and liabilities
acquired), and (i) impairment of goodwill and intangible
assets acquired (particularly around key judgements and
assumptions to estimate the recoverability of the CGUSs).

In some cases, audit committees also mentioned a risk
regarding disclosure in these areas.

ii. The risks identified in relation to revenue recognition
included a wide range of estimates and judgements
regarding topics such as: cut-off; multiple arrangements;
long term contracts; loyalty schemes; refunds; and gross vs
net (principal vs agent) presentation.

iii. Tax is in general considered a key risk by management in
companies that operate in multiple jurisdictions because
they consider the assessment of uncertain tax positions to
be an area of significant judgement. Other areas mentioned
were the recoverability of tax losses carried forward and
assessment of deferred taxes.

iv. The risks identified in relation to current assets primarily
related to the assessment of provisions against accounts
receivable and inventory.

v. Going concern was in general an area of focus of audit

committees and auditors. The main reasons mentioned
were the following (i) assessment for the appropriateness
of the going concern assumption (including disclosures); (ii)
the potential implications for the going concern assumption
when the entity has restrictive covenants; and (iii) liquidity
risks and the economic environment.

A clear vision | Annual report insights 2016

Generally the risks noted above are consistent with the
areas identified by the FRC Conduct Committee in their
Corporate Reporting Review Annual Report 2015 as areas
of challenge, although consideration of current assets is an
area not specifically identified by the FRC as a focus in their
work. Other areas identified by the FRC but not by so many
of the companies we surveyed include the identification of
exceptional items, which was identified as a key risk more
commonly by audit committees than the other groups; and
the risk of cash flow misclassification which was not identified
by any of the companies in our survey.

The table below shows other risks that were considered either
by audit committees, auditors or management across the
companies in our sample.

Risk Number of companies
Share-based payments 9
Investment property valuation 9
Determination of joint venture or joint 5
operation

Basis for consolidation 9
Complex supplier agreements 13
Leases 7
Viability statement 18
Management override of controls 7
Internal control 1
Fair, balanced and understandable 5
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Figure 4.4 shows the number of companies for which the risks
listed were only identified as key by audit committees (but not
by auditors or management).

Figure 4.4 What are the most common risks identified
primarily by audit committees as part of their annual
report analysis?
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In relation to the risks noted above, it is not surprising that
the viability statement and fair, balanced and understandable
are discussed only by audit committees - these would not be
expected to be a risk for the auditor or be a critical accounting
judgement. However, (i) the risk related to management
override of control and internal control was also identified as
a key risk by auditors only in three cases and in five cases by
both audit committees and auditors; (ii) the identification of
exceptional items was also identified as a key risk by both audit
committee and management in four cases and by both the
audit committee and auditor in seven cases.

Figure 4.5 shows the number of companies for which the
risks listed were identified by management as part of their
disclosures of critical accounting judgements and key sources
of estimation uncertainty but not considered as a key risk by
audit committees or auditors.

Figure 4.5 What are the risks identified only by management
as part of their disclosure of critical accounting judgements
and key sources of estimation uncertainty?
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This graph highlights that, where there were differences
between the areas considered by the three groups, it was
most common for management to consider a wider range
of risks as compared to audit committees and auditors.

For example, we noted that in cases where management
considered there to be estimates or judgements related to
share-based payments, the basis for consolidation and joint
arrangement determination and leases, these were rarely
considered significant by the audit committee or auditor.
This could be due to different views of materiality applied by
management compared to the auditor, meaning that the areas
reported by management in complying with IAS 1 would not
necessarily represent key risks in the view of the auditors.

One other area in which there was a noticeable difference
between the three sections of the report was in the
identification of the risk of revenue recognition. For twelve

of the companies surveyed this was identified as a risk area
by the audit committee and auditor despite the fact that
management had not identified any critical judgements or
key sources of estimation uncertainty in relation to it. It is
possible that this is because revenue recognition is deemed a
presumed risk by Auditing Standards, in recognition of the fact
that it is usually one of the most significant numbers to a user
of the financial statements.
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Stakeholder engagement

The FRC Guidance? stresses the importance of engaging with
stakeholders, and also goes as far as to say that the annual
report should address issues relevant to stakeholders where,
because of the influence of those issues on the performance,
position and future prospects of the company, they are also
material to shareholders. One of the most important ways in
which a company can acknowledge how it interacts with its
stakeholders is by discussing how it takes into account their
needs and interests, and responds to them in its business
model - this is discussed in chapter 6. The importance of
stakeholder engagement is also a guiding principle in the <IR>
Framework. Figure 4.6 shows the stakeholders referred to by
the companies in our sample.

A good example of discussing stakeholder engagement is
given by Paypoint Plc (Example 4.3).

<IR> Stakeholder engagement

A company’s value is not created within a company alone; it is
dependent on and influenced by the external environment,
relationships with stakeholders and other resources. An integrated
report should provide insight into the nature and quality of
relationships with key stakeholders, including how and to what
extent the organisation understands, takes into account and
responds to their legitimate needs and interests. It is by doing this
that it can demonstrate how the company creates value over time.

24 FRC Guidance, Section 3.4

Figure 4.6 What different stakeholders are referred to?
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Number of companies referring 2016 2015
to stakeholders other than
shareholders in their annual

report
Yes 93 90
No 7 10

The moderate increase suggests companies are increasingly seeing
the importance of stakeholders in a company’s ability to create value.
Consistent with the prior year, the most common stakeholders (other
than shareholders) referred to were customers and employees (see
Figure 4.7). Other stakeholders mentioned were mainly references to
the environment or simply a generic reference to ‘other’ stakeholders
with no definition.

Number of companies that 2016 2015
referred to stakeholders other
than shareholders, but did not
clearly define who these were

Overall 35 24
FTSE 350 20 12
Others 15 12

Many companies are still not including a clear disclosure of the specific
parties (other than shareholders) that they consider to be their key
stakeholders. This was evidenced in some companies with a ‘Dialogue
with stakeholders’ section, which referred only to how the company
communicated with its shareholders, with no discussion of other
stakeholders.
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Number of companies describing 2016 2015
the nature and quality of the

company'’s relationships with its

key stakeholders (e.g. any process

of communication & feedback

with them)

Yes, for a variety of stakeholders 21 23
Yes, but just for shareholders 72 60
No 7 17

Itis disappointing not to see an increase in this statistic given the
importance of these relationships in demonstrating how a company
creates value. 72 companies did however describe the nature and
quality of their relationships with shareholders, an increase of 12 on
the prior year. This was usually demonstrated through a ‘Shareholder
Communications’ paragraph within the Corporate Governance section.
Good examples of stakeholder engagement were given by Paypoint Plc
(Example 4.3), The Weir Group PLC and Morgan Sindall Group plc.

Materiality

Applying materiality involves assessing the likelihood that
including or excluding an item, or changing how it is presented
will affect the decisions made by the primary users of the
report (the shareholders). Itis a key judgment which reporters
have to make, and when effectively applied, will help to
produce clear, concise and relevant reporting. The FRC noted
in their Corporate Reporting Review Annual Report 2015 (CRR

25 FRC's Guidance on the Strategic Report, Section 5.3

26 http://www.iasplus.com/en-gb/publications/global/thinking-
allowed/2015/materialit

27  http//www.iasplus.com/en-gb/news/2015/10/materialit

28  https:/www.globalreporting.org/standards/g4/Pages/default.aspx

Report) that judgements around materiality are a key area of
importance to investors and will be an area of future focus
for them as a result of concern about how some companies
were assessing materiality. Within both the CRR Report

and the FRC Guidance?, it is made clear that materiality is
entity-specific and should be based on both quantitative

and qualitative factors. Deloitte’s publication Thinking
allowed - Materiality’® and the IASB's draft Practice Statement
Application of Materiality to Financial Statements?’ both

give further guidance on considerations when determining
whether information is material or not. 34 companies (2015:
33) referred to materiality, whether financial or non-financial,
within the annual reports that we surveyed this year. Good
examples of materiality disclosures are given by Mondi Group
(Example 4.4) and Premier Oil plc (Example 4.5).

The Global Reporting Initiative (GRI) has developed their own
sustainability reporting guidelines, the latest version of which
is referred to as G4%8.The G4 guidelines emphasise the need
for companies to focus on reporting on those issues which
are material to their business and key stakeholders. This
materiality focus is intended to make reports more relevant,
credible and user-friendly. However, it should be noted that
the reporting referred to in the GRI guidelines is focused more
on a company's sustainability report, rather than the annual
report itself. Therefore the GRI guidance on materiality, which
was the source of the discussion for many companies in our
sample, does not necessarily give appropriate guidance when
determining materiality in the context of the annual report.

A clear vision | Annual report insights 2016

<IR> Materiality

The <IR>Framework requires an integrated report to disclose
information about matters that substantively affect the organisation’s
ability to create value over the short, medium and long termi.e. those
matters which are material. Similarly, materiality needs to be applied
when considering how to apply the guiding principle of conciseness.
From the stakeholder engagement process, companies should have

a better understanding of what matters to each stakeholder group,
what their particular needs and interests in the company are, and how
this impacts the company. This then feeds directly into the materiality
determination process, which the <IR> Framework sets out as:

 identifying relevant matters based on their ability to affect value
creation;

evaluating the importance of relevant matters in terms of their
known or potential effect on value creation;

e prioritising the matters based on their relative importance; and
e determining the information to disclose about material matters.

To be most effective, the materiality determination process is
integrated into the company’s management processes and includes
regular engagement with stakeholders to ensure the integrated
report meets its primary purpose. For more information on value
creation, see chapter 6.
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Number of companies that referred to financial 2016
statement materiality, or those charged with
governance's (TCWG) process to determine this

Yes - process discussed 3
Yes - mentioned but did not discuss process 14
No 83

Generally discussions around financial statement materiality were
located within the audit committee report in the committee’s discussion
with external auditors.

Number of companies that mentioned materiality 2016
for non-financial items e.g. sustainability or
TCWG's process to determine this

Yes - process discussed 1
Yes - mentioned but did not discuss process 12
No 77

11 companies discussed the process for determining their materiality
threshold. This was usually in the context of risk determination, GHG
carbon emissions or sustainability in general. Some reporters had also
complied with the GRI's G4 sustainability reporting guidelines, which
focuses on reporting those issues which are material to the business
and key stakeholders, with a concentration on sustainability matters.

Directors’ remuneration reporting

The FRC's update to the UK Corporate Governance Code
made some minor changes to the requirements in respect
of directors’ remuneration to ensure boards focus on the
long term success of the company and to include clawback
provisions within the remuneration policy. Overall these

changes have not had a significant effect on the length of
directors’ remuneration reports, with report lengths staying
consistent with the prior year at 17 pages - see Figure 4.7.

Figure 4.7 How long, on average, is the directors’
remuneration report?

20

15 1 1
0 10 10
()
% 10 7 7
o

> 7 7 6 6

0

2016 2015 2016 2016 2016 2015
Overall FTSE 350 Others

B Remuneration policy M Annual report on remuneration

[ Other information

There has been an increase in the number companies
providing a summary of their remuneration policy with only 61
companies (as per Figure 4.8) disclosing their remuneration
policy in full, compared to 73 in the prior year. This is an
encouraging trend as providing a summarised remuneration
policy, sufficient to understand the remuneration disclosures
of the report, helps produce a more clear and concise report.
Company Law requires the full remuneration policy to be
included in the annual report in the financial year preceding
the shareholders’ vote on the policy (every three years), or
when there has been a change in policy. For companies that

A clear vision | Annual report insights 2016

have not had a change of policy since they first presented one
in their 2013/14 report, the 2016/17 annual report will need
to contain a revised policy since the next mandatory vote will
be required at the 2017 AGM. It was interesting to note that,
of the 61 companies that included the policy in full, only 25%
had a change in policy since the prior year. This shows that
there is still plenty more scope to make reports more concise.
Whilst some companies may be reluctant not to provide the
full policy due to the current media focus on pay disclosures, a
well-constructed summary can be more useful to an investor
in their understanding of the remuneration policy and their
related disclosures.

Figure 4.8 What percentage of companies disclose their
remuneration policy in full?

39%

61%

B Full policy M Summary policy
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Demonstrating linkage between the measures used to
determine a company’s directors’ remuneration, KPIs

and business strategy helps provide users with a deeper
understanding of a company's incentivisation polices and
gives a clear indication as to how measures used to assess
the performance of the company might impact a director’s
remuneration - see Figure 4.9. Of the companies showing at
least some linkage, 31% also demonstrated linkage between
the relevant KPIs and the company’s business strategy,
although only 9% clearly linked all pay-related KPIs to
business strategy. Marks and Spencer Group Plc (Example
4.6) demonstrated this linkage effectively in their Annual
Report and Financial Statements 2016, showing clearly in
their remuneration report the alignment between strategic
objectives, KPIs and the relevant incentive.

Figure 4.9 Are metrics used for performance related pay
included within the company's KPIs (both financial and
non-financial)?

80%

70% 61% G54
60%
50%
40% 24%
30% 32%
20%
0% I =
None Some All
MW 2016 M 2015

As companies take a more integrated view on reporting and
how a business creates value, non-financial performance
measures are becoming common in determining the level of
directors’' remuneration. As shown by Figure 4.10 below, of the
47 companies that used non-financial performance measures,
a measure related to the strategic development was the most
popular with 41 companies including one. Other popular
measures were those relating to operational performance

(24 companies) and people (21 companies). As companies
take a more integrated approach to their business and see the
importance of various stakeholders in creating value for the
business, it is likely that non-financial performance measures
will become increasingly more popular in determining the level
of directors’ remuneration.

Figure 4.10 Which non-financial measures are used to
determine performance related pay?

Personal performance _ 19

Business development
People

Governance and leadership
Health and safety
Operational performance
Stakeholder relations
Organisational structure

Others

0 10 20 30 40 50

Number of companies
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16

Non-financial measures used in 2016 2015
determining performance

related pay

Overall 47 58
FTSE 350 30 42
Others 17 12

Auditor reporting

Since the amendments to ISA (UK & Ireland) 700 The
Independent Auditor’s Report on Financial Statements were
issued in 2013, audit reports have been increasing in length
as auditors include more detailed information regarding the
significant risks of material misstatement and considerations
they have made in respect of determining materiality. This
trend has continued in the current year with the average
length of the report increasing to 4.8 pages (2015: 4.2
pages). Given the increasing length of audit reports, it was
encouraging to see that the number of companies including
a separate audit report (usually for company-only financial
statements) had dropped to ten (2015: 18), potentially as
companies have taken the opportunity to deal with the audit
of the parent company’s financial statements in a combined
audit report as a result of transitioning to new UK GAAP.
Combining these two reports helps create a more clear

and concise report with fewer pages dedicated to auditor
reporting.
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Larger companies had longer reports and saw the greatest
increase with reports rising to 5.1 pages from 4.4 pages,
compared to smaller companies where reports increased by
half a page to 4.5. Larger, more complex companies potentially
contain more risks of material misstatement and more
detailed procedures, compared to their smaller counterparts,
a potential cause of this this difference in the length.

Chairman’s and chief executive’s statements

Neither a chairman'’s statement nor a chief executive’s
statement is required by law, although the Preface of the UK
Corporate Governance Code does note that “Chairmen are
encouraged to report personally in their annual statements”.
The FRC Guidance?® notes that, whilst not required, a statement
from the chairman and/or the chief executive could be included
if it is considered the best way of ensuring the document is

both relevant and understandable. Our survey showed that
companies see both the chairman’s statement and the chief
executive's statement as key parts of the annual report, with

93 companies presenting a chairman’s statement and 77
companies providing a chief executive's statement. 56 of the

77 companies that provided a chief executive's statement did so
as a standalone statement rather than as an introduction to the

29  FRC Guidance on the Strategic Report, Section 3.8

strategic report. Whilst companies clearly see these statements
as an opportunity for those charged with governance to provide
users with an overview of progress of the company, providing a
chief executive's statement as an introduction to the strategic
report, or a combined statement with the chairman, could

be a good opportunity to make the annual report more clear
and concise, as it was noted that there was often duplication
between the issues discussed in the two statements.

Compass Group PLC (Example 4.7) gives a good example
of a statement from the chief executive which was presented
in a question and answer format in their Annual Report 2015,
an effective way of communicating the key issues to investors
over the performance year in a concise manner.

Percentage of companies that included a 2016
chairman’s statement

Overall 92%
FTSE 350 91%
Other 93%

A clear vision | Annual report insights 2016

Percentage of companies that included a 2016
chairman’s statement

Overall 83%
FTSE 350 91%
Other 71%

There was little difference noted between FTSE 350 and Other
companies in their decision to include these statements. Itis clear
companies see a chairman’s statements as a more important disclosure
to users, although it should be noted that of the 17% of companies which
didn’tinclude a statement from the chief executive, 6 companies had a
single person fulfilling both the chief executive and chairman’s role.
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Electronic communications

This section focuses on the format used to make electronic
versions of reports available to users. As noted in the Financial
Reporting Lab publication Digital present®?, a report on

the use of digital media in corporate reporting, PDF is the
preferred digital format for annual reports for the majority

of users. This preference was reflected in our survey results
with all companies surveyed issuing their annual report in

PDF format, as shown by Figure 4.11. The Digital Present
publication discusses a number of benefits of PDFs for both
companies and investors (e.g. it can be downloaded, it is
searchable, it is cheap to produce) and even suggests that
there is no advantage in putting cost and effort into producing
more complex formats such as e-books, interactive PDFs or
enhanced HTMLs. Companies appear to have taken advantage
of this potential saving on time and effort as only 15% of
companies produced an enhanced HTML (i.e. a specifically
designed website to host the content of the annual report)
compared to 27% in 2015 - see Figure 4.12. The number of
companies producing a basic HTML (e.g. an e-book or HTML
version of the PDF) remained broadly consistent with the prior
year at 3% (2015: 2%).

Whilst companies have taken on board investors' views with
respect to HTML publications, very few companies seem to
have considered the other recommendations noted in the
Lab’s report.

30  http://www.iasplus.com/en-gb/news/2015/05/fr-lab-report-digital-
reporting

¢ All 100 companies presented their annual report in portrait
with no alternative landscape version made available on the
company's website. A landscape format fits much better on a
screen for those viewing electronically.

91 companies displayed text in multiple columns despite

the Lab report noting that a single column approach is more
suitable for digital reports and reduces a user’s frustration at
having to scroll up and down the page to be able to view the

report at a readable magnification on-screen.

66 companies presented information on double page
spreads despite the difficulties in reading this information on
screen.

only 17 companies presented a report which was considered
to be, or clearly marked as, printer friendly. Of these, two
provided a separate printer friendly version of the annual
report.

Companies should look to take more consideration of
investors' views with respect to digital communications when
producing their annual report, especially given the number of
investors who will be reading annual reports digitally.

A clear vision | Annual report insights 2016

Figure 4.11 What type of PDF reports are prepared by
companies?

B Basic M Navigable

Figure 4.12 What type of electronic reports are
produced by companies?

100%
82%

80% 71%
60%
40% 27%
20% % 2% =

0% =2 L

No HTML Basic HTML Enhanced HTML

Ml 2016 M 2015
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Reporting timetable

The average reporting times for companies approving their
annual reports this year decreased to 62 days (2015: 65 days),
as shown by Figure 4.13. This decrease occurred in both larger
companies and smaller companies, with FTSE 350 companies
reporting times reducing to 56 days (2015: 58 days) and other
companies seeing a reduction to 71 days (2015: 74 days).

The fastest reporter approved their report in 32 days (2015:
36 days) - marginally faster than the prior year. The slowest
reporter took 120 days to approve their report (2015: 122
days). This overall decrease suggests companies are starting
to plan the annual reporting process more effectively prior

to year-end, such that the work to be performed subsequent
to year end is minimised and information can be released

to shareholders on a timelier basis. Our accompanying
publication Planning your report contains ideas for how to
make this process as efficient as possible.

Figure 4.13 How long did it take to approve the annual
report?

80 74
70 62 65 /1
2 50
o 40
S 30
20
10
0

Overall FTSE 350 Others

MW 2016 M 2015

Preliminary announcements

Providing a preliminary announcement to the market is a
method for companies to demonstrate compliance with
Listing Rule 9.7A.2 (announcement of dividend and distribution
decisions) and DTR 2.2 (disclosure of price sensitive
information). Whilst only voluntary, we continue to see
companies placing importance on making an announcement
to the market prior to the publication of the annual report
with 100% (2015: 99%) of companies making some form of
preliminary announcement.

Format of the first annual result 2016 2015
announcement

Preliminary announcement that
makes clear results still unaudited

Preliminary announcement with no
mention of audit

Preliminary announcement based

on audited results 88 86

Preliminary announcement based

on audited results and includes

a special-purpose audit report 3 0
prepared specifically for the

announcement

Full results in unedited text 1 3

A clear vision | Annual report insights 2016

Median number of days from 2016 2015
year-end to preliminary

announcement

Overall 60 61
FTSE 350 56 57
Others 69 71
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Good practice examples
Example 4.1

G4S plc Integrated Report and Accounts 2015 (p10-11)

Chief Executive’s Review continued

STRATEGY AND
PERFORMANCE

G4S plc clearly links strategic priorities with key risks and KPIs;
there are also cross references to other relevant sections
which helps a user navigate the report.

G4S is the world's
leading global, integrated
security company
specialising in the
delivery of security

and related services

O customers across

six continents.

Our strategy addresses the positive,
long-term demand for our services
and we differentiate the G4S brand
through our values and by investing.
in our customers, our people and
our services.We build valuable,
long-term relationships with our
customers by combining a deep
understanding of their businesses
with our expertise in designing

and delivering industry-leading,
innovative services that protect and
create value for their organisations.

Our strategic priorites are:investing
in people, customers, service
innovation and growth, operational
and service excellence and disciplined
financial management

Our investment proposition

is to provide shareholders with

sustainable, long-term growth in

earnings,cash flow and dividends

* Fora Ul descrption of the group's
principal ik, please see pages

*#* The group has a number of performance.
measures together with it financia key
performance indicators (KPIs). A more
detailed description of the financial
KPls and their 2015 performance is
on page 36 and 37,

10 G4 plc Integrated Report and

A clear vision | Annual report insights 2016

OUR STRATEGY STRATEGIC COMPETITIVE ADVANTAGE KEY RISKS* PROGRESS, PERFORMANCE
PRIORITY MEASURES & KPIs **
We recruit, develop and Investing * Brand + Our trained and skilled people = 130 new senior appointments
deploy the best people in people » Scale and breadith of business are hired by competitors or other « New leadership, operations
in our industry + Investment in selection, training, support bf‘:iﬁf‘ (see Principal risks: People.  and sales training programmes
and development b= « Recruitment and retention
» Recognition, incentives and rewards
We build long-term customer  Investing in + Sector expertise « Failure to understand customers « Customer retention 90%+
relationships based upon customers * Skilled account managers. changing needs « Contract retention 90%-+
trust and understanding of * Account and relationship management * Loss of customers (see Principal
our customers’ business risks: Growth strategy page 52)
and objectives
We design, market and Investing in + Sector expertise « Our service design fall to create « Growing, diversified pipeline
deliver innovative, industry-  growth and + Investment in service innovation adequate value for our customers + Won new work of £1.3bn annual
leading services and solutions  innovation o Tty e Eieed e « Failure to market or deliver services  contract value (£2.4bn total contract
fectively (see Principal risks lue) in 2015
that protect and create value + Investment in sales and business ’eje‘ ively '(see rincipal Ts value) in
for our customers wherever et elivery of core service lines page .+ New services and solutions launched
they operate 51 and Growth strategy page 52) - ~
+ Scale and breadth of market and Integrated service offering
service coverage « Global account wins / growth
« Underlying revenue growth of 40%
We provide our clients Investing + Investment in training, supervision « Our service fals short of customer + Established customer satisfaction
with an outstanding in service and development expectations (see Principal risks: programmes
service experience excellence + Investment in systems and technology SD‘ehvewM of core service lines pige - Efecive account management
+ Skilled account managers e EerateEsEEall) « Improving Net Promoter Score
+ Investment in account and « Retention 905+
relationship management
We have secure, safe, reliable  Investing in * Investing in best in class operating * Failure to comply with standards « Strengthened safety policies
and efficient operations operational and safety standards « Loss of expertise and resources
excellence + Subject matter experts in operations, « Investment fail to deliver benefits  * Successful implementation of
security and safety major restructuring programmes
+ Investment in systems and technology « Lost time incidents
+ Investment in global procurement « Zero harm
+ Investment in restructuring and lean
process design
We manage risk effectively Financial + Standardised risk and contract assessment + Failure to comply with group standards _+ Group-wide capital allocation
and ensure we have profitable, ~ discipline « Investment in skills and expertise « Inefficient capital management and efficiency
cash generative services including * Investment in contract management capability  + Failure to realise expected value * Focused working capital management
portfolio o |vemmer i grETs aiETE e for disposals « Major, accretive portfolio changes
OIETEFETER . « Earnings per share (see page 37)

See Principal risks: Major contracts
page 51

« Operating cash flow (see page 37)

ort and Accounts 2015 GAS ple

1iodas a8steis
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Example 4.2

Marks and Spencer Group plc Annual Report and Financial
Statements 2016 (p12-13

Clearly links together objectives, risks, KPIs and other factors
in a single comprehensive chart.

CORE OBJECTIVES

Group financial
objectives

12
MARKS AND SPENCER CROUP PLC

OUR BUSINESS

CONNECTED VALUE

We are committed to delivering sustainable value for stakeholders.
Here, we summarise how our business model drives value creation,
how the process is managed, and how we measure the value created

INPUTS

Our resources and relationshi

FINANCIAL

OUR PRODUCTS
& CHANNELS

OUR INTELLECTUAL
CAPITAL

OUR
STAKEHOLDERS

RESOURCES

ips
g

BUSINESS MODEL THE M&S DIFFERENCE

A clear vision | Annual report insights 2016

13
ANNUAL REPORT AND FINANCIAL STATEMENTS 2015

© Read more about our Strategic Update on p06-08 @ Read more about our Business model on p10-11

© Read more about KPs on p18-21 @ Read more about Rsk on p27-29

RELATED RISK FACTORS ACCOUNTABILITY PUTS UTCOMES

How our activities deliver financial value

1. Listen & Respond
Understanding our customers’
changing needs informs

every product we makeand
service we offer

2. Strategy & Planning
Robust financial management
ensures we are able to continue

st in our business and
deliver profitable growth for
our shareholders.

3. Develop & Design
New ideas fuel future performance,

4. Source & Buy
We capitalise on the stron

tong-term relationships we have with
our suppliers to deliver efficiencies,
improve margins and drive
profitability without compromising
‘onthe quality of our products.

5. Brand & Sell

Ourbrandiis at the heart of the M&s
difference and we create unique
products that drive financial value.

6. Serve & Engage

Ve buid and maintain customer

the ight talent s central to the future.
of our business

service and inking It to our
employee benefits

Financil i Financia Keyfinancia e —
Thereareanumber of isks related Grouprevenue
tohow we deliver financial value: BOARD Underlying Group PET
"

i

Changngcorsumerberavours Biidsndpershare

4.Clothing &1 SENIOR L¢

andlogites networe

Free cash flow (pre dividend)

paz-46

& Mintegration
©see Remuneration ps2-53

10.International
© See Risk p28-29

© See KPIs p18.

How our activities deliver non-financial value

Non-financial value created

1.Listen & Respond 4. Source 8 Buy Thereareanumberof Total Food customers andaverage
Ourcustomere trustin the MBS e are loading the way on sourcing L T soar> Toatroodeusomersandaverce VY2 ¥e Y5
brandis akey pont of diference  products with integrity to exceed e
customers Total
X smost 1 Clothing Hore transformation IS andaverage rLmberofshops
Sobucustomérsdonthaveto. 5,Brand el i
We have built our brand on robust e Employee engagement score
2. Strategy & Planning standards of responsibly sourced usi i B RoFroductowia
prove efficiency and products and services. S Food satety andiegrty ADVISORY oty G Giiorenips Wit
waste across the business through e
tecflectveuseofourresource  SSevesEngage L eCiothiaome ~ Creenhouse gasermissions Scomms
ine urcing systems. ing our brat e rhvine ethical sourcing (tonnes)
and sourcing syster engagement and participation - OPERATIONAL g 2
3. Develop & Design in-store, online and through Spark E . )
By cultivating talent and Something Good © e Rk p2820 Oenienod
encouraging entreprencurialism, we © See Plan A Report p24-25
havean engaged and autonomous
workforce empowered o develop
innovative new products and ideas.
How our activities deliver strategic value Strategic value created
1. Listen & Respond 4 Source & Thereareanumber ofisksrelated Food Uk revenue
Byanalysing what our customers  Our progress towards a more tohowwe deliver strategic value: BOARD e TGoreaGh)
: ourgrowthplans  flexible and direct sourcing ) s g g
areright for the future of MES, operationis benefiing our Clothing T Ciothing s Food LFLsales growth
2. Strategy & Planning N 2 Changing consumer behaviours UKspacegrowth - Food
By carefully managing our property 5. Brand & Sell = ENIORL K
portfolio, We sell 3 - €
Fightsores n the most convenient  own branded charnelscmpoverng ZClothing&Homesupplychain @ See Governance on pd2-46. Clothing Home gross margin
locatons meanng wecanread souihtneabiyogrovand el o T
Shatainable saies arowth. & Food competition sales growth

3. Develop & Design

fight for our customers.

6. Serve & Engage

duct
quality and choice, we drive growth
¢

strategic
decision starts with our customer

our customers more often,

culture built around giving them
great products and service.

10 nternational
T1.M8S combusiness resilience

© See Risk p28-29

internationai saies
International operating profit
Internationalspace growth
MeS comsales

M&S comweeklysite visits

© See KPIs p20-21
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Example 4.3 Example 4.3 Example 4.4
Paypoint Plc Annual Report 31 March 2016 (p20) o

. ) Environmental matters, employees, social, inity and | rights Our 2015 performance Contents
Clearly demonstrates who the company considers to be its ~

PayPoint is committed to dealing fairly and with a high level of integrity with all its stakeholders,

key stakeholders and the process for interacting with and including clients, retailers, local and We comply

with statutory obligations in all areas and subject our practices to high levels of scrutiny. We

suppo rtin g them. publish results twice each year and provide two interim ing with foe)
reporting and disclosure obligations. This report sets out our approach and the way we measure TR T
our success in dealing with each group of stakeholders. €million s 2-11
euro
Clients and merchants  Retailers and Local iti €957m 1 33 cents ©
Informationon  Over 1,500 clents Over - e
S Y Hn Mt s El‘xﬂcf\egn”?:per share Retur on capital employed
resalling arrangements. aservice to millons ouro cents

(o] %

Example 4.4 o
(0)
Mondi Group Integrated report and financial statements 2015 S N B R 02 Gerts 20.5%

footfall foretallers who serve
M theircommunities. Significant profit improvements across

all business units 12-69

Engagement Provision of ahigh
standard of service to

. . . . . Completed major projects delivering to plan:
A brief but clear example of the considerations which went in e D contributing incremental €50 milion to underlying

. e . e satr agh standard e operating profit in 2015
to determining materiality for the annual report. This clearly e e « Strong capitalinvestment pipeline: €450 millon

elements, including system them. These include local

shows the factors which were considered in determining et ‘mej' pfjﬁems appmveddand m-pr?gm:
s live and work onsiderable progress maae against our five-year

whether financial or non-financial items were considered s iy sustainable development commitments

nights, bake sales and fun

3
.

. runs in order to raise money -
material. 70-133 =
support the Charties whichwed e >

PayPoint s grester han x

'We offer our network to -

collect for certain charities
Judi

carried out tounderstandhow  the BBC's Childrenin
we canimprove our service. Need telethon.
We also invite retailers to

attend an annual forum to >
7 Scope
products and 54%of PayPoint’s ATM. -

obtain retailer feadback networkis ‘speech 134 -216 e
enabled’, the largest e
proportion of an X

i g
regular review meatings with inthe UK. N

dedicated account managers.

€l cl
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Example 4.5
Premier Oil plc 2015 Annual Report and Financial Statements

(p58-59

Another good example of the materiality determination
process with respect to sustainability was provided by Premier
QOil plc. Non-financial issues have been assessed in terms

of their impact on the company and stakeholders, and the
materiality of each issue has been determined on that basis.
This provides users with a clear understanding of how the
Company has determined what issue they consider to be
material.

BB CORPORATE RESPONSIBILITY REVIEW continued

B. Materiality

Premier has assessed and prioritised its material corporate responsibility
issues. This assessment process, which is explained below, draws on
Premier’s existing risk assessment process as well as its stakeholder

engagement activity.

Materiality assessment process

1 2. 3.

Research: Internal review:
Desk-based review of Engagement with
issues in 2015 likely to || functional managers
change the prioriisation || to identify any further
of Premier's 2014 potential adjustments.
selection of material

G4 Aspects.

These include:

Initial adjustment:
Re-prioritisation of
Premier's relevant

G4 Aspects in light
of steps 1 and 2

« Premier's activities
and relationships

* Operating contexts

« Stakeholders

* External events
and trends

4.

Integration of
stakeholder input:
Further adjustment
of Premier's relevant
Gé Aspects in light of:

* Business unit
perceptions of local
stakeholder issues

« Extemal feedback
from our Stakeholder
Forum

5.

Finalisation of the 2015
Materiality Assessment:|
This includes the
consolidation of
Premier's material

G4 Aspects into
higher-level

‘Material Issues”

Corporate responsibility materiality matrix

Impact on stakeholders

Impact on Premier Oil

See our Corporate Responsibity Report 2015 for further detals

Oy

@ Climate change and GHGs
@ Economic contributions
@ Effivents and waste.

) Eromrm s
@ Employee engagement
@ Environment (general)

@ Gerering vaue
e

@ Governance and ethics

@ Humanights
————.

OSgrt

@ Fublic polcy and

@ Responsilesupply
S

@ Learming and development
@ Wordorce

NON-MATERIAL ISSUES
Biodversty
@ Childforced labour
Community impacts
Customer impacts

Generl gievance mechanims
@ Market behaviour
@ Product esponsbity
@ Rosourco s

Materiality assessment process

In line with the Global Reporting
Initiative G4 Guidelines, our annual
corporate responsibility reporting
focuses on our most material issues
Materiality has been assessed (in
conjunction with third party experts)
on the basis of

« The potential/actual impact
of Premier on stakeholders
and their interests

« The potential/actual impact
of stakeholders on Premier
and the achievement of its
business objectives

Material issues

The corporate responsibility materiality
matrix sets out the results of the
assessment process, with arrows
indicating the most significant
changes compared with 2014

A clear vision | Annual report insights 2016

Presentation of an issue as

‘non-material” on this matrix does
not mean itis irrelevant or that it
is not being managed by Premier.

Key changes in Premier's Material Issues
between 2014 and 2015 are indicated
in the matrix and include:

« The new status of ‘Responsible
supply chain management’ as a
Material Issue - reflecting growing
stakeholder expectations and a
regulatory trend towards increased
transparency and disclosure

« Increased prioritisation of ‘Economic
contributions’for both Premier and
its stakeholders - reflecting: (1)
the challenges posed by the
current market environment;
and (2) growing international focus
on tax transparency

Key community investment projects in 2015

Supporting neonatal nurse education

+ Increased prioritisation of ‘Employee
engagement’ for stakeholders —
reflecting the actual and potential
impacts of the low price environment
on Premier's workforce

* Increased prioritisation of ‘Climate
change and GHGs' for both Premier
and its stakeholders - reflecting
growing international consensus
on the need for stronger action to
address man-made climate change.
This has been reflected in the
outcomes of the COP21" meeting
in Paris in December 2015 as well
as public support by a number of
oil and gas majors for fair and
coherent carbon pricing

the United Nations
ch

through Newborns Vietnam, Vietnam

Context
nis a UK-registerec
etnam.

| mortality
bility that can

Actions in 2015

Impacts
The mone:

and it

vided in 2013 not only en
the first challenge ride
but als:

016. C

www.newbornsvietnam.org
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Example 4.6
Marks and Spencer Group plc Annual Report and Financial
Statements 2016 (p58)

This is a good example of linkage between strategy, KPIs and
performance related pay. A cross reference has also been
provided to the section on KPIs where further linkage is
demonstrated to strategy and iconography has been used to
illustrate which KPIs are related to performance related pay.

MARKS AND SPENCER GROUP PLC
'DIRECTORS' REPORT: GOVERNANCE

GOVERNANCE

REMUNERATION REPORT

E IVE DIRECTORS’ REMUNERATION

The Remuneration Committee annuall including P

reviews the senior remuneration arrangements throughout the rest of the  indicators which are integrated in to the
framework and considers whether the go the directors’ incentive schemes. This ensures
existing incentive. P d in current that directors are clearly aligned and
appropriately challenging in the context: incentive schemes and how these align with  motivated to deliver the strategy.

of the business strategy, current external the key performance indicators detailed on

guidelines and a range of internal factors pages 18 to 21 As shown, there is a strong

FIGURE 8: STRATEGIC ALIGNMENT OF PAY @ see KPis on p18-21

FIGURE 9: TOTAL SINGLE FIGURE REMUNERATION (audited)

satary [l Benefi Total
Bonust
£000 ‘2000
Director vear

Marc Bolland 2015/16 o75 21 622
201415 975 19 596
Patrick Bousquet-Chavanne 201516 541 38 366
2014/15 525 36 222
John Dixon' 2015/16 177 7 0
2014/15 600 2 217
Steve Rowe 2015/16. 549 34 230
2014/15 525 2 653
Laura Wade-Gery? 2015/16 283 18 207
201415 552 2 219
Helen Weir 2015/16 590, 208 620
201415 - - - - -
ounts sho o 7 on 16 1y 2015
2 s 2015/16forL o o 5, catul .
onpage s srep: o o ncl o ipense Thiswas paid
2 cqualnstalments.
4 Company o A s
B < 5 thatime of vesting The- ting i 2015716
montna ce from 4 January 2016- | Apri 201635 end o s value lso
b payabie i uly 2016 res wilbe restated n s
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http://annualreport.marksandspencer.com/M&S_AnnualReport_2016.pdf#page=60

Example 4.7
Compass Group PLC Annual Report 2015 (p8-9)

A concise chief executive’s statement presented in the format
of a question and answer session. The topics discussed were
not duplicated in the chairman'’s statement and the statement
provided a concise summary to users of the issues relevant

to an understanding of the performance and position of the
company.

Strategic report

A clear vision | Annual report insights 2016

CHIEF EXECUTIVE'S STATEMENT

CREATING SHAREHOLDER VALUE
THROUGH DISCIPLINED GROWTH

(14

Compass has had another
strong year. Performance
in North America continues
to be excellent, growth in

Europe &
and, despite some challer

apan is accele

our Fast Growing &
Emerging region continues
to perform well.

WHAT WAS REVENUE GROWTH
IN THE YEAR?

Revenue for the Group increased by 5.8%
on an organic basis. Underlying revenue at
reported rates increased by 4.6%, reflecting
the strengthening of sterling against many of
the Group's key currencies, which was partly
offset by the benefit of the strengthening of
the US dollar.

New business wins were 8.8%, driven by a
strong performance in MAP 1 (client sales
and marketing) in North America and Fast
Growing & Emerging and accelerating growth
in Europe & Japan. Our retention rate
improved and is now 94.5%, reflecting our
ongoing focus and investment.

We aim to increase consumer participation
and spend through MAP 2 (consumer sales
and marketing) initiatives. This, combined with

revenue growth of 2.5%, reflecting modest
price increases and improving volumes in
North America and Europe & Japan. In Fast
Growing & Emerging, we have seen like for
like weakness in some emerging markets
and in our Offshore & Remote business.

WHAT ACTIONS ARE YOU TAKING
TO ADDRESS THE WEAKNESS IN
EMERGING MARKETS AND IN THE
OFFSHORE & REMOTE BUSINESS?

On 29 July 2015, we announced that
in addition to our ongoing restructuring
activities — which partly help us deliver yearly
efficiencies - we are proactively reducing the
cost base in our Offshore & Remote business
globally and in some emerging markets. This
incremental restructuring cost of around

£50 millon will be included in operating
profit. In 2015, we incurred a £26 million
charge, most of which was for labour cost
reductions, with £9 million non-cash. We
expect the remaining £20-25 million of
restructuring costs to be incurred in 2016.

0 WHAT HAPPENED TO OPERATING
PROFIT AND OPERATING MARGIN
IN 20157

Excluding the impact of the restructuring,

organic operating profit increased by 6.5%

and the underlying operating margin improved

by 10 basis points as we continue to drive

efficiencies across the business using our
and r

amore benign environment
in many of our markets, resulted in like for like

8 Compass Group PLC AnnualReport 2

ramework,

MAP. We have maintained our focus on MAP 3
(cost of food) with initiatives such as menu
planning and supplier rationalisation, as well
as continually optimising MAP 4 (labour and

in unit costs) and MAP 5 (above unit costs).
These efficiencies are helping us to invest to
support the exciting growth opportunities

we see around the world and deliver further
margin improvement. After restructuring costs,
underlying operating profit increased by

4.6% on a constant currency basis, with the
underlying operating margin remaining flat.

DID YOU RETURN SURPLUS CASH
TO SHAREHOLDERS IN 20157

Returns to shareholders continue to be an
integral part of our business model. The Group
bought back £328 million worth of shares in
the year and going forward we will continue

to maintain strong investment grade credit
ratings, returning any surplus cash to
shareholders to target net debt/EBITDA

of around 1.5x.

0 WHAT IS THE GROUP'S
STRATEGY?

Food i our focus and our core competence.
The food service market is estimated to be
more than £200 billion; with only around
50% of the market currently outsourced,

it represents a significant opportunity. We
believe the benefits of outsourcing become
increasingly apparent as economic conditions
and regulatory changes put increasing
pressure on organisations' budgets. As one of
the largest providers in all of our sectors, we
are well placed to benefit from these trends,

Our approach to support and multi services

is low risk and incremental, with strategies
developed on a country by country basis

Our largest sector in this market is Defence,
Offshore & Remote, where the model is almost
universally multi service. In addition, we have
an excellent support services business in
North America and some operations in other
parts of the world. This is a complex segment
and there are significant differences in client
buying behaviour across countries, sectors and
sub-sectors.

0 WHAT IS THE GROUP'S
GEOGRAPHIC SPREAD?

We have a truly international business, with
operations in over 50 countries. Our three
geographic regions comprise countries with
similar market characteristics or at similar
stages of development.

North America (52% of Group revenue) is
likely to remain the principal growth engine
for the Group. We have a market leading
business, which delivers high levels of growth
by combining the cost advantage of our
scale with a segmented, client facing sector
approach. The outsourcing culture is vibrant
and the addressable market is significant.

The fundamentals of our businesses in Europe
& Japan (31% of Group revenue) are good and
we see many opportunities to drive growth in
revenue and margin. Our investment in MAP 1
sales and retention has accelerated our
organic revenue growth and we continue to
see opportunities to drive efficiencies and
make our operations more competitive

Fast Growing & Emerging (17% of Group
revenue) offers excellent long term growth
potential. Our largest markets are Australia,
Brazil and Turkey, and we are growing rapidly
in India and China. Lower commodity prices
and a weak macroeconomic backdrop have
impacted our Offshore & Remote business
and some of our emerging markets in the year.
We are in the process of restructuring our
business where necessary to adapt to the
changing market environment, and remain
excited about the attractive long term growth
prospects of the region.

In 2016, we will change the way we run
the business and will adjust our regional
reporting accordingly. Going forward,

our three regions will be: North America
(unchanged), Europe (including Turkey and
Russia) and Rest of World (including Japan).
We will publish restated historical financials
on 19 January 2016,

@ WHAT ARE THE GROUP'S MAIN
COMPETITIVE ADVANTAGES?

OUR SECTORISED APPROACH

We segment the market and create sectors
and sub-sectors to develop customised

dining solutions that meet the requirements
of a growing range of clients and consumers.
Our portfolio of B2B brands enables us to
differentiate these propositions and maximise
our market coverage, while benefiting from the
cost advantages of scale in food procurement
and back office costs.

OUR SCALE

As we continue to grow, our scale enables us
to achieve our goal of being the lowest cost,
most efficient provider of food and support
services. Scale is a benefit in terms of food
procurement, labour management and back
office costs. It underpins our competitiveness
and enables us to deliver sustainable growth
over time.

OUR MAP CULTURE
We speak one common MAP language.

All our employees use a simple framework to
drive performance across the business. This
framework helps us focus on a common set
of business drivers, whether it is winning
new business in the right sector on the right
terms (MAP 1), increasing our consumer
participation and spend (MAP 2), reducing
our food costs (MAP 3), or labour costs
(MAP 4 and 5).

0 WHAT ARE THE GROUP'S MAIN
USES OF CASH AND BALANCE
SHEET PRIORITIES?

The Group's cash flow generation remains
excellent and it will continue to be a key part
of the business model. Our priorities for how
we use our cash remain unchanged. We will
continue to: (i) invest in the business to
support organic growth where we see
opportunities with good returns; (i) pursue
M&A opportunities, our preference is for small
to medium sized infill acquisitions, where we
ook for returns greater than our cost of capital
by the end of year two; (i) grow the dividend
in line with earnings per share; and (iv)
maintain strong investment grade credit
ratings returning any surplus cash to
shareholders to target net debt/EBITDA

of around 1.5x

@ HOW WOULD YOU SUMMARISE
20157

Compass has had another strong year. North
America continues to deliver excellent growth.
Our business in Europe & Japan is enjoying

a strong recovery as we are rewarded for our
investment to accelerate growth in the region.
Our Fast Growing & Emerging region continues
to perform well despite lower volumes and
pricing pressures in the Offshore & Remote
sector, and in some emerging markets.

We continue to drive operating efficiencies
around the business, which we are partly
reinvesting in the growth opportunities we see
across the Group. Excluding the £26 million
of restructuring costs announced in July,
underlying operating margin for the Group
improved by 10 basis points.

WHAT IS YOUR OUTLOOK
FOR 20167

Our expectations for 2016 are positive and
unchanged. The pipeline of new contracts is
strong, and the savings from the restructuring,
together with the margin improvement in the
rest of the Group, are expected to offset the
impact of lower volumes and pricing pressures
in our Fast Growing & Emerging region.

In the longer term, we remain excited about
the significant structural growth opportunities
globally and the potential for further revenue
growth, margin improvement, as well as
continued returns to sharefolders through
dividends and ongoing share buybacks.

RICHARD COUSINS
Group Chief Executive
24 November 2015
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Summary material

Top Tips

* Asummary section provides an opportunity to
communicate the key messages in a clear and concise way
and can also be used to demonstrate how key information
within the report is inter-related e.g. strategy to KPIs. This
helps users get a more comprehensive understanding of
how the company creates value yet, disappointingly, only
7% (2015: 7%) of companies did this. However, 14% (2015:
15%) of companies did demonstrate this linkage outside of
the summary section by including a single summary of how
key information in the report inter-relates elswhere in the
report.

Providing a cross reference from the summary section to
further detail contained in the annual report helps create a
more concise report where information is not unnecessarily
repeated. It also creates a more navigable report for users.
54% (2015: 47%) of companies provided a cross reference
from material in the summary section to elsewhere in the
annual report.

Consider whether to include more discussion of non-
financial measures in the summary section. This year 47
(2015: 44) companies provided some form of non-financial
measure in the summary section, although only 13 (2015:
13) provided any of their non-financial KPIs in the summary
section. If non-financial measures are considered key to
understanding the performance of the business, and
therefore identified as KPIs, companies should consider
drawing these to the attention of the user earlier on in the
report.

* Give appropriate context for numerical information
presented in the summary section. Prior year comparatives
and trend information can be helpful in this regard, as well
as narrative commentary that indicates whether the actual
results represent over or under-performance.

Keep an eye on

* How well the KPIs help users understand the company’s
performance. Including KPIs within the financial ‘highlights’
of a company’s summary section demonstrates consistency
in terms of how an entity monitors the performance of
the business. 79% (2015: 73%) of companies included KPIs
in their summary section although only 5% (2015: 8%)
included all of their KPIs.

Whether non-GAAP measures are consistent with

other information presented in the annual report, e.g.
the measures used to assess executive remuneration

or the information presented as part of the IFRS 8
Operating Segments disclosure. This helps to demonstrate
the purpose of the measure to users and shows it

is fundamental to those charged with governance in
assessing the performance of the business. 48% (2015:
37%) of companies demonstrated consistency between
non-GAAP measures and IFRS 8 Operating Segments
disclosures. Demonstrating the purpose of an APM is also
a requirement of the ESMA Guidelines on APMs.

A clear vision | Annual report insights 2016

* The level of prominence given to non-GAAP measures. In
order to comply with the ESMA Guidelines on Alternative
Performance Measures (APMs) companies should not be
giving non-GAAP measures more prominence than GAAP
measures. However, in this year's reports 72% (2015: 70%)
of companies that presented non-GAAP measures in their
summary section gave more prominence to them than
corresponding GAAP measures.

The transparency of reconciliations of non-GAAP measures

to GAAP measures. Such reconciliations provide users with

a deeper understanding of how the measures relate to one
another and what adjustments management have made.

In this year's survey 37% of companies provided a clear
reconciliation for all non-GAAP measures which was clearly
cross referenced on the summary page. Provision of such
reconciliations is another requirement of the ESMA Guidelines.

Introduction

There is no specific legal requirement for companies

to include a summary section in their annual report.
However, with annual reports getting longer (as discussed
in chapter 4) and the continuing calls for clear and concise
reporting, setting the scene upfront is a great way to help a
user of the report understand the key messages.

A well-structured and informative summary section
highlights the key financial and non-financial information
contained within the annual report, demonstrates how they
link together and provides signposts to further detail within
the annual report.
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For the purposes of our survey, determining what constituted
a ‘summary section’, as distinct from the strategic report more
generally, required some level of judgement. Many companies
did not make a clear distinction between the two, whereas
others more clearly identified a discrete section before

the strategic report. Nevertheless, in the former scenario
summary-type information still tended to be provided very
close to the start of the annual report. The information
included in what we believed to represent summary sections,
even if they were not labelled as such, is discussed in more
detail below.

Although there is no requirement to present a summary
section, having chosen to present one directors must ensure
that the information contained in it does not mean that they
fail to comply with the legal requirement that the strategic
report is fair, balanced and comprehensive®'.

One way in which this might occur is by including good news
in the summary section but only discussing less positive
news later in the report, thereby giving undue prominence

to the good news. Another is by using non-GAAP financial
measures to demonstrate the company’s performance to
users without giving an appropriate level of information to
enable users to understand them. For 2016 annual reports,
the FRC will consider whether companies are materially non-
compliant with ESMA's Guidelines on Alternative Performance

31  Companies Act 2006 s414C(2)(3)

32 http//www.iasplus.com/en-gb/news/2015/06/esma-apm

33  http/www.iasplus.com/en-gb/news/2016/05/frcapm

34 https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2015/
October/FRCpublishes-Corporate-Reporting-Review-Annual-Re.aspx

Measures® (APMs) when deciding whether their annual report
complies with the legal requirements®. One of the most
significant of the requirements of the ESMA Guidelines is that
APMs should not be presented with greater prominence than
the most closely corresponding GAAP financial measures.
Meeting this requirement will require a change in presentation
for a large number of companies.

How popular was the inclusion of a summary section in
the annual report?

A summary section provides an opportunity for companies to
set the scene for users by highlighting the key messages and
providing an overview of the key financial and non-financial
information contained within the annual report. It can also be
used to demonstrate how the various aspects of the annual
report are connected to give a holistic view of the business,
and is a good place to provide clear signposting and cross-
referencing to where users can find more detail.

Despite there being no legal or regulatory requirement to
provide a summary section, it continues to be common
practice. Figure 5.1 shows the trend of the number of

annual reports to include a summary section over the past
seven years. Despite the marginal decrease it is clear that
companies continue to see the benefits of a summary section
in communicating the key messages to the users of the annual
report.

A clear vision | Annual report insights 2016

Figure 5.1 How many annual reports include a summary
information section?

100%
90%
80%
2010 2011 2012 2013 2014 2015 2016
Proportion of companies not 2016 2015

presenting a summary section

FTSE 350 2% 0%

Others 5% 2%

Inits Corporate Reporting Review Annual Report 201534 the FRC
commented that some smaller companies fail to “explain their story
fully”. Given the importance of the summary section in setting the scene
to the user, the lack of a summary in some smaller company reports
could go some way in explaining the FRC's observation.
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What kind of information is included in the summary
section?

Whilst there are no legal or regulatory requirements with
respect to a summary section, it is important that companies
comply with the requirement of the UK Corporate Governance
Code 2014 to give a “fair, balanced and understandable
assessment of the company’s position and prospects”
(Section C.1.). The summary section should therefore provide a
balanced picture of good and bad news.

Companies presented a wide variety of information in their
summary sections with a good a balance between financial
and non-financial information. 95 (2015: 95) companies
presented some sort of narrative information in the summary
section and 89 companies (2015: 92) provided some financial
information (see section on financial highlights for further
discussion). Figure 5.2 shows in more detail what kind of
information companies included in their summary sections.

Figure 5.2 What kind of summary information is presented?

89%
enancial hieniehes T
SET I 5

What the company does °
I, 519

— 0
I -7

. 2009 L
Operating locations

I 7%
Products
— Ex

I
Customers
B

0% 20% 40% 60% 80% 100%

M 2016 M 2015
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Typically companies chose to set the scene by giving some
brief information about the following.

* What the company does - though only 15 companies
provided specific detail about their business model in
the summary section — an example of this is given by
Acacia Mining plc (Example 5.1). A concise discussion
of a company’s business model provides users with an
understanding of the inputs, processes and outputs and an
idea of how the company creates value for its stakeholders. It
was therefore surprising to see so few companies discuss this.

Where it does it - this is often presented as a map - an
example of this is given by Kaz Minerals plc (Example 5.2).
As that tends to take up space, perhaps the 12% decrease this
year is a result of companies feeling they could reduce the
report length by cutting this out. Information is often given
about the wider industry in which they operate as well.

* Their strategy - more companies are doing this year
and furthermore, this year 26 companies (2015: 16) also
discussed the progress that they made during the year
against their strategic priorities. It is useful to do this as
it gives context to any financial and non-financial KPIs
presented.

The number of companies discussing customers in the
summary section has increased, maybe as companies are
increasingly taking a more integrated approach to the way they
report, considering stakeholders and the role they play in the
company's value creation (as noted in chapter 4).

45

=
o

€l cl

14

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xYy



< & >

Companies also included a variety of other pieces of
information in their summary section, including the items in
the table and those listed below:

* financial and non-financial information on key divisions of
the company (for example Sportech PLC and RM Plc);

information on the company’s approach to sustainability
and corporate social responsibility (for example Croda
International Plc and Mondi Group);

a timeline showing key milestones since the company's
incorporation (for example St. Modwen Properties PLC and
Gresham Computing plc); and

case studies illustrating various things such as the
implementation of strategy, development of products,
employee and customer experiences. Including one or

two short, tailored case studies can be helpful to engage a
reader with the report and bring it to life. However, including
too many long case studies can break up the flow of the
report and make it hard to follow.

35  https://www.frc.org.uk/Our-Work/Publications/Accounting-and-
Reporting-Policy/Guidance-on-the-Strategic-Report.pdf

Other Information presented in 2016 2015
the summary section

Governance 14 22

Investment case 6 7

Most companies tend to summarise their governance information in the
chairman’s statement rather than the summary section of the annual
report.

The number of companies presenting an explicit ‘investment case’
remains low. Such investment cases often tend to be promotional in
nature and favour good news over bad, which can create a lack of balance
in the summary section.

Linkage to the rest of the report

Providing an overview of the contents of the annual report
upfront gives the company the opportunity to show how
sections of the report hang together through cross-
referencing and signposting e.g. how the environment the
company operates in drives the strategy, the KPIs used

to measure progress and the risks that might impact the
performance of the business. As noted in the FRC's Guidance
on the Strategic Report®, care should be taken to ensure
companies clearly explain a relationship where this has been
highlighted to users, this helps create a more cohesive report
and clearly demonstrates linkage between sections. The use
of linkage is particularly relevant for summary sections as this
is the first section users will see.

It was encouraging to see a small increase in the number of
companies providing a cross-reference to where summary
items are discussed in more detail within the annual report,
as shown by Figure 5.3. It is encouraging to see a marked
improvement in the proportion of smaller companies

A clear vision | Annual report insights 2016

providing these cross-references. It was less encouraging

to see few companies demonstrating a link between the
various elements of the annual report within the summary
section. Only 7% (2015: 7%) of companies demonstrated such
linkage - an example of which is provided by CLS Holdings plc
(Example 5.5). Whilst few companies demonstrated this in the
summary section, it is worth noting an additional 14% (2015:
15%) of companies did demonstrate this linkage outside of the
summary section.

Figure 5.3 Is there a cross-reference to where the
summary items are discussed in more detail (i.e. to
facilitate navigation)*?

70%
60% 54%

50% 47%
40%
30%
20%
10%
0%
All

M 2016 W 2015

62%  60%

43%
I 30%

FTSE 350 Other

Presentation of financial highlights and use of GAAP v
non-GAAP measures

As shown by Figure 5.2 above, the majority of companies
included financial information in their summary section. This
was often in a section called financial highlights. Companies
might want to consider whether the term ‘highlights’is
unduly positive and also ensure that the most relevant
measures are included, not just those that provide the best
news. Companies should also look to provide context for the
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financial information presented in the summary section -
John Wood Group plc (Example 5.6) and United Utilities
Group PLC (Example 5.7) provide good examples of this.
Prior year comparatives (see below for further discussion on
comparability with respect to the ESMA Guidelines) and trend
information can be helpful in this regard, as well as narrative
commentary that indicates whether the actual results
represent over or under-performance.

Figure 5.4 shows the types of financial measures that were
presented by the companies surveyed. The number of
companies presenting a mixture of GAAP and non-GAAP
measures was broadly consistent with the previous year, with
74 companies doing so (2015: 73 companies).

A non-GAAP measure or Alternative Performance Measure
(APM), as defined by The European Securities and Markets
Authority (ESMA) in their Final Report: ESMA Guidelines on
Alternative Performance Measures in June 2015%¢ (ESMA
Guidelines), is “a financial measure of historical or future
financial performance, position or cash flows of an entity
which is not a financial measure defined or specified in the
applicable financial reporting framework.” We have used this
definition as a basis for determining whether companies have
disclosed non-GAAP measures in their annual report.

36  http://www.iasplus.com/en/news/2015/06/esma-apm
37 https:/secure.cfauk.org/assets/1345/Analysis_of FRAC survey 2015.

pdf
38 http:/www.iasplus.com/en-gb/news/2016/05/hoogervorst-non-gaap

39 https:/frc.org.uk/News-and-Events/FRC-Press/Press/2016/May/FAQs-

on-the-application-of-the-European-Securities.aspx

The use of APMs in the context of KPI sections is discussed in
chapter 7 and their presentation in the financial statements is
examined in chapter 13.

The use of non-GAAP measures in summary sections is
widespread. As they are not prescribed by GAAP, there has
been a significant degree of flexibility in how companies
identify and present them. This flexibility has caused concern
amongst investors, with a study®” by the CFA Society of the

UK (a body representing investment professionals) noting that
only a third of respondents preferred non-IFRS measures over
IFRS measures.

Figure 5.4 What type of financial measures are
presented by companies in their summary section?

1% 13% 8% 12%

2%

74% 73%

B AlGAAAP [l Mixture B All non-GAAP

I No financial measures presented

A clear vision | Annual report insights 2016

Whilst there has been concern, the use of non-GAAP
measures can be a useful way for companies to present

their position and performance in a way they believe to be
most meaningful, provided they are presented in a clear and
transparent manner. However, a note of caution was sounded
recently by the Chairman of the IASB, Hans Hoogervorst, who
pointed out that “securities regulators in the world of IFRS
Standards are concerned that non-GAAP numbers are getting
increasingly detached from reality” and that “the bottom

line of the income statement will always remain the most
important performance measure over time”*,

In order to address this concern within the market, the ESMA
Guidelines have outlined the information that companies
should be presenting to support these measures. Regulators
have also acted on this concern, with the FRC announcing
that their Conduct Committee will consider compliance

with the ESMA Guidelines in their reviews of reports in the
determination of whether the strategic report is fair, balanced
and comprehensive, and will take enforcement action if
required®.

The ESMA Guidelines discuss a number of principles to ensure

APMs are clearly presented, four of which have been assessed
as part of this survey.
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1. The purpose of the measure should be clearly set out.

A company should explain why the non-GAAP measures
give meaningful information to users of the annual report.
Consistency between the non-GAAP measures used in the
summary section and those used internally (for example,
those reported to management and presented in the
financial statements as part of IFRS 8 Operating Segments
disclosures) makes this purpose easier to illustrate.

Figure 5.5 shows the consistency between the non-GAAP
measures presented in the summary section and other
information in the annual report. Consistency of measures
in the summary section with KPIs is also considered below.
48% (2015: 49%) of companies presented measures which
were calculated on a consistent basis with that used in the
IFRS 8 disclosures. However, 13% (2015: 10%) of companies
disclosed non-GAAP measures in the summary section
which were not consistent with industry guidelines or the
way information was presented in the financial statements,
a marginal increase on the prior year. Companies would

be well advised to revisit measures used throughout the
report to ensure consistency and to make sure that the
purpose of the non-GAAP measures used is clear. It is an
area that regulators are likely to be paying attention to.

6% (2015: 7%) of companies provided measures which
were consistent with an ‘industry-standard’ measure, such
as those published by the European Public Real Estate
Association (EPRA) and the European Insurance CFO Forum
(the forum that published the European Embedded Value
‘EEV" measure). Companies who are in these industries, and
are presenting these measures, need to ensure that the
ESMA Guidelines are applied to these measures in addition
to any other measures they are presenting.

2. Non-GAAP measures should not be given more prominence

12%

Figure 5.5 How consistent are non-GAAP measures?

13% Il No non-GAAP measures

I Consistent with both Income

6% Statement and IFRS 8

[ Consistent with Income
Statement only

I Consistent with IFRS 8 only

B Based on industry guidelines

Not consistent with other
information

than GAAP measures. ESMA Guidelines state that the
equivalent GAAP measure should be presented alongside
the non-GAAP measure and this should be of equal or
more prominence. 72% (2015: 70%) of companies that
presented a non-GAAP measure in the summary section
did so without providing the GAAP equivalent or presented
the non-GAAP measure in what appeared to be a more
prominent way (e.g. presenting the GAAP measure in a
smaller font below the non-GAAP measure). Although

itis not yet clear exactly how the FRC will interpret the
requirement for ‘equal prominence’ in a UK context,

many companies will have to reconsider the way they are
presenting APMs in their summary sections as the majority
do not appear to be compliant with this aspect of the ESMA
Guidelines.

. Provide clear reconciliations showing how a non-GAAP

measure derives from the specific GAAP line item in
the financial statements. Encouragingly, only 9% of the
companies that presented non-GAAP measures failed to

A clear vision | Annual report insights 2016

provide any reconciliation - see Figure 5.6. However, not all
of those that did present some reconciliations necessarily
gave enough information to meet the requirements of the
ESMA Guidelines. Of the 91% of companies that provided
reconciliations, 54% did not clearly cross reference

these reconciliations from the summary page, or only
provided reconciliations for some of the non-GAAP
measures presented. For these reconciliations to be
useful it is important that it is easy for a user to find them,
something that a cross-reference makes quick and easy.
Providing users with reconciliations clearly shows what
adjustments have been made to the GAAP line items and,
when comparatives are provided, allows users to assess
consistency between non-GAAP measures between
periods. Companies are therefore encouraged to revisit
these disclosures and ensure clear reconciliations are
provided and these are cross referenced when the relevant
non-GAAP measure is referred to in the report.

Figure 5.6 Were reconciliations presented by those
companies which presented non-GAAP measures?

9% Bl Yes for all, clear
cross-reference from the

summary page

5%

4% 37%
B Ves for all measures, but no

cross-reference

cross-reference from the
summary page

Il Yes for some measures,
45% but no cross-reference

B No reconciliations presented
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4. Comparatives should be given for all APMs. 87% of
companies that presented non-GAAP measures provided
a comparative for at least one year, the average being
two years. Providing comparatives allows users to
understand year-on-year performance of the company
and, alongside clear reconciliations, gives an understanding
of the consistency of reconciling items. It was therefore
encouraging to see the majority of companies’ present
comparatives. It is worth noting that those companies who
failed to provide comparatives for non-GAAP measures
will need to do so in their next annual report in order to be
compliant with the ESMA Guidelines.

In order to assist companies in complying with the ESMA
Guidelines, Deloitte has published Need to know - Alternative
performance measures: A practical guide*. This publication
explores some of the key messages from regulators, standard
setters and investors about the use of APMs, with a particular
focus on assisting compliance with the ESMA Guidelines and
sets out what is considered to be best practice in presenting
APMs.

National Grid (Example 5.3), BT Group plc (Example 5.4)
and Rolls-Royce Holdings plc appear to have taken on board
aspects of the ESMA Guidelines.

40  http//www.iasplus.com/en-gb/publications/uk/need-to-know/2016/
ntk-apms

Inclusion of KPIs in summary information

Companies clearly continue to see the benefit of drawing
users' attention to those measures considered key to
understanding the performance of the company at the
beginning of the annual report. Figure 5.7 shows that many
companies presented KPIs in their summary sections.
However, despite 70 (2015: 74) companies presenting a
non-financial KPI later on in the annual report, only 13 (2015:
13) of them included any of these in the summary section.
When comparing this to financial KPIs, 79 (2015: 74) of the 93
(2015: 90) companies that presented financial KPIs included
some of these in the summary section. This demonstrates
that companies still appear to see financial KPIs as more
important to a user in their understanding of the business.
Companies do however see value in providing some non-
financial measures in the summary section with 47 (2015: 44)
companies providing some form of non-financial measure
in the summary section, although for most these were not
included as KPIs later on in the report.

Given KPIs are considered key measures in understanding

the performance and position of the business, you would
have thought drawing these to the attention of the user early
on would provide them with a useful initial snapshot of the
business, and set the scene for the report. It was therefore
interesting to note that few companies favour presenting all of
their KPIs in the summary section (sometimes along with non-
KPIs), with only eight (2015: five) companies doing so and with
nine companies not including any of their KPIs in the summary
section. For more discussion of how companies presented
their KPIs, see chapter 7.

A clear vision | Annual report insights 2016

Figure 5.7 Are measures presented in the summary
section the same as KPIs?

1% 5% M Allare KPIs

0
1% B Mixture
9%
I Al non-KPIs

Il No clear KPIs

Il No numerical info

Type of KPIs presented in the in the 2016 2015
summary section (i.e. financial,
non-financial or a mixture)

Financial 66 61
Overall Both financial and non-financial 13 13
N/A* 21 26
Financial 39 34
FTSE 350 Both financial and non-financial 10 10
N/A* 9 13
Financial 27 27
Other Both financial and non-financial 3 3
N/A* 12 13

*N/A relates to companies that either didn't present a summary section,
companies that only presented narrative information in the summary
section or companies that did not present any KPIs in their summary section.
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Good practice examples
Example 5.1
Acacia Mining plc Annual Report & Accounts 2015 (p6-7)

One of the companies who chose to present their business
model within the summary section was Acacia Mining plc.

In doing so, they have clearly demonstrated to users how
they create value to stakeholders upfront. They have also
incorporated their strategic pillars into their business model
and signposted further information to the user.

OUR BUSINESS MODEL

A clear vision | Annual report insights 2016

We have produced over eight million ounces of gold
in 15 years of operations.

Our business model is designed to create
aleading company in Africa.

OUR VALUE DRIVERS STRATEGIC PILLARS
What we stand for Delivering a plan for the future

(4]

o A leading asset portfolio in Africa
Our business
Driving free cash generation

o Focused on free cash flow

S

Our people
Creating a high-performance culture

9 Creating shared stakeholder benefit

(5]

Our relationships
Becoming the partner of choice

o Growing our footprint

S

e Disciplined capital allocation Our future

Discovering our next mine

Effective governance and risk management practices Sustainability
ive and experienced leadershi - Enha u d ment relati

Ith in the workplace
lopment and training opportuni
1g human rights.

VALUE CREATION
Discovering and operating the best assets

PRODUCTION
An experienced operator
Acacia has a 15-year track record of discovering,
building and operating both open pit and
underground mines in Tanzania. Over the past
three years we have produced on average
700,000 ounces of gold per annum.

see p24—29 for more information

EXPLORATION
Focused on prospective regions
Over the past three years we have invested over
US$60 million into highly prospective exploration
projects across Africa. We aim to make
greenfield gold discoveries and will continue
to enhance our producing assets through
near-mine exploration.

see P30 for more information

F

Strong cost and capital discipline

Relevant pages

p24

Operating review

Sustainable
Generating stakeholder
free cash flow returns

Q
Relevant pages
p42

Sustainabilty review

& ACACIA MINING PLC ANNUAL REPORT & ACCOUNTS 2015
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Example 5.2
Kaz Minerals plc Annual Report and Accounts 2015 (p2-3)

Kaz Minerals plc provided a good example of how to present
a company’s locations. This was achieved through a map
where locations were clearly marked and key information was
provided for each location.

STRATEGIC REPORT AT A GLANCE

POSITIONED
FOR GROWTH

Kazakhstan is an ideal location for the
development of natural resources, coml
mineral wealth with ready access to the
necessary factors of production and sharing.
a land border with China, the largest market
for commodities in the world.

Kazakhstan continues to attract significant foreign
direct investment, including a strong partnership

with China, for the development of natural resources.
under the ‘one belt one road" investment programme.

WHY KAZAKHSTAN?

. Stable socio-political environment

. Experienced mining workforce

. Direct access to key markets — Cl
and Europe

. Established infrastructure and
transport links

. Availability of water

. Access to energy at a competitive cost

OUR STRATEGY

KAZ Minerals' vision is to be the leading natural
resources company in Central Asia. By 2018 we

aim to produce over 300 ke of copper, with 80%

of that production coming from our new open

pit mines. In 2015 we have made significant progress.
in delivering on our three strategic priorities:

Deliver the major growth projects

Optimise our existing assets

‘ Take advantage of natural resource

opportunities in Central Asia

2 KAZ Minerals Annual Report and Accounts 2015

BOZYMCHAK

+ Copper-gold mine in
Kyrgyzstan

+ Copper grade 0.76%

* Gold grade 1.25 gt

* 2015 optimisation complete

« 6 ke of copper and 28 koz
of gold output per annum
on average expected over
the 17 year life of the mine

#  Operating mine

Major growth project

— Rail connections

A clear vision | Annual report insights 2016

For more information, see pages
18 Strategy
38 Operating Review

BOZSHAKOL
+ Concentrator commissioning began
in December 2015, first copper in
February 2016
1,220 MT of mineral resources at
grade of 036% and 07 strip ratio
* Mine lfe of 40 years
* Estimated annual output 100 kt
copper cathode equivalent' AKTOGAY

+ Net cash cost 70-90 USc/Ib?
+ Oxide production commenced December
2015, suiphide completion in 2017

« 1700 MT of mineral resources at grade
Russia of 0:34% and 02 strip ratio
* Mine life of 50 years
« Estimated annual output 105 kt copper

cathode equivalent’

* Net cash cost 100-120 USc/ib?

Access to
Europe

rtemyevsky

KAZAKHSTAN

EAST REGION
Caspian + Underground operations
S « Copper m h
ficant gold, silver
and zinc by-products
« Average copper grade
242%in 2015
y * Net cash cost |11 UScllb
Uzbekistan in2015

# Bozymchak

Turkmenistan

KOKSAY

» Scoping phase:

« 3.1 MT of contained copper

+ Copper grade 0.42%

* Mine lfe of over 20 years

« Estimated annual output 85 kt
copper cathode equivalent!

Average annul copper cathode: equivalet procuction for he firt 10 years after the concentrator has been commisioned.
 Average expected net cash costfor thefirst 10 years ater the concentrator has been commissioned. in 2016 terms

www kazmineralscom 3
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Example 5.3
National Grid Plc Annual Report and Accounts 2015/16 (IEC)

A good example of clear disclosure with respect to non-
GAAP measures was provided by National Grid Plc. Equal
prominence has been given to both GAAP and non-GAAP
measures with the equivalent GAAP measure being provided
for each non-GAAP measure presented, comparatives for
each measure have been provided and there is a clear cross
reference to where reconciliations have been disclosed later
on in the annual report. On that basis, this disclosure appears
to be materially in line with the ESMA Guidelines.

Example 5.4
BT Group plc Annual Report 2016 (p241)

BT Group plcincluded an appendix which explains how they
use APMs, explains the adjustments (termed 'specific items’)
made to GAAP measures and provides reconciliations, with
two years of comparatives, clearly showing how the APM
derives from the GAAP measure. The disclosure shown is
an extract of the appendix showing a reconciliation for the
‘Adjusted EBITDA figure.

Example 5.3

and using a word

Further information

Key highlights
2015/16

Adjusted operating pr Adjusted earnings per share

£4,096m 63.5p
+6

Operating profit Earnings per share

£4 085m 69.0p

+30%

2014/15: 53.2p"

ighiights

Capital expenditure Group safety performance

£3,893m 0101IFR

+12% 0.03i |mpr ovement

2014/15: £3,470m 2014/

Greenhouse gas emissions
(million tonnes carbon dioxide equivalent)

7.3

201415:7.3

Employee engagement score

201415:75%

A clear vision | Annual report insights 2016

Example 5.4
ASHEROO®

241
Overview Governance Addi
EBITDA
In addition to measuring financial p the group and lines of b based on operating profit, we also measure performance
based on EBITDA and adjusted EE\TDA EBITDAis defined as the group profit o loss before depreciation, amortisation, net finance
expense and taxation. Adjusted EBITDA is defined as EBITDA before specific items. EBITDA is a common measure used by investors and
analysts to evaluate the operating financial performance of companies, particularly in the telecommunications sector.
We consider EBITDA and adjusted EBITDA to be useful measures of our operating performance because they approximate the underlying
operating cash flow by eliminating depreciation and amortisation. EBITDA and adjusted EBITDA are not direct measures of our liquidity,
‘which is shown by our cash flow statement, and need to be considered in the context of our financial commitments.
Within the lines of business we may also consider our performance using an underlying EBITDA measure, which additionally excludes the
impact of acquisitions and disposals and foreign exchange.
Areconciaton from group operaing proft, me most directly comparable IFRS measure, to reported and adjusted group EBITDA, is set
out below. A rofit and adjusted EBITDA for our lines of business is set out in note 4 to the consolidated
financial statements.
2006 2015 2014
Year ended 31 March £m £m £m
Operating profit 3735 3480 3145
i i 2630 2538 2695
Reported EBITDA 6365 6018 5840
Specific items 215 253 276
i 6580 6271 6116
Earnings per share
We also measure financial performance based on adjusted eamings per share, which excludes specific items. Basic and adjusted earnings
per share, and the per share impact of specific items, are as follows:
2016 2015 2014
Pence Pence Pence
Year ended 31 March pershare £m__pershare £m__pershare £m
Basic earnings per share/profit® 209 2581 65 2135 57 206
Specific items" 33 278 5.0 406 25 196
Adjusted basic earnings per shareprofit 332 2859 s 2541 82 2012

" Spacic ems s cutnnote 810 theconsiited el satments.
We disclose reported earmnings per share, both basic and diluted, in note 10 to the consolidated financial statements.

Free cash flow

Normalised free cash flow is one of the groups key performance indicators by which our financial performance is measured. Normalised
free cash flowis defined as the net increase in cash and cash equivalents less:cash flows from financing activities (except net nterest
paid) the acauisition or disposalof group undertakings, the et sale of short-term investments and excluding: the cash impact of specific
items, purchases of telecommunications licences, and the cash tax benefit of pension defict payments. For non-tax related items the
adjustments are made on a pre-tax basis.

Normalised free cash flow is primarily a liquidity measure. However, we also believe it is an important indicator of our overall operational
performance as it reflects the cash we generate from operations after capital expenditure and financing costs, both of which are significant

ongoing cash outflows associated with investing in our infrastructure and ﬁnancmg ur opertons nacition normaled e csh

flow excludes cash flows that are determined at a corporate level going dividends, share

buybacks, acquisitions and disposals, and repayment and raising of debt. Normatsedfee cah lom s ot a messre thhefunds(hal are

available for distribution to shareholders.
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Example 5.5
CLS Holdings plc Annual Report and Accounts 2015 (p4-5)

CLS Holdings plc demonstrated a link between various
elements of the annual report within the summary section
through the use of a table which linked the company’s
business model, strategy, KPIs, risks and achievements. Cross
references are also provided to where further information on
these elements is given later on in the report.

A clear vision | Annual report insights 2016
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Example 5.6
ohn Wood Group plc Annual Report and Accounts 2015 (p1)

John Wood Group plc provides a good example where context
is given for the overall financial performance during the year.
The chief executive indicates how the performance related

to expectations. This helps set the scene for the user and
provides some perspective for the remainder of the annual
report.

Example 5.7

United Utilities Group Plc Annual Report and Financial
Statements 2016 (p3)

A good example of a company providing context for the
financial information presented in the summary section was
demonstrated by United Utilities Plc. Prior year comparatives
and narrative commentary that discusses trend information
has been provided. This helps provide some context for the
financial information presented.

Example 5.6

Contents

Strategic report

Our operations, strategy and busine:
and how we have performed during

o1 H

Governance Group financial statements.

statements of Wood Group.
15

Company financial statements

104
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Example 5.7

AANNUAL REPORT
Stock Cods: UL,

Financial highlights 2015/16

Revenue

£1,730m

1.636m

1565m

£

e ow s w6

uniteduiltios.com

Revenue was up £10 milion at £1,730 million,
despite the new regulated price controls. This is
because we benefitted this year from higher than
assumed volumes, along with an increase in non-
regulated sales, and last year was impacted by the
£21 million special discount we applied to customer
bills.

Underlying operating profit*

£604.1m

e s s wes e

Underlying operating profit was lower by £60
million, at £604 million, as expected, reflecting

the new regulated price controls, an increase

in infrastructure renewals expenditure as we
accelerate the investment programme to deliver
early operational benefit, along with increases in
depreciation and other costs, partly offset by a
reduction in bad debts, power and regulatory fees.

Total dividend per share

38.45p

20w
s
w08

W ws s

ws e

Total dividend per ordinary share for 2015/16 of
38.45 pence. This is an increase of 2.0 per cent
onlast year, in line with our policy of targeting an
annual growth rate of at least RPI inflation through
102020,

profit s shown on page 44

st
il KPIs o pace 28

G Finane

) s anc et
| s

03
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The strategic report :

For quoted companies, the strategic report should also
contain the following (although the first two items are only

* The usefulness of a visual representation of the company’s
business model. 70 (2015: 57) companies used a visual

Top Tips
* To help keep the annual report clear and concise, consider

including CR information that is not material in a separate

representation to illustrate their business model. However,

required to the extent necessary for an understanding of the

56

report or on the company website and provide a cross- in our view only 41 (2015: 38) of these representations made ~ company's development, performance or position): ~
reference in the annual report to where this can be it easier to understand the business model, with others
accessed - 49% (2015: 34%) of companies currently do this. failing to be clearly structured or company-specific. ¢ information on the main trends and factors likely to affect ©
the future development, performance and position of the
* When describing the strategy of the company, think about Introduction company's business; ©
how other parts of the strategic report can be linked into Section 414C of the Companies Act 2006 requires that all UK
the strategy to demonstrate the holistic nature of the companies (other than those that meet the CA06 definition of ¢ information on environmental matters, employees and =
company's operations. 'small’) prepare a strategic report, which should be approved social, community and human rights issues, including any
by the directors. This approval may be combined with that of policies in these areas and their effectiveness (if any of =
* |tis useful when presenting the company's objectives to the directors' report, as long as it is clear that each report has these disclosures are omitted this should be stated);
include information on how progress towards achieving the been approved by the board. The strategic report is required ]
objectives is measured. 62% (2015: 63%) of companies did to contain: * a description of the company’s business model and its
not provide any link between their objectives and how these strategy (plus its objectives, as suggested by the UK ®
were measured. * a fair, balanced and comprehensive review of the company’s Corporate Governance Code and the FRC's Guidance on the
business; Strategic Report - see below); and =
* The business model should explain how the company
creates value - 71 companies included a business model * a description of the principal risks and uncertainties facing * 3 gender analysis of the parent company’s directors, the z
discussing this with 33 (2015: 25) companies talking about the company; and group's senior management and the group’s employees as R
value creation for a variety of their stakeholders. awhole. -
* to the extent necessary for an understanding of the >
Keep an eye on development, performance or position of the company, Although technically a requirement of the directors’ report, g
* Whether the linkage given is logical when linking elements analysis using financial key performance indicators (KPIs) most companies also include the information that they are N
of the strategic report together. Try to ensure that there and where appropriate, analysis using other KPIs, including required to present about greenhouse gas emissions in the
is a clearly discernible relationship between the elements information relating to environmental and employee strategic report, taking advantage of the legal provision that )
being linked when doing this. Linkage of strategy and risks matters. allows them to do this. 2
was frequently not particularly logical with only 28% (of the 7
18% of companies that linked these two elements at all)
presenting linkage that, in our view, made complete sense. &
2
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For those companies looking to produce a strategic report
that complies with the legal requirements in the most
effective way possible, the FRC's Guidance on the Strategic
Report* (the FRC Guidance) gives helpful insight into how to
do this - see also chapter 4. The FRC has also published Clear
& Concise: Developments in Narrative Reporting®, which
includes further practical tips to help companies achieve clear
& concise reporting. Another, even more effective method of
ensuring that your reporting is as meaningful as possible is

to take on board the principles of Integrated Reporting (<IR>)
- throughout this chapter, and within other chapters of the
publication, you will find boxes highlighting the relevant parts
of the <IR> framework. <IR> is discussed in more detail in
chapter 3. Ultimately though, integrated reporting is not about
reporting, it is about applying integrated thinking in running

a business, and from this an integrated report is a natural
output. The better practice examples identified within this
chapter also provide examples of how companies have put the
recommendations of <IR> and the FRC Guidance into practice.

The FRC Guidance sets out three broad categories of
content elements, most of which are drawn directly from
the law. However, the best annual reports don't present the
information as separate ‘silos’ but instead incorporate and
integrate these various elements throughout their strategic
report.

Strategic
management

Environmental context

Business
performance

How the entity
intends to
generate and
preserve value

The internal and external
environment in which the
entity operates

How the entity

has developed and
performed and its
position at the year
end

Strategy and
objectives

(section 2 of
this chapter)

Business model
(section 1 of this
chapter)

Trends and factors
(section 2 of this chapter)

Principal risks and
uncertainties
(chapter 9)

Environmental, employee,
social, community and
human rights matters
(section 3 of this chapter)

Analysis of
performance and
position (chapters
14 and 15)

Key performance
indicators (chapter 8)

Employee gender
diversity (section 3 of
this chapter)
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It also includes a section examining the extent of disclosures
made in relation to two current hot topics where the law does
not require as much disclosure as some groups believe is
necessary. These are the disclosure of dividend policy and
resources and disclosures about tax.

Throughout this chapter there is discussion of both ‘linkage’
and ‘cross-referencing’ in terms of how companies can tie
together the relevant key parts of their strategic report.
These two terms are used in the context given to them by

the FRC, detailed below. It is important to note that linkage is
a more comprehensive connection between two elements

of an annual report, e.g. a strategic element and a KPI, than
cross-referencing. However cross-referencing can be useful
in ensuring that the annual report is kept clear and concise by
ensuring that similar information is not duplicated throughout
the narrative.

41 http//www.iasplus.com/en-gb/news/2014/06/frc-strategic-report-
guide

42  http//www.iasplus.com/en-gb/news/2015/12/frc-narrative-reporting-
report

This chapter is divided into sections that cover several of these
content elements.

* The business model, including how well companies make use
of diagrammatic representations of this and the extent to
which they apply the principles of <IR>when showcasing it.

* The company's strategy and objectives, including linkage
between these and other elements of the strategic report.

» Consideration of sustainability/corporate responsibility
disclosures, including the extent to which these are
integrated into the rest of the report and the extent to which
companies provide voluntary disclosures that go beyond the
requirements of the law in relation to areas such as bribery
and corruption, modern slavery, payment of suppliers and

gender pay gap.

@ CROSS-
REFERENCING

A means by which an item of
information which has been
disclosed in one component
of an annual report, can be
included as an integral part
of another component of the
annual report.

LINKAGE

Arelationship or

interdependency
between, or the cause
and effect of, facts and

circumstances disclosed in
the annual report.
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Section 1. Business Model

Overall business model

A business model is a key component of the strategic report
as it gives information as to what an entity does and how and
why it does it. By including such information the company can
then demonstrate how the entity generates and preserves
value. In July 2015 the FRC's Financial Reporting Lab (the

Lab) announced a new project on effective business model
reporting. The initial findings of this project revealed that the
majority of companies are not convinced that business model
disclosures are valued by investors. However most investors
interviewed as part of the Lab'’s project in fact revealed that
they would like to see more detailed information provided on
the business model, particularly in relation to value creation.
Furthermore investors highlighted that a failure by company
management to provide a clear and concise business model
in their annual report was a concern, with some investors
deciding not to invest as a result of this*

Both the Companies Act 2006**and the UK Corporate
Governance Code*require the strategic report to include a
description of the company’s business model. This description
should provide information on how the company generates or
preserves value through its activities. However the business
model should include more than just an account of what the
company does.

43 https://www.frc.org.uk/Our-Work/Corporate-Governance-Reporting/

Our-Work-Codes-Standards-Financial-Reporting-Lab/Current-
Projects.aspx

44 Section 414C(8)(b)
45 Provision C.1.2

The FRC Guidance includes a variety of areas that a company
should seek to cover in the information they provide in their
business model including its structure, the markets it operates
in and the nature of the relationships, resources and other
inputs necessary for the success of the company’s business.
Where a business is complex it may be helpful to include a
visual representation (such as a diagram or flow chart) to help
explain the process - see the 'Visual representation of the
business model’ section later for further discussion.

In order to keep their business model clear and concise a
company should focus on those parts of its business that

are most significant in generating, preserving and capturing
value. Business model disclosures can therefore be expected
to vary considerably based on the size and complexity of the
particular company in question - there is no ‘one size fits all".
BT Group plc (Example 6.1) for example included a detailed
business model diagram containing a considerable amount of
information whereas Howden Joinery Group Plc (Example
6.2) included equally as detailed information in the form of
narrative in their Chief Executive’s statement.

A clear vision | Annual report insights 2016

<IR> Business model

Like a strategic report, an integrated report must also describe

the business model, including the key inputs, business activities,
outputs and outcomes. The <IR> Framework defines a company’s
business model as “its system of transforming inputs, through its
business activities, into outputs and outcomes that aims to fulfil the
organisation’s strategic purposes and create value over the short,
medium and long term”. A good example of an ‘integrated’ business

model is provided by Aggreko PLC (Example 6.3).

Other observations

Reportincluded a section 2016 2015
entitled business model

@ LINKAGE

The FRC's Guidance suggests the business model is a good
place to demonstrate linkage existing between key elements

of the strategic report e.g. strategy, risks and KPIs. This is discussed

in more detail in the sections on visual representation of the business

model and on interaction of the strategy and business model.

Overall 84% 87%
FTSE 350 90% 88%
Others 76% 86%
Reportincluded a section that 2016 2015

was obviously the business model
but was not described as such*

Overall 9% 9%
FTSE 350 7% 11%
Others 12% 7%

*Such sections were described in a variety of ways including
‘Understanding our business’ and ‘How we create value'.
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Visual representation of the business model

70 of the 93 companies that discussed their business model
(2015: 57 out of 96) included a visual representation of their
business model. Although this can help in presenting business
model information in a reader-friendly way, particularly where
the activities of the company are complex, companies should
give careful thought as to whether the visual representation
they provide does in fact aid understandability. Of these visual
representations presented, there was a drop in the proportion
that were deemed to make the business model easier to
understand, with 59% (2015: 67%) achieving this. This shift was
largely driven by the smaller listed companies surveyed, with
only 46% (2015: 52%) of the visual representations included

by smaller companies helping to make the business model
easier to understand. For smaller, simpler businesses visual
representations can add confusion by presenting a business
model in an overly-complicated illustration. See Howden
Joinery Group Plc (Example 6.2) for a concise portrayal

of a business model without using a diagram.

@ LINKAGE
Using a visual representation to display its business model
gives a company a good opportunity to include both
cross-references (see the BT Group plc Example 6.1) and linkage
between elements of their strategic report. In their 2015 Annual
Report, Fresnillo plc (Example 6.4) displayed linkage between their
business model, their CR policies, their risk management framework
and their strategy.

46 FRC Guidance Section 7.15

To ensure that a visual representation of their business

model is effective, companies should beware of using generic
diagrams (such as simplistic circular diagrams that only
illustrate the different business divisions of the company) and
instead should concentrate on presenting something that is
meaningful and specific to their own activities. A good diagram
would usually include:

* 3 description of the resources/inputs used by the company;

* 3 description of the activities/processes that add value
to these to produce the outputs and outcomes of the
company; and

* 3 description of how key inputs relate to the capitals
on which the company depends, or that provide a source
of differentiation to the company, ideas which are discussed
in the <IR> Framework (see section on Resources and
Relationships below).

Relationships and resources

A good business model should illustrate the relationships,
resources and other inputs necessary for the success of the
business.*® The business model should then demonstrate how
these various factors, which go beyond those reflected in the
financial statements, are utilised in order to create value.

The resources that are material to a company will clearly differ
depending on the nature of that company's operations but
could include both tangible and intangible resources (such as
reputation, brand, employees, research and development and
natural resources).

A clear vision | Annual report insights 20

16

<IR> Inputs, outputs and outcomes

As identified above, a business model should include discussion

of the company’s key inputs, business activities, outputs and
outcomes. <IR> also introduces the concept of ‘capitals’ to describe
a company's relationships and resources. ‘Capitals’ are the stocks

of value that are used as inputs into a business model and which

are increased, decreased or transformed through the business’
activities and outputs. The <IR> Framework determines that,
broadly, there are six categories of capitals: financial, manufactured,
intellectual, human, natural and social and relationship.

In an integrated report a company should demonstrate how key
inputs relate to the capitals on which the company depends, or

that provide a source of differentiation to the company. This is, in
part, an extension of the FRC Guidance which recommends that the
description of the business model should provide shareholders with
a broad understanding of the nature of the relationships, resources
and other inputs that are necessary for the success of the business,
and also a description of what makes the entity different from its
peers.

Outputs of the business activities are considered to be items such as

products, services, by-products and waste. However, an integrated

report will also consider the ‘outcomes’ of the business cycle, namely

the internal and external effects (both positive and negative) on the
company'’s capitals as a result of the business activities and outputs.
There is no requirement under the <IR> Framework to identify all
six capitals as being material to a company, nor to use the same
terminology as that used in the <IR> Framework. The examples
later in this chapter of companies applying the concepts of the

<IR> Framework to their business model demonstrate the different
resources and relationships, specific to the companies themselves,
which have been identified as capitals.
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65 companies (2015: 51) included a business model that
contained reference to relationships or resources (or

‘capitals’ using <IR> terminology) that were central to their
business model. This increase was driven by a noticeable

rise in the FTSE 350 companies surveyed of which 78%

(2015: 58%) included a business model containing some
discussion of resources. It was encouraging to see that several
companies had revised their business model for this year's
report, incorporating more detail about their resources

and relationships. This increasing awareness of the broader
resources on which a company depends, amongst the
companies in our sample, is evident in Figure 6.1. As above, the
<IR> Framework identifies six capitals - of those identifying
resources, most referred to resources that fell broadly into
four of the <IR> capitals. It is important to note that it would
not be expected for most companies to refer to all six capitals
given that some will not be as relevant to their business
activities as others e.g. a financial services firm would be less
affected by natural capital than say a mining business.

47 http//www.reputationdividend.com/files/7814/5441/0391/UK_2016
Reputation_Dividend_report.pdf

Figure 6.1 How many capitals were identified by each
company?

30
8 25 24
5
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Figure 6.2 Of those companies identifying <IR> capitals,
which ones are referred to?
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Figure 6.2 gives further detail on which resources were
identified by companies. Consistent with the previous year
the most common resources discussed were human (such

as employees) and social and relationship (with stakeholders
such as customers) which is understandable given the
importance of these to the majority of industries. It is
encouraging to see an increase in the number of companies
referring to intellectual capital, which includes brands,
reputation and other intellectual property (e.g. patents), given
that the 2016 Reputation Dividend Report* indicated that UK
corporate reputations contributed £790bn of shareholder
value at the start of 2016 (up from £620bn in 2015).

Key resources were clearly identified and discussed as part

of the business model by Anglo American plc (Example

6.5) and by Tate & Lyle PLC. A minority of annual reports in
our survey, having identified the resources that were key

to their business model then went on to discuss how the
company intended to develop and maintain such resources
going forward (see detail in the '<IR> Resource allocation and
development’ box below). Xaar plc (Example 6.6) was one of
the companies that did this clearly through the use of a colour
key and column detailing their plans for the next financial year.
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<IR> Resource allocation and development

The <IR> Framework requires an integrated report to answer the
question “Where does the organisation want to go and how does it
intend to get there?” Ordinarily, this would include identifying the
resource allocation plan the company has to implement its strategy,
both as regards current resources and how it will further develop
these resources in the future.

13 companies clearly identified some resource allocation or
development plans i.e. specifically identified financial investment
needed or a numerical target that it hoped to achieve as regards
meeting future resource requirements. Another 48 companies
provided this detail in part, by, for example, including the need
to recruit a certain number of people to be able to support those
value-creating activities identified as part of the business model.

Information on resources will be crucial in demonstrating

how the company creates value for its various stakeholders.
Such stakeholders will include shareholders but also others
depending on the nature of the company's operations, such
as employees, suppliers, regulators and the local community.
Persimmon plc (Example 6.7) clearly identified the outcomes
produced by its business model for various stakeholders in

its annual report. Good practice is for companies to include
details of the impact of their activities on their varying
stakeholders, often described as Corporate Responsibility
(CR), throughout their strategic report (see the CR section later
for further discussion). For further discussion of stakeholder
engagement see chapter 4.

<IR> Impact on stakeholders

Through the process of identifying its capitals,

a company would have identified the stakeholders upon which its
business activities have a material impact. Similarly, to satisfy the
<IR> Framework’s question of “What does the organisation do and
what are the circumstances under which it operates?” a company
should consider factors affecting the external environment which, in
turn, impact the company. These impacts could be direct or indirect,
such as influencing the availability, quality and affordability of a
capital that the company uses or affects.

Applying integrated thinking requires an organisation to consider
not only the outputs of their business, but also the outcomes i.e. the
effects that outputs have on other capitals including those capitals
directly related to the sustainability of the business. As such, the
impact on these wider groups of stakeholders would ordinarily be
considered.

Value creation

Value creation is central to the business model, which should
clearly set out how a company generates or preserves

value over the longer term. In simple terms this involves
describing what the company actually does in its day-to-day
operations. This should not just be a basic explanation of
what the company'’s activities are but should describe why
the company carries out its operations in the way it does and

how, as a result, value is generated for its stakeholders. Such a

description should be specific to the company itself and thus

demonstrate how the company can be differentiated from its

peers in terms of its ability to create value.

A clear vision | Annual report insights 2016

A number of companies go on to use case studies in their
annual report in order to demonstrate how they have created
value for their stakeholders. When using case studies it is
important that companies bear in mind the necessity of
keeping the annual report clear and concise and therefore
avoid including long case studies scattered throughout the
narrative. In their Annual Report and Form 20-F 2015,

BP plcincluded brief case studies where relevant in order to
demonstrate their value creation in action whilst including
cross-references to where readers could access further
information outside the annual report.

<IR> Value creation

In the world of <IR>, value is not restricted to financial capital for
just the company and its shareholders, but is considered more
widely in terms of value generated by the impact of the business
activities and outputs upon all capitals. The ability of a company to
create value for itself is linked to the value that it creates for others.
For example, value can be created through enhancing customer
satisfaction, suppliers’ willingness to trade with the company and
the terms under which they do so, and the impact of business
activities on the company’s brand. An integrated report includes
details of those interactions, activities and relationships which

are material to the company’s ability to create value for itself.

The business model in an integrated report should describe value
creation over the short, medium and long term.
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43% of companies included an explicit reference to value
creation in their business model (i.e. specifically discussed
value creation using those words). A further 28% of companies
surveyed included a business model that discussed value
creation generally without using the specific wording. Overall
71% (2015: 54%) discussed value creation either implicitly or
explicitly. It is encouraging to see that a majority of companies
are considering their business model in value creation terms
rather than as a simple description of the company’s activities.
Those companies surveyed that didn't address the issue of
value creation frequently presented a business model that
simply described the company’s activities e.g. by setting out the
different business divisions of the company.

Figure 6.3 illustrates how the business models in our sample
talked about value creation (this included those companies that
used terms such as 'value creation’/'creates value’ explicitly, in
addition to those that talked about the concept without using
those specific words). Johnson Matthey Plc discuss value
creation for a variety of stakeholders by including a pie-chart
showing how financial value had been distributed amongst the
company’s stakeholders in the year (Example 6.8).

Value creation was most commonly discussed over the longer-
term (see Figure 6.4) - a medium term period was assessed to
be the period covered by the entity's viability statement (see
chapter 10 for further information on the viability statement).
Of those companies discussing value creation over the longer-
term some did so explicitly whereas others made it clear that
they were considering a long term period e.g. by discussing the
next ten years of company activities.

48  https://www.frc.org.uk/Our-Work/Publications/Corporate-
Governance/UK-Stewardship-Code-September-2012.pdf

Focusing discussion of value creation on the long term is
important given recent criticisms over the short-termism

of many companies and the need for investors to consider
their responsibilities under The UK Stewardship Code*® to
influence and promote companies’ long-term performance.
The FRC Guidance also encourages companies to include
within their business model a description of how the company
generates or preserves value over the long term. Good
examples of discussion of value creation in a business model
were provided by National Grid Plc (Example 6.9) and
International Personal Finance plc who included detail on how
value was created for various groups of different stakeholders
in the pages following the business model itself.

Figure 6.3 Does the business model talk about value
creation?

7%

22%

22% 16%

B VYes for avariety of stakeholders [l VYes for shareholders only
I VYesin broad terms B No

Il No business model presented
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Figure 6.4 Over what period is value creation discussed?
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Interaction of strategy and business model

@ LINKAGE

The FRC Guidance suggests that the business model could
contain linkage to elements of the strategy that relate to

specific parts of the model. There would be expected to be some

sort of interaction between the strategy and the business model,

as the strategy should be talking about how the company and its

business model will evolve in order to meet a company’s objectives.
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Few companies surveyed illustrated any clear linkage between
their business model and strategy. While we would not expect
all companies to be able to comprehensively incorporate their
strategy into every element of their business model, especially
if this could only result from ‘shoe-horning’ information
together, it is surprising that many gave no linkage and did

not provide a cross reference either. St James’ Place plc
(Example 6.10) provided a good example of illustrating how
their strategy will develop their business model by discussing
strategy in terms of the key stakeholder relationships
identified earlier in the business model. G4S plc incorporated
their strategy directly into the visual representation of their
business model by including detail on their strategic priorities
and how they link to the activities of the business and value
creation.

Other observations

Cross-reference between business model and 2016
discussion of strategy given

Yes 20%
Both sections on same page 17%
No 63%

A clear vision | Annual report insights 2016
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Section 1. Business model - good practice examples
For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 6.1
BT Group plc Annual Report & Form 20-F 2016 (p28-29)

¢ Detailed business model diagram containing considerable
amount of information and cross references.

* ‘Integrated’ business model.

28 BTGroupplc
Annual Report 2016

Our business model

We create value for shareholders by developing and
selling services that are important to our customers and
that benefit communities, the environment and society
as awhole.

We invest to build and maintain communications
networks in the UK and overseas; we develop products
and services that run over those networks; and then

we sell them to consumers, businesses and the public
sector. By selling these services, we're able to make a
return on our investments. This means we can reinvest
in the business to create value for our over

Inputs

(© Financial Our purpose
strength

Ourgoal

@ ourpeope

@ Networks &
physical assets

the short, medium and long term. A virtuous circle.

Research &
development

@ Stakeholders ©

& relationships

@ oural

resources

Ourstrategy®

- Value creation
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You can find the inputs, outputs and outcomes for each of our lines. ‘Together with a prudent financial policy and a strong balance  onpage
of business from page 57. sheet, we can invest in our business and the things that set
s apart from our compettors,
This ey provides a mapping o the ‘apitals”of the IRCs ntegrated e i
Reporting R) Fremevort. @ Ourpeople
IRC capitals key W have 102,500 peope. Thercommicment expertse  Readmere (=
our business. from page
Financial Intellectual -
® ® @ Networks & physical assets
Human Social Our networks and platforms are the foundations of the Read more
([ ] ® products and serices we sell. We continue o invest in from page (34
.Mﬂrlllfﬂnllr‘ed .Na'-llﬁﬂ these to improve the service we offer our customers.
@ Research & development
We're one of the largest investors in research and Read more
development n the UK. from page 26
(@) Stakeholders & relationships
Key stakeholdersinclude our customers, communites, Readmore
shareholders, lenders, our pension schemes, suppliers, from page (28
government and requltors
@ Natural resources
You can find out more about the IR Framework at: We use some natural resources in doing business. Our Read more 3
www.theiirc.org energy use has declined for the seventh consecutive year. from page

Outputs Outcomes
@ skills & expertise (® Group performance & KPIs
\We invest in our people so they can do their jobs better Read more ‘The groups financial results and our progress Read more
and are more engaged. And we encourage them o from page agaist our KPls are the key measurable outcomes  from page
d d.And the & KPls are the ke b &
volunteer to beneftthe commurities we serve. ofwhat we do.
© Products & services () Line of business performance
Our products range fom ired and oble teephony,  Readmore (= Ourlines of businesssellour products and sevices and Readmore (=
TV and broadband services for UK individuals and from page put our strategy into action. from page
households, through to managing the networks and °
commuricatons needs of some ofthe worlds eading Our brand strength
multinational compnes. Our brands areakey aset. Our mestments naeds Read more (7
- such as BT Sport have increased the value of the BT on page
@ Innovation brand. And the EE brand gives us strength in mobile.
We have a long history of innovation. It helps us offer  Read more 36 @
new and improved poducts and senices,find better —frompage Societal benefits
ways of doing things and can generate valugble Wete increasing digital incuson and helping people.  Read more
intellectual property for us. get the most from being online. Our people from page (25
@ Woste & emisi and platforms support a number of good causes.
jaste & emissions
Our operatons procice some waste and emissions;  Readmore (7 (@) Environmental benefits
we're working to minimise these. from page \We help our customers and suppliers reduce their Read more
waste and carbon emissions. fom page (&2
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Example 6.2

Howden Joinery Group Plc Annual Report and Accounts 2015
(p6-9)

Detailed, concise business model in the form of narrative as
opposed to using a visual representation.

@ vowoens ..

Chief Executive’s statement

OUR MODEL
Wanting everyone to do well

We're always ready

dors, on .

dopots,

peak autumn adingperd n 2015, oursuppydision

for e business.

Joced . or brought back.

o business startd, nfing was rodetomied. Howdens'
Success 30 10 Pappen by acccen,and  wes el
v

Trusted managers

every vl both i h business andwih aur 200 UK ond
Intrnational supplers of boughtin procuct and raw mateias.

Bulers Kow s personal ot 2. corporation bt s

We help builders make money

el chen an e want oo s, Our e Buidors .
Theyserve ooy one customer - Honcens - and o ot
ot hould be worthie fo 3l concerned. Pt his o Running thelr own depots. Supplyaryone ise. Evrythig I he fctores s aranges o
on i localcondions. aroageed on e basis of nown quanties,phasing and
Homdens s e lacing suppler of Kichens to s bulcers predicabity There s no unecessary waste amher,
esignedaround thei reeds,
o manage s own marge.
Bullders have busy lives ens
Local buiers ar airopronours ruring smal busivesses.  Many skills
managoour fletaficienty s hat whereer pssil rcks
e Shared goals oot etun 10 base enoty.

6 has boen deivored a5 promised, whatr aryore i ff

money

pr-fiied ements, whichsave th blse hours, ot

Do whatyou sa” 53 princil hat extondsright acoss the
usiness. Buldersdepend on .- and 0.0 our fctaries 309

oursuppres.

@ wowens -

Chief Executive’s statement <o

A clear vision | Annual report insights 2016

Howcen ey Gro Pl s e & et 2015

Scalable systems. "
Thess systems ncude manfactuing, warehouse endof s viabl . acount that mothete bulgers. wheh ormatsar e most
managemen, ansoon monoring, depot stovxanasaes  OUR MARKET atacive o mostcstomers,and thecomplex rolationshis

{eporing payment processing and managament fornaton

Life s In the kitehen

s disato ecovery Now ha he busiess s 5 much

Low-cost depots
At depot e, Howdons has noneof hecosts usually

thedogin th tcren

The pace of change is accelerating

Today e connot

sutogioptons.

Worthwhile for all concered

ot s worthuhil for al concorned  cstomers,prospectie

Continuous testing.

be e by . We have o ntenion of g them coun

o
ks even once s achieud saes of £650.000. ou
No time, no toleranco areas
Builders pay promptly for Howdens' service ur bves v changing raidly an i many ways. Wo don'c opueces
fom stk

ighy ffcent colocton oprationand th oal cost o crdit.

and paypromaty.

An integrated model

e orly snags how t make sense of e avalanche
ofnormation eeased by ot cicks. 1 1 comment,

2 whol,not icemeal

Forcampi, we cou ot sty e uidr's day 32y
noods withou ging our cepot managers e autonomy
10 make cisions on he pot.

ofuswelcome some holp.

Arcthar aea n e we contnue et th Howdans
propositon s contnrtal Euope. Later s yer wo wil bave
5 totalof 24 depots autsi the UK: 201n France (wih wo

vt depots, which e focvsed on th e, maintenonce nd
mprovnen marhetan have  romig rade accour bse.

o in Gormany Sosoonr or ator wo i boloking attwo
Tormats and fous counres.

26 reoony 2016
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Example 6.3
Aggreko PLC Annual Report and Accounts 2015 (p14)  STRATEGICREPORT OURBUSINESS

) HOW WE CREATE VALUE
‘Integrated’ business model. OUR BUSINESS MODEL ~

[oe]
Our business model is strong and unique.
Our customers are the focus of everything @
that we do and investing in our resources
enables us to provide solutions that help
them to power their future. 5
Why our customers choose Aggreko R
Our resources Rental =
What sets us apart Solutions
Ttons for andiro e . N
solutions for, and rent our equipment to, customers
People & Culture whosi itthemsaives or contract us (0 D
WeTave a Highly sklled, passionate and pofessional provide a ful tum-key solutor; we retain responsidiity
‘workforce of over 7,300 employees worldwide with for servicing and maintaining it. We provide a muiti-
astrong can-do and customer focused culture. product offering with power adjacencies, such as
s iy . Cornaa o b6 Shat =
) a or base. Contracts tend to be o
Expertise and transactional in nature. w
Over 50 years of operational experience and
cxportsd nsocto speoilc and complex pojects.
When this s combine with cur angnoering
copabinty it res us & Uiy utorstaring of
ur customer nacds anthe iy o doiver whist ) —
‘managing risk.. Trading N
Revenue margin ROCE
Scale
= 2618m 16%  19%
ur scale and globalreach alows s o serve
customers n around 100 courtres odey. We have an >
Agreko presence I all f hese markets, meening
that we are close to our customers. Our scale also Our business units are supported by a %
oot avalable which means we gan respond Guick [
whist iso running af good levee of utlsaton. Final ?
ccalo means wo hawe & dversiied portiolo an .
an inherent risk management mechanis. Power Chillers
[EcEtiy 9,818ww 1126
AT ; MW 1, ZOMW
‘standard in design so that it can serve any customer, >
anywhere nthe workd. Our Group Manufachuring and
£889m £5Im e
tnare B ceveiop ket escing prodcts e st fosste fosste
Tocuoing the overallcos of power o ou customers. = = <
Financial N
The Group has asirong balance sheet with good 20 A4
nancia ety
Sales and service centres worldwide
ResioranEoEE resase] operating a hub and spoke model (a)
et S
=
Q
a
~
wn
Y
[0}
w
o
C
=
(a)
[0}
%]
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http://ir.aggreko.com/~/media/Files/A/Aggreko-IR-v2/respres/2015/annual-report-2015.pdf#page=16

Example 6.4
Fresnillo plc Annual Report 2015 (p18-20)

Linkage between business model and other key elements of
the strategic report, particularly CR priorities.

Fenilagc suogeret
Rooualegort 2015 i ong e Velu oSl Fuecations

Fresnoplc suoteay

Aok feport 2015 D Ve rom s Foundatons

Business Model and Strategy

metl cydes, focusngon hih poteol s nd goldproects ot

ey okl vt 1o henesmode.

Atthe heart of our business is gold and siver mining. We
generate revenue by seling the metals contained in the
e we extroct and process togenerte sustainable

rely on a business
Fhodelthat eotes volue o ol ur sthehaers.

10perate
Maxiise the potentiol of existing operations whie
maintaining our position as a leading low cost producer

2 Develop

Deliver profitable growth by advancing new
projects towards commissoning, while
optimising cash flow and returms

3Explore

4 Sustainability
L rli

s«s\amvlhy

and eloionsps
Lo
M.wwmm e

Ve o Areac atoncnps

Risk manogement
from

amerencesincture

Precious metol value chain

Fresnillo plc
it i i St
Torminea arrucional —  etwocboncnd JSmeting
s erencoton s

Volue creation
Kbasaen  ifesinctre  Poymentfo  Tromentond  Didends
codzand ey
Wogesond  Ecotony 950 09 oo
oaretts hedtco e
Supportfor
poftshaing sttt SR
Pofesional  Corsenotion
deopmen qusiyofe
Strotegi relationships [2)77123
Epoges Gommnies Sipples Gy S
Paducty hecess Quity  Tmeynoe Gl
Commitment st Farprces  OPOYment
fespect Techical sty
Sppont
Stakeholder support

sokers

Toxrevense

o»
contrbuion

Gavrnment

Concessons
permits
Aecessto

coptl markets

e

Kaowldge

Increcsed.
Aiuerce

Memtrsr
orgonater.

Bestproctces

Increcsed.
Aiuence

g
]
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Fesnilagc suotagichaport

Rooualegort 2015 DivingLong arm Ve

it Foundations

Business Model and Strategy continued

Business model components

1Operate 2 Develop
fodtes
Err Er
e e
e e s
uradu:lwyanﬂ:vuanxm;\emnqvxnmwrr
i oty e o
e i movdpe
s
ot e
covpioes emoges: Sty coptal
s . e i o o
P mvw iy or Creisdaon oty afes sy potecd.
Sty o othrprorpecs oo
el el
Coringon o o)A oo e s
o oo
T IR e
o ot Stwpinay 1556 pogectie o donstit ey
ks nieomnd S ries B s sote e 2
iénega district a6
s Undergond  Gosir 1 Pytescmert e
Tanon  Undegound  Corer B2 Py biokond  Onholdpost dtled g
it
e dit o
o gt cad w9 ey ety
GdoiDpos Openit o b oS szt oy
Todesiens”  Goenbt &4 b et contins

Operatons ot Sidoc Dl re crently suspended.

[T eyt
> secesstoland > hecestoond
) oty e 3 Potsdoctnsty ek
v — - vric -
> Union etions > (pertormonce sk
> Humonescuces s aiors

— > Resources

B

g 6061 for ot
& Gevlopment s
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Example 6.5
Anglo American plc Annual Report 2015 (p6-7)

* Good visual representation of a business model.

¢ Clear identification and discussion within the business
model of the business’ key resources.

STRATEGIC REPORT OUR BUSINESS MODEL

OUR BUSINESS
MODEL

MAKES A REAL
DIFFERENCE

06 Anglo American ple. Annual Report2015

BUSINESS INPUT

CAPITALS

A clear vision | Annual report insights 2016

CREATING VALUE THROUGH MINING THE
RAW MATERIALS REQUIRED TO MEET
GGROWING CONSUMER- DRIVEN DEMAND

decreased or ransformed
through the activiies of our
organisation, verthe short,
medium and long term.

FINANCIAL
Ourshareholders ownthebusiness
ey expectafractive,sustainable:

returs refiecting theriskthey take:
infunding the business.

HUMAN

expanding consumer-driven markets through:

« Focusing on those commodiies positionedto
meet the shiftaway frominfrastructure investment
towards consumer-driven demand, .. diamonds,
PGhsand copper.

« Retaining and developing our highest qualty
world class ore bodies with competive indusiry
costpositions, driing sustainable profitabiity
throughout the cycle.

« Streamiining the portfolo, though preserving
balance toensure there s notover-reliance on
any one product group or geography. whieretaining

tha capabl dand

and

productive viorkforce. We are
committed o ensuring no harm
comestoany of our worklorce.

INTELLECTUAL

OUR DIVERSE VALUE CHAIN...

‘Asacompany,we operate across the entire mining
value chan - from exploration through to marketing,

We

tnk
knowledge o ensure we investour

the mine to market'value chain

NATURAL

Inorderfor

to
hat underpin

tofindlocationsrichin the minerals
ourcustomers need. Once:

planand build some of the
ntand environmentally

electrcityandfuelin ordertorun
ourmines, process our products
and move them to our customers.

MANUFACTURED
Throughoutour value chain,
werequire ahostof specialised
equipment The

purchase, throughour optimised
supplychain, must deliver
optimumyalue.

SOCIAL AND
RELATIONSHIPS

Openand honestengagementwith
ourstakeholders s criical n gaining
and maintaining our socialandlegal
licence to operate and, therefore,

enpitandunderground

Move and market: we provide products (o
ourcustomers around the world, mesting their
specifictechn o

gistcelrequirements.

STRATEGY

cus cia onmentalimpact

CAPITAL ALLOCATION

Withhigh quality asset portfolioand diverse:
val

in.we can focus our effortand capital
atthe points inthe value chain that deliver mos

st

value, according o the commodity we are mining
and current and projected market conditions.

oS
o

o

SOCIALRELATIONSHIPS

f

e

“,

PROCESS

SOCIAL peaTIONSHF®

@ Formor ormationnhowvecaecptaSee page 21

and polices,
the G

O i e

RISK MANAGEMENT

GOVERNANCE
We

MEASURING VALUE THROUGH
OURSEVEN PILLARS

SAFETY AND HEALTH (=)
To do no harm to our workforce.

ENVIRONMENT (s}
Tominimise harm tothe environment,

SOCIO-POLITICAL 0
Topartner inthe benefits of mining with
local communities and governments.

PEOPLE fa)
Toresource the organisation with an
engaged and productive workforce.

PRODUCTION
Toextract our Ore Reservesina 6
sustainable way to create value.

cosT o
Tobe competitive by operating as
efficientlyas possible.

FINANCIAL ®
To deliver sustainable returns to
our shareholders,

[ Y ———

those d
attherighttime

(® Formare lomationSos pga 0

© Formare lomation o pgaa

people,our’

Anglo American ple Annuzl Report 2015

cl (o] %

€l
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http://www.angloamerican.com/~/media/Files/A/Anglo-American-PLC-V2/documents/aa-ar-15.pdf#page=8

Example 6.6
Xaar plc Annual Report and Financial Statements 2015 (p2-3)

+ Anual Report and Financil Statements 2015+

Xaar ple

A clear vision | Annual report insights 2016

Xaar ple

+ Awnual Repor and Financal Staloments 2015+

3

Provides information as to how the company is planning to
nurture the resources that are key to the business model in
the ‘Our plans for 2016’ column e.g. continued investment in
staff.

Our business at a glance

Delivering transformational solutions

Who we are

We are a world leader in the development
of digital inkjet technology and an award-
‘winning manufacturer of piezoelectric drop-
on-demand industrial inkjet printheads.

Our business model

Employees (2015 average number)

Xaar is the world's leading suppler of industrial printheads, with

25 years of success in  variety of markets. Our core business is

the design, manufacture, marketing and sale of printheads, printhead
systems and associated products. Xaar also receives icensee royalty

income from its legacy licensing model.

Xaar designs

Xaar invests a substantial proportion of
sales (over 20% in 2015) in Research and
Development (R&D) to remain a world leader
in inkjet technology.

Xaar's innovative products are used in a wide
range of appiications around the globe, from
Geramic tiles to semi-conductors.

Xaar has more than 250 palents and patent
applications and continues to add to its
Intellectual Property (IP) portfolo.

Our headquarters and R&D activites are
based on the prestigious Gambridge Science
Park, Gambridge, UK. At 31 December 2015
RAD staff totalled 145, representing 24% of
the total workforce.

@ Xaar sells

Xear sells direct to OEMs around the worid
through ts global sales team. Xaar's highly
skiled application engineers offer the highest
level of technical support to assist OEMs in

e Xaar manufactures

Xaar manufactures its printheads in
Huntingdon, UK and Jarfélla, Sweden.
The Sweden plant wil close in 2016

Xaar's manufacturing is reatively capital
intensive; the Group has invested over £60
millon in assets and production fadiities in
Huntingdon sine the plant opened in 2007.

@ Xaar markets

Xaar offers a wide range of industrial inkjet
printheads and printhead systems which
are designed and produced to meet the
customer-driven requirements of a range of
applcations. Primary markets

fesign, buid,
and ongoing maintenance of printing
systems. Europe, Asia and North America
are the primary locations of our current
OEM partners.

include wide-format graphics, ceramic s,
Iabels, packaging, coding and marking,

3D printing, advanced manufacturing and
decorative laminates.

Our strategy

Our strategy is to drive the development
of inkjet technology into selected
multiple applcations and industries,
delivering sustainable proftable growth

New products
and new technology

Read more on page 1

Building
the eco-system

Converting
multiple markets

Read more on page 1

Enhancing
our capability

Read

Strategy in action

We manage our product development
hort term by

What we did in 2015

Our plans for 2016

ulk piezo

Our Thin Fim
i ind we saw the launch

delivering updates and improvements; medium
term by developing new products or derivaiives
using existing technologies; and longer term

ugh research and development of novel
technologies. Alongside our nternal development

o several new products, inclucing:

product launches planned for 2016, including

anew famil of printheads for coding and
riing appicat din

* Xaar 1002 GS12U pr p
for UV applications such as Direct-o- Decermber 2015.
Shape and packaging
« Xaar Print Bar pr We expect Thin Film,
i 6 Xaar 1002 family

to access,
through acquisttion or partnership, new products

of high-precision industrial printheads
system

To peneirate an
eco-system of technical and commerciel
partnerships must be formed to drive and
support market conversion.

‘The markets and applications that use Xaar's
printheads can be diverse but can be grouped
to have similar characteritics and general
imaging requirements.

In order to develop new products and new
technology successfull, and to sustain or
‘grow sales into multple end markes, we
must constantly develop our capabilty in

i human and other resorces,
specifically both our R&D and manufacturing
‘capacity and capabilty, and the structure of

Xaar developed various partnerships
and collaborations in 2015.

technology at drupa from 31 May 2016 to
10 June 2016.

We continue to work with the leading
OEMs in our target sectors as wel as the.
appropriate fuid suppliers, hardware and

ramic
Sinocera Create-Tide in China was.
‘announced in May 2015,

‘Collaborations with Lawter and with
Guangdong Dowstone Technology Go Ltd
were also announced n the year.

In ceramic tile manufacturing, we
continue to lead the market with
innovative solutions which unlock
previously inaccessible opporturnities
for our partners.

New partnerships and collaborations are
expected to be announced throughout 2016.

We have a number of product launches
planned in 2016 for a variety of market
applcations.

The Xaar Print Bar System launched in
‘September 2015 is proving popular, with

o

an innovative solution for Martens brewery.
in Belgium marks a further step forward
in the Direct-to-Shape sector.

Under the leadership of our new Chief
Excutive we reviewed and updated
our strategy in 2015, The strategy fs
more externally focussed than ever;
we must understand our markets, our
customers and our partners, and apply
our internal resources to delver value-

our organisation.

also be identifed and evaluated to support the
‘expansion of our capabilty.

transformational benefis.

the first customer orders
expected in the next few months.

We look increasingly to access new
products and new technology through
acquisitions and partnerships.

We continue to invest in our already
world-class staff to expand our capabiity,
to deliver our strategic plan.

 Report

Strat
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Example 6.7
Persimmon PLC Annual Report 201 12

Business model

e i 7
Identification of outcomes produced by the company's How W? create ~
business model for various stakeholders.
oo
) e ® -
INPUTS WHAT WE DO OUTCOMES &
H ©
i
These are the things We build a wide ranmge of new homes across the These are the results,
we need to be able to UK. We combine quality and efficiency to provide both finoncial and
operate as a business. a sustainable balonce between affordable prices non finamcial, 2 —
4 ond a good operating margin for the business. / of what we do. g o
Land 14,572 =
‘Along term supply of land s critical to Energy efficient homes
our maintaining and ncreasing housing
pletions because of the inherent delays in
obtaining implermentable pianning consent. £629.5m
Proft before tax —
N
Tax paid
In 2015 the Group paid £185.3m
People in corporation tax, national
oSt Waaanly smpiyon 400 insurance, stamp uty, output VAT =
ks ks Pl Buying land Design & build Sales & customer care andiecoverable input VAT | |
* 4400 employees I EE Our development sites We focus on building We build quality homes to £291m
. We control land which has are acquired from our family housing nationally order across the UK, from Capital retumed to shareholders
Geographic coverage tential for development but trategic land portiolio at fer our key brand Plymoth to Perth and I — =
oo 25 et oo potential for development bu strategic land portfolio at under our key brands. lymouth to Perth and Sustainable ~
1o mantain geogr s o s 5 o A
o martan gegeene coerae req.umt, further promotion a discount to open market Space4 technology Swan.sea to Scarborough. communities
fiskin regional markets. or investment in order for value, or purchased on supports our production By maintaining a national site n 2015 we provided £46m
e this potential to be realised. the open market with rates by delivering energy network we can maximise of community infrastructure, >
Matericls Our dedicated land teams an existing planning efficient modern methods of our sales potential across schools and open space -
Vo o Group supply oro maintain §nd replenish consent. Mamtawmg our construction. We maintain the UK. Customer service Financial strength ‘>D<
maor Gonsiruction matarials to ensurs best our strategic land portfolio landbank gives continuity tight control over our from our sales teams is b
prices and continuity of supply. Balance sheet
and our planning teams of supply and enables construction costs and work an important element net assets of £2.46bn =
Spaced promote land through the us to be selective in our in progress, so that we can in achieving high levels Wost 1
‘We manufacture advanced insuiated cosedt planning system. land acquisitions. react quickly to changes in of customer satisfaction. aste recycling
cosinescipitiralivirati housing demand. nereaseqto o2 orel
et sustaiabity sandacleney ge : construction weste >
qualty. ©
5 14,572 )
’ x
o Ho d -
ann N
Aligures s at 31 December 2015
0
o
3
=
Q
12 v — ArvaatReport - December 2015 3 9
[
el
M
]
o
=
=
a
(13
0

70


http://corporate.persimmonhomes.com/media/282046/annual-report-2015.pdf#page=14

< > A clear vision | Annual report insights 2016

Example 6.8
Johnson Matthey Plc Annual Report & Accounts 2016 (p41)

Distribution of value created to stakeholders. =

(o] %

€l cl
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Example 6.9
Nation

(p14-15)

Pl

¢ Discussion of value creation in the business model.

* Good visual representation of the business model.

The foundations of

our business model

Our people, being a responsible
business, and encouraging

business model and are
i our srateoy

Our people

Our business is buiit on our
people. We work hard to make
sure tnat we keep them as safe
as possible as well as providing
an inclusive culture and
encouraging development.

®

Our business model

How we generate long-term value

Our business

Our strategy is to be a recognised leader

in the development and operation of safe,
reliable and sustainable energy infrastructure,
to meet the needs of our cusiomers and
‘communities and to generate value for
ourinvestors.

We own and operate gas and electricity
transmission and distribution infrastructure.
inthe UK and US. Our principal operations are:
UK Elscmcwy Transmlss\on
sion

ribution

cc
=X
fo¥ol
&8
=]

Other activities (such as Grain LNG,
Interconnectors and Metering)

We aim to maintain a clear and consister

strategy over the long term to provide Sablo

retuns to our investors and consistent levels
d

hing is a
responsivilty we take seriously.
Being a responsible and
sustainable business is
fundamental to the way we
‘work and how we mana
fmpecton the commanfies
‘which we operate.

@

Innovation

Thinking differently and

challenging the norms allow

ourpoopoto develop movative
nd more efficient ways

delivering our services and

maintaining our networks.

Principal operaions
pages:

Our transmission and distribution businesses

on and the standards of performance we
must achieve.

In the UK, we have one regulator for our
businesses: Ofgem. In the US, for the areas
in which we operate, we are regulated by
the relevant state regulators and FERC.

1" National Grid Annual Report and Accounts 2015/16  Strategic Report

Our value proposition

We are along-term, asset-based
business. Our operations are
regulated, which means we
create value for our stakeholders
through predictable revenue
streams and cash flows.

These cash flows are then
reinvested to provide future
growth, or returned to
shareholders.

Revenue

Micia el
accordang our regulatory
acresments. Ths I rferred to
as our ‘allowed revenue’ and is
calculated based on a number
of factors. These include:
« investment in network asset
I
retym on equifty and oo

of del
At s action scores.

You can find more information
about calculating our allowed
revenue under our UK and US
regulatory agreements on
pages 176 to 182.

Our allowed revenue gives us
alevel of certainty over future

as well as the efficiency and
ovation fargets inchuded in

the RIIO licence agreements

in our UK regulated businesses.

Investment

A clear vision | Annual report insights 2016

Cash flow

Our ability to convert revenue.
to cash is an important factor

in the ongoing reinvestment in

our business. Securing low-cost
funding, carefully managing

our cash flows and efficient
development of our networks

are essential to maintaining
strong, sustainable returns for

our shareholders. Cash generation
is underpinned by agreeing
appropriate regulatory
arrangements.

We invest efficiently in our networks to deliver strong, regulated
asset growth over the long term. This allows us to continue generating
Thi

generates additional cash flows and allows us to continue reinvesting in
our networks and providing sustainable dividends to our shareholders.

mogrTEEEE D sustamammy of our business. By
o

tinus to delhver relizble,

The long-term, sustainable nature of our assets and our credit ratings
help us secure efficient funding from a variety of sources.

National Grid Annual Report and Accounts 2015/16

Our stakeholders

Our stakeholders include customers,
the communities in which we
shareholders, governments and regulators.

We create value for our customers
and communities by

« operating safely, reliably and sustainably;

« focusing on affordabilty o reduce the
impact on customer bill;

« dlvering essential services that meet
the needs of our customers;

« providing emergency services; and

aiming to improve customer satisfaction

atalltimes,

We create value for our shareholders by:

* making sure our regulatory frameworks

mEmenCee Rl e

between risk an

cperating witin our mgu\ainry
BT EEOGH S i

maximising incentives to m

most of our allowed returns;

careful cash flow management and

securing low-cost funding;

disciplined investment in our networks

and non-regulated assets;

protecting our reputation (including a

focus on compliance across al areas.

of our business).

Using our knowledge and expertise, we
engage widely n the energy policy debate
Tohap Lo i e (e

i our reguiators to help them develop
the frameworks within which we can meet the

changing energy needs of the communities
we serve.

Our business model
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Example 6.10
StJames' Place PLC Annual Report & Accounts 2015 (p7)

How the company's strategy will develop its business model.

N

OUR BUSINESS MODEL

St. James's Place ple is a FTSE 100 listed Company. The business is centred on the UK

and secks to attract clients from the mass affluent and high net worth markets.

CLIENTS FUNDS FINANCIAL
Value for
To deliver To continue To increase Clients
positive to grow and funds under
outcomesto _ developthe _  management
an increasing Partncrship
population
of clients Value for

SJP is a wealth management business; the Group's advisers, the
St. James's Place Partnership, provide clients with a
ervice and face-to-face advice, and clien

d through the Group’s distinctive Investment

ient Approach (IMA). Almost uniquely within the UK
wealth management market, this vertically integrated model
means that the Group is direetly responsible for the whole
offering, including advice, management of investments and any
related services,

The Partnershij
Partners are able to attract clients and, through building trust,
develop long term relationships, supporting clients with their
financial needs over time. This relationship-based approach is
greatly valued by the Group's clients, no more so than in periods
of financial uncertainty. The Group’s expericnce is that there is
an demand for trusted advice from experienced
advisers, backed by a strong brand and an organisation which
takes responsibility for all aspects of the service.

ritical to the success of the business.

Asaresult, the Group is able to attract and retain retail funds
under management from which it reccives an annual
‘management fee. This s the pri
Group, and it grows with additional new business and also as a
result of growth in markets and the success of our approach to
investment management

cipal source of income for the

Shareholders

Attracting new funds under management is core to the success
of the Group, and growth in new business arises as a result of
both increasing Partner numbers and also encouraging further
development by existing Partners. By providing an attractive
proposition, the Group is able to recruit new members to the
Partnership, and the provision of high quality support cnables
Partners to grow both their own businesses and ours.

Group expenditure is carefully managed with clear objectives
setand with a particular focus on managing fixed costs.
Many activities are outsourced so we can benefit from industry
specialists and expenses that vary with business levels.

uch expenses include the costs of lient
investment administration, the costs of which can then be met
from margins in our products. Overall, a small proportion of
expenditure is required to maintain existing funds, but the
‘majority is invested in supporting and growing the Partnership
and acquiring new funds.

Profits emerge from the business principally as a result of the
annual income from funds

excceding expenscs,

ST. JAMES'S PLACE PLC ANNUAL REPORT AND ACCOUNTS 2015

[
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Section 2. Strategy

Market overview and company strategy

By providing information on the markets in which it operates
and how it engages with these markets, a company can
demonstrate not only how it creates value for its stakeholders
through its business model but also provide a background

or context for its strategy and for its discussion of its
performance in the year. This will be particularly important for
companies that are intending to implement a new strategy/
change in strategy in the next financial year as they will need to
discuss both the previous strategy and how the new strategy
will continue to develop the company. Discussion of strategy
will differ based on the nature and size of the company - some
companies disclose a large amount of information as regards
their varying ‘strategic elements’, whereas others include
briefer overviews of their strategy. Some companies include a
specific strategy for each of their business divisions in addition
to the overall company strategy - companies that do this
should ensure that there is some link between the
division-specific and the company strategy as this was not
always the case.

The FRC Guidance notes that the main trends and factors likely
to affect the future development, performance or position

of the business should be included in the strategic report to
the extent necessary for an understanding of the company’s
business.* 79% (2015: 73%) of companies surveyed presented
an overview of trends in the markets in which their businesses
operate.

49  FRC Guidance Section 7.17

It was particularly encouraging to see an increase in the
number of smaller listed companies surveyed that provided

such a market overview (69% up from 53% in 2015). Treatt PLC

was one of the smaller listed companies that did provide such
an overview.

The best annual reports illustrate how the company is
responding to the market trends identified, rather than just
producing an analysis of the market/industry trends that is
factual but not tailored to the company. 66% of companies
surveyed provided such information as to how they are
responding to market trends - Johnson Matthey Plc
(Example 6.11) provided a good explanation of their strategic
responses to changing market trends, as did Vectura Group
plc (Example 6.12). Resilient, sustainable business models
are one of the key themes of current narrative reporting

and emphasise the importance of a company’s business
model, including detail on their response to both positive and
negative market trends.

<IR> - outlook and opportunities

An integrated report should answer the question: what challenges
and uncertainties is the organisation likely to encounter in pursuing
its strategy, and what are the implications for its business model
and future performance? Part of this forward-looking outlook is
identifying relevant risks (see chapter 9) and also the opportunities
that the company faces. This goes beyond the Act’s requirement

to include the main trends and factors likely to affect the future
development, performance and position of the company’s business
(often included in strategic reports under the heading ‘Outlook’).

A clear vision | Annual report insights 2016

Other observations

Report includes discussion of outlook facing the 2016
company

In CEO's statement 29%
In chairman’s statement 24%
In CEO’s and chairman'’s statements 34%
Only elsewhere in strategic report 8%
No discussion 5%

Including forward-looking information is a requirement of the Companies
Act as well as being key for integrated reporting. Most companies give
such information significant prominence by including it in the CEO's or
Chairman’s statements and in some cases it is discussed again elsewhere
in the strategic report. However, 5% of companies surveyed are still not
providing any information on the outlook for their business. Pearson

PLC was one of the FTSE 350 companies surveyed that provided detailed
disclosure of its outlook.

Reportincludes discussion of specific opportunities 2016
presenting themselves to the company

In CEO's statement 33%
In chairman’s statement 1%
In CEO’s and chairman'’s statements 4%
Only elsewhere in strategic report 40%
No discussion 22%

The fact that 22% of companies are not providing any discussion of their
future opportunities suggests that their discussion of the outlook facing
them could be further developed to make it a more comprehensive
analysis of their circumstances and thus identify potential opportunities
as part of it. Croda International Plc discussed their opportunities in the
context of the industry’s global drivers of change.
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Strategy and objectives

A quoted company is required to describe its strategy in its
strategic report by the Companies Act. 97% (2015: 95%) of
companies surveyed, in our view, clearly set out their strategy
in their annual report. 84% presented a discussion of strategy
in a clearly distinct section of their report, although this was
less popular with smaller companies, with only 69% of those
outside the FTSE 350 electing to do so.

Provision C.1.2 of the UK Corporate Governance Code states
that the annual report should contain an explanation of

“the strategy for delivering the objectives of the company”.
Objectives (frequently described as 'strategic priorities’) are
commonly understood to be the goals, aims or missions of
the company whereas the strategy denotes the intended plan
as to how these objectives should be achieved. These two
terms are frequently used interchangeably by companies and
this can, at times, lead to some confusion in the articulation
of both. Of the companies surveyed 81% clearly set out the
objectives of their business; objectives reported ranged from
detailed descriptions to more basic ‘mission statements’ e.g.
“the company’s objective is to increase total shareholder
value”. The latter was more common amongst the smaller
listed companies, a number of which then failed to go on to
explain a coherent strategy for achieving such an objective.
British Polythene Industries PLC was an example of a smaller
listed company that did clearly identify its objectives.

LINKAGE

Given the interrelationship between strategy and objectives

it is beneficial to present these in a linked way. Popular ways
of doing this included a table setting out what the company wanted
to achieve (its objective) and alongside how they were going to go
about achieving this (its strategy). By showing linkage in these areas
it demonstrates why the company has adopted the strategy it has,
by setting out what the business wants to achieve.

The majority of companies included a mix of financial and
non-financial objectives (see Figure 6.5) indicating that they
consider their goals to be of a more holistic nature than merely
meeting financial targets. Inclusion of non-financial objectives
also demonstrates the integration of CR priorities into the
wider strategic report discussion. Non-financial objectives
included by companies in our survey ranged from “to become
the bank of choice for our stakeholders” to “to work with our
customers to find innovative solutions”.

Figure 6.5 What type of objectives are identified
by companies?

60%

50 " R

0

40%

30% 26%

0% 19% 19% 17% 19%  21%
11% 10%

. Al - Il

0% |

All companies FTSE 350 Others

B Both financial and non-financial M Financial only
W Non-financialonly M No objectives identified

A clear vision | Annual report insights 2016

Other observations

Report clearly illustrates linkage 2016 2015
between objectives and the

financial/operational metric

measuring them*

All objectives linked

Overall 19% 23%
FTSE 350 22% 28%
Others 14% 16%

Given the low proportion of companies that explain how they intend to
measure achievement or otherwise of their objectives (through a KPI or
other measure), companies may want to consider how best to explain
their performance. The Unite Group plc (Example 6.13) linked all their
strategic priorities to how progress against them was measured as part
of their ‘Strategic Plan’.

Some objectives linked

Overall 19% 14%
FTSE 350 21% 19%
Others 17% 7%

The slight increase in the number of companies linking some of their
objectives to a measurement metric suggests that companies find
certain objectives easier to measure than others (hence the drop in the
number linking all their objectives as seen above).

No objectives linked

Overall 62% 63%
FTSE 350 57% 53%
Others 69% 77%

*Financial and operating metrics were not only measures specifically
designated as KPIs (linkage between objectives/overall strategy and KPIs
specifically is examined in the next section).
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Strategy linkage

Linkage between separate parts of the annual report helps a
company show how its strategy underpins the business and
management consider the business in a holistic way. Good
linkage goes beyond a simple cross-reference by providing
some context or explanation as to how the different areas of
the reports link. For further discussion of linkage and cross-
referencing see the start of this chapter.

The table below contains statistics on linkage and cross-
references as included in the discussion of objectives/strategy
and not elsewhere in the annual report. Statistics have also
been collected on linkage and cross-referencing between
strategy and KPIs (see chapter 7) and between strategy and
the discussion of principal risks (see chapter 8), regardless of
where that linkage is presented. There are also some overall
considerations in relation to linkage in the annual reports of
the companies surveyed in chapter 4.

A clear vision | Annual report insights 2016

Report includes a basic cross reference from: 2016

Objectives/strategy to KPIs

Linkage from Strategy to KPIs (i.e. informationis 2016
provided for each strategy element about which
KPIs are related to it)

@ LINKAGE

A company’s strategy articulates what it wants to achieve
given the resources it has access to in order to create

and deliver long term value to its stakeholders. The best strategy

disclosures are those that display qualitative linkage between the

strategy and other key parts of the strategic report, namely KPIs,

risks and CR priorities. This demonstrates connectivity throughout

the strategic report and also helps keep the annual report clear and

concise by preventing both repetition of narrative and excessively

lengthy disclosure in any of these separate parts.

Overall 27%
FTSE 350 36%
Others 14%

A company should make sure that, when using a cross-reference it
specifically identifies the nature and location of the information to
which it relates. KPIs were the most common element that was cross-
referenced to strategy, perhaps not surprising given that they should
demonstrate how the strategy is measured.

Objectives/strategy to principal risks

Complete linkage 15%
Partial linkage 1%
No linkage 74%

Itis surprising that the majority of companies do not directly link their
strategy to any of their KPIs (although a slightly higher number do
provide linkage between their objectives and the means by which these
are measured as detailed in the section above). Thought should be
given as to whether KPI measures are those ‘key’ to the company if they
cannot be linked in any way to the company’s strategy. Where any non-
GAAP measures have been chosen as KPIs, providing a link between
these and the company’s strategy can be an easy way of showing

Overall 20% their purpose - something that will be required in future by the ESMA
FTSE 350 20% Guidelines on Alternative Performance Measures.

Others 7% Is linkage from strategy to KPIs logical? 2016

The fact that only a minority of companies provided a cross-reference (as % of the 26 companies including linkage)

between their strgtegy d|scus§|on and their principal r|sk§|mplles that Completely 50%

there may be a failure to consider these two elements as interrelated,

i.e. that your principal risks should be identified bearing in mind what In part 50%

your strategy actually is.

To determine whether the linkage presented was logical, the KPIs

were examined in light of the strategic element they had been linked

to in order to see if it was clear that there was a genuine relationship
between the two. The fact that only half of those companies presenting
some linkage gave linkage that always appeared logical suggests that
some companies need to consider whether there is in fact a relationship
present in the manner suggested or to explain it more clearly. Acacia
Mining PLC (Example 6.14) was an example of one of the few companies
surveyed that presented logical linkage between all strategic elements
and KPIs.
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Report includes linkage from strategy to risks (i.e. 2016
information is provided for each strategy element
about which risks are related to it)

Complete linkage 17%
Partial linkage 1%
No linkage 82%

Itis interesting to note that for those companies that did present linkage
between their strategy and risks the vast majority provided linkage
between all areas. This suggests that perhaps when companies do think
about this linkage they find it easier to connect a risk to every element of
strategy rather than to identify only some potential relationships.

Is linkage from strategy to risks logical? 2016
(as % of the 18 companies including linkage)

Completely 28%

In part 72%

As noted directly above most companies that provided linkage
associated a risk with all the components of their strategies. However
only a minority of companies that provided any linkage in this area
presented linkage where the logic was deemed self-evident. For
example, some companies provided very generic linkage by linking
overarching risks e.g. ‘business risk’ to a specific part of their strategy
without properly explaining how that element of their strategy was
linked to the wider risk. Such information is useful in the strategy
section, rather than solely relying on descriptions in the principal risks
section, as a failure to do so can result in linkage in the strategy section
being unclear or seeming superficial. Other companies provided
linkage that did not seem logical, i.e. there was no apparent relationship
discernible between the risk and strategy - this was perhaps a result

of trying to ‘shoehorn’ elements of the report together. G4S plc and St
Modwen Properties PLC (Example 6.15) both provided a good example
of how to logically link risks and strategy.

Reportincludes linkage between strategy and 2016
corporate responsibility (i.e. information is

provided for each strategy element about which

CR priorities are related to it)

Complete linkage 1%
Partial linkage 9%
No linkage 90%

Generally, CR content in the strategic report is presented in the form of
a separate report most commonly towards the end. Better companies
demonstrate how CR considerations are embedded in their strategy.
Companies should give consideration as to how content that may
currently be included in the annual report does actually relate to the
company'’s overall strategy as, if it does not, it could instead be included
in a standalone CR report thereby keeping the annual report clear and
concise. Rexam plc (Example 6.16) and Fresnillo plc (Example 6.4)
incorporated CR priorities well into their strategy/business models. It
should be noted that it may not be the case that every strategy element
would have CR linkage and companies should consider this in light of
their own specific facts and circumstances.

Is linkage between strategy and corporate 2016
responsibility logical?
(as % of 10 companies including any linkage)

Completely 60%

In part 40%

Again, companies need to consider whether the linkage they are
illustrating is logical rather than trying to create linkage where none
exists.

A clear vision | Annual report insights 2016
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Section 2. Strategy disclosures - good practice examples
For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 6.11
Johnson Matthey Plc 2016 Annual Report & Accounts (p17)

Good explanation of a company's strategic responses to
changing market trends.

A clear vision | Annual report insights 2016
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Example 6.12
Vi
12-1

Good explanation of a company's strategic responses to

changing market trends.

2015/1

OUR MARKETS AND OPPORTUNITIES

LARGE ADDRESSABLE MARKETS
IN' FAST GROWING SEGMENTS

Global inhalation market

The main market for inhaled therapies is to treat

respiratory diseases, especially asthma and COPD. 3 [

Inhalation products are complex fixed dosage forms
that are challenging to develop within the global
regulatory environment. Volume growth is expected to
continue as demand in the developing world expands.
While volume growth is expected, overall sales growth
is expected to be modest in these two disease areas
due to a number of market factors

In the asthma therapy market, generic erosion of two
leading products, GSK's asone
propionate (Advair/Seretide/Adoair) and AstraZeneca/
Astelas’ formoterol/budesonide (Symbicort), is
expected to constrain value growth. The decline
of sales of these market leaders is expected to be
counterbalanced by the entry of emerging innovator
products, mainly novel anticytokine agents for the
treatment of severe asthma,

In COPD, generic erosion of salmeterol/fiuticasone and
formoterol/budesonide will also have put downward

pressure on overall saes prices. However, an increase Global inhaled respiratory market
in the drug-treated population for COPD and the growth revenue in 2015:

USS$35bn

of LABA/LAMA combination products are expected to
provide growth in sales revenues.

The WHO estimates that the number of
people currently suffering from COPD is

deaths in 2012 were due to

COPD; the WHO predicts it will
become the third biggest
cause of death by 2030

64m

Our strategic response

Vectura is well placed to address these challenges through:

Proprietary formulation

Vectura has a number of proprietary formulation capabiliies
(PowderHale®, PowderMax™ and ParticleMax™) which enable

it to formulate for inhalation a wide variety of molecules including
small molecules and biologics. Furthermore, these technical
capabilities can be applied to both generic and new molecular
entities thereby enhancing the commercial prospects of

the Group.

12 VecturaGroup plc Annual Reportand Accounts 2015/16

Multiple device platforms
Vectura has a number of patent-protected technology platforms
with which to generate future income streams:

+ devices (DPI and nebuliser delivery systems); and

= inhalation technologies (FAVORITE'™).

A clear vision | Annual report insights 2016

World population by 2050
expected to reach

9.6bn

235m

people are estimated by the WHO
to be affected by asthma globally.
Asthma is the most common
chronic disease i children

Pricing pressure

Vectura's business model exposes the Company to the anticipated
volume growth of increasing generic drug usage through leveraging
Vectura's formulation and device expertise, Vectura and its partners
are developing generic versions of GSK's Advair®/Flovent® as well

as AstraZeneca’s Symbicort®. The former programme is partnered
with Hikma (through its wholly owned subsidiary, West-Ward
Pharmaceuticals) and s undergoing regulatory review.

Macro economic and social trends

Population growth,
ageing populations
and lifestyle changes

Long-term economic growth
in emerging markets

Rapid scientific and
technological advances

Downward pressure on
healthcare costs

Hybrid business model

Akey element of Vectura's strategy is to grow ts revenues from

products focused on the treatment of ainways diseases, leveraging
pe research, d ialisation

through implementation of a hybrid business model:

(a) Partnering: to capture value from larger, commercially attractive
indications that reqire large sales forces and high marketing spend

(b) Co-development with partners: to capture and retain greater
‘economics and source new innovative assets without
undertaking exploratory research;

(0) Self-commercialisation: for products that require a focused sales
force (L. specialty or hospital focus).

portand Accounts 2015/16 13
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Example 6.13
The Unite Group plc Annual Report and Accounts 2015

p16-17

e Linkage of all strategic priorities to how progress against
them is measured.

* Linkage between strategy/objectives and risks.

* Discussion of company outlook.

STRATEGIC REPORT
OUR STRATEGY AT A GLANCE

MAXIMISING OUR VALUE CREATION

A clear vision | Annual report insights 2016

02 Corporate governance
03Financial statements

04 Otherinformation

STRATEGIC PRIORITY

[ 4

Most trusted brand
In 2014, Unite Students launched its new purpose.

PERFORMANCE

We installed LED lighting in 66 properties, updated 115
carried out

Home for Success: 3

il contri ing fhe student experien

fo positively impact ail students living with us, and help
us fo become fhe most frusted brand with students
and Universities. Home for Success was infroduced
‘with an inifial investment commitment of £40m, which

usto
helps them achieve more from their fime at University.

This investment has been channelled into four key areas
of the business; physical, digital, service and people.
ignificant progressin

we
delivering on our purpose.

B Recmore
Information p20

Highest quality portfolio
During 2015, we confinued to develop the quality of
our portfolio through developing and delivering on
fime, disposing of non-core assefs and fhrough fhe
acquisition of quality portfolios, in line with our sfrategy.

B Recmore
Information p22

Strongest capltal structure
This year we further strengthened our capital structure

the raising of new equiy capifal for Unite Group pic
USAF.

B Read more
Information p24

and a further seven schemes fo openin 2017 and 2018.

- Asset
across portfolio

estate fund.

We updated Wi-Fi fo  minimum 25M8, infroduced a bespoke
online shop and launched an additional digital platform, the

Student Life Hub', fo engage with students with content that is

relevant, inferesting and useful.

our toits highest

aweb presence in the country.

We completed two significant developments; Angel Lane
in Stratford and Orchard Heights in Bristol - on fime and to
budget and fuly let for 2015/16.

We disposed of two non-core assefs.

Acquired Ahli United Bank (AUB) portfolio

016

In April 2015, we raised £115 million (before fees) of new equity

viaa placing.
In May 2015, USAF raised £306 millon of equity which was
[ let the Ahii Uni

(AUB) Portfolio.

10 be Europe’ e S

Loan-fo-value fellfo 35% and net debt is now equivalent fo
6.9 fimes EBITDA and we intend fo maintain our debt ratios
at around current levels.

HOW WE MEASURE
OUR PROGRESS

99%  79%

Beds sold Highest ever
University trust
score

83%

Highest ever
customer
safisfaction score

£115M £306M

FUTURE OUTLOOK

Ourstrategy s focused on being the
most frusted brand in the sector, and fo

confinue foinvest in our brand and buid
upon our heritage dating back 25 years.

OUR STRATEGIC RISKS

Market risks

* Reductionin demand driven
by govemment policy or ofher
macro events.

o Redlusi ®

development of our digital platforms and
our people, and will continue fo focus on
the relafionship i

change in patterns of study through
enhanced use of fechnology.

and success at University. We will further
develop our physical and oniine
presence in China having opened

our marketing office in Beijing.

We are commitied fo sourcing the

best development opportunities, in

the strongest locations, and fo carefully
o i i

op
interest in the performance and
appeal of the purpose built student
‘accommodafion (PBSA) sector.

Operationalrisk
« Major health and safety (H&.S) incident
inaproperty or a development site.

Developmentrisk
« Inabilty to secure the best sites on
the right terms. Failure or delay fo

benefit our students and business.

We will confinue fo regularly review
ur

ithin
budget and on ime for the scheduled
academic year.

perty ¥

q o
andinvest ke P
the best accommodation for our

. per i
performance depends on general

envionmentally efficient.

strongest capital structure and delivering
fo our We

« Expiring debt facilties cannot be

equity raise

£49M

Total Returmn ings

only at high cost and/or

recognise that as fh
environment confinues fo evolve, sfrong
University partnerships will be crucial to
success and therefore our portfolio and
pipeline willremain focused on Universities
‘with the strongest growth prospects.

B Read more

KPIs p26

As demand conti 2
we will continue fo utiise our scalable
operating platform, accretive
development pipeline and sfrong,
flexiole balance sheef, as we.
acknowledge that they underpin
ourlonger ferm prospects for growh.

We will continue fo strengthen our
debt position through utilising diversified
SO

B Read more
ks ond

moturity profle.
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Example 6.14
ia Mining PLC Ann

Logical linkage between all strategic elements and KPIs.
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OUR STRATEGY

A clear vision | Annual report insights 2016

Throughout 2015, we continued to make progress against
our refreshed strategic approach and our ambition to become
aleading company in Africa.

Relevant pages
P20

Key performance indicators

p2

Sustainabilty review

P80

Principal risks and uncertainties

OUR VISION

STRATEGIC PILLAR

PROGRESS IN 2015

PRIORITIES FOR 2016

2015 KPIs RELEVANT RISK AREAS

To be the leading gold
producer in Africa.

We will do this through
focusing on the following

strategic pillars.

Our business

We have made significant technical changes to our business

10 ensure that each of our mines are correctly engineered, set up
10 delver free cash flow and able to drive operating efficiencies.
Each mine is transitioning to operate as its own commercial
business unit, with regulatory and strategic oversight being
provided by the central offices.

Completed transition of North
Mara into a combined open pit
and underground operation

- Progressed the mechanisation
of mining at Bulyanhulu
Delivered a further 30%
reduction in capital expenditure

+ Complete the second access portal
at the Gokona Underground
+ Identify alterative areas to source
nes underground at Bulyanhulu
Accelerate waste movement at
the Buzwag pit to enable access
t0 highergrade areas

732 suategi

Financial

(ko) External

1,112 e

ase
(USs/o)

Our people

Our people are our core asset and we are focused on
creating a high-performance culture where our people are
held accountable, but are given the tools to succeed. In order
to achieve this we have significantly reduced the levels of
management, restructured our corporate offices, rightsized
the workforce and promoted local talent

+ Completed the roll out of
behavioural safety programme
(WeCare)

Undertook significant right-sizing.
of workforce

20% reduction in TRIFR rate
Further reduction in proportion
of international workers

* Roll out of first ine leader training.
programme
Further improve TRIFR rates with
ambition of zero injuries
Continue to enhance Accountable
Management System

0.68 e

o Operation:
(Frequency rate)

95.6%

LOCALISATION
9% of operational workiorce
Tanzaniar)

Our relationships

We have focused on improving our relationships with the
communities around our mines and with the Government.

We have engaged more actively with the community, the media
and our broader stakeholders. We have also worked hard to
strengthen our relationships with local and national authorities
to ensure that we receive the appropriate support for our
business in order for us to continue to be a key economic
development driver for our host countries.

+ Successfully operated through
country-wide general election
Maintenance of improved
relationship with communities
at North Mara

Updated closure plan for
Buzwagi

+ Further reduction in intruder
numbers at North Mara
+ Generation of alternative livelihoods
and improved community well-being
Increase local content within
supply base
Reduce overalllevel of community.
grievances

US$I29m 2=

e
(COMMUNITY SPEND Exteimel

(ussm) Operational

Our future

We believe that exploration is a significant driver of value for
the business over the long term and now is the time to invest,
which s a contrarian view to many in the market. AS a result,
we are focused on building a significant land package across
Africa in the most geologically prospective belts to provide

our exploration group the best opportunity to discover our next
mines, as well as other opportunities to drive shareholder
value over the long term.

- Delivered encouraging
inital resuits from drillng
on Liranda Corridor in Kenya
Increased resource base
on South Houndé JV in
Burkina Faso
Expanded footprint in
Burkina Faso

- Acquired licences in Mali

+ Follow-up drilling programmes
on Liranda Corridor to delineate the
extent i

286 D

Financial
+ Test depth and satellite targets (=) External
on the South Houndé JV Operational

Undertake grassroots exploration
on newly acquired licences

- Continue to expand footprint
in most prospective areas
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A clear vision | Annual report insights 2016

Example 6.15

Modwen Pr rties PLC Annual R | :::;:mmms -

2015 (p18-21

/" secure excellent N
ES2  returns...

i i i ‘As the UK’ leading regeneration specialist, our expertise Ohlctives Propen Nextsteps
Logical linkage of risks and strategy. e kg gt i o oo
strategy of Il Geviopment g T Srussou £170n popery S sustegc sctions and BenoRng
returns through a focus on long-term significant added g, [ foe)
value while protecting our asses. Sencam e oo A2 Lo
et syptutedn 2
e

it cedopmen o genets

AL i S bl R
eS8 e e prncipa risks Linkto remnaration

ot

Broceses cou ers s o o1t o
S o ; forxcut
et e -

through Themanagementof devopmen -

acquie stes pportunsicaly thathave ciar i et oy

focusoniions; potenta to enet from our speciatvalue Gependan on o xpet.

ten icant dding ik and whichcan generate profits

everystage of the property ey Key performance indicators

PRoRT aroRE ALt TAX QUITY T ASSETS i SvARE T =
o " N
10 3doptony he mos susanabespprosches 0 -
protecting regeersionand devlopner e cperts from
our assets T nancitfooting carehly monkorngcot e T T o
Tlow and ek, whit o development actvkes re w

a ...while 5 the UK leading regeneraton specilist e st

underpined by a relable and recuring ncome
aream that enabie s o fund our cost base and
progressour longer term regeneration roect at

e PR P ———— sevegeseprt PR — 2
- P i

—

Our strategy and KPIs (continued) N

@ ...through a focus on long-term ...while protecting

significant added value... our assets >
o
objectves rrogress Nextstaps objctives rogress Nextstaps S
s Saros ,‘:S:L; e o ‘”Zil’f:f‘:‘;ilw s
Centre uiture towards sa!en health and. e ““‘5““’"”"“ Actulyseetodeger and s

i e e
me s g g

e et

Z 'xddy

S i e o
o principarisks R Link to remuneration
i e s st st cuang
prncipa isks ) Link to remuneration oy hml“ﬂé A
e g e o v et cpue e o
o s sl bois 'V‘ vt poor vt i s

ST bt : = S
S— o= e o &)
pertse esuking ofey, healh. Q
Emplayment of nadequse practcesto e, o = [a}
P R -
sty @

Key portormanceindicators -
L 1]
L 0
o
C
S
1]
%]

82


http://www.stmodwen.co.uk/uploads/documents/annual-report2015.pdf#page=22
http://www.stmodwen.co.uk/uploads/documents/annual-report2015.pdf#page=22

Example 6.16

Rexam plc Annual Report 2015 (p12-13)

Company's corporate responsibility priorities embedded in the

strategy.

REXAM ANNUAL REPORT 2015
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OUR STRATEGIC

PRIORITIES

Five key sirategic priorifies (see below and
pages 14 10 19) help us fo focus on what is
important o deliver on our commitments,

1o align and mobilise our organisation and
1o optimise fime fo execution. Together they
vill enable us fo achieve our vision and our
overriding goal to deliver sustainable value
to all stakeholders.

OUR VALUES

Our strategic priori

What are our key strengths?

How does this help 1o create value
and how do we measure?

Key events in 2015

Future challenges and risks

Clear values help build a sense of
rust and accountabiliy. They are
a point o reference, @ compass
o guide us.

In 2015, we added safety o our core
values. We wanted fo reinvigorate our
focus, not just on the shop floor, but

Strengthen our
customer relationships

Not simply by providing best quality and
customer service a the right cost but also
by working with customers strategically
and proactively. We will strengthen ties
through commerciol excellence and
marketing capability, while innovating to
meet the challenge of profitable growh
in a lower growth worl

« Global menufaciuring footprint

+ Long standing relationships with
world leading brands

« Depth of packaging knowledge
«Responsiveness fo operational requirements

« Confinued investment in new products
and processes

Delivering on our promises coupled
with  proactive approach increases

the likelihood of further sales growth.
Measures: Sales growth, research and
new product development and customer
safisfaction score (see pages 20 and 21).

We grew volumes 4% in 2015.

« Expanded our European and Russian grophics
and design studio copabilities

« Confinued fo lead the development of croft
beer in cans in both US and Europe

« Allfime record quality score in our customer
survey in South America

« Confinued growth in new beverage categories

« Pressure on profit margins through
coordinated global customers
procurement

*See summary of principgl risks and

certainties on pages 24 fo

o our family and friends every day.

Continuous improvement
We are defermined fo do betfer
fomorrow. This is the key fo sirong
customer relafionships, operational
excellence and business success. We
sef ourselves ambitious fargels and,
making us the benchmark for quality
in our industry, become a beacon

of best business practice.

Invest with focus
Ensure that we capture opportunities and
profect our core business, all the while
maintaining strict capital discipline

and o focus on refurns.

« Disciplined capital allocation with
good investment track recorc

*World class project management
of processes

«Strong enterprise risk management

+Regarded as proaciive, reliable
global partner

«Strong balonce sheet

Our customers operate globolly and expect
us fo be able to match their geographic
foolprint. Our geographic base ranslofes
into a robust business portfolio. Investment
improves our ability to win and exter
coniracs fo serve the growing needs of
ourcustomersand flly uise ur con
making capaci

Measures: Sales growth, profit growth
ond emerging market sales (see page 20).

We invested in o number of markets globally
in 2015.

« Completed acquisition of 51% siake
in UAC

*Invested in joint venture in Panama

« Opened new innovaive plant in
Widnau, Switzerland

«Started buil

ing second plant in India

« Asset acquisifion expensive

* Lack of significant availoble new
emerging market investment
opportuniies

+See summary of principal risks and
uncerfainties on pages 24 to 2

Recognition

We believe in recognising every confribufion
usiness and we celebrafe oufsianding

ochievement. We reward and promofe

people on m through fair and open

performance management and career

development systems. We should all

feel that our work is an enjoyable

and fulfiling part of our lives.

H

Teamwork
We know tht as a focused beverage

Pursue confinuous improvement
operational excellence

Our emphasis is on delivering first class
producs of cost af or below those of
our compefitors.

*Unrelenting focus on beverage

«Stringent focus on quality and
on fime delivery

« Globally recognised manufacturing
excellence bosed on six sigma on
lean principles

* Highly skilled employees with the
engineering and fechnical experfise
fo support our business

Lowest delivered cost is essential fo
winning and maintaining business and
ensuring that our production lines are
working at optimum capacity.

Measures: Underlying profit growih,
free cash flow, annual efficiency sovings
(see page 20).

We again gained recognition for operational
excellence from The Shingo Insiitufe.

« The Shingo Prize awarded fo our joint venture
in Guatemala

« Delivered £22m in savings, confinuing our
excellent record in this area

« Global operational tools implemented
to enhance best practice sharing

«Berlin plant closure completed in a fair
and professional way

* Mefol premiums

+See summary of principal risks and
uncerfainties on pages 24 fo

can company we are at our best when
we work fogether as a group. We
deliver the greafest possible benefit fo
customers, shareholders, colleagues
and communities when we pool our
talents and pull together. We respect
ond value the diversity of our people
and we are commifed fo fairness
and meritocracy.

Shape our future
vating and confinuing fo improve.
our sustainabilty performance fo underpin
our licence to operate and o support our
cusfomers os fhey face increasing consumer
ond legislafive pressures.

« Global centrolly funded
innovation programme

« Close fes with fechnology leaders
1o enhance our can making process

« Clear, aligned susiainabilty framework
with stretching torgets

«Indusiry leading commifment fo promote
and support post consumer recycling

Positions us as the can maker of choice for
our customers and serves os o further
means of reducing our cost base and
earning our licence fo operae.

Measures: Recycling rates, research

and development, carbon intensiy,
recycling rofes (see page 21)

We confinued fo innovate in both processes and
products fo support the needs of our customers.
*Qur Edions™ technology potent pencing)
continued to grow strongly across the
Wit & nombor of customer couabmuons
« Launched new cans sizes in our Sleek® range
«Published our 2015 sustainability report achieving
16 of the 20 goals we had previously set

* Maintain balance in our innovation
portfolio across the shorf, medium
and long ferm i light of short
term pressures

+See summary of principal risks and
uncerfainties on pages 24 to 29

rust
Openness and honesty are essential fo
business efficiency and fundamental

earn and deserve the rust of
jone who comes info
contact with us.

@ winning organisatios
Ensurmg that a culture of conabamomn,
delivery and behaviour cenired ar
e e i eeeices
underpins everything that we do.

« Engaged employees
«Strong and improving safety culture
with engagement across the company
* Continual investment in training and
development fo ensure tha we are prepared
« Clear values and leadership pracices (as
well as globally applied Code of Conduci)
part of leaders’ performance obiectives

Engaged, mofivated people understand
how their work contributes to the delivery
of our sirategy and the safisfaciion of our
customers. Training and development
ensure that they have the skills to help

us remain competiive.

Measures: Employee engagement ond
lost fime accident rates (see page 21).

We introduced safely as a core value.
« Reduced the number of lfe changing safefy
incidents by 50%

*Increased participation in our employee survey
and maintained our engagement index af 75%
« Confinued fo provide learning and development
opportunities for our people against the

backdrop of change

+ Compefition for falent

+See summary of principal risks and
uncerfainties on pages 24 o 29
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Section 3. Corporate Responsibility

Information on environmental, employee, social, community
and human rights matters is required to be included in the
strategic report to the extent necessary for an understanding
of the development, performance or position of the company’s
business.>°

<IR> CR considerations

Embedding integrated thinking into an organisation’s activities
requires better connection of external reporting and the
information used for management reporting, analysis and
decision-making. For entities operating in silos, the preparation and
presentation of separate sustainability or corporate responsibility
reports can often be seen as bolt-on processes to other reporting.
In this way, integrated reporting often initiates processes to
integrate sustainability or corporate responsibility information
into business management and reporting systems, and, where
necessary, to identify and develop smarter non-financial
information and KPIs. An integrated report would therefore
naturally weave into its discussion of strategy, business model and
performance the impact upon all relevant stakeholders, therefore
eliminating the common standalone CR sections.

50 FRC Guidance on the Strategic Report, Section 7.29

The best annual reports incorporated CR considerations
throughout their strategic report as opposed to having

a ‘bolt-on’ CR section at the end of the strategic report.

This reflects the idea that broader environmental and social
issues should be embedded into the strategy and business
model of an organisation. How a company interacts with its
various stakeholders should be a key theme of the strategic
report, which is linked to the premise of <IR> that a company
should be managing all of its various capitals (e.g. human,
social and relationship, natural) in an integrated fashion.

A good example of this was Fresnillo plc (Example 6.4)

which incorporated sustainability directly into its business
model (see example in business model section above). Mitie
Group plc and Rotork plc (Example 6.17) also provided good
examples of integrated CR content by incorporating these
directly into their strategic priorities. A minority of companies
also provided some linkage by including a CR KPI as part of
their main KPIs, the most popular choice being an employee
measure as shown in Figure 6.6. Companies should however
aim to avoid having specifically designated ‘sustainability/CR’
KPIs in addition to their ‘main’ company KPIs as this suggests
that such sustainability KPIs are not integral to the business as
a whole. The KPIs presented should be those measures used
to manage the business and demonstrate how the company is
creating value for shareholders and their wider stakeholders.

A clear vision | Annual report insights 2016

If a company does have sustainability KPIs they should ensure
that the measurement and description of the KPI indicates
how that measure demonstrates the value creation processes
in place within the company. For example a KPI of 'number

of workplace injuries’ does not in itself demonstrate how the
company creates value, whereas providing an assessment of
the value lost to the company per each workplace injury and

a decrease in the KPI year-on year does indicate how value is
being created/preserved.

Figure 6.6 To what extent is CSR information included
within the annual report?

100% 506
3%
80%
28%
%
60% 4%
40%
52%
20% 30%
0%
Environmental GHG Employees  Social and Human
matters community rights
(excluding GHG) issues issues

W Veryshort commentary B Meaningful commentary
I Extensive commentary with detailed analysis
B Analysis includes identification of a specific KPI
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http://www.mitie.com/documents/investors/annual-report-2015.pdf#page=12
http://www.mitie.com/documents/investors/annual-report-2015.pdf#page=12
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As disclosed in Figure 6.7, with the exception of the required
gender disclosures, very few companies currently disclose
wider diversity figures. CR disclosure, in particular diversity,
is expected to gain increasing prominence given the EU Non-
Financial Reporting Directive which will extend the level

of diversity disclosures for periods beginning on or after

1 January 2017 (see chapter 3 Regulatory overview

for further discussion).

Figure 6.7 What diversity information was disclosed
by companies?

100% 96%
80%
60%
40%
20% \
& 2% e 2% 1%
0% —_—
z i % 8y 3 3¢
5 e T 5 o ORC
U} =0 3 v c
g5 a 2
s o
&
C
9

51  http//www.ukaccountingplus.co.uk/en-gb/publications/uk/need-to-

know/2016/ntk-bis-non-financial-reporting-directive

52  https:/www.globalreporting.org/standards/g4/Pages/default.aspx

53 Available at https://www.gov.uk/government/uploads/system/
uploads/attachment_data/file/509835/LIT_10094.pdf

Companies need to strike a balance in determining the
amount of CR information included in their annual report in
order to meet this requirement whilst ensuring that the report
is kept clear and concise. For example it may not be necessary
to include information in the annual report to solely illustrate
that the company is ‘doing the right thing’ when this is not
material to the company. A recommended means of ensuring
information is kept clear and concise is to only include the CR
information that is assessed to be material to shareholders in
the annual report/that supports the company’s value creation
story and to include a reference to where further detail can
be accessed e.g. on the company's website or in a separate
sustainability publication. This may be particularly relevant

to those companies where detailed sustainability information
may be relevant to other interest groups, e.g. NGOs, but
where a large quantity of this would not be considered
material for the purposes of the annual report. 49% (2015:
34%) of companies surveyed provided references to where
further CR information could be accessed outside the annual
report, suggesting that increasing consideration is being given
by companies to making their annual reports more clear and
concise by not including immaterial CR disclosures.

A number of companies struggle with the concept of
materiality as it relates to CR and are more comfortable

in making materiality determinations when looking at their
financial information. For further discussion of materiality in
relation to both financial and non-financial content in annual
reports see chapter 4.

A clear vision | Annual report insights 2016

In relation to materiality considerations for company’s
sustainability reports, there are a number of specific
sustainability reporting guidelines, such as the Global
Reporting Initiative (GRI) guidelines (G4)>?, that provide useful
guidance for companies, though it may be the case that not
everything which is material from a sustainability report
perspective will be material for the purposes of the annual
report. A good example of a materiality determination process
with respect to sustainability was provided by Premier Oil plc
(Example 4.5) who provided a ‘materiality matrix’ addressing
their corporate responsibility issues. Although sustainability
information is not subject to any mandatory external assurance
requirements a minority of companies did gain such assurance
over the figures they presented (see Figure 6.8).

Figure 6.8 Has sustainability information been assured?

5%
1%

14%

M Yes - GHG information [l Yes - other information
[ Yes - both GHG and other information [l Yes - ESOS*

B No

*The Energy Savings Opportunity Scheme (ESOS) is a mandatory energy
assessment and energy savings scheme that applies to large undertakings
and groups containing large undertakings in the UK. For further guidance
see the UK government’s publication on the ESOS scheme.>
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Other observations

A clear vision | Annual report insights 2016

Report mentions the company’s 2016 2015 Report mentions the company’s 2016
approach to dealing with bribery approach to prompt payment of

and corruption suppliers

In strategic report 56% 40% In strategic report 9%
Elsewhere in annual report 24% 27% Elsewhere in annual report 4%
Not mentioned 20% 33% Not mentioned 87%

The EU Non-financial Reporting Directive will specifically require
reporting on bribery and corruption so it is encouraging to see an
increase in the number of companies disclosing this overall. One
company in our survey that included discussion of their approach to
bribery and corruption in their strategic report was BTG plc.

There is no requirement for companies to publish information on their
supplier payment policy in their annual report, although some may see
it as important information as regards their stakeholder relationships.
Of those companies that did mention this the majority just made a
brief reference to their overall policy - a more detailed disclosure that
made specific reference to the Prompt Payment Code (a voluntary UK
government initiative) was provided by CLS Holdings plc.

Report mentions modern slavery 2016

In strategic report 30% Report discloses ‘Scope 3’ GHG 2016 2015
Elsewhere in annual report 4% emissions

Not mentioned 66% Overall 36% 22%
The Modern Slavery Act54 introduces a requirement for all entities FTSE350 36% 28%
with UK operations and turnover > £36m (with a year end on or after Others 36% 14%

31 March 2016) to publish a slavery and human trafficking statement
on their website as soon as reasonably practicable after year end.>*
Although there is no requirement for companies to include information
on this in their strategic report (reflected by only a minority of
companies disclosing such information), thought should be given as

to whether such disclosure is likely to be seen as material information
on human rights given the nature of the entity’s operations. The level
of disclosure seen in the annual reports surveyed varied and in many
cases was limited to a very brief mention.

54 http://www.ukaccountingplus.co.uk/en-gb/publications/corporate-
governance/governance-in-brief/gib-modern-slavery-act
55  http://www.ukaccountingplus.co.uk/en-gb/publications/corporate-

governance/governance-in-brief/governance-in-brief-gender-pay-
gap-information

There is no requirement under the Companies Act to disclose Scope 3
emissions (which relate to indirect emissions which are a consequence
of the company’s actions but occur at sources that are not owned or
controlled by the company e.g. purchased materials). The rise in the
number of companies disclosing this data suggests that an increasing
number see it as providing important sustainability information

as regards the company'’s activities. BT Group plc was one of the
companies that did make such disclosure.

Report includes information 2016 2015
on gender pay gap

Overall 2% (both FTSE 350) N/A

The UK government has published draft regulations calling for pay

and bonus information across genders to be reported publicly by all
employers with 250 or more employees.* The first disclosures under
the regulations will be required by April 2018. It will be interesting to
see if this number grows in future as companies move toward applying
the new regulations. National Grid Plc made a brief reference to their
previous publication of gender pay gap data in their 2015/16 Annual
Report.
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http://www.ukaccountingplus.co.uk/en-gb/publications/corporate-governance/governance-in-brief/governance-in-brief-gender-pay-gap-information
https://www.btgplc.com/media/1848/btg_annual_report_2016.pdf#page=23
http://www.clsholdings.com/cls/uploads/reports/CLS_Annual_Report-FINAL.pdf#page=24
http://www.btplc.com/Sharesandperformance/Annualreportandreview/pdf/2016-Annual-Report.pdf#page=40
http://investors.nationalgrid.com/~/media/Files/N/National-Grid-IR/reports/2016/national-grid-plc-annual-report-and-accounts-2015-16.pdf#page=46
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Section 3. CR/Sustainability reporting - good practice

examples

For each example, the aspects of good practice that it

illustrates are listed next to it. ~

Example 6.17 ©

Rotork plc Annual Report 2015 (p28)
O

CR content integrated directly into company's strategic

priorities. 5]

See also Example 4.4 in chapter 4, an extract from the =

Premier Oil plc 2015 Annual Report and Financial Statements

(p58-59), which demonstrated disclosure of the assessment IN]

of which CR considerations are material in a sustainability

context. 2
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Section 4. Other reporting trends

Dividend disclosures

In November 2015, the Financial Reporting Council’s Financial
Reporting Lab published a Lab project report on Disclosure
of dividends - policy and practice.*® The report found that
both companies and investors agree that dividend policy and
practice disclosures provide useful information that affect
both investment decisions and assessment of company
stewardship. However there was consensus that dividend
disclosures are currently not clearly articulated and that
frequently there is a disconnect between any description of
the dividend policy and how that policy has been implemented
in practice.

Disclosures in the annual report are frequently spread
throughout the strategic report, financial statements and
shareholder information sections with no inter-linkage
provided. The majority of survey companies (59%) did
include some detail on their dividend policy in their strategic
report, generally in the chairman or CEO'’s statement. Such
detail ranged from descriptions of how the dividend policy
functioned to factors that had affected the dividend payment
in the year and in the immediate future. This was far more
common amongst the FTSE 350 companies surveyed with
72% providing such information compared with 40% of the
smaller listed companies surveyed.

56  http://www.ukaccountingplus.co.uk/en-gb/publications/uk/need-to-
know/need-to-know-frcs-financial-reporting-lab-issues-report-on-

disclosure-of-dividend-policy-and-practice

Disclosure of dividend policy in the annual report should be
done in a way that makes it clear to the reader how the policy
actually operates in practice e.g. ‘for 2016 and 2017 we will
increase the annual dividend by a minimum of 4%’. Only 56%
of the companies surveyed that included disclosure of their
dividend policy were assessed as doing this, with the FTSE
350 companies surveyed providing clearer disclosure (64% of
disclosures judged to be clear) compared to the smaller listed
companies (35%). Persimmon PLC (Example 6.18) provided
a clear discussion of the future dividend payments they
intended to make under their Capital Return Plan. Chapter 15
looks at the level of disclosure about distributable reserves
given by companies in their financial statements.

The topic of dividend disclosures is still the subject of much
public comment. It will be interesting to follow how practice in
this area develops in future.

A clear vision | Annual report insights 2016

Other observations

Strategic report includes some disclosure of 2016
dividend resources (either cash or distributable
reserves)

Overall 13%
FTSE 350 17%
Others 7%

Disclosure of dividend resources was only given by a small minority
of companies in their strategic report (this statistic also includes
consideration of any cross-references to the back half of the report).
See chapter 14 for an analysis of disclosure in this area in the financial
statements.

Strategic report includes disclosure regarding 2016
cash available to pay dividends

Overall 9%
FTSE 350 14%
Others 2%
Strategic report includes disclosure regarding 2016

level of distributable reserves

Overall 4%
FTSE 350 3%
Others 5%
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Tax disclosures

The 2016 Finance Act includes revised legislation on tax
transparency which will require certain large businesses to
publish their tax strategy in relation to UK taxation on their
website before their financial year-end. Companies required
to do this are those multinational businesses with UK
operations and consolidated turnover > €750 million, in
addition to UK registered companies, partnerships and
permanent establishments with turnover > £200 million

or gross assets > £2 billion. For December year ends this will
mean publication of the UK tax strategy before the end of
December 2017 for such entities.>” This legislation highlights
the growing impetus on UK companies to be transparent

in how they approach paying taxes following intense media
scrutiny of certain large companies. Another example of
this is the new statutory requirements for those UK headed
multinational enterprises where consolidated group turnover
is £750 million or more in a twelve month accounting period,
or UK subgroups of these, to make an annual country-by-
country report to HMRC.*® There are also EU proposals

to require similar information to be reported publicly.>®

57  http//www.ukaccountingplus.co.uk/en-gb/publications/corporate-
governance/governance-in-brief/gib-tax-strateg

58  http://www.ukaccountingplus.co.uk/en-gb/news/2016/03/hmrc-cbcr-

rules

59  http://www.ukaccountingplus.co.uk/en-gb/news/2016/04/ec-
proposes-publictax-transparenc

From an assessment of companies in our survey it is clear
that the majority currently do not include detail of their tax
governance policies or, indeed, a statement as to where such
information can be accessed on their company website (as
will be required for larger companies post-December 2017).
23% (2015: 9%) of the companies surveyed did provide some
disclosure of their tax governance policy in their strategic
report. However, of these only 10% gave detailed disclosure,
with the remaining 13% of disclosures in this area being
boilerplate. Mondi Group (Example 6.19) provided a good
example of a tax governance disclosure in the front half

of their annual report.

The majority of companies surveyed (59%) did include some
explanation of the tax charges or payments that they had
made to tax authorities in the year in their strategic report.
However the majority of these were boilerplate statements

as to the company’s effective tax rate for the year with a
minority giving more detailed information as to specific issues
affecting their tax charge in the year. Companies might want
to include disclosure on this in order to demonstrate to their
shareholders that they are not undertaking any aggressive tax
planning that may later be open to challenge.

A clear vision | Annual report insights 2016

Although not a statutory requirement, companies may want
to include some disclosure of the quantification of their

tax payments made in the year in their strategic report

to demonstrate that they are fulfilling their role as good
corporate citizens. A minority of companies did make some
sort of disclosure in the front half of their annual report as
to the quantification of their tax charge in the year. However
the vast majority of such disclosures were boilerplate
statements as to the company’s effective tax rate for the year
with only a minority giving more detailed information as to
specific issues affecting their tax charge in the year.

89

=
o

€l cl

14

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xY


http://www.ukaccountingplus.co.uk/en-gb/publications/corporate-governance/governance-in-brief/gib-tax-strategy
http://www.ukaccountingplus.co.uk/en-gb/publications/corporate-governance/governance-in-brief/gib-tax-strategy
http://www.ukaccountingplus.co.uk/en-gb/news/2016/03/hmrc-cbcr-rules
http://www.ukaccountingplus.co.uk/en-gb/news/2016/03/hmrc-cbcr-rules
http://www.ukaccountingplus.co.uk/en-gb/news/2016/04/ec-proposes-public-tax-transparency
http://www.ukaccountingplus.co.uk/en-gb/news/2016/04/ec-proposes-public-tax-transparency

Section 4. Other emerging issues - good practice
examples

For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 6.18
Persimmon PLC Annual Report 2015 (p22)

Clear disclosure of future dividend policy.

E REVIEW

PERFORMA

Strategic update
(continued)

Returns

Persimmon’s retur on average capital
employed (‘ROACE) for 2015 of 32:1%
improved by 30% from 24.6% in 2014.
‘The 19% growth in underlying operating
margin' o 21.9% in 2015 (fom 18.4% in

2014) supported thi
in retumns. Underlying operating profits™

for the year increased by 34% to £634.5m

(2014: £473.3m). The Group's strong focus on
securing improvements in site construction
programmes resulted in the continuation of our
industry leading asset tum, with work in progress
representing just 18% of 2015 revenues, again
supporting the higher levels of returns.

The Group's disciplined capital efficiency
delivers strong liquidity. Including land crecitor
extension, free cash generated before capital
retum in 2015 was £483m, or 158 pence per
share (2014: £388m, or 127 pence per share).
Since the launch of the new strategy the Group
has generated over £1.280n, or c. 420 pence per
share, of free cash before capital retums.

Surplus capital

On 2 April 2015 Persimmon paid a third,
accelerated, instalment under the Capital
Return Plan of 96 pence per share, amounting
to £291m.

As explained in the Chairman's Statement the
Directors are further accelerating payment of
£110 per share, or c. £338m to be paid on

1 April 2016. This payment wil be an interim
dividend for the 2015 financial year. We wil
not be paying a final ividend for the 2015
financial year.

In adkdtion, the Directors are increasing the
Capital Return Pian by £2.80 per share, or

c. £860m, a . 46% increase in total value.

“This will leave £5.50 per share to be paid over
the last five years of the Capital Retum Plan to
2021, It s currently intended to deliver this value
in equal instalments over the remaining five years
of the Plan period commencing in 2017.

‘The revised schedule of payments under the
Capital Return Plan will now be as follows:

Original Plan New Plan
Orignal Plan New Plan Pence Por Stare Pence Por Share
28 June 2013 28 June 2013 75 paid 75 paid

4.July 2014 - 70 paid
30 June 2015 2 April 2015 95 paid 95 paid

1 April 2016 - 110
30 June 2017 6 July 2017 110 110*

6July 2018 - 110"
30 June 2019 5 July 2019 110 110"
30 June 2020 6 July 2020 15 110"
30 June 2021 6 July 2021 15 110*
Total 620 900

We will continue to review future payments in the context of market conditions and the performance

of the business.

Over and above this short term outperformance the Board has also assessed the longer term

ts of the Group and its strategy. The ¥ xplained

within the Viabiity Statement.

22

Persimmon

Pic
D
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Example 6.19

Mon In nd finan ments 201

(p29-30)

Disclosure of company's tax governance policy.

# Average netdebt
— Effcivo nerestrate

Currency split of net debt
%

Pounds siring
£

Gaschicnuna
e

Net debt and finance costs
€milion

 Notfrance costs nderingl

e

1875

Oter
W

Poish zoty
19%

1850

6%

Gearing at 31 December 2015 was 32.0% and our net debt to 12-month tralling EBITDA
ratio was 1.1 times, well within our key financial covenant requirement of 3.5 times.

Net finance costs of €105 milion were €8 milion higher than the previous year. Average net
debt of €1,650 milion was similar to the prior year and our effective interest rate increased
106.3% (2014: 5.4%), primary as a resut of certain one-off effects and sharply higher
interest rates in Russia.

Currencies

Our multinational presence results in exposure to foreign exchange risk in the ordinary
courseof business. Curency exposures arisefom commercialtransactins denominated
in foreign currencies, financial assets and liabilties in foreign

translational exposure on our net investments in foreign operations.

Our poliy is to fund subsidiaries in their local functional currency. External funding is
obtained in a range of currencies and, where required, translated into the subsidiaries’
functional currencies through the swap market

We net balance sheet ind forecast
We do not hedge our exposures to projected future sales or purchases. We do not take
‘'speculative positions on derivative contracts and only enter into contractual arrangements
relating to financial instruments with counterparties that have investment grade

credit ratings.

Volatiity in foreign exchange rates had a significant impact on the performance of the
different divisions, although the net impact on the Group was minimal. The 34% weakening
of the rouble against the euro had a net negative impact on translation of the profits of our
domestically focused Russian uncoated fine paper business, although this was more than
offset by domestic seling price increases and the transactional benefits from our export
oriented Russian packaging paper operations. The stronger US dolar had a net positive
impact on US dollar denominated sales, particularty in our Fibre and Gonsumer Packaging
businesses and our South Africa Division. Going into the new year, our export oriented
businesses in emerging Europe and South Africa are benefiting from margin expansion
as aresult of the recent weakness in emerging market currencies,

Tax

We aim to manage our tax affairs conservatively, consistent with our approach to all
‘aspects of financial risk management. Our oblective is to structure our operations tax
efficientl, taking advantage o( avalable incentives and exemptions. We endeavour to
‘comply with all applicable laws and regulat dialogue
Vit ton authorties. Ams \er\g\h principles are apphed inthe pricing of allntra-
group transactions, in accordance with Organisation for Economic Cooperation and
Development guideines.

We have dedicated intemal tax resources throughout the organisation, supported by a
centralised Group tax department that takes overall responsivilty for management of the
Group's tax affairs. We maintain a detailed set of operational guidelines aimed at ensuring
asound tax control environment,

Mondi operates in a number of countries, each with a different tax system. In adtion,
there have been significant developments within the global tax environment to achieve
greater tax transparency. The Group is routinely subject to tax audits and reviews which
may take a considerable period of time to conclude. Provision is made for known issues
and the expected outcomes of any negotiations or litigation.

Tax risks are monitored on a continuous basis and are more formally reviewed on a half-
yearly basis by the audit committee as part of our half-yearly reporting process. We seek
regular professional advice to ensure that we remain up to date with changes in tax
legislation, disclosure requirements and best practices.

Based on the Group's geographic profit mix and the relevant tax rates applicable, we
would expect our tax rate to be around 22%. However, we benefited from tax incentives
related to our capital investments in Slovakia, Poland and Russia. In addition, we

A clear vision | Annual report insights 2016

Chief financial officer’s review

MOAG

2

ouBURN0D

Cash flows from operating activities

€milion

-

p— |
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€1,2/9m

recognised deferred tax assets related to previously unrecognised tax losses which we
now expect to be able to utiise in the coming years. As such, our tax charge for 2015 of
€161 millon reflects an effective tax rate for 2015 of 19%, consistent with 2014,

Tax paid in 2015 was €160 milion (2014: €108 millon) as a result of the increased
profitabiity and the timing of final tax payments for the 2014 and earlier financial years.
Going forward, in the absence of further investment related tax incentives and assuming
asimilar profit mix, we would anticipate marginal upward pressure on the tax rate over the
nextthree years as it moves towards the expected tax rate of 22%.

Cash flow priorities
We are wel posttioned as a leading intemnational packaging and paper group with a strong
platiorm for growth. In pursing opportunities to grow, we are committed to maintaining
discipline around expansionary capital expenditure and acquisitions.

Five-year cumulative cash flow

€bilion

57 )
08
03
-
-
Freo st Dsrtuedto Sperion  Racowdfomdsposss  Changen
casnton assatboss srarshokdrs acquions andacsimenis ettt

Our cash flow priorities

. Maintain our strong and stable financial position
2 ®  and investment grade credit metrics

A o Growthrough slective capital
investment opportunities
priorities @ Support payment of dividends
10 our shareholders.

- . Evaluate growth opportunities through M&A
A and/or increased shareholder distrioutions
(o5 sppropriat)

Strong cash flow generation
n 2015, the cash generated from our operations was €1,279 millon. On average over the
last five years, our cash generated from operations has increased by 8.7% per year.

Working capital as a percentage of revenue was 11.6%, marginally below our revised
targeted range of 12-14% and down on the prior year (12.3%). We have increased our
targeted average working capital range to reflect the increased contribution from our
more working capital intensive Industrial Bags and Gonsumer Packaging businesses

as we continue to grow our downstream packaging interests. The net cash inflow from
movements in working capital during the year was €9 millon (2014; outflow of €87 millor).
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Key performance indicators

Top Tips

Explain why a KPI has been chosen - 59% (2015: 58%) did.
Demonstrating how the KPIs link to the company’s strategy
and objectives is a good way of doing this, though only 41%
of companies provided this linkage in some way. A cross
reference from the KPIs to the section that sets out the
company's strategy is a helpful first step, but even better

is to provide a mapping of KPIs against strategy using the
various methods discussed later in this chapter.

Give future targets for KPIs — only 25% (2015: 26%) did.
Targets for KPIs help investors assess future prospects of
the company and the success of the strategy. They can be
shown as numerical values (or a range of numerical values)
or a narrative discussion of next year's targets or those over
a longer term.

Consider the principles of integrated reporting when
identifying KPIs. KPIs should be identified based on a
holistic assessment of the way a company creates value
for its stakeholders, not just a narrow focus on financial
performance.

When identifying KPIs, keep in mind the measures that are
used to determine directors’ performance-related pay. 74
(2015: 67) of the companies in our sample identified at least
some of these measures as KPIs. See chapter 4 for more
details.

60

http://www.iasplus.com/en-gb/news/2015/10/corporate-reporting-
review-2015

Keep an eye on

* The ESMA Guidelines on Alternative Performance Measures
(i.e. non-GAAP measures). These are now effective, so listed
companies will need to bear them in mind when preparing
their next annual report. The use of non-GAAP measures
is on the rise - for 97% (2015: 81%) of the 95 companies
that identified financial KPIs at least one of them was a non-
GAAP measure. The ESMA Guidelines will make many of the
disclosure elements recommended below mandatory for
APMs - for more detail see chapter 3.

not just the financial ones. The Act requires non-financial
KPIs to be included in the strategic report where relevant
but 26% (2015: 28%) of the companies that clearly identified
their KPIs did not include any non-financial measures.

Introduction

The Companies Act 2006 requires that, to the extent
necessary for an understanding of the development,
performance or position of the company’s business, a
company'’s strategic report must include an analysis using
financial and, unless the company qualifies as medium-sized,
where appropriate, non-financial key performance indicators
(KPIs).

The FRC's Guidance on the Strategic Report and the <IR>
Framework both include guidance for companies on how to
identify appropriate KPIs and the information that should
be given in relation to them. Although the law does not
specifically require it, it is generally accepted practice for
companies to identify explicitly the measures that they
consider to be their KPIs.

How well KPIs measure all aspects of business performance,

A clear vision | Annual report insights 2016

Used properly, KPIs can be hugely effective in showing
investors how the company has performed against its
objectives and how effectively it has implemented its strategy.
However, there is also potential for them to mislead users and
as a result disclosure of KPIs is an area of focus for regulators.
In their Corporate Reporting Review Annual Report 2015,
the FRC highlighted that companies should consider whether
ratios that are discussed prominently in the strategic report
should be identified as KPIs. They also challenged companies
where KPIs could not be reconciled to IFRS information, an
area that is likely to receive an even higher level of scrutiny
this year with ESMA's Guidelines on Alternative Performance
Measures (APMs) coming into force - see chapter 3 for

more detail on these. For APMs (also known as non-GAAP
measures) that are identified as KPIs, many of the disclosures
discussed throughout this chapter that were previously ‘best
practice’ will now be mandatory.

Choice of KPIs

95 (2015: 90) out of the 100 annual reports surveyed

clearly identified their KPIs. Unless otherwise stated the
statistics quoted in this chapter are percentages of those 95
companies.

As the name suggests, KPIs should be those metrics which
really are ‘key’ to assessing a company’s performance,

both in terms of progress in achieving its objectives and

in implementing its strategy. The FRC's Guidance on the
Strategic Report also looks to those metrics used to monitor
exposure to the company’s principal risks (see chapter

8 Principal risks and uncertainties for details on linkage
between KPIs and risks).
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KPIs and the <IR> Framework

The <IR> Framework does not prescribe specific KPIs or other
measurement methods, instead acknowledging that those
responsible for the preparation and presentation of the integrated
report need to exercise judgement to determine which matters are
material and how they are disclosed. It also acknowledges that KPIs
could be helpful in explaining how a company creates value, as well
as demonstrating how the company has performed during

the period.

The concept of integrated reporting requires management to take
a holistic view of the company when determining which measures
are most appropriate (or ‘key’) to monitor value creation and
performance. This would include considering all relevant aspects
of the company'’s business model, including the material capitals
thatimpact or are affected by the company’s activities (i.e. the
inputs, outputs and outcomes). Naturally, this would drive the
consideration of a range of non-financial metrics.

While most companies identified a combination of both financial
and non-financial KPIs, and some linked KPIs to their strategy,
many companies are not necessarily looking holistically at their
business when determining their KPIs. For example, a number of
companies made positive statements regarding the importance of
their employees, describing them in some cases as the company’s
“greatest asset”, yet there were no KPIs in place that appeared

to measure, for example, employee engagement or employee
retention. Applying integrated thinking would challenge this, as
human capital would have been identified as a material resource in
the company’s business model.

61

According to the recent study published by the FRC ‘Corporate
Culture and the Role of Boards', healthy corporate culture promotes
long-term business success and corporate culture is usually assessed
by employee related measures.

Non-GAAP measures

In terms of financial KPIs, which were presented by all of the 95
companies that included KPIs, the FRC Guidance encourages
the use of generally accepted measures to aid comparability.
At the same time it acknowledges that comparability

should not override the need for KPIs to effectively assess
the performance of the company’s own business. Such
effectiveness can often be achieved by the use of non-GAAP
measures, i.e. numerical measures that adjust the most
directly comparable ones determined in accordance with
GAAP. Non-GAAP measures often eliminate the impacts of
‘exceptional’ items, FX movements, acquisitions and so on, to
allow a like-for-like comparison on progress made in the core
business. They are often industry specific too.

Itis perhaps surprising to see in Figure 7.1 that just over

a quarter of the companies surveyed had financial KPIs that
were all non-GAAP measures. In the current year this was
assessed by reference to the ESMA Guidelines on APMs, thus
capturing items such as return on capital employed. Such
metrics for the purposes of our survey would not historically
have been regarded as non-GAAP measures and the
comparative figures in figure 7.1 have not been restated.

In light of the ESMA guidelines, now effective, companies
should ensure they are on top of the requirements which
apply to any non-GAAP measures e.g. EBITDA, not just to
those measures that have various ‘exceptional’ items stripped

out. For more details, see the regulatory overview in chapter 3.

A clear vision | Annual report insights 2016

Figure 7.1 Are the financial KPIs identified by companies
non-GAAP measures?

100%
90%
80% 71% 73%
8%

70% I I
L]

60%
50%
All Some None

40%
30% 26%
20%
10%

0%

19%

3%

W 2076 W 2015

Non-financial KPls

As discussed later in this chapter, it is common for companies
to use non-financial metrics within their Corporate
Responsibility information, when assessing the progress in
certain areas. Where these were not labelled explicitly as KPIs,
they were not considered as non-financial KPIs in our survey.

Figure 7.2 shows the most common non-financial KPIs
identified by companies that included such measures in their
annual report. Largely consistent with last year, companies
surveyed mostly identified non-financial KPIs under one of
five common categories, namely customer related, employee
related®, health & safety, environmental (excluding GHG) and
GHG/carbon footprint. However, a significant proportion of
them had ‘other’ non-financial KPIs, which covered a wide
range and many of which were industry specific. Common
examples included production level, market share, and
inventory turns.
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Surprisingly, we only saw a marginal increase (from 72% to
74%) in the percentage of companies that included non-
financial KPIs in their annual report. With increasing investor
focus on corporate responsibility and integrated reporting
we would expect to see increasing pressure on companies to
present non-financial as well as financial KPIs.

Figure 7.2 What types of non-financial KPIs are presented?
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Other observations
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Average number of financial KPIs 2016 2015
included in reports surveyed that
included financial KPIs

Overall 6 5

The same average number of KPIs was observed across companies
surveyed in different sizes.

Average number of non-financial 2016 2015
KPIs included in reports surveyed
that included non-financial KPIs

Overall 4 3

The average for FTSE 100 companies surveyed jumped from three in
2015 to six in 2016. Though six does not seem excessive, it is useful
to keep in mind that while it can be insightful to link various aspects
of the business to KPIs, identifying too many KPIs undermines the
identification of them as 'key".

Percentage of reports that 2016 2015
disclosed a change in selected
KPIs from prior year

<IR> Measurement of dual benefits

As noted above, the <IR> Framework does not specify how KPIs
should be identified, but it is clear that a company which embarks
on ajourney of integrated thinking would consider a broad range
of relationships and resources when determining appropriate
measures to capture the value created by or performance of an
entity.

The <IR> Framework introduces the notion of ‘dual benefit’
measures. These are measures (not necessarily needing to be KPIs)
that combine financial measures with other components

(e.g. the ratio of greenhouse gas emissions to sales) or narrative
that explains the financial implications of significant effects on
other capitals and other causal relationships (e.g. expected revenue
growth resulting from efforts to enhance human capital). Such
measures may be used to demonstrate the connectivity of financial
performance with performance regarding other capitals. In some
cases, this may also include monetising certain effects on the
capitals (e.g. carbon emissions and water use).

In short, a measure that demonstrates dual benefit can be

used to demonstrate to investors the financial value creation

of the company while implementing strategic decisions around
non-financial capitals in which other stakeholders have material
interests

Overall 6% 7%
FSTE 350 9% 9%
Others 3% 5%

A change in strategy is likely to give rise to a corresponding change in
KPIs and this is what was seen in the survey.

Six companies disclosed a change in selected KPIs from prior year and

one mentioned a potential change of KPIs. Five out of the six companies

discussed the reasons for the change, and they were mainly to do with
changes in strategy. A good example of disclosing the change with an
explanation was provided by Intermediate Capital Group PLC
(Example 7.5).
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LINKAGE
@ The FRC Guidance suggests the business model is a
good place to demonstrate linkage existing between
key elements of the strategic report e.g. strategy, risks
and KPIs. This is discussed in more detail in chapter 6. The
Guidance also suggests that the use of KPIs that also form
part of directors’ current or future incentive plans in the
analysis of principal risks, strategy and performance will
provide a clearer indication of how these matters might
affect or have affected executive remuneration

Linkage between KPIs and strategy

As mentioned above, a KPI is likely to be ‘key’ if it is used

to measure progress against the company's strategy and
objectives. The best annual reports illustrate this linkage
so users can understand why a KPI is particularly relevant
to the business and so they can assess the performance of
management.

A basic way for a company to help a user navigate the annual
report is to provide a cross-reference between the KPIs

and the section that sets out strategy, i.e. by giving a page
reference to the strategy section within the KPIs section.
However, such a general reference by itself does not illustrate
linkage between the sections.

62 Outof the 100 companies surveyed this year, 22 of them clearly linked
all KPIs to elements of strategy; six did this for some of their KPIs.

As shown in Figure 7.3, the majority of companies do not
provide any sort of link between their KPIs and strategy.

A few provide just a basic cross reference and some go further,
illustrating the linkage on a deeper level.

7.3 How well do companies link the KPI section of the report
to the section that sets out strategy?

, L.|r.1kage between 21%
individual elements

Cross-reference only l 5%

0% 10% 20% 30% 40% 50% 60%

Rather than just a cross-reference, it is more helpful for
companies to specifically illustrate the links that exist between
individual elements of their strategy and individual KPIs.
There are no specific rules about how to present this linkage
and, ignoring which way round it went and whether it was
presented more than once, 41% of the companies surveyed
provided linkage between some or all of their KPIs and
strategy elements. 17% of those surveyed demonstrated
linkage in both their strategy section and their KPIs section.
As indicated in chapter 6, only 27% of the companies surveyed
provided linkage in the strategy section.

A clear vision | Annual report insights 2016

Per Figure 7.4, nearly a third of companies®? clearly linked
some or all of their KPIs to elements of the company’s strategy,
i.e. users of the annual report could tell from looking at the

KPI section which element(s) of the company'’s strategy were
measured by which KPI.

Effective ways of achieving this were by showing the strategy
and KPIs in one section (i.e. strategy and KPIs presented next
to each other in one table) or by putting icons that represent
strands of the strategy next to individual KPIs. Another
alternative was to discuss the linkage to strategy within the
narrative given for each KPI - a number of companies did this.
This makes the linkage more meaningful by explaining why
and how it works in words. Acacia Mining PLC (Example 7.1),
G4S PLC (Example 7.3), Gresham Computing plc (Example
7.4) and The Unite Group plc (Example 7.2) demonstrated
linkage through the use of icons; Intermediate Capital Group
PLC (Example 7.5) presented their KPIs and strategy together
in one table. Mondi Group (Example 7.6) discussed such
linkage within the narrative given for their KPIs.

Figure 7.4 What proportion of companies provided a link
between some or all KPIs and the strategy of the
business?

40% 2%

0% 29%
20% 15%
10%

0%
Overall FTSE 350 Others
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Reports where linkage between All Some
KPIs and elements of the strategy
makes sense

Overall 79% 21%
FSTE 350 73% 27%
Others 100% 0%

These figures are stated as percentages of the companies that provided
such linkage per figure 7.4.

We assessed that linkages ‘'made sense’ when it was clear how the KPIs
linked to each strategy element actually made sense as a measure of
progress towards achieving that strategic target.

Common pitfalls include mapping too many strategy elements to each
KPI. A less focused mapping can often lead to weaker, less convincing
linkage.

Please note that the above discussion is looking at linkage
from KPIs to elements of strategy. See chapter 6 for details on
linkage from elements of strategy to KPIs and chapter 5 where
overall linkage throughout the annual reports surveyed is
discussed.

Presentation of KPIs

As seen in Figure 7.5, although not required to, a majority of
the companies surveyed presented KPIs in a clear separate
section of the annual report. A similar pattern is seen across
FTSE 350 and other companies, though FTSE 100 companies
had a higher percentage of 89%. Although presenting KPIs

in a separate section is helpful for users, it is also important
to integrate KPIs appropriately into narrative discussions to
illustrate the linkage between them and other aspects of the
annual report and to identify the purpose of selected KPIs.

Indeed we would expect that the measures discussed most
prevalently throughout the annual report would be those that
are identified as the company’s KPIs.

Itis also interesting to note that three companies had separate
KPI sections for each of their core business areas, unlike most
of the companies where KPIs were given for the business as a
whole.

Figure 7.5 Where are KPIs shown in the narrative
reporting section of the annual report?

27%

70%

M Clear separate section B No separate section

A clear vision | Annual report insights 2016

Understanding KPIs

The FRC Guidance recommends that a company should
identify and disclose all relevant information necessary

to enable users to understand each KPI presented in the
strategic report. It indicates that, for each KPI, this information
should include, at a minimum:

¢ its definition and calculation method;

* its purpose;

* the source of underlying data;

* any significant assumptions made; and

* any changes in calculation method or relevant accounting
policies compared to the previous financial year.

The ESMA Guidelines on APMs, which are now effective and
will apply to next year's annual reports, will require that all of
this information, and more, is given for any APMs (non-GAAP
measures) used as KPIs. For more details, see the regulatory
overview in chapter 3 and also discussion of the presentation
of APMs in companies’ summary sections in chapter 5.

Report gives numerical values All Some
for KPIs

Overall 91% 9%
FSTE 350 85% 15%
Others 98% 2%

The majority of the KPIs without numerical values were non-financial
KPls. Companies tended to discuss if target was achieved or if there was
an improvement from prior year, though no numbers were given.
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As shown by Figure 7.6, more companies defined their KPIs
this year and explained the calculation method for them. Such
a disclosure can be relatively brief in some circumstances

and may even be unnecessary for commonly-used GAAP
measures such as revenue or gross profit margin, which are
self-explanatory and have a generally understood calculation
method.

Itis much more important for companies using industry

or company-specific non-GAAP measures to give a clear
definition of the measure and explain the adjustments made
to GAAP figures to obtain it. The same is also often the case
for non-financial measures, which are often quite company-
specific. A few companies found a good way to do this without
over-crowding the KPIs section by presenting all definitions
and calculation methods within an appendix or glossary and
cross-referencing that to the KPIs section.

Intermediate Capital Group PLC (Example 7.5) gave a good
example of presenting their definitions within a Glossary.

Figure 7.6 Are all KPIs defined and the calculation
method explained?
72% 73%

75%
64% I I I

Overall FTSE 350 Others

80% 74%
70%
60%
50%
40%
30%
20%
10%

0%

53%

W 2016 W 2015

59% (2015: 58%) of the companies surveyed gave the purpose
of at least one KPI, as illustrated by Figure 7.7. Explanations
were more common among the larger companies surveyed,
with 78% of FTSE 100 companies giving them compared to
65% of the FTSE 250 and 45% of other companies.

Acacia Mining PLC (Example 7.1), Gresham Computing

plc (Example 7.4) and Rexam Plc (Example 7.7) are good
examples of how companies can disclose the purpose of their
KPIs effectively.

A clear vision | Annual report insights 2016

Figure 7.7 Is the purpose of each KPI given?

41% 47%

12%

H Al Bl Some B None

The source of numbers used for financial KPIs is usually the
financial statements (or a reconciliation to them for a non-
GAAP measure). However, for non-financial KPIs the data
sources can be much more varied.

The FRC Guidance suggests that companies should give a
reconciliation between the financial KPIs and the financial
statements where the financial KPIs cannot be directly
identified in the accounts. Such reconciliations are now
required by the ESMA Guidelines on APMs (non-GAAP
measures). Including such reconciliations means that users of
annual reports have sufficient information to recalculate the
measures themselves, without having to resort to guesswork
regarding their ‘components’ or spending a significant amount
of time hunting around to find them.
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Figure 7.8 shows how transparently the non-GAAP measures
used as KPIs by companies are reconciled to the financial
statements. With the EMSA Guidelines on APMs now in
force, we would expect a significant increase in the level of
reconciliations being given in next year's reports.

Where financial KPIs can be identified directly from the
financial statements, some companies found a good way of
directing users to the relevant part in the financial statements
by giving each KPI a page reference to the relevant note.

Flgure 7.8 Are non-GAAP KPIs reconciled to the
financial statements?

60%

51%

50% 47% 450 48%

40%

30%

20%

10% 5% A%

0y, N mem——
Directly identified Some or all None

W 2016 W 2015

Where a reconciliation was shown elsewhere in the annual
report, a number of companies gave a page reference to the
reconciliation in the KPIs section. The G4S PLC Integrated
Report and Accounts 2015 (Example 7.3) and Gresham
Computing plc Annual Financial Report 2015 (Example 7.4)
give good examples of such reconciliations.

Despite the increase in the average number of non-financial
KPIs, a higher percentage of companies surveyed disclosed
the source of the underlying data used to determine at

least some of these KPIs, as shown in Figure 7.9. Most of the
underlying data came from employee or customer satisfaction
surveys. The Unite Group plc Annual Report and Accounts
2015 (Example 7.2) gives a good example of including such
information. Reporting systems specifically designed for
health and safety purposes were also mentioned. The source
of underlying data for other types of non-financial KPIs was
rarely given.

Figure 7.9 Is the source of the underlying data used
in the non-financial KPIs disclosed?

69%

70%
50%
50%

59%

40% 37%
30%
18%
20% 13%
10% 4%
0% [ ]
All Some None

W 2016 W 2015

A clear vision | Annual report insights 2016

As seen in Figure 7.10 the vast majority (82%, 2015: 78%) of
companies surveyed gave prior year comparatives for all KPIs,
especially financial KPIs.

Figure 7.10 How many KPIs have any prior year
comparative(s) given for them?

3%

15%

H Al H Some B None
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Inclusion of comparatives helps investors to understand how
the company’s current year performance compares to its
historical track record - the more years of comparatives given,
the clearer the picture. Figure 7.11 shows the number of years of
comparatives given and the result is largely in line with last year.

Figure 7.11 How many years of comparatives are
shown?

9 38%
:S; 35% 35%
0 31%
30% 28%
25% 2%
0
20%
15%
5% 2%
0% ]
1 2 3 4 or more

W 2016 W 2015

Figure 7.12 Are future targets given for KPIs?

0
S0% 44%

40% 35%
30% 2506 26%
20%
13%
10%
0%

Overall FTSE 350 Others

2%
—

W 2016 W 2015

Comparatives were sometimes missing for non-financial

KPIs. This was the case in particular for those ones discussed
in a different part of the annual report (e.g. corporate
responsibility statement), where a different format and style of
writing to the stand-alone KPIs section tended to be used or
where a KPl was new in the year.

Even where a new KPI is adopted because of a change in
strategy (for example), where possible companies should
give a prior year comparative for the new measure. This

is something that the ESMA Guidelines specify should be
provided when a company starts presenting a new APM.

Quantifying business objectives is one of the most efficient
ways of helping investors to assess the future prospects of
the company and the success of strategic implementation.
However per Figure 7.12, less than one third of the companies
surveyed commented on future targets for KPIs, i.e. numerical
targets and/or narrative explaining the target was provided.
This is consistent with last year and is possibly due to
perceived commercial sensitivity as well as caution in setting
targets that may prove unachievable in today’s unstable
economic and political environment. The most commonly
seen form for a target was a numerical value (or a range of
numerical values) or a narrative discussion of next year’s
targets or those over a longer term.

A good example of how commentaries on future targets can
be presented are given by Rexam Plc (Example 7.7) and
The Unite Group plc (Example 7.2).

A clear vision | Annual report insights 2016
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Good practice examples

Example 7.1

Acacia Mining PLC Annual Report and Accounts
2015 (p20-21

* Clear linkage between KPIs and strategy through the use
ofiicons.

e Providing the purpose of KPIs and their relevance to
strategy.

KEY PERFORMANCE INDICATORS

A clear vision | Annual report insights 2016

We assess our performance against the following key performance
indicators, each of which is linked to our long-term strategy.

Strategic pillars
© ourusiness

Doveene Lo

the Remuneration Report
@ our retationships ’

Q ov e

These KPls are linked
to Executive Directors’

FINANCIAL MEASURES

OPERATIONAL MEASURES
Gold production A Albin sustaining costs A Total reportable injury frequency rate A
(02) (US$/0z) (Frequency rate)

Performance

Gold production was 731,912 ounces,
2% higher than 2014, as a result of

the range of improvements made within
our operations.

2015
Performance

AISC for the year was US$1,112 per ounce.
sold, broady in line with 2014 as increased
production was offset by increaset
operating costs.

Performance

Total reportable injury frequency rate (TRIFR')
was 0.68 for the year, compared to 0.86

in 2014, as a result of an enhanced safety.
programme (WeCare) that was rolled out

in 2015 to improve safety performance.

Relevance to strategy
Gold production is the aggregate of the
Group’s equity interest in gold ounces

made i ncreasing our prodLtvty levels.

o

Relevance to strategy

AISC s used to provide additional information
on the total sustaining cost for each ounce
50ld in order to provide additional clarity

production costs on a monthly basis.

o

Relevance to strategy

TRIFR tracks all employee and contractor

reported workplace injuries that require
edical treatment, including lost time and

s mutipied by 300,000 then ahided
by total number of hours worked.

00

Cash cost per ounce sold
(Us$/o2)

Cash cost per tonne milled
(US$/tonne)

Total reserves and resources.
Moz)

Performance

Cash cost per ounce sold for the year was
USST72 per ounce, an 8% increase on 2014,
as a result of increased operating costs and
similar levels of production.

Performance
Cash sost per tonne miledfor the year
was USS60 per tonne, an 2% re

an 201435 a resut of achieing mproved
process throughput

Performance
Total reserves and resources for the year
‘amounted to 28.6 milion ounces of gold,

a reduction of 1.5 million ounces from 2014
due to a combination of revised gold price and
operating assumptions together with depletion

Relevance to strategy
st per ounce sold is calculated by
dividing the aggregate of cash costs by gold
nces 50, s one f the ey indicators
at we use to monitor and manage
factors that mpact production costs on
monthly bas

o

Relevance to strategy
Cesh cost per tonne miled s calcuited

by dividing the aggregate of cash costs by ore
tonnes millc We uee It 1 track cash coats
against productivty.

o

Relevance to strategy
Calcuated 35 th ttal o proven and probatle
reserves, plus measured, indica
Infored resouroes expressed i centaied
s. It mezsures our abilty o discover
a0 develop now ore bodies ahd 1o replac
2nd extend the Ifte of our operating mnes.

08

EBITDA
(Ussmillion)

Performance

EBITDA for theyesr was USSA7S millon,

% decrease on 2014 mainly as a result
orlower gold prices and higher cost o
g00ds soid.

Operating cash flow per share
(Us¢/share)

Performance
Operating casn fow pr stare vas

538.2 cents per share, 46% down from
Dot recy i to 1 lower 86 prcs
‘and working capital investment,

Net camings/(loss) per share
(US¢/share)

26.5 22.1

2011 2012 2013 2014 2015
Performance

Net loss per share was 48.1 cents,
compared to eaming

in 2014. The loss was primarily driven
by an impairment at Buzwag

Relevance to strategy
EBITDA is a valuable indicator of our abilty

and to service debt obiigations.

)

Relevance to strategy

Operating cash flow per share is the cash

generated from, or utilsed in, operating

activities, divided by the weighted average
in issue.

It helps to measure our abillty to generate.

cash from our business.

)

Relevance to strategy

Net earings per share is calculated

by dividing net earnings by the weighted
average number of Ordinary Shares in issue.
It serves as an indicator of our profitabilly
and is often used to determine share price
and value.

o

Total shareholder return
)

2011 2012 2013 2014 2015

Performance
Total shareholder return (TSR') in 2015
10 reduction in

5
£
3

and operational challenges over the year.

Total community investment
(USsmillion)

Performance

Total community investment vias
US$12.9 million, an increase on 2014

due to a focus on completing commitments
under the VBIAs at North Mara and increased
Acacia Maendeleo Fund spendin

GHG emissions
(Total tonnes C0,)

Performance
Total CO, emissions for 2015 amounted

10 370,092 tonnes, in line with 2014, Further
information as regards our GHG emissions.
reporting is provided on page 84.

Relevance to strategy
TSR s the retum on investment  sharcholder
receives over a specified time fram

oo Srore s appvecton depreciton
and dividends recelved. It is use
our performance against industry peers.

e

Relevance to strategy
This represents the amount of money
that e invest across our corporte sacal
responsiity programmes. It

mae o rogars ot jective
to support socio-economic development in
our operating environment

o8

Relevance to strategy

(G emissions are measured on the
basis of total tonnes of CO, produced
by our operations as a way of assessing
our carbon footprint.

Xkl -
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Example 7.2
The Unite Group plc Annual Report and Accounts 2015

(p26-27

¢ Clear linkage between KPIs and strategy through the use of
icons.

* Commentary on future targets for each KPI.

¢ Disclosure of the source of underlying data (surveys) used in
the non-financial KPIs.

STRATEGIC REPORT
KEY PERFORMANCE INDICATORS (KPls)

MEASURING OUR PROGRESS

FINANCIAL KPls
EARNINGS PER SHARE*
PENCE

ALIGNMENT TO STRATEGY. 3 0 | 4| o7 | 28
# NostTusied Brand

 Siongest Capitl
Struciure

+ 2015€PS of 23p based on
adjusled EPRA earnings 2011 2012 2013 2014 2015

MEASURE
Our EPRA earmings KPIis a measure of prolfit per share in fine with
EPRA guideines.

COMMENTS
Consistent
by high levels of occupancy, renfal growth, cost control
our portfolio. i
EPS underpins our strategic prioriies fo build the most frusted
brand and maintain the strongest capital structure.

TARGET
Deliver visible and meaningful growth in EPS by maintaining
high the

development pipeiine.

TOTAL RETURN
%

ALIGNMENT TO STRATEGY. 8 | 11 |10 | 15 | 37
A NostTusted brang

™ Highes! Quallly Porffolio

 Stongesi Capial

2011 2012 2013 2014 2015

MEASURE
The fotal refurn fo shareholders s he ratio of growlh in EPRA NAV plus
dividends paid as a percentage of opening EPRA NAV.

COMMENTS

Total return has averaged over 16% in the last five years, driven by

the growh in recurting eamings, NAV growth and dividends. The
2015 v

property portiolio
is aresult of rategic priorit
TARGET

Conlinue fo deliver low double digit fofol refurns.

2 The Unite Group plc Annual Report and Accounts 2015

NET ASSET VALUE*
PENCE PER SHARE
ALIGNMENT T0 STRATEGY 318 | 350 | 382 | 434 | 579

™ Highest Qualily Porffolio

Sfrongest Capiral

2011 2012 2013 2014 2015

MEASURE

Our EPRA NAV per share measures the market value of properies
and developments less any debt used fo fund them plus any working
copital in the business.

COMMENTS
Consistent NAV growth hos been delivered fhiough rental growth,

Our reflects fihe
business model and our strategic priority 1o operate the highest
quality portfolio.

TARGET

Wellplaced to continue delivering strong balanced refurns,
contribufing fo a low double digit fofal refurn.

LOAN TO VALUE RATIO
%

ALIGNMENT TO STRATEGY 54 | 52 | 49 | 43 | 38

Sfrongest Copiral
Structure.

2011 2012 2013 2014 2015

MEASURE
Ourratio of net debt o property values.

COMMENTS

Continued o deiiverreduction in LTV through ongoing focus on
disposals and growing the value of the property portfolio. Our LTV
reflects our strategy to maintain the strongest capital structure in
the sector.

TARGET
To maintain LTV around the mid 30% level.

A clear vision | Annual report insights 2016

OPERATIONAL KPls

ALIGNMENT T0 STRATEGY 1 6 5 3 4
# VosiTusiearana

2011 2012 2013 2014 2015

02 Corporate governance
03Financial statements

04 Otherinformation

ALIGNMENT TO STRATEGY 56 | 67 | 72 | 75 | 83
.

Trostedsrand

2011 2012 2013 2014 2015

MEASURE MEASURE

The number of repor rvey with TNS fwice a year fo

each year as a means of ip for

health and safefy. Unite.
c

COMMENTS ‘comparnies across Europe.

Our Accident Incident Management System (AIMS). has provided

us with greater visbilty on our incident reporfing, enabling us fo COMMENTS

implement new ways of working that have i in customer the last few years

is @ high priorty within our reflects the dive 1o put our customers of the heart of everything

strategic priority fo be the most trusted brand i the sector. we do and achieve on our sirategic priciity 1o build the most
frusted brandiin the sector.

TARGET

We strive fo reduce fhe number of reportable incidents year on year.

ALIGNMENT TO STRATEGY 53 | 53 | 51 | 53 | 59
# VosiTusieabrana

2011 2012 2013 2014 2015
MEASURE
We have an employee survey fool, run by the Hays Group, called
Employee i beyond
safisfaction, looking at both employee encblement and
engagement. We have converted our five-year record fo

014 and goi

reflect
forward fhis will provide the benchmark for the Group.
COMMENTS

TARGET
We aim fo reach the fop 10% of benchmorked companies within the
nextfhree years.

ALIGNMENT TO STRATEGY. 2 | &7 | 70 | &9 | 79
”

= Highes!

Trosted Brand

Uaity Porffolo

2011 2012 2013 2014 2015
MEASURE
Since 2011,
our Higher Education partners fo understand their perception of
Unite and the degree fo which we meef fheir needs and those
of their students. This generates an annual “frust score

COMMENTS
Understanding what our Higher Education partners need from us,
both for themselves as nsfifutions and for their students, i a vital part

This year our highest ever our
d

of level of service fo become fhe most frusted brand
i t

y insight into the
divers of our employees and pasitions us 11% above the General UK
Indlustry Benchmark (48%) and 4% ahead of fhe High Performing

Industry Benchmark (55%) in our second year. Our or

improve
strategic priorites.
TARGET

We aim fo increase the employee effectiveness percentage above
the 60% threshold,

inthe sector. has fallen whist
our Higher Education partners welcomed the Home for Success
announcement, we now need to deliver on our commitments for
this to be reflected in our score.

TARGET
We cim fo reach the mid 80% level within the next three years.

The Unite Group plc Annual Report and Accounts 2015 27
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http://www.unite-group.co.uk/binaries/228/943/unite-students-2015-annual-report.pdf#page=28
http://www.unite-group.co.uk/binaries/228/943/unite-students-2015-annual-report.pdf#page=28

Example 7.3
4 n

* Page reference to the section that set out the strategy.

¢ Clear linkage between KPIs and strategy through the use

of icons.

* Page reference to reconcilations for non-GAAP measures.

n

A

201

Key performance indicators

KPls

Our progress in
implementing our
strategic objectives

is measured using key
performance measures
aligned to those objectives
and the group values:

@ oo

@ rronen
P Yo—
D Y ——

U1} Financia discipline

Description

Performance

FINANCIAL KPls

Underlying revenue! (£bn)

£6.4bn

Underlying PBITA' (£m)

f2Tm

6

= B
5
4
3
2
|
o
1314 s

|
14 15

We have an organic growth strategy
based on strong market positions in
structural growth markets We are
investing in improved customer
service, innovation and sales and
business capabilities.

The group has a number of
productivity programmes to

drive efficiency and operational
improvement across the group.
These include efficient organisation

We believe there is aso great
potential o sell more complex
solutions which tend to have longer
contract terms and higher margins.

design. delayering,
lean operating processes, efiiient
reporting and assurance processes,
upgraded IT systems and

efficient procurement.

n 2015, revenues grew 40%
to £64bn (2014 restated: £6.2bn),
with emerging markets growing
86% with broad growth across

al three regions and developed
markets growing |65 with strong
growth in North America and

a return to growth in Europe
offsetting a decline in the UK.

In 2015, PBITA grew 5.7% to £427m
(2014 restatec: £404m) as a result
of these initatives starting to have
some benefit. PBITA in emerging
markets was up 9.2% and in
developed markets PBITA
decreased by 1.0%

@60006®

! For details of the basis of preparation of underlying results see page 97.

36 G4S ple Integ

OO

A clear vision | Annual report insights 2016

Underlying operating cash flow'

£460m

Underlying EPS' (pence per share)

14.7p

15

147]

12 129]

2]
9
6
3
o

13 14 15

Ackey priority for the group is to drive
improved cash generation, through
leaner working capital management
and capital discipline and embedding
a"cash matters” culture throughout
the group as outlined in more detail
on pages 28 and 29. An even greater
emphasis has been placed on cash

in management incentive plans

from 2016,

G4S is looking to deliver sustainable
growth in eamings over the long
term. EPS growth is a component
of both the annual and long term
rmanagement incentive plans.

Underlying operating cash flow
was £460m (2014 restated: £528m),
down 135 mainly due to a temporary
increase in working capital associated
with strong revenue growth in the
second half of 2015 and transition to
a UK financial shared service centre.

Helped by revenue growth,
improved PBITA margins and lower
interest costs underlying earnings
increased 14% to £227m (2014
restated: £199m) in 2015. Underlying
EPS also increased 4% to 147p
(2014 restated: 12.9p).

OO W

OO06

NON-FINANCIAL KPIs

In addtion to the financial KPls,
the group has a set of performance
measures aligned to its strategic
priorities. A description of these
performance measures and our
progress against them is shown
on pages 10and 1.

For more detail on the group’s strategic priorities please see pages 10 and 1 1. For more detail on 2015 financial

performance please see the Chief Financial Officer's review on pages 96 to 105
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http://www.g4s.com/~/media/Files/Annual%20Reports/ARA%202015%20Extracts/G4S%202015%20Integrated%20Report.pdf#page=38

Example 7.4
Gresham Computing plc Annual Financial Report 2015 (p11, 16)

¢ Clear linkage between KPIs and strategy through the use
of icons.

* Providing the purpose of KPIs.

* Showing a reconciliation between financial KPIs and the
financial statements within the financial review.

Key performance indicators (“KPIs")

The Group's KPIs have been selected as the most appropriate measures of strategy execution and progress towards achievement

of our overall objective.

Clareti revenue

Revenue

Claretirevenue

£5.3m

2014 2015

Link to strategy

Clareti recurring revenue

£1.9m

2014 205

Total revenue Total recurring revenue

£14.8m £7.8m

2014 2015 2014 2015

(OO0}

(OO0

(OII6]0]6)] OING;

Description
Earnings EBITDA/total revenue
Profit before tax Adjusted EBITDA Adjusted EBITDA/
£16m  £27m gy
(e}

Link to strategy

0]6]6]0}6)

Description

0]6]6]0l6)

0]6]6]06)

Inadditionto adjusted EBITDA,
this earnings based KP provides
afurther measure of our performance
indelivering profitable growth n the
year ata statutory reporting level.

This earnings based KPI
provides ameasue of our

This measures our core profitabilty
by presenting earningsin the context
of evenues,

proftable growth. Adjustmentsare
made for share-based payment

of 30% or more provides a good
benchmark measure of return fora

Gresham Computing plc
Annual Financial Report 2015

1

oday oiBarens
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StrategicReport

Financial review

Dear shareholder,

1am pleased to present this financial review for the year ended 31 December 2015 which has been a breakthrough year for CTC and a validation
of our ongoing strategies to grow CTC and other new Clareti revenues from a base of sustainable partner and legacy revenues

Operating performance

AsCTC has b more centralto gment our ops Taretis

and Other soft or th 015 and 2014 Clareti lbutable to CTC, and our expectation for future:
years is that this segment will include revenues from other applications running on the same Clareti platform as CTC. Further discussion of the Group's
c toutin note 4 of tatement

Operating p analysed exclud I items, which is consistent with the Board reviews the financia results

of the Group.

Operating performance table
table the Group's operating p
2015 E P,
£m im %
Revenue-based performance:
Clareti Software
Recurring 19 10 09 90%
Non-recurting 15 01 14 1400%
KPl 3.4 il 23 212%
Clareti Services 19 24 ©.5 Q1%
Clareti Revenues - total KPI 5.3 35 8 1%
Other software and services
Recuring 5.9 55 04 7%
Non-recurting 36 38 02 (5%
9.5 93 02 2%
Total revenues KPl 4.8 128 20 16%
Total recurring revenue KPI 7.8 65 13 20%
Earnings-based performance
Statutory profit before tax as reported 1.58 046 112 243%
Adjustments for exceptional tems 015 000 015 n/a
Adjusted profit before tax 173 046 127 276%
Interestincome. (0.02) ©.04) 002 0%
Amortisation and depreciation 0.88 063 025 40%
Share-based payments charge o1 005 006 120%
Adjusted EBITDA KPI 2.70 110 160 145%
Adjusted EBITDA/total revenue KPI 18% 9% 10% 3%
Profitafter tax 1.95 110 085 7%
Basic earnings per share (pence) 3.08 177 131 74%
Basic earmings per share (pence) - adjusted 3.32 177 155 88%
EBITDA refers erest, tax, depreciation and amortisat
16 Gresham Computing plc
AnnualFinancial Report 2015

104

=
o

| "xddy vl €l 4!

Z 'xddy

$1923U0D)

S32.JN0SaY


https://www.gresham-computing.com/wp-content/uploads/2016/03/Gresham-Computing-plc-Annual-Financial-Report-2015.pdf#page=13
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Example 7.5
Intermediate Capital Group PLC Annual Reports and Accounts

2016 (p10-13

¢ Clear linkage between KPIs and objectives.
* Discussion of change and potential change of KPIs and why.

* Page reference to the Glossary for definitions of non-GAAP
measures.

A clear vision | Annual report insights 2016

HOW WE HAVE PERFORMED

Am WHAT WE MEASURE. WHY WE MEASURE (T

HOW WE PERFORMED

1 GROWASSETS ToTAL AuM (@)
UNDER

€21.68n

Pty

LINK TO CASH PROFIT (€€ PAGETS)

WEIGHTED AVERAGE FEE RATE (5)

0.88,

FMC OPERATING MARGIN 00

ayarersceved

7

LINKTO CASH pROFIT (s PAGETS)
[Chscrocas) pRoAmsEcpAce 2o N

HOW WE HAVE PERFORMED
CONTINUED
am WHAT WE MEASURE WHY WE MEASURE IT HOW WE PERFORMED 2017 PRIORITIES/ASSOCIATED RISKS

2

INVEST
SELECTIVELY

PERFORMANCE OF PORTFOLIO COMPANIES ()

69.8%

vt ey e ol o i e

3 MANAGE
PORTFOLIOS TO.
MAXIMISE VALUE

£39.4m

S

LINKTO CASH PROFIT (SCE PAGETS)
[ERsGaCASH PeORTGEEPASE ) NN

deducted o cash rofn th year they.

“TheBoarais

Sorctomaba
LINKTO CASH PROFIT (€€ PAGETS)
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http://www.icgam.com/shareholders/documents/ICG_AR2016.pdf#page=14
http://www.icgam.com/shareholders/documents/ICG_AR2016.pdf#page=14

Example 7.6

Mondi
(p18)

In ments 201 Our key performance indicators

* Linkage to strategy discussed within the narrative for KPIs.

Tracking
* Page reference to the section that sets out the strategy. our progress

We track our long-term performance against
strategic, financial and sustainable development
key performance indicators (KPIs).

These KPIs are intended to provide a broad measure of the Group's performance.
We set individual targets for each of our business units in support of these Group KPIs.

Our Remuneration report, on pages 115 to 131, describes how our executive directors and
senior management are remunerated in line with these KPIs. In particular, the executive
directors are set specific targets relating to ROCE, EBITDA and safety for purposes of the
Bonus Share Plan (BSP) incentive and on Total Shareholder Return (TSR) and ROGE for the
Long-Term Incentive Pran (LTIP)

Strategic

ve's review and in Our strategy on

; and 34 2
Growth in packaging Total shareholder return (TSR)
9 of capital employed %

@ Pacaging ® UFP - Oer

ayear %

Syear 2505

on w2 wm 2w 201

the Group's
sts, while investing a 5 against our abjective of delivering ong-term
npetiiveness of v io

ging inere:
o maintain and
our uncoated fine .
Our stratogic value drivers provide aframevwork sharcholder
for pursuing aling growth opportunities.

Jreturn to Mondi's
including both share price appreciation

2015 performance 2015 performance

share and reaised a TSR of 37%.

18 Mondi Group Intsgrated report and fnancial statermer
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http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=21
http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=21
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Example 7.7
Rexam PLC Annual Report 2015 (p20-21) 2 RERRM ANNUALFEFORT 2015 B @

e Our goal to deliver shareholder val
* Providing the purpose of each KPI. KEY G e pioes We rock our
performance against both financial and non
financial measures. They reflect our strategic

priorities of growing the business and driving
ongoing efficiencies that will lead fo sustainable
shareholder returns, supporied by safe and

z
E

» Commentary on future targets for each KPI. repontieworkng ot Thenon il &
measures are faken from our sustainability
fromework and do nof include the Rexam
UAC plant in Saudi Arabia.
* Page reference to further information. ©
KPI What we measure and why Performance Target KPI What we measure and why Performance Target
Sales growth Based on underlying business performance “ GDP+ Lost time The number of lost fime accidents 100 Zero accidents
from continuing operations. We expect fo grow accident rate multiplied by 200,000/total hours The long term farget -
os0f——
. 2% our sales at GDP+ worked on a three year rolling average. 062 is zero accidents pa o
Shows our success in driving additionl 5
g of the countries/ o0 with a near ferm
volumes in our exisfing business, growing o ; Use of @ common, globally recognised
regions in which Q3 target of 33%
our customer base and our abiliy fo regions in indicator ensures that we proaclively 00 ; - arget of 3%
maintain appropriate pricing levels. 2% P manage and address any issues in 0z o019
3% ; 020 2013 and 2020.
See poge 31 a coordinated, consistent manner. -
o L S IS YR T T
o1 oz 200 20w 20 Wi Wz wn W s & =
3
Underlying Reported in the financiol review for 100 GDP++ Customer Annuel measurement among our main B 7.5 0utof 10 =
profit growth the relevant years and represents a0% ————— Asefficiencies and satisfaction customers of quality, number of complaints To improve on th z
continuing operations. e pricing offset cost score and on time in full deliveries. globol benchmarkof 2
ver imilar companie -
Demonsiraes our abiliy fo convert aon o e e As @ resul of the Ball offer and the ani frust similar companies ! N
sales efficiently by delivering top quality 20% row af a faster clearance process the survey was nof carried N
packaging with high levels of customer % 1% g outin
service and fight management of o - [dlethonsales.
own costs. %o a2 203 204 201 T2on 202 203 2014 2015
Free cashflow The cash generaled from confiuing operofions 300 In the range Recycling We promote and actively support recyding _ 100% . egional N
less capial expenditure, nferest and fox. o £150-£200m rates systoms for cans. Recycling drecly avoids D T TR TR dustry targets ®
Measures how well we turn proft info cash " Wil vary according the production of an equivalent amount —
through management of working capital and  200m pidi i ; of virgin material and avoids littering.
a disciplined approach fo capital expenditure. opendiore Measures the percentage of cans collected
Ahigh level of cash generation is key fo 1s0m g for vecyeling i oor main markete
supporting our dividend policy See poge 35 =
1000 T 2015zt sot o >
Return. Underlying operating profit from total Over the Carbon Measured as tonnes of CO,e per million 12 7% lower
on capital operations plus share of post fax profits of 16.0% cycle 15% intensity cans [normalised fo a standardised can 2020
employed associates and joint veniures divided bythe 150 NI Dependingon i each region) (o 2013 baseline)
. D -
verage of opening and dlosing shareholders’ level of orgenic >
equity affer adding bock refirement benefit  140% B investment or Demonsirates our commiiment fo
obligations (et of ax) and net borrowings. 13.0% = number of progresjlvely reduce the omout of carbon z %
i reqired to conver! raw materials info cans. H
Demonstrates how we deliver against the 120% | | acquisitions. a H =
various investments in fhe business: both o See poge 35 W @ 3
organic copilal expendilure and acquisitions. o0 o2 20w 204 018 Wi w6 ow s z .
- K
Emerging Percentage of Group sales from markets 0% Around 40% Research and Shows the number of mefor projects that i 1 Minimum of El
market sales such os Brozil, Russia, Lafin America, India 8% over time levelopment are on frack fo support the three streams of " ; ive projects z
o oiher AMEA caontres on & confning 0% || innovafion: pack of the future; core process I per year in H
operafions bosis improvement and plant of the future. 0 progress @ >
208 =
Shows the opportunity o develop our 5
business in faster growing but more 108 — ] 7 o
volofile markes. A S c— E
O o0 2012 a3 zou zois Seepage’. o0 oz o w0 >
Annval Improvements in our processes 2o <£20m Employee Based on global employee survey conducted Continuous N
cost savings and systom efficioncios for The aimis o engagement al c 18 month infervals. Measures exten fo improvement
continuing operations. £20m £20m maintain savings af which employees are mofivated to contribute
th * T £15m - £20m. Efficiencies to organisational success and are willing to
Shows the results of our efforts (ond pricing) vl apply discrefionary effort fo accomplishing
fo improve our cost base and £10m H hol offset nfl tasks important fo the achi o
p offset nflafion impo o)
develop a sustainable business. o | | sl organisational gools. The 2015 result o
covers pariicipaling locations. aox L
Om o0 202 20m 204 205 Seepage 18 o0 207 206 2014 205 3
Q
rganic operating proft rovwh n 2014 was @
0
P
1]
0
o
=
=
a
1]
0
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Principal risks and uncertainties

Top Tips

Provide a clear statement that the directors have carried
out a robust assessment of the principal risks facing

the company - only 85% of the companies surveyed

clearly made this newly required statement. To avoid any
regulatory challenge companies should also consider using
the full wording set out in Code provision C.2.1.

Explain the specific processes undertaken to robustly
assess the principal risks - of those companies surveyed
providing a robust assessment statement 12% of the
accompanying risk management process disclosures
appeared insufficient to demonstrably corroborate the
directors’ assertion.

Avoid any perception that risk disclosures are treated as
an ‘afterthought’ or a compliance exercise and make them
easy for investors to find by making sure that they are
given sufficient prominence within the annual report - 78%
of companies surveyed discussed principal risks or risk
management in the first 20% of their report.

Meet investor demands by tailoring risk descriptions to the
specific circumstances of the company. Only 60% (2015:
61%) of companies surveyed provided risk descriptions that
were all clearly specific to the company.

63

64

https://www.frc.org.uk/Our-Work/Publications/FRC-Board/
Consultation-Improving-the-Quality-of-Reporting-b-File.pdf

https:/www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Guidance-on-Risk-Management,-Internal-Control-and.pdf

* Improve the quality of information provided by disclosing
changes in the level of risks, their respective likelihoods and
the magnitude of potential impacts — only 51% (2015: 35%),
8% (2015: 7%) and 12% (2015: 11%) of companies surveyed
respectively provided these.

Keep an eye on

Whether there is sufficient linkage between principal

risks and strategy in order to create a more cohesive and
integrated annual report. Of the companies surveyed, only
38% (2015: 27%) linked some or all of their principal risks
to their strategy. Alternatively, provide a signpost cross
reference from the risk section to strategy.

Whether the linkages illustrated between principal risks
and strategy elements are logical and clear, rather than
superficial. We considered that the linkage obviously made
sense for 47% of the companies including such linkage in
their risks section.

The FRC's current focus to address the quality of financial
reporting by smaller listed companies. A recent FRC report®
highlights that reporting of principal risks and uncertainties
is one of the areas where smaller listed companies are
lagging behind in terms of the quality of disclosures - this is
borne out by our findings.

A clear vision | Annual report insights 2016

Introduction

In its strategic report, a company is required by the Companies
Act 2006 to give a description of the principal risks and
uncertainties facing the company. However, companies
applying the UK Corporate Governance Code are expected to
give more than just a description of the risks themselves - they
are also expected to disclose how the risks are managed and
mitigated and increasingly to give a detailed description of the
company'’s process for determining which are its principal risks
and what the appropriate mitigating activities are.

In September 2014 the FRC published the 2014 version of the
UK Corporate Governance Code, which, as well as governance
more widely, has changed the requirements around risk
reporting. The madifications to the Code and the issuance

of the FRC's Guidance on Risk Management, Internal Control
and Related Financial and Business Reporting® (FRC Risk
Guidance) have increased the emphasis on the directors’
responsibilities relating to the company’s risk management
and internal control systems, with the board needing to

be comfortable that the operation of these allows them to
confirm that they have “carried out a robust assessment of
the principal risks facing the company, including those that
would threaten its business model, future performance,
solvency or liquidity”. As well as making this statement,

many companies have also increased the level of narrative
disclosure to demonstrate how the directors are able to
confirm this.

The FRC's Guidance on the Strategic Report and the <IR>

Framework also include further guidance on effective risk
reporting.
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https://www.frc.org.uk/Our-Work/Publications/FRC-Board/Consultation-Improving-the-Quality-of-Reporting-b-File.pdf
https://www.frc.org.uk/Our-Work/Publications/FRC-Board/Consultation-Improving-the-Quality-of-Reporting-b-File.pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Risk-Management,-Internal-Control-and.pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Risk-Management,-Internal-Control-and.pdf
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Risk reporting is a perennial focus area for the FRC in its
reviews of annual reports and the change in the reporting
requirements is likely to mean that it moves even further up
the agenda. In their most recent Corporate Reporting Review
Annual Report, they noted that companies should ensure
that the risks and uncertainties disclosed are genuinely
principal and make sure they discuss how risks are managed
or mitigated - this is a problem area for smaller companies in
particular.

Of the companies surveyed, one company did not, in our view,
include a clear description of principal risks and uncertainties
within its annual report. References in this chapter to ‘the
companies surveyed' therefore are to the 99 companies that
did disclose principal risks and uncertainties.

Assessment and monitoring of principal risks

A new Code provision, C.2.1, came into force in October 2014,
requiring the directors to confirm in the annual report that
they have carried out a robust assessment of the principal
risks facing the company, including those that would threaten
its business model, future performance, solvency or liquidity.

As indicated in Figure 8.1, only 85% of the companies
surveyed clearly made this statement. Whilst the boards

of the remaining 15% may well have undertaken robust
assessments, the fact that they had done so was not clearly
stated in their annual reports. With the increasing regulatory
focus on how companies are identifying and managing

risks, such companies should ensure that they provide an
explicit statement, bearing in mind that it demonstrates
good governance in addition to complying with the Code’s
requirements.

Companies may also look to avoid any risk of regulatory
challenge by following the full wording set out in Code
provision C.2.1. For 76% of those companies that did provide
a clear statement, this was the approach that they followed.
The remaining 24% of statements tended to be curtailed
versions, indicating that the board had undertaken a robust
assessment but omitting an explicit statement that they
included those risks that would threaten the business model,
solvency or liquidity.

Figure 8.1 How many companies clearly included a
statement that a robust assessment of principal risks
had been carried out?

100% 91%
85%

76%

80%

60%

40%

20%

0%
Overall FTSE350 Others

A clear vision | Annual report insights 2016

Of those companies that did provide a clear statement, this
was typically provided as part of the longer term viability
statement or in the principal risks section of the strategic
report. These are both logical places to incorporate the
directors’ statement.

Indeed, disclosure in the viability statement helps to
demonstrate the linkage between these two areas (see the
linkage section later in this chapter) and how the board has
considered the assessment of principal risks in informing its
longer-term viability statement (for more on going concern
and longer-term viability see chapter 9). In deciding on a
location directors may also want to bear in mind the fact that
they are afforded protection under safe harbour provisions for
material included in, or scoped into, the strategic report or the
directors' report (or the directors’ remuneration report).

A few of the companies that provided the statement chose to
provide the statement in more than one location. There were a
variety of combinations that were chosen by these companies;
the most popular being in both the viability statement and

the risk section of the strategic report, or in the risk section of
the strategic report and the risk management section of the
corporate governance section. This likely reflects the fact that
the statement can be seen as relevant to multiple sections of
the report, although preparers should consider whether such
duplication is really necessary. On occasion the statement

was also incorporated into broader directors’ responsibility
statements, with directors perhaps feeling it was helpful to
gather together all the confirmations they now have to make in
a single place.
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As shown by Figure 8.2, of those 84 companies presenting

a statement that the board had made a robust assessment
of the principal risks, 12% of the accompanying disclosures
setting out risk management processes appeared insufficient
to demonstrably corroborate the board'’s assertion.

Figure 8.2 Did companies’ description of their risk
management process support the statement that they
had made a robust assessment of principal risks?

12%

88%

Bl Risk management description did not support the statment made

M Risk management description did support the statment made

In the absence of suitably comprehensive disclosure (including
options such as those set out in the table to the right), users
will not have enough information to fully understand the
company's risk management process and this could cause
them to question whether they agree with the board’s
assertion that a robust assessment of the principal risks has
been undertaken.

For those looking to improve their disclosure around risk
management and identification, National Grid Plc
(Example 8.5) provided a comprehensive description of

its bottom-up and top-down risk process, supported by a
diagram of the risk management process and description of
a three lines of defence model. Other good examples include
Pearson plc, Capita plc, Mitie Group plc, Cobham plc,
Thomas Cook Group PLC and Eresnillo plc.

54% of the companies surveyed included diagrams to help
users understand their risk management process. Of those
companies that did present a diagram, the most common
approaches were a responsibilities structure (29 companies)
or a diagram summarising the risk management framework
(25 companies). These types of diagrams are best when they
complement or incorporate any narrative text.

A clear vision | Annual report insights 2016

Companies that explicitly 2016 2015
stated they had refreshed their
assessment of principal risks in

Companies whose risk 2016
management process

descriptions would demonstrably

support a statement that there

had been a robust assessment of

principal risks*

Overall 86%
FTSE 350 97%
Others 71%

Process descriptions varied but the better ones made references to
‘top-down’/’bottom-up’ risk assessments, three lines of defence models,
continuous assessments and narrative around how risks are collated
into risk registers and reviewed at various levels including ultimately by
the board.

The lower results for smaller companies may reflect a lack of resources
available to develop comprehensive risk management frameworks.

the year

Overall 32% 25%
FTSE 350 41% 33%
Others 20% 14%

Whilst not a requirement, this information, typically found at the
beginning of the risk management section, can help a reader to
understand the outcome of the risk assessment process and reasons for
adding/removing risks in the current year. It can also help evidence that
a robust assessment has been undertaken. In the absence of an explicit
statement other companies may have felt that indicators of change in
the level of risk in their risk table (51% of companies surveyed provided
this information - see later) or their descriptions of the risks themselves
made it self-evident that the risk assessment had been refreshed.

*Including those that did not provide a clear robust assessment
statement from the board.
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https://www.pearson.com/content/dam/corporate/global/pearson-dot-com/files/annual-reports/ar2015/Pearson_AR2015.pdf#page=40
http://investors.capita.com/~/media/Files/C/Capita-IR-V2/documents/capita-annual-report-2015.pdf#page=50
http://www.mitie.com/investors/reports-and-presentations/2016/annual-report/annual-report-2016/annual-report-2016.pdf#page=70
http://www.cobhaminvestors.com/~/media/Files/C/Cobham-IR/documents/2015-Cobham-Annual-Report.PDF#page=34
http://annualreport2015.thomascookgroup.com/assets/pdf/ThomasCook_AR15.pdf#page=59
http://www.fresnilloplc.com/media/208706/fresnilloara15web.pdf#page=38
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Risk appetite

As set out in the FRC's guidance on risk management and
internal control, an important part of a robust risk assessment
process entails the board defining and setting an appropriate
risk appetite. An effective risk appetite framework can help
directors to identify and determine the relative positions

of the company's risk capacity, risk profile and risk appetite
when evaluating and pursuing strategy and to take corrective
action where necessary. There is no mandatory requirement
to discuss risk appetite in the annual report, although it would
typically be expected of those in the financial services sector.

As shown by Figure 8.3, 63% of the companies surveyed
disclosed that risk appetite had been incorporated into the risk
assessment process. However only 39% of those companies
provided more than a brief mention. Brief mentions typically
included generic statements around the board responsibilities
for setting risk appetite or highlighting that the board uses a
risk appetite framework to determine the nature and extent of
the risks that it is prepared to accept.

The better disclosures on risk appetite constituted a specific
section on it and some companies even identified risk appetite
per principal risk (11% of those mentioning risk appetite).

Cobham plc (Example 8.1) and Marks and Spencer Group
plc (Example 8.2) provided good discussions of risk appetite
and how it is used in the decision making process. Both Marks
and Spencer Group plc (Example 8.2) and The Weir Group
plc (Example 8.6) provided an example of a risk appetite
statement. There were a variety of ways that risk appetite

per principal risk was demonstrated - good examples were
Halma plc (Example 8.4), which provided risk appetite for
each specific risk, and Intermediate Capital Group PLC
(Example 8.12) and Mothercare plc (Example 8.13), which
both chose to show risk appetite per specific risk separately
from the main disclosures of principal risks and uncertainties.
Other good examples included Capita plc, LSL Propert
Services plc and Eresnillo plc.

Figure 8.3 What proportion of companies mentioned
risk appetite?

100%
80% 72%
60% = 49%
40%
20%
0%
Overall FTSE 350 Others
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How risk appetite was described 2016
for those that did mention it

Very brief/in passing 61%
Clear description of how risk appetite 8%
is assessed

Clear description of how risk appetite is 31%

assessed and used in decision making

A number of companies mentioned that risk appetite was in the process
of being formally documented and set and risk appetite statements
prepared.

Number of principal risks

Companies should not be disclosing every risk that may have
been identified in their risk assessment process and included
in their risk register. As indicated in the FRC Risk Guidance,
the board should only be focusing on those risks that it has
assessed as ‘principal’ risks. These are defined in the FRC's
Guidance on the Strategic Report as risks or a combination
of risks “that can seriously affect the performance, future
prospects or reputation of the entity” and include “those risks
that would threaten its business model, future performance,
solvency or liquidity”.
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Risks and uncertainties explicitly 2016 2015
labelled as ‘principal’ risks and
uncertainties

2016 2015

Median number of principal risks 10 9

Overall 98% 95% Number of companies that chose

to discuss 'other’ risks in additionto 5 4
FTSE 350 98% 98% their ‘principal’ risks
Others 98% 91%

Figure 8.4 shows the number of risks identified by companies
surveyed, split by FTSE 350 and others (those outside of the
FTSE 350), plotted on a cumulative basis. There is very little
difference in the number of risks identified between FTSE
350 and others, suggesting that the size of the company has
minimal impact upon the number of risks that it identifies.
These results are broadly consistent with the results of our
2015 survey.

Figure 8.4 How many risks were identified by companies
in 2016?

20
18
16
14
12
10

Number of risks

OoON MOy

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Percentage of companies disclosing this number of risks or fewer

—— FTSE 350 —— Others

Whilst the size of the company may not change the number of
risks that it faces, it is clear that it does affect the types of risks
that it identifies, as discussed in the next section.

A clear vision | Annual report insights 2016

Types of risks identified by companies

Year on year comparison
Figure 8.5 shows the types of risks most commonly identified
by companies that we surveyed.

Figure 8.5 What are the main categories of risk disclosed (year-on-year)?
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Types of risks identified by companies

There is a great deal of consistency between the types of risks
disclosed in 2015 and 2016. However, with the provisions of
the Code now requiring directors to consider those risks that
would “threaten its business model, future performance,
solvency or liquidity” it is perhaps surprising that only 7%
(2015: 6%) and 34% (2015: 28%) of the companies surveyed
discussed risks relating to solvency and liquidity respectively.

IT issues continue to show a significant increase with 71%
(2015: 60%) of companies surveyed indicating that these are
considered a principal risk. The increase in the current year
has likely been driven by more companies identifying principal
risks in relation to cyber and data security. In the current year
we saw 51% of companies surveyed identifying cyber risks and
41% data protection risks. This trend is expected, with cyber-
attacks, data losses and cyber-security dominating many
boardroom discussions at present.

65  https://www.frc.org.uk/Our-Work/Publications/FRCBoard/Year-end-
advice-to-preparers-larger-listed-compa.pdf

66  https:/www.gov.uk/government/uploads/system/uploads/
attachment_data/file/521484/Cyber_Governance_Health Check
report 2015.pdf

67 https:/frc.org.uk/News-and-Events/FRC-Press/Press/2016/July/
Reminders-for-half-yearly-and-annual-financial-rep.aspx

As shown by Figure 8.6 on the next page, a higher proportion
of the FTSE 350 companies surveyed disclosed risks in relation
to cyber and data security compared to the smaller companies
surveyed. In December 2015 the FRC published® year-end
advice to larger listed companies which specifically suggested
that they should consider whether data protection or cyber
security should be principal risks, which might explain the
comparatively higher proportion of FTSE 350 companies that
identified these compared to those in the ‘other’ group. On a
related note, in May 2016 the government published the FTSE
350 Cyber Governance Health Check Report 2015¢.

Other observations are summarised in the table to the right.

A clear vision | Annual report insights 2016

Risk category 2016 2015

Brexit 16% Not surveyed

Only 16% of companies surveyed explicitly indicated that ‘Brexit’ or the
result of the UK referendum on EU membership was a principal risk in their
annual report. Although the longer-term political and economic effects of
the decision to leave the EU are still unclear, recent FRC guidance®” suggests
that additional principal risks may be identified as a result of the vote to
leave. Additionally, a number of companies’ half-yearly financial reports
have, subsequent to the referendum result, made clear that they are in the
process of assessing the potential effects on their business.

Other 85% 70%

A large majority of the companies surveyed included a number of
‘other’ risks that did not fall within any of the other categories. The most
popular of these were health and safety, counter-party credit risk and
adverse movements in interest rates. This category also includes risks
specific to the operations of those companies surveyed.
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https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2016/July/Reminders-for-half-yearly-and-annual-financial-rep.aspx
https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2016/July/Reminders-for-half-yearly-and-annual-financial-rep.aspx
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By size of company

Although the size of the company does not have a significant
impact upon the number of principal risks that it identifies,
Figure 8.7 shows that it does have an impact upon the types of
risks that it faces. Possible explanations for some of the most
significant differences are given in the accompanying table.

Risk category FTSE 350 Others
IT issues* 74% 39%
Cyber risk 66% 29%
Data protection 48% 32%

As noted previously, FRC advice in December 2015 to larger listed companies
might explain the comparatively higher proportion of FTSE 350 companies
that identified these risks compared to those in the ‘other’ group. Hackers
may also be more likely to target larger, more high-profile businesses.

Tax 28% 20%

As larger companies often operate in multiple jurisdictions and can be
exposed to more tax regulations than smaller companies we would
expect this risk to have been identified by a higher proportion of FTSE 350
companies.

R&D 22% 39%

Smaller companies may be at the ‘start up’ phase of their operations
and might be performing research and development activities to
develop new products. Many larger companies will have already
completed research and development activities and, in most cases, will
have products that are under patent and are actively being sold.

* Excluding cyber risk and data protection shown separately

A clear vision | Annual report insights 2016

Figure 8.6 What are the main categories of risk disclosed (by size of company)?
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Risk category FTSE 350 Others Risk category FTSE 350 Others
Liquidity 28% 44% Acquisition related 41% 27%
Financing 34% 51% Larger companies tend to be more acquisitive and due to their size may

Smaller companies might face more working capital issues and
difficulties in raising finance when compared to larger companies,
including more challenging lending covenants.

find it more difficult to integrate systems and strategies.

Reliance on key customers 7% 46%

Smaller companies might be expected to rely on a number of key
customers for trading and working capital. It is more likely that larger
companies will have a sufficiently diverse customer base to not have to
rely on any one customer.
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Presentation and description of risks

Prominence of risk disclosures

With the increasing focus on how risks are identified and
managed, companies should look to avoid any perception

that risk disclosures are treated as an ‘afterthought’ or a
compliance exercise. One of the obvious ways this can be
done, which also reflects the importance many investors place
on such information, is to give it suitable prominence and
make sure that it isn't buried in, what nowadays tend to be,
very lengthy reports. Of the companies surveyed only 22% did
not discuss their principal risks or risk management in the first
20% of their annual report.

As indicated in Figure 8.7, 53% of the companies surveyed
included their principal risks and uncertainties section in

the first 20% of their annual report. The earliest and latest
that this disclosure was provided was 6% of the way into and
48% of the way into the annual report respectively, indicating
varying degrees of prominence which companies are giving to
risk disclosures.

Where the principal risks and uncertainties section was not
included within the first 20% we then assessed whether, and
to what degree, the company had mentioned principal risks

or risk management within the first 20% of the report. As
indicated in Figure 8.7 most did still provide some disclosure
early on. This was typically in the form of a section which linked
principal risks to areas such as strategy and KPIs.

A good example of this was provided by Marks and Spencer
Group plc (see Example 8.7) who provided a section linking
the business model to related risk factors with a cross
reference to the principal risks and uncertainties section.
Other good examples were provided by Acacia Mining plc
Cobham plc and [P Group plc.

Figure 8.7 Is the principal risks and uncertainties
section within the first 20% of the annual report?

10%

22%

52%

4%

9%

2%
M vYes B No, but meaningful discussion of principal risks in the first 20%
I No, but brief mention of principal risks in the first 20% with a cross reference
M No, but brief mention of principal risks in the first 20% with no cross reference
M No mention of principal risks in the first 20%

No mention of risks in the first 20% but a discussion of risk managament
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Descriptions of risks

When making disclosures around principal risks and
uncertainties in the annual report, the FRC Risk Guidance
indicates that the board should ensure that risk descriptions
are tailored to the company’s specific circumstances and
should avoid using standardised or ‘boilerplate’ language
“which may be long on detail but short on insight”. Some
risks may be specific to the entity, for instance related to the
industry in which they operate, others may be more generic.
Where risks fall into the latter category, it is even more
important that the risk description makes it clear how the risk
might affect the company specifically.

Itis slightly disappointing, therefore, that only 60% (2015: 61%)
of companies surveyed provided risk descriptions that were
all clearly specific to the company - the remainder provided
risk descriptions that were either generic (7%, 2015: 4%) or
a mixture of generic and specific (33%, 2015: 35%). Certain
companies provided very generic, boilerplate descriptions.
Examples would include ‘failures of information security,,
'legal/regulatory risk’, ‘health and safety’ and ‘people’ as a
description without further providing insights to enable the
reader to understand why such risks are applicable to the
company.

Looking at the proportion of specific risk descriptions given

by those companies surveyed within the FTSE 350 (60%, 2015:
569%) and those companies surveyed outside of the FTSE 350
(59%, 2015: 67%) it is evident that the descriptions of risk have
become less company-specific for those outside of the FTSE
350. This finding resonates with some of the concerns the FRC
has expressed over risk reporting by smaller listed companies.
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The FRC Risk Guidance suggests that the description of a risk
could include possible impacts of that risk on the company.
Of the companies surveyed, 71% provided a clear indication
of the impact of all of the risks on the company. Typically, for
the majority of companies surveyed, this was included either
within the risk description itself or in a separate column
entitled impact’. For 26% of companies, however, it was not
entirely clear what the impact of all of the principal risks was.
Companies following the guidance should look to include

a clear description of the impact of each risk. A columnar
approach might be the best way to achieve this clarity,
although a narrative approach would be equally acceptable.
Halma plc, which provided information about the general
impact for all principal risks, (Example 8.4) is an example of a
columnar approach which clearly distinguishes the impact of
the risk. Another good example is Xaar plc.

Mitigating actions

With regards to mitigating actions, the FRC's risk management
guidance indicates that it expects companies to provide

a "high-level explanation of how the principal risks and
uncertainties are being managed or mitigated”. Such an
explanation is also required by provision C.2.1 of the Code.

In line with the overall spirit of the FRC's risk management
guidance it would be expected that the mitigating actions are,
as well as the risk descriptions, specific to the company.

Of those companies surveyed, a significantly higher proportion
(89%) provided specific descriptions of the mitigating

actions that they were taking in relation to the principal risks
identified compared to only 60% providing company-specific
descriptions of the risks themselves.

This is unsurprising, since by their nature mitigating activities
are describing what the company is doing and will therefore
tend to be company-specific rather than generic.

Companies setting out mitigating 2016 2015
actions addressing some or all of
their principal risks

Overall 100% 96%

Companies not making it clear 2016
that there were mitigating
actions for all risks

Overall 3%
FTSE 350 2%
Others 5%

A columnar approach where mitigating actions are provided separately
from the risk description can help ensure all risks are addressed.

A clear vision | Annual report insights 2016

Presentation of risks

Of the companies surveyed, the majority tended to present
their principal risks and uncertainties disclosure in a tabular
format (i.e. columns for items such as risk description, impact,
mitigating actions, link to strategy, link to KPIs) although

there were companies who presented risks in just a narrative
format. Either approach is acceptable provided that the
information required by the Code is included and the FRC Risk
Guidance has been considered. Halma plc (Example 8.4)
provided an example of a tabular format whilst Cobham plc
(Example 8.3) provided an example of a narrative format.

The FRC Risk Guidance indicates that disclosures should
highlight and explain significant changes in principal risks -
such as a change in the likelihood or possible impact, or the
inclusion of new risks.

Only 51% (2015: 35%) of the companies surveyed provided
evidence of the overall change in the level of individual risks
from the prior year. Whilst this proportion has shown an
increase, it is still disappointingly low in light of the guidance
provided by the FRC, which says that such information
should be provided. The proportion of FTSE 350 companies
surveyed who disclosed such a change (60%, 2015: 44%)
was considerably higher than the other companies surveyed
(37%, 2015: 23%). Evidencing the change in the level of risk,
in the absence of an explicit statement from the directors as
highlighted above, will also demonstrate that the company has
refreshed their assessment of principal risks in the year.
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Approaches used where changes 2016
in risk were disclosed

Up/down arrows 94%
Fuller narrative 46%
Both arrows and narrative 40%

Of those that did provide evidence of the change in the level of risk,
the majority used up/down arrows which was also the most popular
method noted from last year's survey findings. An example of this was
provided by Halma plc (Example 8.4). Equally acceptable is to provide
the disclosure in narrative form as disclosed by Johnson Matthey Plc
(Example 8.9).

As in the previous year, few companies provided any indication
of either the likelihood (8%, 2015: 7%) or the magnitude of the
potential impact (12%, 2015: 11%) of principal risks, despite the
FRC Risk Guidance suggesting these might be included. Where
information on likelihood was provided it was usually in the
form of a heat map. This was similarly the case for disclosing
magnitude, with both these attributes sometimes being
reflected on separate axes in a combined heat map. However,
Johnson Matthey Plc (Example 8.9) chose to indicate the
magnitude in the form of a traffic light system whilst Halma
plc (Example 8.4) and Rexam PLC (Example 8.10) provided
narrative alongside each principal risk.

Whilst the FRC Risk Guidance seeks to improve the level

and quality of disclosures, these statistics show that limited
progress has been made in this area. In order to provide
better quality information to investors on the risk environment
affecting the company, these might be areas that companies,
especially those outside of the FTSE 350, may wish to focus on
over the following year.

Linkage of principal risks to the rest of the annual
report

Strategy and KPIs

The FRC's Guidance on the Strategic Report encourages
companies to provide linkages between pieces of information
presented within the annual report, particularly the strategic
report, such as between principal risks and uncertainties,
strategy and business model and KPIs. The ability of a
company to achieve its strategy will be linked to the principal
risks that it faces and how it is managing and mitigating these
to an acceptable level.

The best risk disclosures are those that illustrate this linkage,
for example linking specific risks and elements of a company’s
strategy. Failing that, a simple cross-reference between
sections does aid a user somewhat.

There are no specific rules about where this linkage could
be provided and, ignoring which way round it went and
whether it was presented more than once, 38% of the
companies surveyed provided linkage between some or all
of their principal risks and strategy. 12% of those surveyed
demonstrated linkage in both their strategy section and
their principal risks and uncertainties section. As indicated
in chapter 6, only 18% of the companies surveyed provided
linkage in the strategy section.

A clear vision | Annual report insights 2016

In terms of linkage presented in the risks section, 29% (2015:
27%) of the companies surveyed provided linkages from each
of their principal risks to elements of the company's strategy,
with the proportion of those outside the FTSE 350 rising from
16% last year to 24%. A small minority of companies surveyed
(3%) only provided linkages to strategy in their risks section for
some of the principal risks. Whilst this only shows a moderate
increase on the prior year, it is pleasing that more companies
are attempting to display such linkages to provide investors
with a fuller understanding of the current performance and
future prospects of the company and produce more cohesive
and integrated annual reports.

Linkages to strategy were typically achieved through the

use of a key (such as numbers, a symbol or diagram). Many
companies such as Rexam PLC (Example 8.10), Halma plc
(Example 8.4) and AO World plc (Example 8.11) followed
this somewhat ‘traditional’ approach. Johnson Matthey Plc
(Example 8.14) chose a slightly more interesting, and equally
acceptable, grid-based approach.

Whilst not all companies surveyed provided linkage between
individual risks and strategy, 4% did at least attempt to
connect the two by providing a cross-reference from the risks
section to the strategy section.

118

N
N

€l

14

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xYy



< & >

Less obvious, but still useful, is linking principal risks and KPIs,
with 8% of those companies surveyed (2015: 7%) providing
linkage for all or some of their principal risks (either in the
risk section or the KPIs section or both). This linkage can

help to show the impact of risks on the performance of the
business, as well as the extent to which mitigation strategies
are effective in managing risk, in order to deliver the business
strategic objectives. We would expect this statistic to increase
as investors’ expectations for more ‘integrated’ reports
advance.

’

<IR> Risk reporting

The <IR> Framework requires companies to discuss the specific risks
and opportunities that affect an organisation’s ability to create value
and how they impact the availability, quality and affordability of
relevant capitals in the short, medium and long term. (Please refer
to the Regulatory overview at chapter 3 and Overall impressions at
chapter 4 for more background on <IR>). The requirements of UK
Company Law and the Code mean UK Companies already discuss
the principal risks affecting the business, and whilst not required

by law, the FRC's Guidance for the Strategic Report does encourage
the discussion of opportunities arising from internal or external
factors (see chapter 6 for information on how companies have
discussed opportunities in their annual reports). However, the
concept of ‘integrated thinking’ is a new concept introduced in the
<IR> Framework. This is more than just linking sections of the report
through cross referencing; it's about providing a holistic picture of
the combination, inter-relatedness and dependencies between the
factors that affect the business’ ability to create value over time.

A clear vision | Annual report insights 2016

Where linkage between principal 2016
risks and strategy was provided in
the risks section (32 companies),

Proportion of companies who 2016 2015
provided linkage between the risk
section of the report and further

was it logical? information

Completely 47% Overall 30% 15%
In part 53% FTSE 350 36% 23%
Just under half of those companies that provided linkage between risks Other 22% 50

and elements of the company’s strategy, provided linkage where the
relationship between the two obviously made sense. For others the
linkage seemed superficial as it was unclear how a logical relationship
could exist. When providing linkages companies should evaluate
whether a logical relationship exists and whether it will be obvious to
the reader. Intermediate Capital Group PLC provided a good example of
logical linkage between all principal risks and elements of strategy.

Where linkages were provided 2016
(8 companies), was the linkage
between principal risks and KPIs

logical?
All links appear logical 75%
Some links do not appear logical 25%

Although only a small number of companies provided linkages between
principal risks and KPIs, the majority of these obviously made sense. As
with linkages to strategy above, companies should evaluate whether a
logical relationship exists for disclosed linkages and, if it does, should

consider whether the linkage will be obvious to the reader. Intermediate

Capital Group PLC provided a good example of logical linkage between
principal risks and KPIs.

Linking risks to other areas of the annual report (by providing linkages
between specific risks and further information) can be an effective

way of ensuring a concise report where relevant information which is
specific to the risks can be clearly signposted to avoid repetition. A good
example of this was provided by Rexam PLC (Example 8.10).

Going concern and longer-term viability statement

The best companies provide a clear link between the principal
risks and the directors’ viability statement (see chapter 9)
indicating how risks (especially those related to solvency and
liquidity) have been considered in making that statement,
insight that investors will welcome.

The majority (61%) of companies surveyed provided either

a cross a reference between the risks section of the report
and the viability statement or included the viability statement
within the principal risks and uncertainties section. Only 46%
of those companies surveyed outside of the FTSE 350 did
this, compared to 71% of those companies surveyed in the
FTSE 350.

There is also likely to be a degree of overlap between the
disclosure on principal risks and any material uncertainties
related to the going concern basis of accounting, and
companies should consider how best to link these too.
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Good practice examples Example 8.1

For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 8.1

Cobham plc Annual Report and Accounts 2015 (p33)

e Comprehensive discussion of risk appetite and how it is used
in the decision making process.

Contract risk and effective project

and programme management

We describe the isk associated with effective
ject and programme management

‘execution on page 36,

* Shows risk appetite for each category of risk.

s in project and
ramme manageme
nt project and programime

t d L

financial statements, Control enancementsare in
the process of being implemented to ensure that
this matter does not recur.

Risk appetite
Underthe sponsorship of the CFO, the project to
review th RAfr k

STRATEGIC REPORT

principles based approach defining what each
means for a given fisk subcategory.

As shown on the isk appetite diagram below,
typically there s a balanced appetite for taking isk
across the Operational and Reporting Financial sk

a risk appetite baseline through which Cobharms
fisks can be managed with appropriate controls and
Ids on b

of taking the isk i carefully
weighed against the resultant benefits

T for areas o strategic

Cycle Management (LCM) rigour canlead to
poor programme execution, while excessive
applcation s and

practice COSO ERM principles (see Glossary for
definition). Under these principes, isk events can

ik including the promotion of growth. for example
in business and product portfolos and n the strategic

administrative burden perspective.

(Cobharm's LM framework iskcategorises
project th customer and

our
Operational, Reporting/Financial and Compliance.

into a number of subcategories and defined its
k each The sk ricula

There! omplance isk.

Th a nd

balanced or assertive across the

Example 8.2

company
inherent riskina project or
allocate management resources appropriately.

Marks and Spencer Group plc Annual Report & Financial
Statements 2016 (p48)

How we are managing the risk
We are enhancing our PPM capabilties at
assessment centes Leadership and PPM
‘competencies are assessed against defined
professional standards over three days, with
personal development plans created, and
further training provided through a virtual
training academy. This alows us to assess
indviduas suitabilty to manage different
types and categories of projectiprogramime.

Outcomes and lessons leamed

* Comprehensive discussion of the approach to determining
risk appetite and how it is used in the decision making Qe
process. B e

restited in an increasing number of individuals
becoming formall qulfied folowing the
rigorous raining received, benefiting the
individual,the customer and Cobham.

¢ Inclusion of an example risk appetite statement.

s therisk framework, witha

associated assurance measures implemented reflect
the sk appetite for each position.

Increasing risk appetite

®
R
R

Cobham plc
AnnualReport and Accounts 2015
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cROUPPLC
DIRECTORS' REPORT: GOVERNANCE

ACCOUNTABILITY
RISKIN ACTION CONTINUED

OUR APPROACH TO RISK APPETITE

The UK Corporate Governance Code
requires companies to define theirrisk
appetite in terms of the nature and extent
of the principal risks they are willing to take
inachieving strategic objectives. I real
terms it is an expression of the type and
amount of isk that the company is
prepared to take; by clearly defining this
ourbusiness benefits in a number of ways.
Not only does it promote consistent, risk-
informed decision-making across the
Group that i aligned with our strategic
aims, it also supports robust corporate
governance by setting clear risk-taking
boundaries.

Our approach to risk appetite has evolved
during 2015/16, building on the foundations
put in place Last year Following a review of
the draft statements prepared in 2014/15,
the Board have now agreed a set of Group-
level risk appetite statements that address
key risk areas and specific business
operations; they are also designed to
support the business in its management of

anumber of principal risks. The statements.
articulate the normal risk parameters within
which the Group operates; this is reflective
of the fact that our business is already
governed by robust policies and
procedures.

Ourrisk appetite statements cover a wide
range of topics from Clothing & Home
ethical sourcing and food safety and
integrity through to our core values and
behaviours. The size and diverse nature of
our business means that there s no ‘one
size fits all'approach to establishing risk
parameters. Whilst it is important that these
are clearly defined, it is also essential that
we foster an environment where innovation
and entrepreneurial activities thrive. At
times there may be merit in operating
outside of agreed risk parameters but
proposed exceptions will need to be
escalated to senior management for
debate and approval before activities
commence, ensuring that appropriate
mitigating controls are in place.

Our workis ongoing. As the business
evolves during 2016/17 we will continue

to assess whether we have the right risk
appetite statements in place,and to
consider additional topics, including
‘emerging risks. We also plan to incorporate
our work on fisk appetite into our existing
Group Risk process to promote consistent
‘consideration of risk and reward across the
Group.

EXAMPLE RISK APPETITE STATEMENT
Each agreed risk appetite statement is
designed to provide guidance on the
nature and extent of risk that the Group
is prepared to take in achieving its
strategic aims and operational objectives.
For example:

Food safety and integrity - We only
sell food products that meet our safety
andintegrity Codes of Practice Thisis
managed throughout the product
lifecycle, and assessed via our Food
Safetyand Food Integrity audit
programmes.

RISK INTERDEPENDENCY

We recognise that there s significant
interdependency between our key risks.
This diagram, based on an extract from
our current Group Risk Profile, highlights
how changes to one risk could impact on
those connected toit. By understanding
the relationship between our key risks i
they were to materialise, we are better
placed to ensure that we are managing
them appropriately and to understand
our broader risk exposure:

The following is an illustrative example
of a potential scenario:

In order to strengthen the performance
of our Clothing & Home business (1), both
inthe UK and internationally (10), we need
to ensure we keep abreast of, and adapt
to, changing consumer behaviours (2).
Acritical part of this is ensuring that our
customer proposition is well executed,
including maximising product avalability
and the speed of delivery to customers

(@),as well as ensuring the resilience of our
online business (11). We recagnise that
business performance is also affected by
external factors, the causes of which are
primarily out of our control These include
fluctuations in foreign exchange rates and
the global economy (E) (encompassing
uncertainties conferred by the upcoming
referendum on Britain's membership of
the European Union (E2)), along with
global saciopolitical unrest (E3).

© See Risk Management on p27-29
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Example 8.3
ham plc Annual R rtand A nts 201

Narrative way of presenting principal risks.

Example 8.4
Ima plc Annual Report and A nts 201

* Example of risk appetite being set against each specific
principal risk.

e Clearly distinguishes the impact of the risk from the risk
description itself.

¢ Clearly distinguishes the mitigating activities from the risk
description itself.

* Example of a tabular way to present principal risks.
* Linkage to strategic objectives through diagrammatic means
that corresponds to the diagrams used in the strategy

section.

Indication of the level of magnitude of the risk in the form of
narrative against each principal risk.

* Change in the level of risk denoted by up/down arrow.

Example 8.3

STRATEGIC REPORT

1. Deterioration in the
macroeconomic environment
adversely impacting our markets

Risk
‘The Group's revenue s derived from commercial

2. Failure to execute strategy, to
deliver performance in line
with financial plans supported
by effective value creating
M&A activity

3. Failure to comply with
laws and regulations

isk
Cobham operates i ahghyregulted envirorment
andissbjectote s e tons ndsctrs
the

markets. Underlying
customer demand is dependent on a complex mix
of macroeconomic fiscal, and strateglc defence and
security imperatives.

Risk uSar\dtheUK
The Group's abilty to generate profitable organic
ey strategic ud provisions,import and
of value creation. Insightful, t controls tax, govemment

USDoD ctof business.

thity
objectives has

macroeconomic factors couid lead to programme/
contract terminations or delays,or changes in market
gowth rates

supplemented this value creation.

under the Groupis SSA.human rghts, environmental,
andhealth and safety regulation.

Alack of

inwhich

Impact perfomance. coperates conid lead 0 the Group beng
Deterioration cycle Taws o reguiations.
businesses ora fundamevvmsmh in m\ws\omm Impact
Impact
effect on th I Sanctions or falure by the Group, s saes
~ Missed growth targets J Intermeciares, to comply
Reduced eamings with aws, regulations and restrictions could include
F. Iting n adh Th ctonemployee  fines, penalies legal iaims,suspension or debarment
performance agaiet the Groups ststege pan  recutment and reention potentileputationsl ©f the Goupfom e govemment contacts
forfuwe foraperiodof tme,as wellas havinga potentialy
Mitigation gowth. sgnficant impact on the Group's reputation. Such
Areview of trends onthe Group's
conductedas part of the Group'sannualstrategic  Mitigation financial postion and future opertions.
Carry out
4 robustand p  Mitigation
managed effectively. isexposed [«
through business cycles. remains i complance with allegal requirements
Regulrrevevsof exeraly souced matet and regulations, and continues to divea cukure that
dmwand dat, A dinvestment in ensures that ethica, environmental, and heath and
demand ensure customer safety considerations are embodied n all that tdoes
expectation are et hich underpins the Goup's
abmvy togrow. Pol
alignment toidentiied  comorate framework to ensure l of the Group's

adjacent
transferable technologies can be applied

“The Group has achieved more balance ints portfoio

his i regulery

o need:

Acycle of budgets and forecasts together with

reviewed and audited, including procedures related
to vhs use of saes. ar\d m:lrketmg representatives,
muption,

sustainable growth through econormic cyes.

Acuiture o continuous improvement wil enable:
Cobhamto have market leading operating

tracking of
forvariances against plans

Rigorous M&A disciplines (both pre-and
post-transaction). aligned ith the Group' srategic

wmmwmg andmesigionof ahcsend
compiance concems,dong with Cobham’s Code
of Busiess Conduct.

performance. Thiswil

enable C;

5G it contracting

pel price
pressures and whie retaining lexbilty to adjust the
« nditor

Link to KPTs

Link to KPIs
- Organic revenue giowth
~ Underlying EPS growth
~ Cash conversion

Underlying EPS growth

~ Retumn on invested capital
Voluntary staff tumover

Risk appetite
Assertive

Risk status indicator ©
Jobal "

Risk appetite
Balanced

Risk status indicator &
The Group's portfolo is being actively managed

‘and anti-bribery and cormuption

See the CR&S section onpages 38 to 41 for
information on human ighs, environmental,
and health and safety actons,

Link to KPTs.
~ Underlying EPS growth

~ Retum on invested capital
- Staff safety

Risk appetite
Consenvative

challenging market condtions.

@ Unchanged ) Increasing risk @) Decreasing isk @) Emerging new risk

Cobham plc
AnnualReport and Accounts 2015

Risk status indicator ©
‘The regulatory landscape rerains broadly
unchanged. However. increased scrutiny in
certain areas has been noted.

35

Example 8.4
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Principal Risks and Uncertainties

Halma' al isks
and pvocedures noted on pages 28 and 29.

are detalled below and he robust risk

systems

indicate

Strategic Risk
objective Risk description appetite krating | Movement

Globalisation
“The global inerconnectedness

of operations poses wide-ranging
challenges across the Group
especially where businesses
manage operational matters via
remol calns; th orseshg

Sl e, ainng

ontrols/sanctions in
e o antcpes and Cortan
any vunerabiites.

Competition

~ The Group foss compettion
inthe form o prcig, ervice,

% J reliabity and substicton.

Economic conditions

f Iniimes ofuncerain sconomio
e )
Cattonel o dovelnd oo of
i e
8

ustomer isk, customer defau

fraud, supply chain risk and
liquidity risk.

Fnancial
~ Funding
Al s et e Croup may
e e
bbby

cash deposits are required fo be
held in a secure form and location.

Treasury.
Breach

covenants
are the most significant treasury-

of banking/USPP

related risks for the Group. In times

of increased volatiity this can

ofher treasury risks such as
interest rate risk and iquidity risk.

Pension deficit
To meet our pension obigators,

we must adequately fund our closed

UK defined beneftt pension pians.

nd foreign currency risk

f how the pre-mitigation ri moved y year.

High oA

High “~

= -

= -

30 Halma pic Annual Report and Accounts 2016

Potential impact

 Weakening of financial, tax, audit and legal
control and divergence from overallGroup
strategy in remote operations, leading to
businesses taking on more risks than ntended
or unexpected financial outcomes.

« Falure to comply with local laws and reguiations
In unfarmilar teritories, leading to reputational
Issues and legal or reguiatory disputes.

 Continued infernational growth increases

 Missed opportunities due to falure to mobils
resources efficiently.

« Loss of market share due 1o price pressure
and changing markets

Reduced financial performance arising from
compeliive threats both from third parties
and customers bringing production in-house.

Reduced financial performance.
Loss of

Unforeseen fiabiltes.

Distuption of service to customers.
Breaches of legal or regulatory reqirements
resulting in fines/penaities impacting the
Group financially and reputationaly.
 Potentialimpairment of goodwil

O @I g
s fimiting the Grot
outa
Avaiabity of adfonal i
e
O B e i i
anaw st L e
aring has increased during the year.

 Voiatie inancial performance arising from
ansiation of earings from the Group:
ngproporon ofoverseasaporaons or
pocrymanaged orein exchens epo
« Deviation fom core srategy trough the
use of speculative or overly complex
financialinstruments.
* Financial penaltes, reputational damage
and withdrawal of faciltes arising from
breach of banking/USPP covenants.
Increased interest rate risk on higher
forecast borrowings.

Excessive consumption of cash,
limiting investment n operations.

 Unexpected variabilty in the
Company's financial results.
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Example 8.5

National Grid Plc Annual Report and Accounts 2015/16 (p26)
Comprehensive description of a risk management process
including bottom-up and top-down risk process, supported by
a diagram of the risk management process and description of
a three lines of defence model.

Example 8.6
The Weir Group PLC Annual Report and Financial Statements

2015 (p21)

Example of a risk appetite statement.

Example 8.5

Internal control and risk management

The Board is committed to protecting and enhancing our reputation and assets,
while safeguarding the interests of our shareholders. It has overall responsibility
for the Group’s system of risk management and internal control.

National Grid is exposed to a variety of uncertainties

that could have a material adverse effect on the Group's
financial condiion, our operational results, our reputation,
and the value and liquidity of our shares.

The Board oversees risk management, and, as part of this
ole, it sets and monitors the amount of risk the Gompany
is prepared to seek or accept at any given time in pursuing
our strategic objectives (our risk appetie). The Board also
eguary moniors and reviws our nternal contols and

and the actions being taken to manage and monitor them.
They assess each risk by considering the financial and
reputational impacts, and how likely the risk is to materiaise

e identified risks are collated i risk registers an
reported at functional and regional levels of the Group.
“The risk registers also describe the adequacy of our
existing risk controls.

An important feature of our risk management process is
ourtree s o dofenco mdel.Egch business fron

processes. You can
s o page 29

This year we refined our fisk management processes

s a result of changes implemented by the UK Corporate
Governance Gode 2014 (the Code). Most notably, we
now specifically test the impact of our principal risks on a
reasonable worst case bass, alone and in clusters, over a
five-year assessment period. The aim of this s to establish
theirimpact on the Group's abilty to continue operating
and meet ts liabiities over the assessment period. The
reason for selecting a five-year assessment period and
the results of this exercise are described i the viabilty
statement on page 30

Risk management approach

Our Group-wide corporate risk management process
provides a framework through which we an consistently
identify, assess and priritise, manage, monitor and report
risks, as shown in the diagram below. The process is
designed to support the delivery of our vision and strategy,
s described on pages 16-17.

Our process involves a continuous cycle of bottorm-up.
review and reporting and top-down review and feedback

All our business functions participate in the bottom-up risk
management process. They identfy the main isks to our
d 10 achieving their

for managing its own particular
ks (e frst e o dlence A conial ik managoment
toam (the second line of defence) acts as an advisory
fonc dopondent challengo and

review. This team partners with the business functions
through nominated risk liaisons and collaborates with
assurance teams and specialists, such as safety and
complanco management Our nfrnal i uncton

then audits selected controls and mitigation activties
(ot g o doenca)

Regional senior management reguiarly reviews and
debeias tho output o thbotonup ik menegemert
process and agrees the prioritsation of th

i ke for the UK an US businesses aro mghhghted
in regional risk profiles and reported {0 the CEO.

Our main strategic uncertainties or principal risks' for
the Company are developed through discussing the Group
fisk profile with the Executive leadership team and the
Board, These risks are reported and debated with the
Executive Committee and Board every six months

The Board partiipates in risk workshops to make sure

that the principal risks remain closely aligned to our

statogooms nd et o mportant ks or combintion
This year,

e conioten o G o principal risks and to

assess the potential of those risks to impact the Company’s

Risk management process

Feedback and reporting

\dentity risks

objectives

Monitor
and report

Risk profiles
Risk reports.

-~
National Grid
Board
Executive Audit
Gommitte Committe

Regional

Executive
Directors

e ——
Bupsodes dh-woriog

Business functions

Example 8.6

Figure2:
Risk Universe

A clear vision | Annual report insights 2016

‘The specific risks identified across the business generally fall under one of the categories within the ‘Risk Universe’

as shown below.

Strategicrisk Hazard risk Operational risk Compliance risk Financial isk

Poliical and People
ocial instab

hor major e

nts. i

External and
inernal raud
ruption [

allocation

Not all risks a

we have controls in place to reduce the risk of harm to our
accountability, to minimise dis

Commercial
Communication,

Delivery and
Natural d supply chain.

Code of Conduct

E nt, Debtand

health & safety. interest rate:

Governance.

intellectual A ing

property. and reporting.
Taxation.

re controllable or foreseeable, a key example being natural disasters. Our response 1o such risks is having
controls which lessen the impact to our business should they occur. For example, in

 of natural disasters,

eople, as well as response planning protocols, with clear
otion 10 operations and our customers

RISK APPETITE STATEME
Grol

NT
up is strategically positioned in markets with good long-term growth prospects. We will pursue ambitious.

gvowm targets, and we are willing to accept a higher level of risk to increase the likelihood of achieving or exceeding

our strategic priorities, subject to the parameters below.

Riskassertons

Risk paramaters

1. Organic growth: We will rigorously pursue divisional
organic growth strategies to meet our market growth
objectives. We recognise that our end m:
subject to cyclcality and we plan to ha
flexibility to manage through the cycle

o
uificient

Investment of resources will be consistent with
wisional strategies and expected divisional compound
annual growth rates over five year plans

2. Mergers and acquisitions (M&A): We will actively
pursue M&A opportunities that enhance our strategic
platform subject to meeting investment criteria

Post-tax returns should exceed our cost of capital within
three years of the acquisition,

3 Returns and prolltab /e will not pursue growth
xpect high margins, strong return:

on capital and working capital discipine together with
cash generation.

Short term margin dition is acceptabis in gaining
market entry but over the cycle we aim for top quartile
operating margins and returns on capital

Capital allocation: We will encourage capital
expenditure in pursuit of our growth ambitions subject
1o Intenal Rate of Return (IRR) and achievement of
Group free cash flow targets.

Planned IRR on capital expenditure project:
be less than 20%.

5 Capilal structure: We are prepared to use. \eve*aqe in
pursuit of our growth agenda and will a ek low
Costdebt 1 10nd th 16 p but will mantar significant
headroom against our financial covenants.

We will seek to maintain the ratio of net debt/EBITDA
below two times (current financial covenants 3 5 times)
and will retain adequate headroom within ou

facilities at all times.

6. Reputation and brand image: We will avoid/manage
situations or actions that could have a negative impact
on our reputation and brands. We aim to be transparent
with all of our stakeholders unless prejudicial to our
collective interests

o e forbeacies o
Legsiatvelstattory roquiremens.

Z Vier Code of Conds

~ International sanctions

- Delegated authority levels.

~ Group and divisional policies

7. Environment, health and safety (EHS): We will not
undertake or pursue activities that pose unacceptable
hazard or risk to our people, the communities in which
we operate, or the broader environment

- Total Incident Rate <0.8 an
- Nofatalities,
Active community and environmental engagement
is expected.
No tolerance fo

S Audit Score >50%.

ea

s of Weir EHS system.

8 Coumrv presence: We are prepared to enter
les which offer opportunities for growth
nt with our overall strategy. We will not en
orwile m countries which present a high risk of harm
our people, damage to our reputation, or breach of
international sanctions,

No tolerance for breaches of
Legislative/statutory requirements.
- Weir Code of Conduct
~ International sanctions,
- Delegated authority levels.
Group and divisional policies,

: We willinvest in technology research and
to innovate our customer offering allowing
U to maintain and expand our market share.

Target research and development spend >2% of sales.

The Weir GroupPLC 29
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Example 8.7

Marks an n

Statements 2016 (p12-13)

* Example of how principal risks can be displayed prominently
within the annual report even though the actual principal
risks and uncertainties section might be further on.

Financial

e This links the business model to related risks and provides
a cross reference where further information on those risks
(i.e. the actual principal risks and uncertainties section) can
be found.

12
MARKS AND SPENCER GROUP PLC

OUR BUSINESS

CONNECTED VALUE

We are committed to delivering sustainable value for stakeholders.
Here, we summarise how our business model drives value creation,
how the process is managed, and how we measure the value created

CORE OBJECTIVES INPUTS

Our resources and relationships
A d

Group financial §

objectives

FINANCIAL

OUR PRODUCTS

Non-financial & CHANNELS

OUR INTELLECTUAL
CAPITAL

p20-21

RESOURCES

BUSINESS MODEL THE M&S DIFFERENCE

A clear vision | Annual report insights 2016

13
ANNUAL REPORT AND FINANCIAL STATEMENTS 2015

© Read more about our Strategic Update on p06-08 @ Read more about our Business model on p10-11

© Read more about KPs on p18-21 @ Read more about Rsk on p27-29

RELATED RISK FACTORS ACCOUNTABILITY PUTS OUTCOMES

How our activities deliver financial value

1. Listen & Respond
Understanding our customers’
changing needs informs

every product we makeand
service we offer

2. Strategy & Planning
Robust financial management
ensures we areable to continue

o invest in our business and
deliver profitable growth for
our shareholders.

3. Develop & Design
New ideas fuel future performance,

4. Source & Buy
We capitalise on the stron

tong-term relationships we have with

our suppliers to deliver efficiencies,
improve margins and drive
profitability without compromising
‘onthe quality of our products.

5. Brand & Sell

Ourbrandiis at the heart of the M&s
difference and we create unique
products that drive financial value.
6. Serve & Engage

Ve buid and maintain customer

the ight talent s central to the future.
of our business

service and inking It to our
employee benefits

el Fi L Key financial Financial value created
Thereareanumber of risks elated Grouprevenue
tohowwe delverfinancial value: BOARD. Underlying Group PET
™

i 0

2 Changing consumer behaviours. ~ Dividend per share

2 Clothing SENIORLE

andlogistics network 5 ¥
o e e cash flow (pre dividend)

5 Tintegration
10.International
© See Risk p28-29

©see Remuneration ps2-53

© See KPIs p18.

How our activities deliver non-financial value

1. Listen & Respond
Our customers trust in the M&S
brand s 3 key point of difference.

4. Source & Buy

Vieare leading the way on sourcing
products with integrity to exceed
customers

most
responsible way - we do the work
so.our customers don't have to,

2. Strategy & Planning
Ve improve efficiency and reduce
‘waste across the business through
the effective use of our resource

and sourcing systems,

3. Develop & Design

By cultivating talent and
encouraging entrepreneurialism, we
have an engaged and autonomous
workforce empowered to develop
innovative new products and ideas

5. Brand & Sell
Wie have bult our brand on robust
standards of responsibly sourced
products and services

6. Serve & Engage
Ve bring our brand to lfe by driving
engagement and participation
in-store, online and through Spark
Something Good.

Non-financial value created

Thereareanumberof Total Food customers andaverage
reretediahovve el soaRD numberof shops percustomer 0020
non-financialval

on-financialvalue: E

1.Clothing & Home transformation o SRS

5 per customer
3
= e Employee engagement score
Usiness transformation
ADVISORY. Xof products witha
7 Food safetyandintegrity Plan Aquality
& Clothing & Home. o Greenhouse gas emissions.
ethicalsourcing OPERATIONAL (ronnes)

)

© See Risk p28-29

© See Plan A Report p24.25

© See KPIs p19.

How our activities deliver strategic value

1. Listen & Respond

Byanalysing what our customers
3 our growth plans

areright for the future of MES.

2. Strategy & Planning
By carefully managing our property

4.Source &

Our progress towards a more

flexible and direct sourcing

operation i benefiting our Clothing
Home margins.

5. Brand & Sell
Ve sell

right stores in the most convenient
tocations, meaning we can reac!

own branded channels, empowering
us with the bty to growand

sustainable sales growth.

3. Develop & Design
jing product

fight for our customers.

6. Serve & Engage

quality and choice, we drive growth

strategic
decision starts with our customer

¢
our customers more often,

culture built around giving them
great products and service.

Strategic value created

Thereareanumber of risks elated

Food UK revenue

3

tohowwe deliver strategic alue soneo e
T Clothing & Food LFLsales growth
2.Changing consumer behaviours. UK space growth - Food

= ENIORL & T
4Ciothing&Homesupplychan @ See Governance on pa2-46 Clothing & Home aross margin
andlogisticsnetvork po T Uk
& Food competition sales growth

10 nternational
T1.M8S combusiness resilience

© See Risk p28-29

internationai saies
International operating profit
Internationalspace growth
MeS comsales

M&S comweeklysite visits

© See KPIs p20-21
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Example 8.8 Example 8.8 Example 8.9

Thomas Cook Group PLC Annual Report & Accounts 2015 (p59) @
Linkage of principal risks that were taken into account in

making the longer-term viability statement. ~

principatisks Hitgation opportunities
@ Informationsecurtyand yber > Our nformtin Securty o in

threats are currently a priority  provide oversight of the cyber risk At apnmnnate developing a strategy to combat

B allindustries and remain  mitigations are n place. emerging cyber threats,

fatem. > 0ur programme is underway and aims to provide

Tre roup ecognises hatwo. o olowing migations

have high risk exposure in this  — Group Security Policies

area and has added this as a ~ Securlty Awareness Training

new principal risk  betect and Respond eritong Servic orwebsies data

centres and critical systems
~ Vulnerabilty Management service to test website and

Example 8.9 Seemsearty ©

7 Adeoson oracourse of acton > As part of aur sk management rocess we denty alevens that Promotion of the business and
is perceived negatively by the may have a potential reputational impact to the Group and ensure that enhancement of brand value
lohnson Matthey Plc Annual Report and Accounts 2015 (p31) medi, invstors andlor general _controls ar n plce to manage thesersks hrough positive meds ttenton
- - pubc which ntun impacts > We havea clearplan i lace fo espond to the otentl reputalmnz\
. X X X X . the f an event which N
|ﬂdlcatIOﬂ Of the ma nltude Of the rlSk in the form Of a traffIC Group and its share price*. investor relations, public relations. mana \egz\tezmslmdenufysnd
g prepare responses to incidents and potential issues. The plan has o
been strengthene i year based on the fessons leant during the
ligh Corfu nquest.
ignt system. W monitor stakeholder and governmenta eactons o ensure we
respond to amerging pltica and regultory developments
8 ¢ the monitor our short, medium and long-term cash, Sufficient cash to implement =
abiity tostrategicaly manage  requirements and quidty heacroom optimalfnancing strategies
debt repayment andor dividend > Our cost-out and profit improvement Initiatives are successfully
H H B H B e payment*. contributing to cash availabilty,
* Change in the level of risk indicated by narrative description. i sl ot o aage iy
requirements and maintain an adequate level of contingency as well
as seeking to lower the average cost of debt over the medium term. —
Q  Duwewmenuedis > We operate a robust safety management the leading health and N
business. the Group will implementation of our Health and Safety Policies and procedures. safety programmes for the benefit
always be exposed to a risk >The Group Health. Safety. and Security team implement the SMS. of our customers and employees.
of a health and safety incident  which is further supported by a reputable external specialist (SGS).
that may impact our customers > The Group regularly reviews and updates its safety and security
or colleagues together with training programmes to ensure they continue to reflect best practice. -
associated reputational >0ur Health and Safety Audit programme. which is delivered by w
S r s o
escalaion and decision process. The programme afo includes
arobust followup process.
> The assessment ofHealth and Sfetyrsks i nouit no daly
management outines and is montored by a tructure of health and
that are in turn overseen by e -
Safety & Environmental Committee with Board level oversight. N
The report of the Health. Safety & Environmental Committee can
be found on page 83
10 neeasing securty ureats >our del allows us to align our To delive m
0 pre Smmwe\y manage emerg\ng g
tainti impacting > As part of our we continue to 2 >
our key markets and reduce. to our portfolio, thereby mitigating the effect of factors which may H o
the demand for travel related negatively impact demand for travel to certain regions. S S
products* >We actively monitor the saciofpolitical landscape to ensure we have &) <
an early indication of emerging risk and are available to respond in 2
an appropriate and timely manner. .
risis Management. the requisite
d skill to ensure that p
provided to ensure the welfare of our customers
> Al of our senior management regularly participate in crisis
management scenaros
11 Felue o comay win requtory Legleam rmal | g les o vl >
legislative and e e L o S
responsiity reaurements i the  fegulatorydevelopments i our source markets, Th team receves  stakeholder S
fegaljuisdctons where Thomas  requlr traning to provide awareness of citcal changes n reevant |
Cook operates. legislation or case law. &
>0ur Code of Conduct s backed by a Cnmprsne!\sws training programme
to ensure that it s fully embedded across the Gro N
>0ur Legal Risk Database enables communication = timely analysis
of allrisks related to regulatary, legisiative and corporate sacial
responsibilty requirements.
= principlrisk wit a directink o he viabity tatement &
o
35
=
O
a
~
0
P
1]
0
o
c
=
a
1]
0

124


http://annualreport2015.thomascookgroup.com/assets/pdf/ThomasCook_AR15.pdf#page=61
http://www.matthey.com/documents/ar16/jm-annual-report-2016.pdf#page=43

Example 8.10

Rexam PLC Annual Report 2016 (p24)

* Each strategy is numbered and then linked to each specific
risk.

* Indication of the magnitude of the risk in the form of
narrative against each principal risk.

* Risks are linked to other relevant areas of the annual report
that relate to this risk.

* Linkage of principal risks that were taken into account in
making the longer-term viability statement.

Example 8.11

AO World plc Annual Report and Accounts 2016 (p23)

* Example of linkage to strategic objectives through the use of
small pictures that tie through to those used in the strategy
section earlier on in the report.

* As well as showing impact on the strategic objective this
also shows the impact of the principal risk on the business
model.

Example 8.10

SUMMARY OF PRINCIPAL
RISKS AND UNCERTAINTIES

SUMMARY OF PRINCIPAL
RISKS AND UNCERTAINTIES

The table below sefs out what we believe to
be the principal risks and uncertainties facing
the business. The fable does not cover all of
the risks that the Group may face. Additional
risks and uncerfainties not presently known fo
management or deemed 1o be less material
at the date of this report may also hove an
adverse effect on the Group.

Risk and description Potential impact and key mitigations 2015 2015
Assessment  Movement
Competitive environment trends 4 Potential impact
Foiling o develop Rexarn's strength with  Adverse business performance, price and volume pressure,
our customers and unable fo improve  adverse terms and margin erosion.
our commercial capobiliies fo deliver
jons
our value proposions fo cuslomers and i " T
react according fo their changing needs. Sitofocus onshengtheninglisiafionshipslan
buiding partnerships with our customers, vith focus on value Stable
. adding service and innovation, os wel a3 investing in our
Strategic priorities: 1,2, 3, 4 e e e o s B IS e (4
Other mifigations are customer and compefior srategy review
and analysis, improved pricing process and continued
emphasis on cost reduction and efficiency.
Continued economic slowdown A Potential impact
Unable to respond swiflly and manage  Adverse business performance, price ond volume pressure,
the impact of an economic slowdown and ond eroded customer and consumer confdence.
sluggish rcoveryin Rexom's key markels. o i yicr
§ Rexam continues fo manage capital investment closely and is
Stratagic priorities: 1, 2,3 focused on maximising utilisation of assefs fo ensure we align
volume demand from our customers and our capaci
pacty. Stable
We use scenario planning and modeling based on potential
upside and downside risk analysis ithin our budgefing and
forecasting processes fo ideniify miligafing actions which
would be implemented should his risk increase further.
We continue to focus on cost improvement measures through
lean initatives, officiency savings, supply chain management
and innovation (see page 16 and 18)
Financial impact from Potential impact
country based instability A Currency fluctuations and lack of access fo currency, rade
Failure fo manage the risk and exposure  sanctons affecting our business, poliical instabily, social nrest,
of our business operations in some war and ferrorsm, and security theat fo our people and assefs
emerging markets with poliical, o
ey
Emerging market isks are assessed in delcil by management
BT R0 when considering investment opportunities, in due diligence
reviews prior fo investment and in confinuing business reviews Inereased

and risk assessments.
We leverage on the ground market and country intelligence
from local management, with the support from external
advisors. Additionally, business confinuity plans are in place
at individual plant, sector and group level, and these plans
are reviewed, benchmarked and fested during the year.
Preparedness plons have been built for operations in
counries facing rapidly chenging environments.

A Principal risk which has been reflected in fhe assessment for prospecis and viability.

A clear vision | Annual report insights 2016

Example 8.11

our i not

Risk Management C e
K d

where possible.

Risk appetite

about our risks and helps to foster a culture where risk management
Additionall

Overall, the Group has a “balanced” ill 2y risk
ignificant ter inio;
activities. However, our Group, in
other
the overall accepted risk appetite. For example, where it hasalready  Principal risks
ted ‘material risk, th limit th Our ulture and
risks. The Risk. ple; European b Brand
theGroup,  Damage; IT pl awsand
d is subject
t0Board approval.
This year's achievement and future actions how we seek (o miligate them.
This year isk Manage
Fi kand roles and Our Board
Risk
Our. busine
and thereis a consistent approach torisk.
[Key risk Nature of the risk Mitigating activities Overall change during the year
Culture and People  © gredientin
Riskincrease
a from our
objectives: it -
range of Following the launch of the
(57 Culture & Brand ur fectall
areas of ~ Senior team of
y our peop
28 cusomers
way we deliver. share optionsand career
structures lo encourage retention  However, we have
~ People Group Executive Team and and
nior eam to g
to Team over the year, which
the business.
- Team and ofthe increase.
vior Team have

culture throughout the business.
on the basis of AQ's values

Failure of European  Expanding into new territories
isa

. trategy.
Expausion Failure in these territories

‘would limit our long-term

Expansion into new territories
i after Riskincrease
extensive research

Expansion leverages AQ's

objectives: >

existing UK the

the year under review which

that has been built up over
vears as given us confidence that

is managed in stages the Netherlands thereis sill
Specific targetsare inplace for  muchtodo,

new territories to enable focus

on objectives and measurement

A0 World Ple
Annual Report and Accounts 2016
23

mornsong
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http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9MzQyNDIwfENoaWxkSUQ9LTF8VHlwZT0z&t=1&cb=636020574160248470
http://ao.com/corporate/wp-content/uploads/2016/06/AO-World-plc-2016-Annual-Report-and-Accounts.pdf#page=27

Example 8.12

Intermediate Capital Group PLC Annual Report and Accounts
2016 (p30)

Different way of showing risk appetite per principal risk apart
from inclusion against each specific risk.

Example 8.13

Mothercare plc Annual Report and Accounts 2016 (p27)

A variant of showing risk appetite per principal risk apart from
inclusion against each specific risk.

Example 8.12

A clear vision | Annual report insights 2016

Example 8.13

30/31

STRATEGIC GOVERNANCE FINANCIAL
REPO! REPORT STATEMENTS.

Risk Committee
The Risk Commilttee meets monthly with senior executives
from key departments. In addition, the Committee is

MONITORING THE SETTING RISK APPETITE AND TOLERANCES empowered to call upon any experts when necessary.
EFFECTIVENESS OF CONTROLS Horizon scanning and the introduction of any emerging
During the year, The Board d recognises thatin tisks are agenda ftems. They are given sufficient time (o fully
monitoring fto risk and that t s willng to accept a evel of riskin managing the explore any implications o the business the fisk may have,
of material controls. Material controls business to achieve s strategic priorites. As part of s risk management processes, possible mitigating actions and whether to escalate the risk
have b to he Board terms of is willing to accept in to the Executive Committee.
the management of the principal risks of relation to each principal risk based on key risk indicators.
the business. Following identification of Executive Committee
material controls, additional reporting on The Executive Committee places fisk on the agenda every
those controls was ntroduced toenable quarter to debate Principal Risks and Uncertainties and
the Board and Risk Committee to review the defines any movement in risk score, taking into account the
effectiveness of controls inmanaging the assessment given by the Risk Committee. Any risk that is not
principal isks n e with the requirements RELATIVE WILLINGNESS TO TOLERATE RISK (RISK APPETITE) mitigated adequately by management action planning is
of the UK Corporate Governance Code. retumed to the Risk Committee for further evaluation and is
The Board s p o o o allocated o the appropriate senior manager for additional
risk reports which t uses to review the process improvements (o lessen the risk. The Executive
Group's risk management arrangements Lossormasedcpprtunty s et — Committee also ensures that delegation of authority is
appropricte for all senior leadership team (SLT) members
the Board to make a cumulative assessment ke tomatan sl dathe esient — to discharge their responsibilities around the management
of of ris|
controls are being managed or mitigated. PP e——— — soard
Thereports the — The Board has overall responsibiity for risk.In conjunction
[Eseibadiidontitiveliiviin with setting the appelite for risk within which framework the
As part of its review the Board considered Group can operate, the Board challenges the Executive
partof . %
whether the processes in place were MARKET, CREDIT & LIQUIDITY RISK Low HIGH Committee, through the CFO, to continually evolve risk
il ~ management and governance i the business. In addition,
e thet it cams o goars | | - — the Board evaluates annually the Group’s sk management
confirms that the Group's p — strategy to ensure industry best practice is being followed:
9 — The Boorels appetitefor isk can be determined as follows
effectively throughout the year. Rk Appetie Type oifisk
opeRaTIONAL RSk Low o High Tolerance _» Strategic risks
t:jf:\: ‘key person' and inability to recruitinto. — Operational and transformational risks
Medium Tolerance _+ Macroeconormic risks
Tonregomenyor sty E— - Geopoliical isks
Technoogyandormatonsecuty e — Low Tolerance ~ Health and Safety risks
Failure ofkey business processes + Manufacturing risks
— + Bribery and slavery risks
« Regulatory and compliance risks
 Brand reputational isks

2015 Risk Management Actions
Athorough bottom up review wass conducted by the
Executive Committee to challenge what the principal risks

in the organisation are and whether appropriate mitigations
are in place. This resulted in a reduction in the number of
Principal Risks to a more focused group with an additional
focus on mitigating actions.

In addition, a full Business Continity (BC) Planning event
was conducted with senior management engagement
and involvement. Mothercare has @ maturing Incident
Management Team, able to react quickly to an incident
adopting the policies laid down in the BC plans.

Additional Actions

In conjunction with the internal isk identification process
and subsequent management action to mitigate risks,
Mothercare utiises the services of PWC to provide due
diligence on the methodology used to identify risks, in
particular any emerging risks that may have been noted
in the retail sector that have not presented themselves
to management's atiention through the internal process.
The fullrisk register translates into the risk universe from
which the half-yearly internal audit plan is formulated
By working in this way management is confident that,
as far as is reasonably possible, risk management is
proactive and not reactive within the organisation.

In accordance with C:21 of the UK Corporate Governance
Code, the Directors confirm they have carried out a robust
assessment of the principal risks facing the Company,
including those that would threaten its business model,
future performance, solvency or liquidity.

elow are the Principal Risks and Uncertainties and the
atings as agreed by the Board for FY2015/16,

odai oiBe10nS
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http://www.icgam.com/shareholders/documents/ICG_AR2016.pdf#page=35
http://www.icgam.com/shareholders/documents/ICG_AR2016.pdf#page=35
http://www.mothercareplc.com/~/media/Files/M/Mother-Care/documents/annual-reports/annual-report-2016.pdf#page=29
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Example 8.14 Example 8.14 Example 8.15

Johnson Matthey Plc Annual Report and Accounts 2015 (p30) &
Avariation on how to link principal risks to strategic

objectives apart from including them in the principal risks and :r:%v:;mmemsk ~
uncertainties table.

Principal risks and uncertainties

e}

As in any business, there are risks and uncertainties which could

Exa m ple 8‘1 5 impact the Group's ability to achieve its objectives in the future.
. . . However, we believe the Group’s risk management and assurance =
The Weir Group PLC Annual Report and Financial Statements framewaork makes this less likely. The Board has conducted a =

robust assessment of the principal risks, alongside the risk appetite

201 5 924 statement set out on page 21, meeting the Board’s responsibilities

in with Risk M and Internal Control detailed
H H H H H H in the 2014 UK Corporate Governance Code. Each of the principal
Llnkage Of prlnC|pa| rlSkS that were taken lnto aCCOUnt n risks is assigned an owner from amongst the Board or Group senior -
management team and is either a standing agenda item at each

making the longer-term viability statement denoted by a 'v". Board meeting o subject to formal periodic review by the Board.

A summary of principal risks and the Group’s mitigating controls

—
is presented at every Board meeting. N
The Directors reviewed the Group's risk register, reassessed the validity of the principal risks identified
in the prior year and considered whether any new principal risks have emerged or a risk is no longer
considered a principal isk. The identified principal risks were subjected to a detailed assessment based —
on the following considerations: w
~ severity of each risk;
~ existence and sffectiveness of actions and internal controls which serve to mitigate the risk;
- the overall effectiveness of the Group’s control environment, including assurance and any identified KEY TO SYMBOLS
control weaknesses o faiings; and @ Risk increasing
~ the extent to which each of the principal risks could impact upon the Group’s viability, in financia —
e © Risk unchanged
or operational terms, due to their potential effects on the business plan, solvency or liguidty. i
© Risk decreasing
The principal fsks set out below are those which we believe to have the greatest potential to impact @ Considered as
our ability to achieve the Group's strategic objectives or which have the greatest potential impact on part of Viability
the Group's solvency or liquidity. Statement
assessment >
o
Risk S
Global economic cond x
Changes in key markets, We need to remain suffi - We maintain regular Market conditions have remained N
including commodity pri flexible to allow us to a engagement with our challenging during 2015, with
affecting mining and oil and downturns, 10 allow us 10 adiu customers to understand commodity prices in oil and gas
gas, have an adverse impact  our operations accordingly their needs and challenges,  joining those in minerals markets
on customers’ expenditure and equally to meet growth in and ensure our businessis  at recent historical lows.
plans. This may include demand when our customers' appropriately aligned Necessary adjustments have
delaying existing expenditure  markets are buoyant and - Our strategic planning been made to our operations to >
commitments. therefore capital investment is utiises extensive market accommodate our customers’ e
high. Otherwise, we are at risk intelligence to assist in responses to these market e
o of incurring unnecessary costs g opportunities conditions. x
during downturns, and not in markets. :
maximising our potential for ~ We maintain contingency N
growth in buoyant markets plans for downturns.
In challenging market conditions,
ain risks are
increased. These are described
in more detail on page 26 (a)
o
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http://www.matthey.com/documents/ar16/jm-annual-report-2016.pdf#page=42
https://www.global.weir/assets/files/investors/reports/The%20Weir%20Group%20PLC%20Annual%20Report%20and%20Financial%20Statements%202015.pdf#page=26
https://www.global.weir/assets/files/investors/reports/The%20Weir%20Group%20PLC%20Annual%20Report%20and%20Financial%20Statements%202015.pdf#page=26
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Going concern and viability statements

Top tips

* Consider the most appropriate period of assessment for
the longer term viability statement and explain clearly why
this period was selected. 83% of companies surveyed used
a three year period in this first year of longer term viability
statement reporting.

Assess whether specific qualifications or assumptions
have been used in the analysis for the longer term viability
statement and disclose those in the statement - in
particular where there are assumptions on financing,
maintaining sales prices or volumes or the success of
mitigating actions. Only 48% of companies surveyed this
year reported on specific qualifications or assumptions.

Keep an eye on

* The 2014 Code requirement for a board statement on going
concern and another on viability. The former states whether
the going concern basis of accounting was considered
appropriate, and the latter explains how the board has
assessed the prospects of the company (taking account of
its current position and principal risks), over what period
they have done so and why they consider that period to be
appropriate, together with qualifications or assumptions.
In order to achieve clear and concise reporting, consider
whether information can best be streamlined by linking
these statements, through presenting them side by side or
through clear cross-referencing.

68 In his 2012 report on the findings of his Panel of Inquiry on
Going Concern and Liquidity Risks: Lessons for companies
and auditors, which was commissioned by the FRC.

69  https:/www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Guidance-on-Risk-Management,-Internal-Control-and.pdf

* Whether there are opportunities to further integrate
reporting on risk management, principal risks, going concern
and longer term viability to reduce duplication, including
between the risk management section and the corporate
governance section of the annual report.

Introduction

The 2014 updates to the UK Corporate Governance Code
introduced changes to the way in which companies report
on their future prospects, with the aim of making a clearer
distinction between the meaning of going concern in the
broad context meant by Lord Sharman®® and the narrower
context used in the accounting standards. They also ask
companies to make a clearer link between the assessment
of risks to the viability of the business and the broader risk
assessment that should form part of a company’s normal risk
management and reporting processes. The extent to which
the companies surveyed have revised their risk reporting
to emphasise this link has been discussed further within
chapter 8.

In establishing the new provisions with respect to going
concern and viability, the FRC attempted to balance the
information needs of investors with setting appropriate
reporting requirements. The result of this is that directors are
now required to include two statements in the annual report
regarding the health of the business.

* Astatement of whether they consider it appropriate to adopt
the going concern basis of accounting, and any material
uncertainties identified in assessing this, which should be
identified in the financial statements.® This statement must
cover a period of at least twelve months from the date of
approval of the financial statements and is required in half-
yearly reports as well as annual reports.

A statement that, taking account of the company’s
current position and principal risks, the directors have a
reasonable expectation that the company will be able to
continue in operation and meet its liabilities as they fall
due, drawing attention to any qualifications or assumptions
as necessary. The period covered by this assessment
should also be stated, along with the reasons why that
period is appropriate. It is expected that, except in rare
circumstances, the period will be significantly longer
than 12 months from the date of approval of the financial
statements.

This chapter examines in more detail how companies have
applied these requirements, with a particular focus on the
second of these statements (commonly known as the ‘longer
term viability statement’).
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https://www.frc.org.uk/getattachment/591a5e2a-35d7-4470-a46c-30c0d8ca2a14/Sharman-Inquiry-Final-Report.aspx
https://www.frc.org.uk/getattachment/591a5e2a-35d7-4470-a46c-30c0d8ca2a14/Sharman-Inquiry-Final-Report.aspx
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Risk-Management,-Internal-Control-and.pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Risk-Management,-Internal-Control-and.pdf
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The longer term viability statement

This year the focus of the board's exercise has largely changed
to the new longer term viability statement, with the hurdle for
the going concern statement being much easier to manage

in comparison - going concern now refers exclusively to the
basis of accounting and therefore not being a going concern is
a very high hurdle.

The longer term viability statement was introduced as a new
requirement of the 2014 Code and requires directors to

state whether they have a “reasonable expectation that the
company will be able to continue in operation and meet its
liabilities as they fall due over the period of their assessment”
(Code provision C.2.2). It is also based on the directors’ new
confirmation in the annual report that they have carried out a
robust assessment of the principal risks facing the company
(Code provision C.2.1), since the principal risks are a key
element of the directors’ assessment - see chapter 8.

Itis encouraging that in this first year we have seen numerous
examples of good disclosure covering various elements
encouraged by the Code and the FRC's Guidance on Risk
Management, Internal Control and Related Financial and
Business Reporting.”® 99% of companies in our survey sample
produced a longer term viability statement; the company that
did not do so (one of the smaller companies) had reported on
compliance with the outdated 2012 version of the Code.

70  https:/www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Guidance-on-Risk-Management.-Internal-Control-and.pdf
71  Letter - Re: FRC Guidance on Narrative Reporting (April 2014)

https:/frc.org.uk/FRCDocuments/Accounting-and-Reporting/BIS-
letter-guidance-on-narrative-reporting.pdf

The FRC has encouraged companies to include their longer
term viability statement in the strategic report, alongside

the disclosures on principal risks. This makes sense as those
principal risks are a key part of the directors’ assessment and
it avoids cumbersome cross-referencing. In addition, longer
term viability is likely to be of strategic importance to most
companies.

Figure 9.1 - What lookout period have companies used?
83%

12%

2% 1% 1%

2 years 3years 4 years 5 years 6 years

A clear vision | Annual report insights 2016

The FRC has also published a letter from the then Department
for Business, Innovation and Skills indicating that the strategic
report is within the scope of safe harbour, again making it a
sensible place to include a longer term viability statement.”

In total, 73% of our sample included their statement in the
strategic report; a further 15% included the statement in

the directors’ report and 8% in the corporate governance
statement.

Chapter 8 explains that, similarly, the directors’ statement on
the robust assessment of principal risks is largely to be found
either in the principal risks section of the strategic report or in
the longer term viability statement itself.

Despite the huge variations in industry and nature of listed
companies, Figure 9.1 shows that 83% of our survey sample
looked out over a three year period.

Four companies included disclosure suggesting that the
lookout period might change in future. None of these
companies had used a three year period - two had used
alonger period due to recent forecasting over that longer
period and two had looked out over only two years due to
current uncertainties in their environment. Kingfisher plc

has used a five year lookout period and expects it to reduce to
three years in future (Example 9.1).
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https://frc.org.uk/FRC-Documents/Accounting-and-Reporting/BIS-letter-guidance-on-narrative-reporting.pdf
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Table 9.1 - How companies reported on the analysis performed for the longer term viability statement

The viability statement refers to the nature of the 2016
analysis undertaken

How have companies indicated which principal 2016
risks have been considered

Overall 91% Specific risks named 21%
FTSE 350 93% Cross-reference to the principal risks section 28%
Others 88% Clear scenarios set out 23%

Smaller company disclosures are almost as comprehensive as FTSE 350
company disclosures.

See Examples 9.2, 9.3 and 9.5.

Risks have been considered both individually and 2016

The nature of the analysis undertaken 2016 in combination

Scenario planning 58% Overall 39%
Sensitivity analysis 63% FTSE 350 43%

Detailed modelling 10% Other 33%
Qualitative analysis 8% The FRC Risk Guidance anticipates that the effect of principal risks will

Over 80% of companies performed a good level of analysis, in many
cases combining both scenario planning and sensitivity analysis.

The viability statement indicates which principal 2016
risks have been considered

Overall 55%

be considered both individually and in combination. See Example 9.2.

A clear vision | Annual report insights 2016

92% of our survey sample met the Code requirement to report
on why they considered the lookout period selected to be
appropriate - this is a relatively easy requirement to meet so

it is most likely that the companies that did not had simply
overlooked the need to do so.

The Code provision requires companies to report on how they
have assessed the prospects of the company. We looked at
whether they had described the nature of the analysis they
undertook, the nature of the analysis and how they explained
which principal risks had been considered.

The final requirement of the Code provision is that companies
should draw attention to any qualifications or assumptions as
necessary. This would seem to be a great help for companies,
meaning that they can explain the basis of their analysis to
the reader and allow them to understand fully the exercise
undertaken. Therefore, we were surprised to find that, in

this first year, fewer than half of our survey sample included
qualifications or assumptions. This was compounded as
certain of the companies that did not include qualifications or
assumptions had ongoing funding requirements that could
have been captured in an assumption about availability of
funding - which was the most common assumption reported,
by 27% of our sample.
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Figure 9.2 - How many companies have reported on
qualifications or assumptions?

Overall 48%

FTSE 350 52%

Others 43%

0% 10% 20% 30% 40% 50% 60%

See Examples 9.1 and 9.3.

None of the FTSE 100 financial services companies in our
sample disclosed the qualifications or assumptions underlying
their analysis.

Companies providing clear reporting on qualifications or
assumptions include Shaftesbury PLC (Example 9.3) and
Dairy Crest Group plc (Example 9.4).

72 https:/www.frc.org.uk/FRCDocuments/FRC/Going-Concern-and-
Liquidity-Risk-Guidance-for-Dire.aspx

Figure 9.3 - What qualifications or assumptions were
disclosed?

300 27%
25

20 17%

13%

.ﬁﬁ@%

Availability Availability or ~ Sales Contract Cost Others
of funding/ successof volumes  renewals management
refinancing  mitigating  or pricing

actions

Other qualifications or assumptions were largely industry or
company specific in nature.

The going concern statement

Lastyear, under the 2012 Code, we expected companies

to include a going concern statement which covered

the requirements of Code provision C.1.3 and also the
requirements of the Listing Rules in LR 9.8.6R(3), which added
the need to include “supporting assumptions or qualifications
as necessary” in the statement. The statement was to be
prepared in accordance with the FRC's 2009 guidance’.

We expected the majority of companies to include their
statement in the front half of the annual report and to follow
the example disclosures set out in the FRC's 2009 guidance,
which recommended a reasonable level of detail covering the
factors the directors considered in reaching their conclusion
on going concern.

A clear vision | Annual report insights 2016

The Listing Rules requirement has now changed, as has the
FRC's guidance on what the disclosure should include. With
the advent of the longer term viability statement, there is
now a separate disclosure that requires the directors to set
out their reasoning regarding viability over a longer period,
which is now where directors would be expected to include
assumptions or qualifications as necessary, in line with 2014
Code provision C.2.2. This year, we expected to see a change
to the nature of the separate going concern statement, a
reduction in detail provided by companies (to be replaced
by disclosure in the longer term viability statement) and we
expected fewer companies, where conclusions on going
concern should be straightforward, to include a statement
in the front half of the annual report. The FRC's Guidance on
Risk Management, Internal Control and Related Financial and
Business Reporting is clear that the statement referred to in
Code provision C.1.3 regarding going concern and any material
uncertainties should be in the financial statements.

We have not provided comparative detail for 2015 as the
nature of the going concern statement was different under the
2012 Code.

The following table (overleaf) differentiates in most cases
between disclosures in the front half of the annual report
and those in the financial statements - each question is
clear about which version of the going concern statement is
considered.
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Table 9.2 - The going concern statement - how did
companies meet the requirements

A clear vision | Annual report insights 2016

Where is the front half statement on going 2016
concern positioned?

A statement in the front half by the directors that 2016
the business is a going concern

Overall 97%

The number of companies making the disclosure in the front half of
their report was substantially higher than we expected under the new
requirements of the 2014 Code. Last year, all companies included a
going concern statement in the front half.

How detailed are the going concern disclosuresin 2016
the financial statements?

Corporate governance statement 19%
Directors’ report 42%
Strategic report 31%
Other 8%

The ‘other’ category here largely represents reports where the
statement was in the directors’ responsibilities section, or where
there was no front half statement. Where there is a more complex
conclusion to be reached on going concern, or material uncertainties,
the importance of the disclosures could merit including them in the
strategic report.

How detailed is the going concern statement? 2016
‘Boiler plate’ disclosure 31%
Some (limited) detail with no cross-references 15%
Some detail with clear and specific references 31%
Very detailed disclosure 23%

Again, there is not yet consistency in market practice when meeting

the new going concern requirements. All companies in our sample

with material uncertainties included a disclosure we judged to be ‘very
detailed'. Last year there were fewer companies with disclosure we
assessed as ‘boiler plate’ (13%). This suggests that companies have taken
the opportunity to reduce disclosure on going concern and replace with
longer term viability statement disclosure.

Not mentioned at all 7%

Prepared on a going concern basis 26% What are the main cross-references from the 2016 The period for which the going concern 2016
going concern statement (from either front half assessment has been considered

Prepared on a going concern basis with a cross- 34% or financial statements)

reference to front half going concern disclosure ° Unclear 12%
Principal risks 34%

More detailed disclosure 25% 12 months 23%
Liquidity 51%

More detailed disclosure with a cross-reference to 8% Foreseeable future - no explanation 51%

front half going concern disclosure ° Entire strategic report 29%

— — - - - - Foreseeable future - with explanation 9%
The significant variation in th(-? level ofdlsclqsure |the financial . Other (mainly financial risk management) 26%
statements shows that there is not yet consistency in market practice Other 50

when meeting the new Code requirements, with some companies
including detail in the front half, some in the back half and some in
both places. We would expect, and the FRC's guidance encourages,
a statement explaining the going concern basis of accounting in the
financial statements.

We consider the high level of companies describing the period as the
‘foreseeable future’ with no further explanation is due to the prevalence
of the assumption that the ‘foreseeable future’is 12 months. However,
under the previous version of the going concern statement, 93% did not
specify the period they had considered. The change is likely to be due

to companies wanting to differentiate the period for the going concern
statement from that for the longer term viability statement. The ‘other’
category largely represents those who indicated a period other than 12
months for the statement - most commonly 15 months
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We also considered material uncertainties outlined in the
statement, where we would expect similar outcomes to
previous years despite the change in the nature of the going
concern statement. We have therefore included and assessed
2015 comparatives.

Figure 9.4 - Were material uncertainties discussed in
the going concern statement?

3% 10%

HWves HNo

73  Governance in brief: Risk management, internal control and longer
term viability - how companies have tackled the new Code provisions

(May 2016)

All material uncertainty disclosures in our 2016 sample
discussed concern about financing, shareholder support
and potential breach of covenants. It was noticeable that
the number of material uncertainties disclosed in the going
concern statement had decreased markedly since 2015.
This may be attributable to financing cycles as companies
renegotiate funding and reconsider financing options.
Several companies in our sample in 2015 that had material
uncertainties in that year have undertaken rights issues or
renegotiated finance during the year. In each of these cases
there is no longer an emphasis of matter in the enhanced
auditor’s report and in some the auditor provides an
explanation of why going concern is no longer a key risk.

Linking the going concern statement and the longer
term viability statement

We also wanted to know about the interaction between
the going concern statement and the longer term viability
statement.

In line with previous surveys’ we have undertaken, the linkage
between the two is clear for just over half of our sample (with
certain cross-references being for the same companies as
those positioning the going concern statement next to the
viability statement).

A clear vision | Annual report insights 2016

An example of a company laying out the going concern
statement and the longer term viability statement side by
side is Compass Group plc (Example 9.4) and of a company
combining the two statements is HSBC Holdings plc
(Example 9.5).

Table 9.3 - Was there any interaction between the
going concern statement and the longer term viability
statement?

Was there any interaction 2016
between the going concern

statement and the longer term

viability statement?

The going concern statement is positioned next to the viability
statement

Overall 43%

The going concern statement and viability statement are combined

Overall 8%

The going concern statement cross-refers to the viability
statement*

Overall 17%

*Nine of these cross-references were from the front half; eight were
from the financial statements
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Going concern and viability statements - good

practice examples o
In this section we highlight a number of going concern and o

longer term viability statement disclosures which we believe e ~

illustrate aspects of good practice. For each example, the esteaeama o
aspects of good practice that it illustrates are listed next to it. Sonflcant corporste  stllan Supplers s awre of anlcompy with e Code, and ot o
;
with legislative d procedures in place of the
or regulatory. ethical, fraud, legislative and Expertsin
requirements resufing  each field monitor and manage the risk In thelr respective areas at a local
Example 9.1 DU o 00 et and s Aponercomery it Fra remreaenents
procedures introduced project teams are put in place to identify the additional steps

Kingfisher plc Annual Report 2015/16 (p35) Comiiies oo Bord e Mormannon o g 1 s

and monitor any issues which occur.

-
o
Viability statement Going concern
ShOWS rat|ona|e for' ﬂ\/e yea rsin the current year W|th plans to In accordance with provision C2.2 of the 2014 UK Corporate. that, after reviewing g
Goverance Code, the Directors have considered the prospects of | expected cash flows and borrowing failtes, they have a reasonable
P e 12 month by expectation that Kingfisher pic and the Kingfisher group of compaies N
re d uce to th ree ye ars the going concem provision. e Forthis =
The Boord has concluded ot he period for s reviw o reason they continue o acopt the going concern basi n preparing
these Further deta of the C: lquidiy
Inine with the usualbusi e avaiable nthe Financial Review: on page 25,
However,fo his year,as the Company has carred ot a straegic are avalable inthe Financial Review on page
y been carried
outovera fve year period to January 2021, By selecting the viably =
reviewpericd a3 e Report N
the Board has b forma PP
e Company’s longer dfor and Boardby:
The five year of o VéroniqueL
consolicated plans at both the Company and Operating Company Chief Executive Officer .
level. The plans aiso consider the Company's cash flows, commitied i
funding and iquid positons, forecast future funding and key financial | 23 Mrch 2016 w
metrics. Sensitvy analysis of the main assumptions:
plans was aiso carried out. The plan was approved by the Board and
yearone for setting KPls
that are subsequently used by the Board to monitor performance R
during the year. =
In addition,as in previous years,the Board has carried out a obust
the principal gthe b those
that would L future !
orlauidty. The princpal rsks are set out on pages 31to 35, Scenarios
have been developed to test the Company's resilience to the. >
occurrence of these riks. S
d and taken o
for the assessment. x
As aresultofthe steps taken above the Directors have areasonable -
expectation that the Company willbe able o continue in operation
and meet s labiiies a5 they fal due overthe five year period of
the assessment
o
el
x
N
o
www.kingfisher.com 35 =2
Q
a
~
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Example 9.2

Thomas Cook Group plc Annual Report & Accounts 2015
(p57-59)

* Refers to principal risks table to indicate which risks are
considered to have a direct link to the viability statement -
they are clearly indicated there through a star.

* Clear reasons for a three year lookout period.

* Refers to consideration of risks occurring “both individually
and in unison.”

* Specific detail regarding sensitivities.
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Example 9.3
haf ry PLC Annual R

rt 201
* Clear reasons for a five year lookout period.

* Detailed descriptions of key assumptions.

* Analysis of impact of principal risks on viability, setting out
scenarios considered.

Example 9.4
Dair

* Shows positioning of going concern statement next to
viability statement.

* Clear reasons for a three year lookout period.

* Detail about financing assumptions and focus on covenant
compliance.

Example 9.3

Viability
Statement

In accordance with provision C.2.2 of the 2014
revision of the Code, the Board has assessed the
prospects of the Company over a longer period
than the twelve months that has in practice been
the focus of the ‘Going Concern’ provision.

The Board conducted the review for a five-year period,
corresponding with the period covered by its current forecasts.
These forecasts are updated quarterly and reflect the Group's
established strategy of investing in London’s West End, its existing
investment commitments, available financial resources and
long-term financing arrangements. They consider profits, cash
flows, funding requirements and other key financial ratios over
the period, as well as the headroom in the financial covenants
contained in our various loan agreements. Important assumptions
underlying the forecasts include:

Assumption Comment
Crys(aHlsann of the We have a long record of

ortfolio reversionary crystallising the independently-
pmenuzn over the period | assessed ERV of our portfolio over
athree-to-five year period. 63%
of the total portfolio reversion
comes from shops, restaurants,
cafés and pubs, the demand for
which, in our locations, is not
cyclical and has demonstrated
sustained growth over many years.
(B)SEE DETALS ON THE REVERSION O PAGE 40
The Group had undrawn | The Group maintains a prudent
comitted loan facilities | approach to gearing, with debt
at 30 September 2015 facilities which are largely fixed and
totalling £150.3 million, Iong-term in nature. At 30
which comfortably September, our loan-to-value
exceeds the Group's ratio was 22.5%.
commitments over the
assessment period. This
assumes an ability to
re-finance revolving credit
facilities totalling £150.0
million and £125.0 million | The Board has reasonable confidence
which mature in 2018 and | that we shall be able to refinance
2020 respectively. these facilities and intends to do
50 in advance of their contractual
maturities.

The facilities which mature during
the period of assessment represent
18.8% and 16.7%, respectively, of
our total committed debt facilties.

(@ SEE THE FINANCE REVIEW ON PAGE 56

The principal risks are set out on pages 61 to 63 and the most
relevant potential impact of these risks on viability was
considered to be:
A substantial and sustained decrease in visitor numbers to the
West End and our villages which could result in reduced
occupier demand, rental income and/or capital values, higher
vacancy and declining profitability
. Regulamry changes which reduce profitability and capital

Char\gmg economic conditions which reduce capital values,
and put pressure on loan covenants

The Board overlaid the potential impact of the principal risks
which could affect solvency or liquidity in “severe but plausible”
scenarios onto the five-year forecasts and concluded that the
business would remain viable. As part of this, they performed
sensitivity analyses that flexed inputs to the forecasts including
reduced income, profitability and capital values, both individually
and in unison, to reflect these severe but plausible scenarios.
Based on the results of the procedures outlined above, the
Directors have a reasonable expectation that the Group will be
able to continue in operation and meet its liabilities as they fall
due over the five-year period of their assessment.

A clear vision | Annual report insights 2016

Example 9.4

DIRECTORS’ REPORT

The Companies Act 2006 (CA 2006) together with the UK Listing
Authority's Disciosure and Transparency Rules (DTRs) and Listing
Rules (LRs) require companies to make certain disclosures in their
Directors’ report. To make the information being presented more
accessible and to present it in a more logical and readable
sequence, a number of the disclosures required to be made in the
Directors’ report have been made elsewhere i other sections of
this Annual Report. The Strategic report and the Corporate
Governance report can be found at pages 2 to 27 and pages 31 to
40 respectively. Details of the Directors in office at the date of this
Annual Report can be found at pages 28 to 29. The above-
mentioned sections are expressly incorporated by reference into
this, the Directors’ Report,

viabilty of the Group, the Board has considered the potential
impact that the crystalisation of a severe but plausible risk may
have on the Group meeting its bank covenants.

The assumption has been made that the Group will be able to
source an appropriate level of funding following the cessation of
the £80 million bank facility in October 2018.

he Group and Company's business activites,
together with factors likely 1o affect future development
performance and position are set out in the Strategic report from
pages 2 to 21. The financial position, cash flows, liquidity position
and borrowing facilties are described in the Financial review on
pages 12 1o 15 (which also form part of the Strategic report). In
addition, Notes 30 and 31 to the Accounts include the Group and
Gompany's objectives, poli for managing its
capital; its financial risk managemen«omecmres detals of its
financial instruments and hedging activities; and its exposures to
credit risk and liquidity risk. As highlighted in Note 30, the
Company and Group meet day-to-day working capital
requirements through syndicated revolving credit faciliies and c:
to ensure that forecast net borrowings plus reasonable operating
headroom are covered by committed facilties which mature at
least 12 months after the year end. At 31 March 2016, effective
headroom was £235.3 million. There were no breaches of bank
covenants in the year ended 31 March 2016 and projections do ot
indicate any breaches in the foreseeable future. Having reviewed
and taken into account Going Goncern and Liquidity Risk:
Guidance for Directors of UK Companies 2009, published by the
Financial Reporting Council in October 2009, the chc(ors are
satisfied that the Gompany and the Group have adeq

resources to continue operating for the foreseeable rutuve For this
reason they continue to adopt the going concern basis in preparing
the financial statements.

sh

Viability statement: In acoordance with provision G.2.2 of the UK
Corporate Governance Code 2014, the directors have assessed
the viabilty of the Group over a three year period. The directors
have determined that a three year period o 31 March 2019 is an
appropriate period over which to provide its viabilty statement.

This is the period reviewed by the Board in the strategic planning
process where assumptions are made around future growth for the
existing business, new market opportunities, investment needs
and funding requirements of the Group. A robust financial model of
the Group is bt by product and the metrics for the Group's KPIs
and bank covenants are reviewed.

Taking into account the Group's current position and potential
impact of the principal risks documented on pages 16 and 17 of
the Annual Report, the directors confirm that they have a
reasonable expectation that the Company wil be able to continue
to operate and meet its labilties s they fall due over the period to
31 March 2019,

In making this statement the Board carried out a robust
assessment of the principal risks facing the Group, including those
that would threaten its business model, future performance,
solvency or liquidity. The Board considers al of the principal risks.
the likelihood of crystallisation, the potential net profit impact and
the mitigating controls. In assessing the impact of a risk on the

Future developments: Future developments are described in the
Strategic report at pages 2 to 21

Group results: The Group's consolidated income statement set
out on page 69 shows a loss for the financial year of £113.0 milion
compared with £20.5 millon profitin 2014/15.

Dividends: the Directors are recommending a final dividend of
16.0p (2014/15: 15.7p) per ordinary share, which if approved, wil
be paid to members whose name appears on the register at the
close of business on 8 July 2016. Together, the final dividend and
interim dividend (6.1 per ordinary share paid on 28 January 2016)
make total dividends for the year of 22.1p per ordinary share
(2014/2015: 21.7p)

Directors: Details of the Directors of the Company at the date of
this Report are set out at pages 28 1o 29.

Directors’ interests: Details of the interests in the shares of the
Company of the Directors holding office at the date of this Report,
along with those of the Directors who held office during the year
but retired or resigned from office, and their immediate families
appear in the Remuneration Report on page 54. Details of the
Direstors’ service contracts and letters of appointment appear in
the Remuneration Report on page 46. No Director had a material
interest in any significant contract with the Gompany or any of its
subsidiaries during the year. Procedures for dealing with Directors’
conflicts of interest are in place and are operating effectively. The
Gompany maintains liability insurance for its Directors and Officers
and those of its subsidiaries. The Directors, Company Secretary
and other Officers of the Gompany and those of its subsidiaries are
indemnified by the Company to the extent permitted by company
law. That indemnity provision has been in place during the year
and remains in force.

Disclosure of information to the Auditor: So far as each
Director in office at the date of approval of this Report is aware,
there is no relevant audit information of which the Gompany's
External Auditor, Emst & Young is unaware. Each of the Directors
has taken all steps that they might reasonably be expected to have
taken in order to () make themselves aware of any relevant audit
information and (i) establish that the External Auditor is aware of
such information. For the purposes of this statement on disclosure
of information to the External Auditor, ‘relevant audit information’ is
the information needed by the Company's External Auditor in
connection with the preparation of its report at pages 65 to 68.

Political Donations: No political donations or expenditures were
made or incurred during the year.

Financial instruments: Detals of the use by the Company and
its subsidiaries of financial instruments and any related risk
management objectives and policies (including hedging policy) and
exposure, including to price risk, credit isk, liquidity risk and cash
flow risk (of the Company in connection with such financial
instruments) can be found at Note 30 to the financial statements.

Governance
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Example 9.5
HSBC Holdings plc Annual Report and Accounts 2015

(p277-278

* Shows combined going concern and viability statement.

* Clear reasons for a three year lookout period.

Clearly states that all of the principal risks have been
considered and why.

* Details about nature of testing, including reverse stress
testing.

* Helpful cross-references to other information.

o external audit reports;
o prudential reviews; and
o regulatory reports.

The GRC and GAC have separately established governance
frameworks for their respective oversight and interaction
with the audit and risk committees of key entities within the
Group. These provide for regular reporting, issues escalation
and processes for the nomination and endorsement of
subsidiary committee appointments. These principles and
processes have in turn been cascaded by

assessed the effectiveness of relevant IT b
monitoring and period-end mitigating controls.

Going concern and viability

‘The financial statements are prepared on a going concern
basis, as the Directors are satisfied that the Group and
Parent Company have the resources to continue in business
for the foreseeable future.

Inadiion tothe requirement o consider whether the going
concern basis , the Directors now have an

their respective subsidiaries to provide clear vertical :hanne\s
of governance.

The internal control responsibilities of the GAC and GRC
are complemented by the activities of the Conduct & Values
Committee (‘CVC') and the Financial System Vulnerabilities
Committee (‘FSVC’) which, respectively, oversee internal
controls over conduct-related matters and financial crime
compliance. The GRC receives regular reports at each of its
meetings on the activities of both the CVC and the FSVC. The
GRC monitors the status of top and emerging risks and
considers whether the mitigating actions put in place are
appropriate. In addition, when unexpected losses have arisen
or when incidents have occurred which indicate gaps in the
control framework or in adherence to Group policies,

the GRC and the GAC review special reports, prepared at

the instigation of management, which analyse the cause

of the issue, the lessons learned and the actions proposed by
management to address the issue.

Effectiveness of internal controls

The Directors, through the GRC and the GAC, have conducted
an annual review of the effectiveness of our system of risk
management and internal control covering all material
controls, including financial, operational and compliance
controls, risk management systems, the adequacy of
resources, qualifications and experience of staff of the
accounting and financial reporting teams and the Global Risk
function, and their training programmes and budget. The
annual review of effectiveness of our system of risk
management and internal control over financial reporting
was conducted with reference to the COSO framework. The
annual review of other controls was undertaken using the
risk management framework on pages 102 to 103.
The GRC and the GAC have received confirmation that
executive management has taken or is taking the necessary
actions to remedy any failings or weaknesses identified
through the operation of our framework of controls. In
particular, during the year it was determined that the control
environment associated with IT red access required
significant improvement. Deficiencies were noted in the
design and operation of controls for the granting, release and
monitoring of privileged access in a number of systems. For

deficiencies by

a programme
nature of the deficiencies, remediate identified control
deficiencies and determine if privileged access had been
misused during 2015. Management also identified and

obligation under the UK prorx(e Governance Code to state
in a Viability Statement whether they believe the Group and
parent company will be able to continue in operation and
meet their liabilities, taking account of their current position
and principal risks, our top and emerging risks, and specify
the period covered by and the appropriateness of this
statement.

Itis expected that the period assessed under the Viability
Statement will be significantly longer than 12 months, which
is the period over which going concern is assessed. For HSBC,
the Directors have a reasonable expectation that the Group
and parent company will be able to continue in operation
and meet liabilities as they fall due over the next three years.

In making the going concern and viability assessments,

the Directors have considered a wide range of information
relating to present and future conditions, including future
projections of profitability, cash flows, capital requirements
and capital resources.

The assessment has been made over a period of three years
as this is within the period covered by the Group’s future
projections of profitability, the period over which regulatory
and internal stress testing is carried out, and the period over
‘which key capital and leverage ratios are forecast. Therefore
detailed management information exists for three years,
enabling Directors to assess the viability of the Group.

The Directors are satisfied that the period is sufficient to
enable a reasonable assessment of viability to be made. In
doing 5o, the Directors have assessed the principal risks
(which for the Group are set out in our top and emerging
risks on page 43), including the status of the DPA, as more
fully described on page 116, that could threaten the Group’s
future prospects and business model. They considered the
effect that those risks could have on the Group's isk profile
relative to the risk appetite approved by the Board (see
pages 101 and 102). The Directors view all of the identified
top and emerging risks as relevant to the assessment of
viability. In doing so, the Directors considered the range of
information concerning each principal risk, including but not
limited to the Annual Operating Plan, the programme of
regulatory and internal stress tests, rsk appetite and legal
reports. The Directors also considered the information from
the two reverse stress tests which the Group runs, one based
on extreme macroeconomic dislocation in Europe and Asia,
the other linked to the DPA. The Directors considered the
principal risks in forming the strategic actions set out on page
18, ensuring that the forward-looking risk profile of the
Group remained within our risk appetite.

HSBCHOLDINGS PLC
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Report of the Directors: Corporate Governance (cortinued)

Going concern and viabi

ty/ Employ

Information relevant to the assessment of viability ca
found in the following sections of the Annual Report and
Accounts 2015:

« HSBC's principal activities, business and operating
models, strate; ction and top and emerging
are described in the ‘Strategic Report’;

a financial summary, including a review of the
consolidated income statement and the consolidated
balance sheet, is provided in the ‘Financial Review’;

HSBC's objectives, policies and processes for managing
credit, liquidity and market risk are described under
“Risk'; and

the capital position of the Group, regulatory
and the approach to and
allocation of capital are set out in the ‘Capital’ section.

Assessment of risks
‘The Directors have carried out a robust assessment of the
principal risks facing the Group, together with mitigating

actions planned or taken. The s of the Board and its
d i

Employee relations
We consult with and, where appropriate, negotiate with
employee representative bodies. It is our policy to maintain
‘well-developed communications and consultation

all employes
there have been no material disruptions to our operations
from labour disputes during the past five years,

Diversity and inclusion
HSBC is committed to building a culture where all employees
are valued and respected and where their opinions count.
We remain committed to meritocracy, which requires a
diverse and inclusive culture where employees believe that
their views are heard, their concerns are attended to and
they work in an environment where bias, discrimination and
harassment on any matter, including gender, age, ethnicity,
religion, sexual orientation and disability, are not tolerated
and where advancement is based on objective criteria. An
inclusive culture helps us respond to our diverse customer
base, while developing and retaining a secure supply of
skilled, committed employees Our culture will be

mploying the best people and optimising

them are described on page 262.

In assessing these risks, Directors considered a wide range of
information including;

enterprise risk reports: risk appetite (see page 102), top
and emerging risks (see page 103) and risk map (see
page 103);

reports and updates from management of risk-related
issues identified for in-depth

hei oas, aities an dferences
Oversight of our diversity and inclusion agenda and related
acti s resides with the Global Diversity and Inclusion
subfunction.

Employee development
The development of our employees is essential to the future
strength of our business. We continue to develop an

reports and updates over the course of the Bank of
England stress testing exercise;

reports and updates on the Group's compliance-related
iatives made in connection with the resolution of the
investigations by US and UK regulatory and law
enforcement authorities in December 2012 and also
more generally;

reports and updates on the Group's initiatives to deliver
against key conduct, values and culture initiatives; and

« reports to the Board on matters discussed at the RMM

that build employee capability, and
identify, develop and deploy talented employees to ensure
an appropriate supply of high calibre individuals with the
values, skills and experience for current and future senior
management positions.

1n 2015, we focused on developing technical skils,
experiences and behaviours necessary to deliver against our
Global Standards commitments, along with several Group-
‘wide programmes on individual leadership, team
management and on-boarding employees into HSBC.

Employment of disabled persons

We believe in providing equal opportunities for all
employees. The employment of disabled persons is included
in this commitment and the recruitment, training, career
disabled persons is based on

Employees
At 31 December 2015 we had a total workfor:e of 264,000
full-time and part- 266,000 at

the end of 2014 and 263,000 at the end of 2013
Our main centres of employment were the UK with
approximately 47,000 employees, India 33,000, Hong Kong
30,000, mainland China 22,000, Brazil 21,000, Mexico
16,000, the US 14,000 and France 9,000.

Empl at their best and
create to make that possible are critical. We encourage
employees to speak up, and reflect our purpose and values in
the decisons we make and how we make them 2 these

the future of our custs

the aptitudes and abilities of the individual. Should

employees become disabled during their employment with

e, efforts are made to continue their mployment and, if
priate training and

ies are provided.

and fa

Health and safety
HSBC is committed to providing a safe and healthy
environment for our employees, customers and visitors.
We aim always to meet the minimum health and safety
standards required by law wherever we operate and, where
reasonably practical, to exceed them.

HSBC HOLDINGS PLC
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Corporate governance

Top tips

Comply or explain - a meaningful explanation should be
provided for all departures from a Code provision during
the year, regardless of when the non-compliance first took
place. The explanation should include company-specific
context and any mitigating actions. This year we considered
that 68% of companies surveyed provided an adequate
explanation of the reasons for any non-compliance.

Good explanations of departures from the Code are an
opportunity to describe to users of the annual report the
approach the company takes to corporate governance and
to make its journey real.

Additional information on directors is particularly helpful for
FTSE 350 companies, where there is a requirement for annual
re-election, but all companies should consider adding detail
on the contribution each director makes to the board - this
was done by 38% of companies surveyed this year.

Make sure to maintain a focus on current key topics: culture
and succession planning. Is there a good story to tell?

Consider including information on how the board monitors
and shows ownership of the corporate culture, with cross-
references as necessary to the strategic report. How does
the board hold management to account? This year 35% of
companies surveyed included a good discussion of corporate
culture, either in the strategic report or the governance
section.

Keep an eye on

* Whether it is clear in the annual report that the board is
monitoring risk management and internal control systems
on an ongoing basis. 85% of companies surveyed had
disclosures that made it clear that the board monitors risk
management and internal control systems on an ongoing
basis.

Whether a significant failing or weakness has been identified
as part of the annual review of effectiveness of internal
control. If so, remember to make it clear what actions have
been or are being taken to remedy the failing or weakness
identified - this was a change in the FRC's 2014 Guidance on
Risk Management, Internal Control and Related Financial and
Business Reporting.

* Vulnerability to cyber risk, a current area of focus. It is worth
reporting on the governance activities undertaken at board
level to understand and set a strategy around cyber risk and
to hold the executive to account in this area. Overall, 43%
of companies surveyed included disclosure about board
activity on cyber risk.

Introduction

Listed companies are required by the Listing Rules to make
certain disclosures about corporate governance in their
annual reports. Companies with a premium listing are
required to state how they have applied the main principles
set out in the UK Corporate Governance Code (the Code), ina
manner that would enable shareholders to evaluate how the
principles have been applied, and a statement of compliance
with all relevant Code provisions, identifying provisions that

A clear vision | Annual report insights 2016

have not been complied with and providing reasons for this
non-compliance. During the period covered by this year’s
survey companies had to report on their compliance with
the 2014 Code, which is supported by the associated FRC
documents Guidance on Risk Management, Internal Control
and Related Financial and Business Reporting and the 2012
version of the Guidance on Audit Committees, both of which
recommend various disclosures for inclusion in the annual
report.

The Disclosure Guidance and Transparency Rules (the DTR)
also requires companies listed on the main market, amongst
others, to include certain corporate governance disclosures,
such as a description of the main features of the company’s
internal control and risk management systems in relation to
the financial reporting process (DTR 7). There is a degree of
overlap between the requirements of the Code and of the
DTR.

The 2014 Code introduced changes to the requirements in
three principal areas: going concern and longer term viability;
risk management and internal control; and remuneration and
shareholder engagement.
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Going concern and statement of longer term viability:
The annual report should include two distinct statements

- the board's confirmation of the appropriateness of the
going concern basis of accounting and a broader, longer term
assessment by the Board of the company’s ongoing viability.
(See chapter 9 ‘Going concern and viability statements’).

Risk management and internal control: Boards have to
monitor risk management and internal control systems on

an ongoing basis, rather than reviewing effectiveness once a
year. They should also undertake a robust assessment of the
principal risks that might threaten the company’s business
model, future performance, solvency or liquidity and explain
actions taken to remedy any failings or weaknesses identified.
(See chapter 8 ‘Principal risks and uncertainties’).

Remuneration and shareholder engagement: Boards
should focus on the long-term success of the company when
setting remuneration policy and include clawback and malus
provisions. There is also a provision requiring companies

to explain what action they intend to take in response to
situations where a significant proportion of votes have been
cast against a resolution at any general meeting. This is

likely to be relevant where there is a significant vote against
accepting the directors’ remuneration report. The way in which
companies structure their remuneration reports is discussed
in chapter 4.

Where we consider it informative, we have analysed the
results between FTSE 100, FTSE 250 and other listed
companies separately, to allow trends within those categories
to be identified.

<IR> Governance

The <IR> Framework requires an integrated report to provide insight
about how the governance arrangements contribute to a company'’s
ability to create value. What a company chooses to disclose can be
substantially affected by a company’s understanding of the focus its
stakeholder groups have on its governance arrangements.

Areas of focus could include the following.
* The corporate governance statement, for example:

- the way that regulatory requirements influence the design of
the governance structure and whether the structure putin
place meets or exceeds regulatory requirements;

- processes used by the company to make strategic decisions and
to establish and monitor the company’s culture, especially with
regard to risk management;

actions those charged with governance have taken to influence
the strategic direction of the company; or

- how the board promotes and enables innovation.

The nomination committee report - the skills and diversity of
those charged with governance

The remuneration committee report - how remuneration and
incentives are linked to value creation and the effects on the
capitals.

In the UK environment, many of the goals set out in the <IR>
Framework coincide with the goals of the FRC to provide sufficient
insight to stakeholders in the company. As such, a genuine focus
on applying both the spirit and the letter of the UK Corporate
Governance Code and its guidance, together with some additional
cross-referencing, will lead to a company’s report meeting the
requirements of the <IR> Framework.

A clear vision | Annual report insights 2016

Compliance with the Code

The purpose of corporate governance is to facilitate effective,
entrepreneurial and prudent management that will contribute
to the long-term success of the company.

All companies in our sample included a statement of
compliance or partial compliance with the Code. The number
of companies reporting full compliance with the 2014 Code
increased to 56%, from 51% reporting full compliance with the
2012 Code last year.

We continue to see full compliance diminishing with the size
of the company, despite the Code having some relaxations
for smaller companies. This year 79% (2015: 78%) of the FTSE
100 companies surveyed reported full compliance with the
Code, compared with 56% (2015: 51%) of FTSE 250 companies
surveyed and only 45% (2015: 40%) of the companies outside
the FTSE 350.
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Comply or explain

The Listing Rules require companies to set out the provisions
they have not complied with along with the reasons they
have not complied. In general, the quality of explanations has
been improving over the last few years and this is supported
by our survey (68% of companies provided an adequate
explanation of the reasons for their non-compliance) and has
been highlighted by the FRC in their annual Developments

in Corporate Governance and Stewardship reports’. A high
quality explanation can provide useful information to investors
enabling them to come to a view of the company’s departure
from a Code provision and, in many cases, to understand the
company's position.

Despite this improving picture on explanations for non-
compliance, we did note that some companies had failed to
provide an adequate explanation where a non-compliance
had taken place (and may have been explained) in a previous
year, but no explanation was given this year of the continuing
non-compliance. Several of these had not complied with Code
provisions A.2.1 and / or A.3.1, which are the provisions that
require that the role of chairman and chief executive are not
exercised by the same person, and that a chief executive
should not go on to become chairman of the same company.
We consider that it is helpful to investors - and compliant with
the Listing Rules - to provide reasons even where the original
non-compliance took place in a prior year.

74 https:/frc.org.uk/Our-Work/Corporate-Governance-Reporting/
Corporate-governance/UK-Corporate-Governance-Code.aspx

Although Johnson Matthey Plc’s departure from the

Code first took place in a previous year, the quality of the
explanation is high and actions to mitigate the effect of the
departure are explained (Example 10.1). Other examples of
good explanations include AO World Plc and Bodycote plc.

Figure 10.1 shows the most common areas of non-compliance
with the code.

Figure 10.1 What are the most common areas of
non-compliance with the Code across all companies
surveyed?

A.2.1 Separation between chairman
and chief executive

A.3.1 Chairman's independence
A.4.1 Senior independent director

A.4.2 Non-executive only meetings
B.1.2 Board composition -
independent and non-executives
B.2.1 Nomination committee

and composition

B.2.4 Nomination committee report

B.6 Board performance evaluation
B.6.3 Performance evaluation -
chairman

C.3.1 Audit committee and
composition

D.1.1 Clawback and malus

D.2.1 Remuneration committee
and composition

E.1.7 Interaction with shareholders

o

3 6 9 12 15

Number of companies that have not
complied with the provision
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The most common areas of non-compliance relate to board
and committee composition, the independence of the
chairman and board performance evaluation. This is broadly
consistent with the nature and proportion of non-compliance
that we saw in 2015.

One company reported temporary and partial non-compliance
with a new element of a provision in the 2014 Code, provision
C.2.3, reporting that ongoing monitoring by the board started
part-way through the year. This was a good example of a
company explaining its journey towards compliance with the
new requirements and acknowledging the work it has been
performing towards full compliance with the Code.

Ownership of corporate governance

The preface to the Code encourages chairmen to report
personally on how the principles relating to the role and
effectiveness of the Board have been applied. The most
common approach from chairmen continues to be the
provision of an introductory letter to shareholders at the start
of the corporate governance section and cross-reference

to other parts of the corporate governance statement or
Strategic Report (for risk management and the viability
statement) as appropriate. This year, 77% of chairmen (2015:
81%) clearly took ownership of the corporate governance
section of the annual report. Of the 92% of companies that
included a chairman’s statement in the strategic report,
33% included reference to governance arrangements which
address how the principles have been applied in

that statement.
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NMC Health plc provided a good example of reporting
personally in the chairman’s statement in their strategic
report (Example 10.2), whilst good examples of chairman’s
introductions to the corporate governance section include
The Unite Group plc (Example 10.3) and Barclays PLC
(Example 10.4).

We discuss board performance evaluation in chapter 11 on
nomination committee reporting.

The board of directors
Two areas where we are seeing developments in reporting are:

* 3 move to explain more clearly the contribution each board
member makes; and

* companies providing more detail around the rigorous review
applied to a non-executive director term beyond six years
(Code provision B.2.3).

Both of these are very helpful to investors, particularly
investors in FTSE 350 companies who are asked to vote every
year on the re-election of directors. A greater understanding
of what each board member brings to the table and what

75 https://www.frc.org.uk/Our-Work/Publications/Corporate-
Governance/Corporate-Culture-and-the-Role-of-Boards-Repor-(1).pdf

relevant expertise they have derived from their past C.V. can
be used alongside the summary of experience when drawing
conclusions on the value the board member offers. 38% of
our full survey sample provided such disclosure this year and
48% of the FTSE 350 survey sample. Good, yet very different
examples, include Centrica plc (Example 10.5) and Jardine
Lloyd Thompson Group plc (Example 10.6).

Similarly, where the board is putting forward a long-serving
non-executive director for re-election, it is helpful for investors
to understand the reason the board believes retaining

the director is in the best interests of the company and
whether and how the director continues to be deemed to be
independent. This disclosure was provided by 30% of our full
survey sample in the current year and 33% of the FTSE 350
survey sample, in both cases this percentage based on those
companies that had non-executive directors who had served
for over six years. Good examples include Fidessa group plc
(Example 10.7) and Savills plc (Example 10.13).

We explore the diversity and succession of the board in
chapter 11 Nomination committee reporting.

A clear vision | Annual report insights 2016

Culture

The FRC has now issued a report of observations emerging
from its culture project: Corporate Culture and the Role of
Boards’. This gives a clear message that companies need to
have a strong purpose, culture and ethical values to succeed
and be sustainable in the longer term. The public, the media
and government are asking more questions about corporate
purpose, including contribution to society, taxation and the
behaviour of directors.

The FRC believes that more can be done to improve corporate
reporting in this area, with investors believing there is not
enough visibility on culture and values in annual reports.
There are opportunities to provide meaningful insight into
culture through the annual report, including:

* providing a sufficiently good explanation of the business
model and the principal risks to the business to enable the
reader to understand actions the company takes around

culture;

* focusing on actions the company has taken around culture,
ethics and human capital initiatives;

* practical illustrations of how the company expects its
business to be conducted in given circumstances; and

* non-financial metrics, including on human capital.
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Non-financial metrics and indicators need to be relevant to
investors and appropriate to the company and its industry,
with the goal of reliable and consistent data allowing
measurement year on year and against peers - also see
chapter 7 Key performance indicators.

The FRC's figures are that only 14% of annual reports discuss
corporate culture - the following table shows our findings
based on our survey sample. It is disappointing to note that
the results of our survey show that good disclosure of how the
board owns and drives corporate culture has actually reduced
somewhat since 2015. Perhaps that is a result of companies
waiting for the results of the FRC's project; we hope to see a
significant increase in our 2017 survey sample.

Table 10.1 - How has corporate culture been discussed in
the annual report?

How has corporate culture been 2016 2015
discussed in the annual report?

There is specific discussion of how

the board owns and drives corporate 11% 15%
culture

There is a good discussion in the 26% 19%
strategic report

There is discussion but it is not 12% 20%

sufficiently specific

76  https://www.frc.org.uk/Our-Work/Publications/Corporate-
Governance/Guidance-on-Risk-Management,-Internal-Control-and.

pdf

Good examples of discussion of corporate culture in the
corporate governance section include Marks and Spencer
Group plc (Example 10.14) and Pearson plc (Example 10.15),
where culture is the responsibility of the Reputation and
Responsibility Committee.

Good examples of discussion of corporate culture in the
strategic report include Rotork Plc (Example 10.16) and
Premier Oil plc (Example 10.17).

Only two companies in our sample referred to any assurance
being undertaken around culture within the organisation.

An example of a case study around embedding culture
throughout the business is given by Unilever (Example
10.18). This echoes one of the FRC's recommendations to
illustrate the work performed.

Internal control and risk management

Code provision C.2.3 requires that the board should monitor
the company's risk management and internal control systems
and, at least annually, carry out a review of their effectiveness,
and report on that review in the annual report. The FRC's
Guidance on Risk Management, Internal Control and Related
Financial and Business Reporting’® clarifies that monitoring
needs to take place on an ongoing basis. This year, 100% of our
sample (2015: 100%) provided an internal control statement in
line with the Code and 85% had disclosures that made it clear
that the board monitors risk management and internal control
systems on an ongoing basis.

Good examples are Findel plc (Example 10.8) and G4S plc
(Example 10.9).

A clear vision | Annual report insights 2016

Table 10.2 - Internal control statement - what does it
include?

Internal control statement - 2016 2015
what does it include?

A summary of the process which the board has applied in reviewing
the effectiveness of the systems of risk management and internal
control

Overall 98% 89%

The increase is likely attributable to the increased focus on risk
management arising from the implementation of the 2014 Code.

A definition of ‘material controls’ is provided

Overall 2% Not surveyed

There is no requirement to do this but the FRC Guidance refers to
monitoring of ‘material controls’.

Have any internal control breakdowns been identified?

Yes 8% Not surveyed

Confirmation that no breakdowns

0
have occurred 44% Not surveyed

No comment 48% Not surveyed

We would expect a higher proportion of companies to report clearly on
the outcome of the board’s review.

There is an explanation of what actions have been or are being
taken to remedy any significant failing or weakness identified from
the review

Overall 4% Not surveyed

This represents only half of companies that reported a breakdown in
internal control.
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Cyber security and governance

Organisations have never been more at risk from cyber-
attacks. Recent high-profile attacks on companies in the retail,
media and industrial sectors have highlighted the type of
damage that can be done by hackers and cyber terrorists. This
growing threat comes at a time when there is also increasing
focus on how organisations manage risk. Regulators, investors
and senior executives are putting companies under pressure
to explain how they identify risks to their business and how
they ensure these are being managed within an agreed risk
appetite. The increasing incidence of cyber risk or IT security
risk in annual report principal risks is highlighted in chapter 8.

The UK Government runs an annual survey of cyber
governance’’ covering the FTSE 350. The most recent results
showed that board awareness of the nature and impact of
cyber risk continues to improve, demonstrated by a notable
increase in the number of companies who include cyber as a
primary group risk, to 49% from 29%. 71% of the respondents
to the Government's survey expected net cyber risk to
increase over the next year. Our survey findings in chapter 8
indicate that, of our FTSE 350 sample, 66% identified cyber risk
as a principal risk.

77 https://www.gov.uk/government/uploads/system/uploads/
attachment_data/file/521484/Cyber_Governance Health Check

report_2015.pdf

We would expect this increase in attention and in cyber risk
being identified as a principal risk to lead to an increase in
board activity around cyber risk and IT security. Given the
external focus on this risk and the publicity around data
breaches, we wanted to see how many boards reported on
the activity they undertook to understand cyber risk, to set a
strategy and to challenge the executive around the work they
had done to manage the risk.

Table 10.3 - Board activity around cyber risk/IT security

Board activity around cyber risk/ 2016 2015
IT security

Overall 43% 32%
FTSE 100 79% 56%
FTSE 250 59% 41%
Others 12% 14%

Most FTSE 350 boards undertook activity themselves around cyber risk,

compared to smaller companies who rarely reported such activity.

The table shows that, for FTSE 350 companies, there is a
significant increase in the board referring to activity around
cyber risk and IT security compared to last year.

Similar to last year, there was a wide variety of approaches
taken to disclosure around board activity on cyber risk and IT
security. Disclosures included:

A clear vision | Annual report insights 2016

* mention of the risk as an area of board focus in the chairman’s
introduction to the corporate governance section;

receipt and review of reports or presentations on the topic
by the audit committee, the risk committee or the full board;

review of the results of the Government'’s Cyber Governance
Health Check Tracker Report;

part of a deep dive risk review;

an area of focus for internal audit;

an area on which the board has received independent
assurance;

the establishing of a committee, such as a technology
committee or cyber security committee, as a committee of
the board or a sub-committee of the executive committee;

part of training for directors; or

an area of focus for the year arising from previous board
performance evaluation.

Only 3% of our survey sample indicated that they had a
director on the board with cyber security or IT expertise.

Given the variety of approaches, disclosures are of varying

length and quality, however good examples include National
Grid plc (Example 10.10) and IP Group plc (Example 10.11).
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Corporate governance - good practice examples

In this section we highlight a number of disclosures of
governance arrangements which we believe represent good
practice. For each example, the aspects of good practice that
itillustrates are listed next to it.

Example 10.1
Johnson Matthey Plc Annual Report and Accounts 2016 (p97)

* Description of the Code provision not complied with.
* Clear reasons for non-compliance with the provision.

* Approach to mitigating non-compliance.

Example 10.2
NMC Health plc Annual Report and Accounts 2015 (p4)

e Chairman'’s statement in the Strategic Report addresses the
board’s approach to more than one Principle of the Code.

* Recognises new developments in governance landscape.

* Highlights new developments in the board’s approach.

Example 10.1

Example 10.2

Overview

Chalrman's 2015
report to shareholders
continued

GROUP FINANCING AND VIABILITY

Any perlod of substantial growth and
capital development needs to be
progressed against a background of
astrong financial base. As | reported
last year, in February 2015 the Company
announced a new US$82sm financing
facility which was made up of two
elements, namely a US$350m facility
to repay existing debt and for general
corporate purposes, and a US$475m
facility to faciitate strategic acquisitions.

This strong financial base enabled the
Company to restructure existing loans,
reduce its cost of funds and create
additional headroom to ensure that
the Group Is conservatively financed

RISK

Our Group businesses deal with risk

every day in operating and in planning
within their particular business or facilty.
The Board has always considered strategic
fisks In operating our businesses, executing
our growth strate
potential acqui
management team, supported by PWC,
implemnented o ful risk identification
process with the risks facing the business
developed through a bottom-up/top-down
review process which has been, and will be,
reviewed during each financiol year There
have been a few changes to the Group's
fisk profile in the last 12 months including
specific focus on those risks which are
Inherent as part of an acquisitive strategy
for growth. Alist of the risks facing

Group, how these are mitigated and what
effect the principal risks could have on the
Group are set out on pages 37 o 39

The Board has taken a proactive stance
in considering risk, and the board sees.
this as an essential element in the
development of the Group.
and in creating long term value for

our shareholders

GOVERNANCE/VIABILITY

Your Board has been evolving In size,

skill sets and cultural diversity since the
Company’s IPO in 2012 You will have
noted in previous Annual Reports that the
Board considered that an appralsal of its
own performance was not appropriate in
previous years given its changing nature

4 NMC Health ple Annual Report and

A clear vision | Annual report insights 2016

and the continuing development of
Board processes which were considered
appropriate as the Group grew in size
and complexity.

However. in December 2t
did undertake an appra
by way of a questionnalre completed
by Board members. This appraisal
concluded that. in the Board's view. its
structure, composition, processes and
discussions are appropriate for NMC

at the current time. Of course we will
now appraise ourselves each year and
continue to develop as a Board team,

The other governance related focus for
he Board and the Company this year
been the inclusion of a Viabllity
Staternent as recommended under
the 2014 UK Corporate Governance
Code The new requirement to make
astatement in relation to our longer
term viability is different in nature to the.
traditional consideration of whether we
can continue to prepare our accounts
on a Going Concern basis on a forward
12 month time frame. The Board has
reviewed the Company’s viability over

a three year timeframe and our Viability
Staternent s included on page &9.

DIVIDEND

As a result of the continued good
performance and financial stability of
the Company. your Board plans to submit
a resolution to sharenolders at the 2016
Annual General Meeting authorising
payment of a cash dividend of 6.2 pence
per share, an increase of 148% compared
to the 2014 dividend payment as
shareholders continue to benefit from
the improved performance of the

Group. For the fourth year running this

s approximately 20% of profit after tax,
within the range which the Board
indicated at the time of the Company’s
1PO would be thelr dividend target

BOARD
2014 saw significant changes in the size
and structure of the Board. During the
2015 financial year, however, there were
o board changes, with the board
structured with:

- Awider cultural and ethnic mix
benefitting Board discussions given
the Company’s listing in the UK and
operations in the UAE,

ant female representation (33%)

In the UAE, the Company’s h
market; and

- Awide range of skills and experience.
including more than half of the
Board having significant operational
or reguilatory experience of healthcare
services from different parts of the world

Heather Lawrence has since year end
decided to step down from the Board
with her resignation effective on

12 January 2016, Heather joined the Board
in March 2012 prior to the Company's

1PO and as well as serving on the Audit
Committee, was instrumental in the
Board setting up the Clinical Governance
Committee to provide Board oversignt

of quality and safety in the Group's
healthcare division. The Board are very
grateful for her contribution over the last
three years and wish her well for the future.

MANAGEMENT AND STAFF

The management team was restructured
with effect from 1January 2015 when
Prasanth Manghat was appointed Deputy
or and Suresh

‘was appointed Chief
Prasanth Manghat has
been assisting Dr Shetty in both managing
the Group businesses and in executing the
next phase of our strategic growth plan.

Mr Krishnamoorthy has ensured that the
Group is in @ good financial position to be
able to progress this strategy. The Board

Is delighted with the excellent progress
that the Executive Directors and Senior
Management Tearn have made in growing
the Group in 2015,

he Group, we continue to consider
mpany’s human capital os vital to
the success of your Company, particularly
during this period of significant change
and growth. We have welcomed new
businesses and employees to the NMC
family and both the Board and | would
like to thank them all, whether new or
long time employees, for their continued
commitment, contribution, energy and
gooawill during this period of change.

Acre
s

OUTLOOK
Despite somne challenging economic
conditions within some of the markets
where we operate due largely to the fall
inthe price of o, the anticipated growth
in private healthcare, in the UAE and the
wider GCC continues to be generally
favourable and your Board continues

to view the outiook for your Group

with confidence.

H.J. MARK TOMPKINS
Non-Executive Chairman
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http://www.matthey.com/documents/ar16/jm-annual-report-2016.pdf#page=109
http://www.nmchealth.com/finance/reports/NMC-Health-plc-annual-report-2015.pdf#page=9

Example 10.3
The Unite Group plc Annual Report and Accounts 2015

(p50-51)

* Chairman'’s introduction to the corporate governance
statement.

* Demonstrates how good governance contributes to
company success.

CORPORATE GOVERNANCE
CHAIRMAN’S INTRODUCTION TO GOVERNANCE

GOOD GOVERNANCE SITS AT
THE HEART OF UNITE

PHIL WHITE, CHAIRMAN
HOW GOVERNANCE HAS SUPPORTED OUR STRATEGY DURING 2015

Onbehaifofthe Board 'mplecsed fo present our Corporate

in 2015 derives fom Qhe business's cormnued focus on our fhree
strategic objectives; our governance framework s aligned with
these objectives.

During the year, conscious of the changes in the Corporate
Governance Code regarding arobust assessment of principal
fisks and the viabilty stafement, the Board conducted a defailed
review of ourrisks and viabilty. The way we did this and the outout
from that process s set out on pages 28 o 30.

Ourgovernance frameworks des\gned foensure the Bocrd

foensure fhe b

from recent years especially against the backdrop of a sector

mov has seen unprecedented levels of investor inferest during
and forward thinking

more important.

brandinthe  of

directly from

sector purpose, ensuiing
is ransiafing info real and improved cusfomer
experiences and stronger University
relafionships.

which are o
page 27 showing he investment i fransiating info tangible results
the next phase of foensure the

o deii
increasingly compeliive markefplace.

Health & Safety Review of our Oy
As we develop astronger brand, fhe risk of & it atevery

The Board HaS C the HaS
of the health & safety. benchmarks
of

Students their home i crifical 1o the Group's
confinued success and frusted reputaion.

andimplemented, see pages 60 fo 69.

W Tooperdte he toenhance

portfolio the UKin o discipiined way.
Development pipeline

(Orehard Heights,
Bristol and Angel Lane, Lmvdom onfime and fo buagev Board onoere

Govelopment (Porfsmouih, Aberdeen and Covertry on frack or 2016
of 2017 and page 40.

for

3 the AUB
ofincreasing compefilion for the best ites. portiolio, see page 41
duin
foensure they run fo budget and schedule, extensions fo our exisfing properlies
and are earnings accrefive.
Acquisifions and disposals
Board oversight on acquisiions and disposals.
Tomaintain  Group Board raised via
the strongest tomarket i 1
capital condifions,
structure the cost of funding.

. Continued
focus onlocking in debl af historically low rates for new debt ey
and

Gevelopment ppeine.
Atthe end of 2015

« Loon fo value fallen sharply - 35% (2014; 43%)

+ Average cost of debt - fallen to 4.5% (2014: 4.7%)

50
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STRATEGY AND OVERSIGHT
The Board's meetings are split between strategy [to consider the
Gmup 'slonger ferm s'm'egy having regard fo emerging risks or

01 Strategic report

03 Financial statements.

04 Otherinformation

2016 GOVERNANCE PRIORITIES

Continued focus on our three strategic objectives:

mresnoms) and routine opevcnona\ property and financial
updates |
s govemanes ovenight of nyetr actviy)

Meetings take place throughout fne UK, often ot Universities in
order for the Board fo meet Vice-Chancellors and leam about

brand: roll out of our new
operating platform, Prism, in April 2016. Confinued focus

for.
fangiole and measureable improvements for our customers,
as well as developing the next phase of Home for Success

. Yo operate the highest quality portfolio: overseeing delivery

the hei
more generally and brocder developmentsin the Higher
Education sector.

ipeline as new supply filters info the:
deve\cpmen' market from new investors in the sector
our continued focusin fowns and cities with the strongest

o oversee fhe seffing and " growth prospects. Confinued governance of our portlolio
e Groups'shategy due foffsfat tructure; four " fo the
Execufive Di d are therefore investment market

actively involved in the day fo day implementation of the
strategy. This execufive perspective is balanced by five Non-
Executive Directors, including the Chairman, who bring depth
and breadfh of experience in senior management, Higher
Education, finance, customer service and real estate.

GOVERNANCE AND OPEN CULTURE

« To maintain the strongest capital structure: overseeing
asfrong and flexible capital structure that will enable
Us fo adapt appropriately fo market conditions as the
cycle evolves

Following s eview and havingregard o the ever more

The Board dents’

shareholders for all he Group's acnvmes and aso o broader
extending

tecognising that the Group s home fo over 46,000 Sudents

during a crucial stage of their personal development and

with Universities right across fhe UK. To d\schcrge this broader

responsibilty effectively, the Group needs

d Universities
and our key strategic ob]eclwe o become fhe most usied
brand in the sector, Patrick Dempsey was appointed as a Non-
Executive Director o join the Board on 1 March 2016. The Board
believes that Patrick Dempsey's significant experience
and g

open, harmonious and ansparent manner. One way in which
thisis achieved is by ensuring open communication between
the Board and senior leaders.

the expertise of the Board.

UK CORPORATE GOVERNANCE CODE
During 2015, our governance framework was built on the UK

Various members of the senior leadership
present fo fhe Board. During 2015, Unife's Operafions Director,
Student Experience Director, Head of Digital. Area Managers,
Development Director, Funds Director (representing our various
co-investment vehicles), University Parfnerships Director und
Head of Legal & Company Secretary

Corporate Governance Code ('the Code’) as revised in 2014,
lh C ine hich

Ives during 2015.
e provisions in the Code during 2015 and expect to be fully
compliant during 2016. Awards under the Performance Related
Bonus and the LTIP are subject to malus and, from 2016, clawback

fo the Board. This direct access o management opens d\alogue
beyond the boardroomfsel.

Further, with Board meefings located in cifies across the UK, the
Board vists our new developments as well as exisfing properies,
meeting with our operations teams and giving them a grounded
insight info the implementation of our sfralegy.

APPOINTMENTS AND SUCCESSION

During 2015, the Nomination Committee reviewed the
composition of the Board fo ensure it has the appropriate.
balance of skills, experience, independence and knowledge
in order o discharge ifs duties and responsibilies effectively, as
‘well as reviewing succession planning and our senior leadership
skils development.

he proposed new execufive remuneration
pohcy (see page 76in the Directors' Remuneration Policy).

The Code is published by the Financial Reporting Council (FRC)
ands available at wwwfrc.org.uk.

PHIL WHITE
Chairman of the Board
23 February 2016

The Unite Group plc Annual Report and Accounts 2015 51
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Example 10.4
Bar PLC Annual Report 201

* Part of the Chairman'’s introduction to the corporate
governance statement.

» Company-specific and year-specific - entitled “What we did
in 2015."

* Calls out focus on key areas - succession planning, culture.

Governance: Directors’ report
What we did in 2015
Chairman’s introduction

elighted to report that we have met the Board diversity target
we set back in 2012, \\,, ichwas ot 25% of the Bord by the enlo

2015 shold be woren. We have now agreed a new divers
s that 33

target,
e Board by the nct o 2020 Should be wornen.
although our overriding principle is that all appointments to the Board
are made on merit, taking into account the skills and experience that the
Board needs now and may need in the future to support delivery of our

strate

gy
1 on record as saying that Barclays needs to reduce its interal

bureaucracy by becoming leaner and more agile and consequently more
effective and the Board and its processes are no exception to this. One of
the steps | took on becoming Chairman was to feview the Board's
governance structure, with assistance from the Company Secretary, in
order to simplify and streamiine the principal Board Committees, in

h responsibilty for oversight of
o disband the B

ose
risk. As a result, the Board decid
éwtkumm\leu with its respo
i

f enterprise-wide
concluded that the

oversight of the
addition to financialrsk,leaving the Board Conduc
Reputational Risk Committee to focus on conduct and culture,
reputational risk and citizenship. The Board Audit Committee continued
to focus on the control aspects of operational risk. The Board
Committees have subsequently been renamed to more accurately reflect
their responsibilities.

As part of our discussions on Board and Board Committee succession
lanning, membership of each Committee was also reviewed to ensure
thatit had the right balance of skill, experience and perspectives and
201t ensur that niidul Dirsctos e ot g ovar-burdned by
Commites responsibities Boad Commities play  via ol

Supporting the Board i 12 cversght of teralcontel and francial
reporting, risk and risk management and reward and remuneration. Each

of the Board Committee Chairmen report below on how their
committees dis

harged their responsibilties during 2015 and the
h considered. The Board Nominations Comitt
has continued to play in succession planning for Group Executive
Committee and senior leadership roles and, having had the opportunity
during 2015, as Executive Chairman, to work even more closely with

Group brecuive Lon mittee members, | was able to bring some fresh
perspeciiv e et pir

planning can be found on p:

itis important to periodically obtain an independent perspective on the
effectiveness of

conventional Board governanc wer
have conducted an externally faciltated review
the Board each year since 2004 and for 2015 we asked Independent

d Evaluation to facilitate that review. | am pleased to advise that the
overall outcome of the review was that the Board is operating effectively
although there are some areas that could be enhanced. Areport on the
evaluation process and the outcomes may be found on pages 64, 66
and 67.

d and pa

Culture and values
People matter more than anyhing ese n any business: t s 2 company's
from its competitors, and
nvestors. As a

for ensuring that Barclys' people do things -
ay by setting the tone from the top, by
iving \&an s Iture and values in everything that we do and in the

e ks, by olding the Group Execuve Cormitiee 1o

he integrity of our Purpose and Values and by creating a
it in which deing he nght thig s mearal o 06 way we operae
bl nan organiaton s arge ard 2 complex s Brcays, that can
allen t00 alive to the consequence of
ong Frove personaly endorsed our Code of Conduct

1y, and the Board Reputation Committee has been
monitoring, on behalfof the Board, ne making to
embed cultural change.

Shareholder and regulatory engagement
Meaningful engagement with our shareholders and regulators is a key
pillar of aur approach to corporate governance. We welcome open and
constructive discussion with our stakeholders, particularly with regard to
governance and succession planning, strategy and remuneration. You
can read more about how we have engaged with key stakeholders
during 2 ort. | also hope to meet with many of our private
shareholders at our AGM, which will be held on 28 Apri 2016. A
gnificant activity during 2015 was our external audit tender, on which
we engaged with a number of our major shareholders, and you can read
a report from Tim Breedon, who chaired our Audit Tender Oversight
Sub-Committee, on page 5

015 in this

Looking ahead
2015 has ot been without s challenges, bt | beleve that we now have
the leadership in place to take forward executi pace,
to deliver on our priorities and generate the long-term sustainable vlue
that will benefit not only Barclays’ shareholders, but society at large.

our strate

& |
[
John McFarlane

Chairman
29 February 2016

home barclays/ar
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Example 10.5
Ntri Annual R

nd A 2015 (p44-4

* Board of directors biographies disclosure.

* Focuses on skills and experience, including sector and
specialism.

* Includes cross-references to where full biographies can be
found.

a4

GOVERNANCE BOARD OF DIRECTORS.

Board of Directors

Full biographies can be found at centrica.com

o
RICK HAYTHORNTHWAITE b
Chairman

Rick joined the Board as a Non-Executive
Director on 14 October 2013. He was
appointed Chairman of the Board on

1 January 2014 and is Chairman of the
Nominations Committee.

Skills and experience

Rick has a wealth of knowledge in the
‘energy industry and has significant board
experience, both as an executive and
non-executive. He led the rescue of Invensys
from 2001 to 2005 and the defence,
turnaround and subsequent sale of Blue
Gircle Industries from 1997 to 2001. He has.
served on the boards of Network Rail as
chairman and Cookson, Lafarge, ICl and
Land Securities as non-executive director.
External appointments

Chairman of the global board of

MasterCard [el)

(-]

JEFF BELL
Group Chief Financial Officer

Jeff was appointed Group Chief

Financial Officer and joined the Board

on 1 August 2015,

Skills and experience

Jeff has a broad range of finance
experience. He joined the Group's Direct
Energy business in Toronto in 2002 where
he held various senior finance positions.
before moving to the Company's head
office in 2008 to support the Group Chief
Executive and to lead the Group Strategy
team. In 2011 he was appointed Director

of Corporate Finance. Prior to Centrica, Jeff
worked in Toronto for both KPMG, where
he qualified as a chartered accountant,

and the Boston Consulting Group.

MARGHERITA DELLA VALLE

and Arc International.

IAIN CONN

Chief Executive

lain was appointed Chief Executive on
1 January 2015 and is Chairman of the
Disclosure Committee.

Skills and experience
lain has a wealth of experience heading
customer-facing businesses and brands.
He possesses a deep understanding of
the energy sector built up over a lfetime

in the industry with a commitment to
customers and safety. lain was previously
chief executive, downstream, BP’s refining
and marketing division from 2007 to 2014,
lain was a board member of BP for 10
years from 2004 and has previously held
anumber of senior roles throughout BP.

External appointments
Non-executive director of BT Group plc.

Centrica ple Annual Report and Accounts 2015

Director
Margherita joined the Board on 1 January
2011 and is Chairman of the Audit
Committee.
Skills and experience
Margherita brings considerable corporate
finance and accounting experience and
has a sound background in marketing. She
was chief financial officer for Vodafone's
European region from April 2007 to October
2010 and chief financial officer of Vodafone
Italy from 2004 to 2007. Previously she
worked for Omnitel Pronto Htalia in Haly and
held various consumer marketing positions
in business analytics and customer base
'management prior to moving to finance.
External appointments
Deputy Group GFO of Vodafone Group pic,
amember of HM Treasury's Financial
Management Review Board of

IM Government and a trustee of the
Vodafone Foundation.

MARK HANAFIN

Group Executive Director and

Chief Executive, Energy Production,
Trading and Distributed Energy
Meark joined the Board on 14 July 2008.
Skills and experience

Mark has senior management experience
across the energy value chain from E&P
through to product sales. He has excellent
midstream and trading credentials as well
as a strong track record in developing supply
and marketing businesses. Before joining
Centrica, Mark spent 21 years with Royal
Dutch Shell

External appointments

Non-execuive director of EDF Energy
Nuclear Generation Group Limited,

MARK HODGES
Group Executive Director and Chief
Executive, Energy Supply & Services,
UK & reland

Mark joined the Board on 1 June 2015.

Skills and experience

Mark brings a strong understanding of the
UK consumer market and a track record

in improving business performance. He

is experienced in working in a regulated
environment, driving significant improvements
in customer service and efficiency, ‘offer
innovation’, major IT and change projects.
Mark was group chief executive officer of
Towergate Partnership and prior to this he.
spent over 20 years with Norwich Union and
Aviva plc holding a variety of finance, planning
and strategy roles including siting on both
the executive committee and Aviva plc board.

LESLEY KNOX
Non-Executive Director

Lesley joined the Board on 1 January 2012 and
is Chairman of the Remuneration Committee.
Skills and exper
Lesley brings a wealth of strategic and financial
experience across a range of businesses to the.
Board and she is an experienced remuneration
committee chair She was previously with Biitish
Linen Bank and was a founder director of Britsh
Linen Achisers. Lesley was senior non-executive
director of Hays Pic and also spent 15 years
with Kleinwort Benson.

External appointments

Non-executive director of SABMiller plc,
trustee of the Grosvenor Estate and chairman
of Grosvenor Group Limited, Chairman

of Design Dundee Limited and a trustee of
‘The National Life Story Collection and

National Galleries Scotland.

STRATEGIC REPORT

‘GOVERNANCE

A clear vision | Annual report insights 2016

FINANCIAL STATEMENTS

SHAREFOLDER INFORMATION
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MIKE LINN
Non-Executive Director

Mike joined the Board on 1 June 2013
andis Chairman of the SHESEC.

Skills and experience

Mike has considerable experience in the
energy sector, particularly exploration and
production and the US market. He founded
and was previously chairman, chief
executive officer and president of LINN
Energy, LLC.

External appointments

Non-executive director of LINN Energy,
LLG, non-executive board member of
Nabors Industries, Blackstone Minerals
Company, LP and Western Refining
Logistics and senior advisor to Quantum
Energy Partners. Member of the National
Petroleum Council and inducted into the
Al American Wildcatters.

— 000

CARLOS PASCUAL
Non-Executive Director
Garlos joined the Board on 1 January 2015
Skills and experience
Carlos has held a number of senior positions
in the energy industry and is a senor leader
in energy geopoltics and economic and
commercial development. Between 2011
and 2014 Carlos established and directed
the US State Department's Energy
Resource Bureau. Until August 2014 Carlos
/as special envoy and coordinator for
international energy affairs, acting as senior
adviser to the US Secretary of State on
energy issues. He has also served as
US ambassador in Mexico and Ukraine.
External appointments
Non-resident senior fellow at the Centre on
Global Energy Policy, Golumbia University
and senior vice president of IHS Inc.

STEVE PUSEY

IAN MEAKINS
Senior Director
lan joined the Board on 1 October 2010
and is Senior Independent Director.

Skills and experience

Ian has broad general management

and board experience and considerable
knowledge of managing businesses

with strong brands. lan is currently chief
executive officer of Wolseley plc and was,
until April 2009, chief executive of Travelex
Holdings Ltd. He was chief executive officer
of Alliance UniChem pic unti its merger with
Boots in July 2006 and between 2000 and
2004 he was president, european major
markets and global supply for Diageo pic.
External appoi

Director

Steve joined the Board on 1 April 2015,
Skills and experience

Steve has a wealth of international
experience as a senior customer-
facing business technology leader.

He has considerable experience in the
telecommunications industry in both
the wireline and wireless sectors and

in business applications and solutions.
Steve has worked for Vodafone, Nortel
and British Telecom and is a graduate
of the Advanced Management Program
at Harvard Universtty.

External appointments.

N rector of FireEye, Inc.

Group chief executive officer of Wolseley
ple. It has been announced that lan is
expected to retire from Wolseley plc on
31 August 2016.

and ARM Holdings plc

Centrica ple Annual Report and Accounts 2015
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Example 10.6
rdine LI Thomson

* Avisual approach to highlighting the experience each
director contributes.

* Helps the reader understand whether there are gaps and
how important those are.

* Allows for list of former roles to be provided in the board of
directors section.

Example 10.7
Fi

nd A 2015 (p17

* Disclosure of why long serving director remains independent.
* Explains tenure and experience of director.
* Explains director’s positive contribution to board discussions.

* Details the rigorous review of independence and
contribution and its conclusion.

Example 10.6

CORPORATE GOVERNANCE REPORT co

INUED

“The Board confirms that, since the date of entry into the Agreement,  of information to Jardine Matheson and concluded that these

the Group has complied with its provisions and that, so far as the  processes should be formalised. In March 2016 an updated version
Company is aware, Jardine Matheson Holdings and its associates  of the Agreement was signed with Jardine Matheson, clarifying
have also complied with the independence and procurement when and how information may be requested by Jardine Matheson
obligations set out in the Agreement. During the year the Company  from JLT.

reviewed the processes it has n place to control the provision

BOARD EXPERIENCE AND BALANCE

Following review, the Board remains satisfied that it contines to have the appropriate balance of expertise, experience, independence and
knowledge to run the business effectively and deliver long-term shareholder value. The chart below provides an overview of experience of
each of the Directors:

[ ——

ip as at 31
5

Length of service
a5 Board memt
as at 31 Doo 2015

Goofey Hawe. Nen Exccutve Chaman 14 years v v v v v
Mermber of NC.

Arnitts Court Non Exeoutve Deoctor 3 years, 5 montns v v v v v
Mermbar of ARC, FC. NG

JorattenDawson Non-Becuie Dicclor 3 years, 5 morifs v v v v v
Cheman ARG
Mermbar of AC, NC.

Ficnard Horvey NonExeouive Drector Byears v v v v v v
Ghaman AC.
Mermber of A9C, NC

Lord Leson Non-Excoutve Drector 18 years, 1 morths v v v v v
Chaman
Mermbar of AC

Neholas Walsh NonExecuive Dioctor 1 yoar 3 morthe v v v v
Mermber of ARC, FG, NG

Lord Sasscon Non Exeoutve Drector 2 years, 8 monins v v v v v v
Mermber of ARG, FG. NG

Domiic Burke Group Criet Bxecutve 11 years v v v v v v

Mark Drumemond Brady  Depty Group GEO. 4y, 10 months v v v v

Chares Razes. Group Finance Droctor 4 months v v v v

Jamos Tiring Group GommercalDeector 3 years, 5 monins v v v v v

Key: ARG — Auct & Rk Commite AC -~ Remunecaton Commios.

BOARD MEETINGS

The Board held six scheduled meetings during the year and the attendance of

the Directors is set out in the following table:

Geotey Howe. ® o5
Domic Burke: 6 o
At Court 6 o6
Jonathen Dason 6 o
Mark Drumemond Brady 6 s
Fichard Harvey 6 o
Lord Loach ofFaiford 6 o6
Mike Reynolos 4 4
Greres Rores. 2 n
Lord Sassoon 6 o
James Tuinag 6 o

2 s 5 56

1

1 5
2 o n
commiment acsed befors s acportmen.
s Jardine Lioyd Thompson Group plc. Annual Feport
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Example 10.7

17 Fidessa group plc
Annual Report and Accounts 2015

Ken Archer (age 64), Independent Non-Executive Director

Ken Archer joined the Board as a non-executive director in November 2014. He is Chairman of Gresham Computing plc,
where he has been a non-executive director since 2010. Ken was Chief Executive Officer of SmartStream Technologies
until 2009 and prior to that, the President, European Business Development of Computer Sciences Corporation where
he managed the sales team responsible for large scale outsourcing projects across Europe. Ken has also worked at

J.P. Morgan, where he served as VP, Information Services and subsequently at Mercantile Information Services and

The Savings Corporation.

In accordance with provision B.7.1 of the UK Corporate Governance Code (Code), and with the exception of
Andy Malpass, all the directors offer themselves for re-election at the forthcoming Annual General Meeting.

As announced in August 2015, Andy Malpass, will retire as an executive director in February 2016. Andy Malpass
remained on the Board following Andy Skelton's appointment as Chief Financial Officer to facilitate a well-managed
handover of responsibilities.

In 2013 Ron Mackintosh completed nine years of service as non-executive director of Fidessa. Following consultation in
October 2013 with the largest 13 shareholders (holding over 60% of Fidessa's shares at that time) the Board reappointed
Ron and he was re-elected by shareholders at the 2015 Annual General Meeting. During 2015, the Board undertook a
rigorous review of Ron's independence and contribution to the Board and continues to conclude that he remains
independent in character and judgement. The Board believes that Ron's considerable experience within the technology
sector in UK listed companies is both rare and very valuable and given recent changes in other parts of the Board it is
beneficial to the Company to retain Ron's services both as an independent non-executive director and as the Senior
Independent Director. The Board further considers his valuable contribution to, and in-depth understanding of, Fidessa's
business together with his fair and transparent participation in Board discussions as beneficial and valuable to the Board
and Fidessa as a whole. Accordingly, the Board recommends that Ron be re-elected as an independent non-executive
director at the 2016 Annual General Meeting.

As announced by the Company on 11th January 2016, Ron Mackintosh stepped down as Chairman of the Remuneration
Committee with Ken Archer assuming that role and also becoming a member of the Nominations Committee, both with
effect from 8th January 2016.

After a formal review, the Board confirmed that John Worby, Elizabeth Lake and Ken Archer are independent in

character and judgement. When reaching its decision on independence, the Board the indep
criteria set out in paragraph B.1.1 of the Code.

The Chairman confirms that the performance of each of the directors continues to be effective and that they

continue to demonstrate commitment to their roles, bringing their considerable commercial experience to Fidessa;
accordingly their re-election is recommended. The Senior Independent Director, Ron Mackintosh, confirms, on behalf
of the non-executive directors, that the performance of the Chairman continues to be effective and his re-election is
accordingly recommended

Directors’ interests in shares and share incentives in Fidessa group plc are detailed in the Directors' Remuneration Report.
At the date of this Directors’ and Corporate Governance Report, indemnities are in force under which Fidessa has
agreed to indemnify the directors and the Company Secretary to the extent permitted by law and by Fidessa group
plc’s Articles of Association in respect of losses arising in their capacity as officer of any member of the Fidessa group.
In addition, Fidessa has purchased and maintained throughout the year, directors’ and officers' liability insurance in
respect of itself and its directors and officers
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Example 10.8
Findel plc Annual Report & Accounts 2016 (p58)

¢ Disclosure in corporate governance statement on outcome
of annual assessment of internal controls.

¢ Provides context for the annual review.

Clearly identifies and explains areas of exception.

* Provides some detail of actions to respond to exceptions
and timing of those actions.

Governance

Audit & Risk Committee Report

Management uses a “three lines of defence” approach, where the first line of defence is in the management of the business units,
who are responsible for ensuring that a robust risk and control environment is established as part of their daily operations. The
second line of defence is provided by the oversight functions within the business and at Group level, setting policies, procedures,
and compliance and governance frameworks. The third line of defence is the internal and external auditors who offer independent
challenge to the levels of assurance provided by the business operations and oversight functions.

During the previous year, the structure of internal control within the Group's largest business, Express Gifts, was further
strengthened by the establishment of its own Audit and Risk Committees. During the year the output from those committees
has provided valuable insights to complement that of the Group’s own assessments of the key risks within the business.

Senior members of the Express Gifts management team have also undergone extensive training during the year on the ongoing
requirements of the FCA in respect of risk management and conduct.

In the year since the last annual report, the Committee has also monitored and challenged:

(@) how the Group's businesses were dealing with the challenges of the digitalisation of aspects of their interfaces with suppliers
and customers, the changes in customer buying behaviour and the adequacy of the businesses’ defences against cyber-attack;

(b) the preparations by Express Gifts for their application for a full FCA licence in late 2015;

(©) the continuing compliance journey at Express Gifts as new systems are brought on stream and change programmes are
developed to further improve processes and behaviours, including performance measurement and staff appraisal systems, all to
underpin appropriate customer outcomes;

(d) the risk of customer fraud at both our businesses and the tools required to identify and mitigate against this;

(e) a review of systems access in relation to data protection requirements and the actions required to mitigate the risks in this area;

(i) a review of authorisation levels across the Group to update the existing approved authority listings for changing business
circumstances; and

(g) @ review of project management to give assurance to the Board on project delivery, timescales and budgets.

The Committee used the experience and expertise of its members to mest with management outside of Committee meetings to
ensure that their experience was available to management. In relation to matters listed at (a), (b) and (c) above the Committee also
received presentations from the Express Gifts management team, at which plans were reviewed and challenged, noting that a
significant amount of work was still required to achieve the level of behavioural change, understanding of the interaction between
product and financial services policies and efficiency desired by the Board. The Committee reviewed the significant changes in
organisation and personnel within Express Gifts as key elements of the plan to achieve greater regulatory resilience. The Committee
noted that Express Gifts had continuously improved its IT security over the last year to further mitigate the risk of cyber-attacks and
were extending training to its staff on recognising cyber threats as they develop.

Internal Audit reports were also received and discussed relating to each of the matters set out at (d) to (g) above.

The Committee oversees the adequacy of Findel's whistleblowing arrangements, ensuring that they are proportionate for the
Group and enable staff and contractors to raise concerns, in confidence, about possible wrongdoing in financial reporting or other
matters. The Committee considered a report on the whistleblowing arrangements within the Group and an overview of instances of
whistieblowing. The chairman of the Committee also reviewed the service provided by the external provider of the whistieblowing
service with the head of that company. The report concluded that there is awareness of whistieblowing processes and procedures
within the Group and that there were no matters that would suggest these are not operating effectively.

The Committee has conducted its annual review of the effectiveness of the Group's system of internal control. The Committee is
satisfied with the progress made during the year, save for three areas of exception. First, until it was sold, Kitbag, as reported last
year, was reliant upon interim manual controls to for in its not fully automated IT systems.
Secondly, in respect of the customer receivables impairment provision at Express Gifts, two key assumptions have been revised

in response to changes in business practices during the year (principally relating to debt sales and arrangements with customers
on forbearance) which has necessitated changes to the model's output at the year-end, in part due to challenges raised by the
auditors, in order to maintain an appropriate level of provision and resulted in an exceptional charge to the profit and loss account
An improved suite of KPIs in this area is being introduced in the first quarter of the current financial year and an upgraded model is
being developed and is planned to be in place during the second half of the current financial year. Finally, the KPIs relating to the
monitoring and control of conduct risk and fair customer outcomes with Express Gifts and related financial services income streams
continue to be developed.

During the period, it was recognised that with the level of change in the regulatory environment which the business is currently
experiencing and with the addition of Greg Ball as a Non-Executive Director, it was an appropriate opportunity to increase the Board
level focus on risk management even further. To that end, proposals to separate the Audit and Risk Committee into two separate
Committees of the Board were put to and accepted by the Board and will be implemented in the near future. The newly constituted
Audit Committee will continue to monitor, challenge and guide the traditional areas involving assurance through interal and exteral
audit of the financial activities. The separate Risk Committee will allow greater scrutiny of the risk management framework being

58 Findel plc Annual report and accounts 2016
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Example 10.9
G4S plcIntegrated Report and Accounts 2015 (p72-73)

* Disclosure in audit committee report on outcome of annual
assessment of internal controls.

* Context of breakdown in financial reporting controls.

* Detailed explanation of actions put in place.

Audit Committee report continued

ECIFIC ITEMS

Description

The Audit Committee reviewed

the treatment of items considered
as specific items that are separately
disclosed by virtue of their size,
nature or incidence. Management
prepared documentation to support
these items and the disclosure
proposed in the financial statements

Action taken

The Audit Committee reviewed

and challenged, in light of the
guidance issued by the Financial
Reporting Councilin Decerber

2013, the disclosures prepared by
management in relation to specific
items, considered that the nature

of these items was within the group's

accounting policies that were being
applied consistently from year to
year and that these items included
both debits and credits in a
balanced manner:

The Audit Committee also
considered the recognition in the
current year of future unavoidable
losses related to onerous contracts
as specific items and determined
that onerous contract provisions
would only be dlassified as specific
items if they were deemed to be
material to the group's underling
performance. The Audit Committee
set a threshold amount below
‘which onerous contracts would
not be classified as specific items.

The committee also requested
information from management to
satsfy tself that changes in estimates
related to ftems that were classified
as specific items were consistently
treated for both increases and
decreases provisions.

Conclusion

The committee was satisfied that
the group’s accounting policies

have been applied consistently

and that the designation of specific
items was subject to objective and
balanced criteria and was appropriate
to give an improved understanding
of the continuing operations of

the group.

Internal control

In the last three years, under the
leadership of the chief financial
officer;the group has had 2
heightened focus on improvin
systems of internal control and risk:
management for financial reporting
The main features of these control
systems include clearly defined
reporting lines and authorisation
procedures, a comprehensive
budgeting and monthly reporting
system, written policies and
procedures and the use of a single
global consolidation system for both
internal management reporting,
budgeting and planning as well

as external reporting. The group
budget is approved by the board.

A regular update is provided by the
group CFO on the outlook Actual
results at business unit,region and
group level are reported monthly
and variances reviewed A programme
of business internal financial reviews
(IFRs) is performed by the finance
team from either region or group
1o check the accuracy of financial
reporting and compliance with

the group finance manual

The system is designed to ensure
the integrity of financial reporting
and the committee’s responsibily

is to perform an annual review to
consider whether these internal
controls remain effective. The
committee does this primarily
through receiving reports from
management, the internal audit
function and the external auditor.

During the year significant progress
was made in continuing to strengthen
the capabilties in finance, internal
audit and risk management and to
improve insight into the financial
performance of business units

at a country level. These insights
identified significant falings in
controls related to material
accounting errors in three areas
‘that have led to the restatement

of the 2014 financial statements:

« The revenue recognition policy
previously applied in respect
of the supply and installtion of
alarm systems in Europe, together
with the underling assumptions
used in 2007 at inception of
certain related sale and leaseback
transactions entered into untl 2013,
were incorrect. These led to the
incorrect timing of recognition
of profit on installation of those
alarm systems with upfront gains
being recognised instead of being
deferred over the life of the lease

and to certain leases being
classifed as operating rather
than as finance leases;

« A number of legacy control
weaknesses identified in the
Africa region led management
to perform a ful review of the
balance sheet in all countries of
the region from which prior year
errors were identified, mainly
relating to cash reconciiations,
underaccrual of employee and
customer related liablties,incorrect
dlassification of finance leases as
operating leases and expenses
incorrectly capitalised: and

+ A number of errors in respect
of the calculation of goodwill
on certain acquisitions, gains and
losses on certain disposals and
related tax balances in North
America between 2007 and 2014
mainly resulting in goodwill being
overstated as at | January 2014
and at 31 December 2014 and
profit on disposals in 2014
being understated.

The committee reviewed in detail
papers prepared by management
explaining the issues identified as
well as the corrective action put in
place to prevent re-occurrence of
such errors which included sharing

the findings with the group finance
leadership team and cascading it
down to business level, confirming
that these issues were not repeated
in other locations, putting in tighter
controls and group review when
entering into material new leases,
providing master classes'and
Updates on the group finance
manual as well as integrating further
the operations of the group tax
department with the local tax
departments. In relation to the
broader faiure of financial controls
and reconcilitions in the Africa
region, the Audit Committee
observed that this had been
identified through the strengthening
of the finandial controls and
organisation through specific actions
such as the appointment of a new
regional finance director, a new
regional financial controller and

12 new finance directors during
2015, as well as from a fresh review
from the new external auditors.

The committee acknowledged the
strengthening of the controls and
the 2016 plans which include a
targeted group internal audit plan
for the areas where significant
failures have taken place, a review
of the group's financial control
framework with a view to smplifying
it t0 key essential controls to ensure
these operate effectively, training
programmes and up-skilling
capabilities. The committee also
considered the plans that are being
to

A clear vision | Annual report insights 2016

the internal audit team will spend
2 minimum of 20% of their time
providing coaching and consulting
to business units with control
issues in order to seek to prevent
recurrence of control failures

External auditor

In the summer of 2014, the
company put the external audit
engagement for the 2015 financial
year out to tender The process
resuted in the appointment of
PricewaterhouseCoopers LLP
(PwC) as the group's external
auditor for the 2015 financial year
at the company's AGM on 4 June
2015.A tri-partite transition plan
setting out the agreed principles,
framework and timeline to ensure
the efiicient and effective transfer of
the external audit arrangement from
the previous group auditor KPMG

Audit ple to PwC was put into place.

Non-audit services
To ensure that the independence
of the audit is not compromised, the
committee has put a policy in place
for the non-audt services that can be
provided by the external auditor. the
relevant approval process for certain
services and those services the
auditor is prohibited from providing,
In essence, the external auditor s
prohibited from providing services
that could create a confict of
interest,resuit in the audit firm
auditing its own work or resut in

f

4
reduce reliance on manual controls,

the p o
functions The committee has

mainly in respect to
and integration of new financial
systems over the longer term

Further details on internal controls
are set out on page 47.The Audit
Committee confirmed to the board
that it s satisfied that the group’s
risk management and internal
control processes and procedures
are appropriate.

Internal audit

During 2015 the group internal
audit team focused on taking
amore risk based approach to
auditing, with the goal of focusing
local management on the most
material control issues given their
specific local environment. In 2016

pre-approved certain services which
can be provided by the auditor
subject to speciied fee limits above
which further approval is required.
All other services would require
prior approval by the committee.
Every year the Audit Commitiee
reviews its policy on the provision
of non-audt services by the
external auditor,

Non-audit services include tax
compliance and tax services.The
Audit Committee has reconsidered
the company’s policy in this area in
the context of the new EU guidance
on non-audit services. Whist PwC
do provide such services the vast
majority of tax compliance and

tax advisory services undertaken

by PwC are deemed insignificant
both individually and in aggregate
and were either terminated or
transitioned to other providers by
30 June 2015. A specific exception
was made for certain insignificant
pre-existing services where
transition presented significant
business risks or difficultes and

a final termination date of 30
June 2016 was established for
these services.

The provision of any non-audit
services by the audit firm must,
in any event, comply with the
requirements in that regard of
the Auditing Practices Board

Details of the fees paid for audit

services, audit-related services and
non-audit services can be found in
note 10 to the financial statements.

Effectiveness of the external
auditor

A combination of formal and
informal processes are used in the
assessment of the effectiveness of
the external audit process. A formal
questionnaire is completed at the
end of the audit by members of
the Audit Committee, group finance
department and the finance directors
of significant operations across the
group and the output is reviewed
by the Audit Commitiee. The
assessment of the external

audit concluded that it remained
effective and the external auditor

is independent

Committee performance

The assessment of the committee’s
performance conducted as part

of the board review process with
Lintstock' assistance showed that
the committee remains effective at
discharging it responsiilties and

in particular in reviewing the qualty
of the group’s financial reporting.

CMA Order Compliance

The committee confirms that the
company has complied with the
Audit Services for Large Companies
(Mandatory Use of Competitive
Tender Processes and Audit
Committee Responsiiliies)

Order 2004.
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Example 10.10
National Grid plc Annual Report and Accounts 2015/16 (p46)

Example 10.10

Letter from the Chairman and

* The Chairman discussing the board’s approach to cyber
security in his introductory letter highlights the board’s focus
on this matter.

Includes information about training and future strategy on
cyber security.

SirPotor Gershon
Chairma

Corporate Governance contents

read our new viabilty statement on page 30. After many
recent changes to the Code, including the final draft of

the UK Corporate Governance Code 2016, | welcome the
FRC’s commitment to avoid further updates to the Code
untilat least 2019, which wil allow the UK governance
landscape to settie and establish itself

External Board evaluation

This year we appointed Independent Audit to undertake

a formal and rigorous extemaly faciitated Board and
commiliee evaluation. With the recent changes to the
‘Gode we thought it would be appropriat for the evaluation
to focus on risk. Independent Audit concluded that the
Board was working well and that it benefits from a good
mix of experience from both the UK and US. They noted
there was a good balance between strategic, operational

Example 10.11
[P Group plc Annual Report and Accounts 2015 (p89)

* The audit committee report includes detail on the
committee’s approach to cyber security, which highlights the
committee’s focus on this matter.

* Details external assurance over cyber security.

* Uses external framework to assess progress.

¢ Clear and specific about actions taken.

Corporate Governance

o , with good engagement supported
by thorough work by management. They made a number
of recommendations in relation o risk, principally focused

risk further down the business.
The results of the evaluation were presented to the Board

Letter from the Chairman 46 in Apri, and a numoer of recommendations o take forward
Our Board a7 the Board in May.
Corporate Governance 48 the outcome during the year and will eport on progress
N in next year's Annual Report and Accounts. You can find
Board composition 49 ore information about the evaluation on pages 52 and 53.
~Our Board and its committees ) :
= Board focus 50 During the year, the Board considered the threats we face
ZDirectors' induction programme 5 and our cyber egy o
Z Director development and training 51 miliate the inherent risks. In June 2015, the Board received
s . =7 an indepth presentaton so it could gain a comprehensive
Investor engagement overview of the G this issue.
~Board and committee membership The focus was on establishing guiding principles for cyber
and attendance 52 security, deciding what quesions the Board shouid be
Board and commities evaluation 55 asking of the oyber securily team and the development
54 Ofanew cyber programme. This il mprove the existing
o protect
59 - thoushess an o keap paos i e norsasing schlo o
Health Committee 60
mitios o7 securty raning e sl et Bt 0 yoor
 Board diversity and the Davies Review 62 Board changes
- 55 /s previously announced, Steve Holiday refired as Chief
Executive on 31 Merch 2016, and wil step down from
Statement of compliance with the the Board on 22 July 2016. He was Succeeded as Chief
UK 64 Executive by John Pettigrew. Steve wil leave National Grid
Index to Directors' Report and after nearly a decade as Chief Executive and 15 years
other disclosures 67 on the Board. Following Jonn's appointment, we wil aiso
" 3 - welcome Nicola Shaw on to the Board as Exectrive
Directors’ Report 58 Director, UK from 1 July 2016
Dear Shareholders, In my role as Chairman, | am responsible for making sure
This has b forth ly,
Jationsh betueen Diectrs.
Comp: , wiih n
agema mmuaeu Gy secutty the U of e Sys(em the Board change& and new rewnonsmps are fovmed
d promoting a culture of
& com,md Uk merbeshp ofhe il fect o bt ondmaking e o oo sk g 21
Compary. The Board sperdogtmeantre  leam e also important aspects considered during
oo Sors anciont oo e Group's

el ks and ok appette, U rats 62 g e

proposed sale of our UK Gas Distribution business, all of

which are referenced in more defail later in this report.

Changes to the UK Corporate Governance Code 2014

(the Code)

Following the changes introduced in the Code and

the Financial Reporting Councif's (FRC) guidance on

risk management, the risk team and Audit Committee

reviewed our risk processes to make sure we have

effecivesystems and processes  pace to meet
requirements. You can read more about our

pvccesses O pages 36 0n 27

‘The Board also reviewed and approved the Company’s

principal risks. This has been a very valuable process for

the Board and played an important part n its approval

of the viabilty statement required by the Gode. You can

‘The Nominations Committee oversaw the rigorous
selection process in the search for Steve's successor
and for our new Executive Director, UK. You can read
more about this on page 61. These appointments were
key to the Board and the fit with the current membership
‘and how the individuals combine to add value was an
important consideration in the decision-making process.

Sir Peter Gershon
Chairman

A clear vision | Annual report insights 2016

Example 10.11

Long Term Viability

During 2015, the Committee spent time discussing
how best to assess the long term viability of the
Group and it was decided to use the Group's board
strategy ‘away day’ in October to evaluate four
possible forecasts for the business, but judged
against five topics. These topics included changes in
the competitive landscape, the ability to raise further
capital, internationalisation of the business, scaling
of the business and different outcomes following an
Oxford Nanopore ‘exit’ event, and the impact of these
on each of the forecast scenarios was assessed. By
working through each of these scenarios, the Board
was able to make an assessment of the longer-term
viability of the Group, and came to the conclusion
that given the possibility of great changes in the
business in all scenarios that the viability period
should not be greater than three years

Risk and internal controls

The key elements of the Group's internal control
smework and procedures are set out on pages 59
and 60. The principal risks the Group faces are set
out on pages 36 to 41. During the year, the Audit
Committee considered the Group risk register and
related management controls at three separate
meetings and the Board had a lengthy assessment of
risk and its risk appetite towards its strategic priorities
at the annual strategy off-site meeting in October.
During that meeting, a heat map of risks assessed

in 2015 was compared to a similar exercise for 2014
0 see what had changed. Increased competition, an
equity market downturn, insufficient returns from
investments, excessive portfolio concentration and
a difficulty scaling the university partnership model
were all identified as areas of increasing risk since
2014 and mitigation plans to cope with each of
these as well as with all of the other identified risks
were discussed in the December Audit and Risk
Committee

Whistleblowing Policy

There is a formal whistleblowing policy which has
been communicated to employees. This policy
provides information on the process to follow in the
event that any employee feels it is appropriate to
make a disclosure. The Audit Committee is satisfied
that the policy provides an adequate basis for
employees to make representations in confidence
to the Group and for appropriate and proportionate
investigations,

& IPO www.ipgroupplc.com

Our Governance

Cyber Security

During the year there was increased emphasis on
cyber security in the Group with a general migration
to cloud-based data storage services for security
reasons, a general enhancement of user awareness
training and an updating of encryption at the device
evel. An outside firm was engaged to undertake
penetration testing as well as to mount bogus
phishing ‘attacks’ to test general staff awareness of
this ever-growing risk. Both the training and policies
with respect to internet access were reviewed by an
external third party and considered appropriate for
the scale and nature of the business by a third party.
In May the Committee assessed its progress against
the UK Communications Electronic Security Group
10 steps to cyber security”, noting that progress
continued to be made in this increasingly important
area

Internal audit

The Group does not maintain a separate internal

audit function. This is principally due to the size

of the Group where close control over operations

s exercised by a small number of executives. The
Audit Committee currently considers the outsourced
provision of internal audit work as both more efficient
and cost-effective than having its own central internal
am. However, the Audit Committee does
review the need to have its own separate internal
audit function each year.

The Audit Committee has developed a framework to
gain assurance over the system of internal financial
and operational controls. This comprises:

A risk assessment performed by operational
management and the Board to identify key areas for
assurance

An annual assessment by the Audit Committee of
the whole system of internal financial and operational
controls.

The Audit Committee considers that a key area of
risk in the business lies in the Group's investment and
divestment policies and processes. The establishment
of four sector-focused divisions within the Group

n late 2014 following the acquisition of Fusion IP

has given added momentum to the need to further
formalise these policies and further progress was
made in 2015, with the development of better
historical record-keeping.
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Example 10.12
Rotork Plc Annual Report 2015 (p65)

* This UK Corporate Governance Code Compliance Statement,
in the corporate governance report, provides clear reasons
for temporary and partial non-compliance with Code
provision C.2.3.

* Demonstrates the company’s journey towards improved
governance.

* Keeps the explanation brief and refers to further detail
about the new reporting structures.

Example 10.13
Savills plc Report and Accounts 2015 (p46)

* Providing a view about the independence of the non-
executive directors in the section of the corporate
governance statement dealing with board effectiveness.

* Highlights the considerations around a long-serving non-
executive director, including the value he brings to the
board and the board'’s view of his ongoing independence of
character and judgement.

Example 10.12

A clear vision | Annual report insights 2016

Example 10.13

Corporate Governance Statement
continued

Effectiveness

Board composition and balance

Balance of Non-Executive Directors and Executive Directors

Non-Execulive Chairman - 1
B Non-Executive Directors - 5
W Executive Directors -2

Time commitments and conflicts
The Board is satisfied that the Chairman and each of the
Non-Executive Directors committed sufficient time during the year
to enable them to fulfi their duties as Directors of the Company.
None of the Non-Executive Directors has any conflict of interest
which has not been disclosed (o the Board in accordance with
the Company's Articles of Association (Articles')

Board evaluation
with the provisions of the Code it is our intention to

Length of Tenure of Non-Executive Directors

In
conduct an external independent evaluation of Board effectiveness
and

Odyears-3  M5Oyears—1 M 10+ years-2

Atall imes during the year at least half of the Board members,
excluding the Chairman, were Independent Non-Execuive Directors.

Chairman and Chief Executive

‘The posts of Chairman and Group Chief Executive are distinct

and separate and their roles and responsibiifies are clearly
established. The Chairman leads the Board and ensures the
effective engagement and contribution of all Executive and Non-
Executive Directors. The Group Chief Executive has responsibility
for all Group businesses and acts in accordance with the authority
delegated by the Board. There are a number of areas where the
Board has delegated specific responsibility to management,
including responsivilty for the operational management of the
Group's businesses as well as reviewing strategic issues and risk
matters in advance of these being considered by the Board and/or
its Committees. The Board considers that throughout the year the
Company was in full compliance with the Code.

Independence of the Non-Executive Directors
The Non-Executive Directors are responsible for bringing
independent and objective judgement and scrutiny to matters
before the Board and its Committees. The Board monitors the
independence of its Non-Executive Directors, particularly those who
have given long service. It is the view of the Board that each of the
Non-Executive Directors brings considerable management expertise
and is an Independent Non-Executive Director, being independent
of management and having no business or other refationship which
could interfere materially with the exercise of their judgement.

In particular, notwithstanding his long service on the Board, the
Board continues to consider that Charles McVeigh remains entirely
independent in character and judgement. His experience provides
valuable insight, knowledge and continuity.

Senior Independent Director
Meartin Angle is the Senior Independent Director and is available to
shareholders if they have concerns which have not been addressed
by contact with the Chairman and/or Group Chief Executive.

a5 SAVILLS PLG REPORT AND ACCOUNTS 2015

and that of its principal Committees at least
every three years

This year the annual Board evaluation was led by the Chairman
and supported by the Group Legal Director & Company Secretary.
Next year the Board will engage an independent external faciltator
to undertake the evaluation. The 2015 internal evaluation covered
the performance of the Board as a whole as well as that of its
Committees and involved each Board member completing

a questionnaire and then using this as the background for

a confidential interview. The evaluation covered six core themes:
Board effectiveness, Board structure, working practices, succession
planning, relationships with shareholders and future priorities in
relation to Board performance. The feedback obtained was colated
into a report which was presented to the Board.

The evaluation showed that the Board and its Committees
continued to operate effectively without any significant areas

of concern. In an effort to continue to improve, however,
recommendations arising from the evaluation included: the need

o further enhance succession plans in place covering both the
executive and Non-Executive Directors, the need to maintain the
culture of the Board and maintain continuity through a period of
significant change in the membership of the Board, the need to have
both updated and tested crisis management plans in place to allow
the Board to respond to serious unexpected events and the need to
keep the Group’s strategy and development plans under constant
review to ensure that these remain appropriate in the light of the
current market uncertainty.

Overall, the Board considers the performance of each Director to
be effective and concluded that both the Board and its Gommittees
continue to provide effective leadership and exert the required

levels of governance and control. The shareholders should therefore
support their re-election or re-appaintment (as applicable) 1o the
Board at the AGM in May. The Board will continue to review its
procedures, effectiveness and development.

The skills and experience of the Directors are set out on page 44
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Corporate culture - good practice examples
For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 10.14
Marks and Spencer Group plc Annual Report and Accounts

2016 (p30)

* Provides details about succession planning approach for
executive, non-executive and senior leadership.

* Cross-reference to detailed discussion in the strategic report.

e Focuses on board culture and highlights that some of the
focus comes from board evaluation.

3
MARKS AND SPENCER GROUPPLC.
CTORS' REPORT

GOVERNANCE

CHAIRMAN'S
COVERNANCE OVERVIEW

Our approach to succession has enhanced our ability
B to replace and develop responsibilities quickly and

hd seamlessly, and improved our ability to react to both
Ly planned and unplanned changes.

ROBERT SWANNELL CHAIRMAN

During the year the Board has pl
focus on operational delivery, succession
planning and risk management The
following pages provide insight into these
activities alongside the Board's discussions
and governance processes.

An open and balanced review of our
business performance has been covered
earlier on pages 02 to 29.As highlighted,
although we made headway against a
number of the priorities we set ourselves

at the start of the year, our performance in
Clothing & Home and international remains
unsatisfactory, despite the significant
effort from the teams in these areas of

the business The last two years have seen
asignificant improvernent in our clothing
gross margin, delivered through improved
design capabilties, smarter buying,a more
flexible supply base and growth in our
international reach. However, we recognise
that we have more work to do to deliver
sustained performance in Clothing & Home
and International. These ill both be key
areas of focus for the year ahead

Akey area of Board discussion and
challenge this year centered on improving
the performance and risk management.
of our website and the Castle Donington
distribution centre, The Board was pleased
with the significant improvement in the
operations of these over the critical
Christmas period Better process
management and controls, and extensive
testing by the team leading up to
the intensive peak trading period, was.
acritical factor in this success, This focus.
on delivering an improved customer
experience has underpinned a strong

fro

ommittee to work carefully

the associated ssiness risks and their
g ght to provide

insight into the scope of the Board's

activities, discussions sulting actions

ands, on his succession,

Leadership, culture and good governance
e

on pages 36 and 37 of this report.

Much thought has been given to our risk

appetite resulting in the agreement of

aformal set of Group level statements,

as discussed on page 48, We have also

spent time considering management of our
ber and business continuity risks, these:

will remain key iterns on the Board agenda.

SUCCESSION PLANNING AND CULTURE
This year has been particularly intensive

for both the Board and the Nomination
Committee relating to succession
planning and culture, assessing the
executive, non-executive and senior
succession pipeline, and identifying what
skills are needed to support our strategy
and business for the long-term

Board and senior management succession
has been a regular feature of our Board
and Comittee discussion over the last
five years, with development and continued
assessment forming a key agenda tem

S0, when Marc Bolland raised his potential
retirement with the Board, the Nomination
Committee was well prepared to ensure.

a carefuland systematic transition. This
process along with further detailon

the activities of the Nomination and
Remuneration Committees are provided
on pages 40to 41 and 501t 71 respectively.
In reaching ts conclusion to appoint

Steve Rowe as Chief Execuive (CEO),

the Committee followed a rigorous

growthin market share.

Our balance sheet remains strong and
we are delivering well against our free
cashfiow targets, even after returning
£451.7m to shareholders, via dividend
payments and the share buyback

During the year the Board also discussed its
strategic priorities, operational delivery and

assessment, pment and selection
process, including external benchmarking.

The Board was unanimous in supporting
Steve's appointment in the light of his
considerable knowledge of the business
andits people, his appetite to continue

the process of change, his perceptive and
effective problem solving, his values and his
observed leadership. The Board is grateful
toMarc for his planning, enabling the

as it seeks to build a business that can
deliver sustainable performance and
an organisation fit for the longer term
Steve has outlined on page 06 to 08 the
importance of customer focus, clarity,
simplicity, and better ways of working
to deliver on improved operational
performance.

As the business looks at how it can work
more effectively, the Board recognises

the role t can play in demonstrating
eadership and tone from the top.
Following our Board evaluation Last year,

t out to articulate our Board culture
with an internal framework to identify how
we wanted to work as  Board and how

we wished to operate and behave as
ateam. This has helped us toreflect not
just on what we do but the way we doit.
Furthermore, it aligns the Board with M&S's
internal performance management to
ensure that values and behaviours are
integral to our corporate DNA.

THIS REPORT'S KEY FEATURES
Over the next few pages we look at our
Board members, the role of the Board, its
performance andits oversight. We provide
an overview of the process undertaken to
ensure CEO succession and provide insight
into differing induction programmes.

Following feedback on our 2015 report,
we again provide detail on the activities

and discussions undertaken during the year
by sharing some of the actions arising from
those discussions and the progress against
them. Given the timing of the change in
leadership, certain discussions pertaining
to future strategy and Board evaluation
were undertaken subsequent to year-end

In the interest of transparency, to align with
previous years and provide clarity to the
reader, these have also been included in

the table on pages 36 and 37.

A clear vision | Annual report insights 2016

155

€l cl

14

Z 'xddy | ‘xddy

$1021U0D)

S32.JN0SaY


http://annualreport.marksandspencer.com/M&S_AnnualReport_2016.pdf#page=32
http://annualreport.marksandspencer.com/M&S_AnnualReport_2016.pdf#page=32

Example 10.15
Pearson plc Annual report and accounts 2015 (p90-91)

* Reputation and responsibility committee responsibilities
include a specific focus on culture.

* Discusses alignment of culture and business strategy.

* Recognises that employee engagement is critical.

A clear vision | Annual report insights 2016

90 Pearson plc Annual report and accounts 2015

Reputation & responsibility committee report

Section 4 Governance/Engagement 91

Chairman
Vivienne Cox

Members Vivienne Cox, *
Josh Lewis, Linda Lorimer,

Harish Manwani .

“Throughout the year, the committee
provided oversight and input as
Pearson continued to develop its
sustainability practices, including
the launch of Project Literacy and
progress towards efficacy reporting.
Our priority is to ensure Pearson’s
activities and policies align
with our business strategy and
stakeholder priorities.”

Progress against 2015 targets

Reputation & responsibility committee role

Having been formalised in 2014, the remit of the
reputation & responsibility committee expanded during
2015, reflecting Pearson’s continuing commitment and
ambition around its corporate reputation, our belief
inthe importance of fulfilling our obligations to the
communities in which we work, and maximising
Pearson’s positive impact on society.

The committee’s workis closely aligned with the
company's sustainable business initiatives and our
meetings are now preceded by meetings of Pearson's
responsible business leadership council - an internal
governance group - ensuring that we are able to provide
the necessary scrutiny and challenge to the council as
our sustainability strategy is developed and integrated
into the business. Read more about Social impact
onps5-67.

Terms of reference

The i i terms of ich
clearly setoutits authority and duties. These are
reviewed annually and can be found on the company
website at www.pearson.com/governance

At the start of 2015, we set out to achieve a number of ambitious goals during our first full year as a formal board

committee. You can read more about our progress below.

Areas of focus Progress
Oversee delivery of our strategy for managing our This was a ture of ou
within the organisation . In particular
ot
Pearson's reputation.
S

risk countries.

Monitor integration of social impactinto Pearson's ber of

business following the closure of the Pearson
Charitable Foundation

initiatives such as Project Literacy and our Every Child Learning
partnership with Save the Children.

d

and made

improving:
L

onp46-530

Key activities in 2015

Committee aims for 2016

Key areas of focus for the committee were the launch
of Project Literacy, our progress towards external
efficacy reporting, plans to link the UN's sustainable
development goals to our business model, and the
ongoing work around Pearson's brand and culture.

Inall of these areas, our priority is to ensure Pearson's
activities and policies align with our business strategy
and stakeholder priorities, while reflecting best practice.

In addition, Pearson has formalised a process for its
reputational risk management, involving business
leaders and corporate affairs representatives, and the
committee now receives a reputational risk report at
every meeting. The committee also conducts deep dives
into areas of particular reputational impact, such as
through a focused session in 2015 on Pearson’s US
reputational strategy.

More detail about the committee’s responsibilities, and
the activities it undertook in each area of its remit, is
given below. For reputation & responsibility committee
meeting attendance see overview table on p78 @

Committee responsibilities

1n 2016 the committee will continue to maintain a clear
focus on reputational managementin the US - our
largest, and most reputationally high-profile market.
We will oversee Pearson's continuous progressin
embedding social impactinto our strategy and business
model, continue to monitor our corporate culture,
ensuring employee engagement and values remain
strong to help ensure Pearson is in good shape for the
future, and we will undertake a review of the ethical
business priorities identified in 2015.

Vivienne Cox
Chairman of reputation
& responsibility committee

Topic Responsibility Activity
. 1 ‘hot topics'
Reputation major including
investor: ew
i Ustomers,learner:
areputation and responsibility perspective
z h  Overviewof hin growth and
Judi US markets, through
roles have
Jud “Onthe Road'
P
Introduction to new reach and impact strategy
C L
andintegration into business model
Launch of Save the Children partnership
the Pearson update
and and itsvalue and
culture reputation aremaintainedand  ReViewof progress on employee values
enhanced, 7 hto andengagement

values and desired behaviours
thatform our corporate culture

including Pearsons h

issues relevant oits reputation
asa responsible corporate ctizen

ssauIsnq N0

1edwi epos o ‘ Sauewiopad o ‘

93UeUIAN0D
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Example 10.16
Rotork Plc Annual report and accounts 2015 (p54-55)

* Disclosure regarding corporate culture in the strategic
report.

 Covers whistleblowing policy, employee views and direct
communication and briefings.

¢ Includes a pervasive focus on ethical business dealings.

A clear vision | Annual report insights 2016
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Example 10.17
Premier Oil plc 2015 Annual Report and Financial Statements

(p6Q)

* Information about governance and business ethics given in
the strategic report.

¢ Includes specific metrics used.
* Highlights code of conduct, other policies, whistleblowing.

* Embedded in business through champions.

Example 10.18
Unilever Annual Report and Accounts 2015 (p29)

* Example of actions taken to embed appropriate culture
throughout the business.

* Discussion of challenges faced and actions taken.

Example 10.17

OB CORPORATE RESPONSIBILITY REVIEW continued

C. High-level material issues

The following section provides an overview of our material
corporate responsibility issues and explains why they are
material to us, how we manage them and some of the key
performance indicators we use to measure our performance.

Governance and business ethics

Why this issue is material

Good governance underpins the entire
scope of our business and our ability
to actin a way that is not only legally
compliant but which is also responsible.
Doing business in this manner allows us
to build and maintain the trust of our
key stakeholders, including actual and
potential investors, host governments
and societies, business partners
(including suppliers) and customers,
whilst also ensuring our compliance
with applicable laws and regulations.
Furthermore, itis our responsibility to
enhance rather than undermine our
business environments, both for our own
benefit and that of our stakeholders.

How we manage this issue

Our Corporate Responsibility Policy
is owned and promulgated by our
Board, whilst its supporting policies
are owned and implemented by our
Executive Committee. Premier’s
corporate responsibility activities are
managed on a day-to-day basis by:

+ The Group Development and
Operations Manager, who oversees
the management of HSES issues

« The Group Head of Corporate
Services, who oversees human
rights, government relations and
risk management

« The Group Human Resources Director,

who oversees human resources

The Group General Counsel,

who overseas legal and regulatory

compliance, as well as ethical behaviour

Premier’s Business Ethics Policy supports
its overall Corporate Responsibility Policy,
and our activities in this respect are
governed by our Global Code of
Conduct (the ‘Code’). Implementation
of the Code is supported by a Company-
wide leadership group, made up of
business ethics champions from each
business unit. The group meets twice

a year and addresses any opportunities
forimproving performance.

The Code is compliant with the UK
Bribery Act and covers:

Legal compliance
Anti-bribery
Facilitation payments
Gifts and hospitality
* The of

Further details

canbe found in

our 2015 Corporate
Responsibility Report.

standards. The main means by which
we do so s the integration of business
ethics provisions (such as anti-corruption
requirements) into our contracts.

Any breach of the Code by our
employees will result in disciplinary
action, and, in extreme cases, in instant
dismissal and referral to the relevant
law enforcement authorities.

Whistleblowing hotline

Premier encourages employees,
contractors and agency workers to
voice their concerns to line managers

if they think the Company or anyone
working on behalf of the Company has
not acted in accordance with the Global
Code of Conduct. Premier provides

+ Charitable and political donations

* Whistleblowing

+ The proper recording of transactions
and the application of relevant
accounting and reporting standards

All employees and those associated
with Premier, such as consultants, are
required to adhere to the Code. We
require our business partners, including
joint venture partners, contractors,
customers and suppliers, to apply the
principles of the Code or equivalent

a and well publicised
independent third party reporting
hotline for employees who feel unable
to raise concerns via other procedures
This hotline is available 24 hours a day,
seven days a week. No material incidents
of corruption or non-compliance with the
Code were identified in 2015,

Key indicators - Governance and business ethics

Material issue __Premier Oil metric 2013 20142015
Governance Disciplinary actions or dismissals
and ethics for breaches of the [ 0 [
New employees receiving
induction training on the Code 100% _ 100%  100%
Existing employees receiving
training on the Code 100% 9% N/A®

2 Asour eyel atriennialbasis, no

s requi

Premier Oil plc // 2015 Annual Report and Financial Statements

Example 10.18

LEARNING

Unilever operates in highly competitive
markets so recruiting, retaining and
developing skilled people are critical

Our skills need to align to our strategy so
revenues grow and productivity improves
while our people grow professionally.

To achieve this we improved and sharpened
our learning strategy in 2015. A priority
was to deliver the right learning at the right
time in a form easy to use wherever and
whenever needed

Our learning material also needs to keep
pace with the changing nature of working
life where office-based work is a constantly
changing environment while many of our
people are on the move, working through
mobile devices. At the same time, skills
need updating ever more rapidly so our
learning strategy must deliver professional
education that is mobile, engaging, easy

to consume and on-demand.

To achieve this we launched the Learning
Hub in late 2015 which hosts all Unilever's
learning content. We want to bring together
allbusiness, leadership and functional
skills i a single framework with all skills
clearly aligned to our business strategy.
Extensive internal and external research
has identified six business skills that are
crucial to Unilever in the 21t century

OUR SAFETY RECORD

Based on our Vision Zero strategy we
updated our mission in 2015 to build

an interdependent safety culture that
protects the well-being of our employees,
visitars, contractors and assets to help
deliver responsible growth. We also
rolled out our Motor On Mobile Off
campaign which bans the use of mobile
devices - hands-free and hand-held
~while driving on company business.

In our supply chain in 2015, we began
integrating our behavioural-based
BeSafE safety programme and World
Class Manufacturing [WCM] methodology.
This provided the opportunity for the
safety and manufacturing teams to work
more closely in delivering continuous
safety improvement in full alignment with
WCM. It also allowed us to combine the
best elements from both BeSafE and

Unilever Annual Report and A
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and will enable everyone to fulfil their
potential and create important competitive
advantages for the Group. The content has.
been refreshed, rationalised and madk
more relevant with user reviews supporting
arenewed focus on quality.

New mobile-enabled content will be
developed further during 2016. The Hub.
uses digital technology and collaborative
tools to meet the demands of modern,
multilingual working.

Butuwe are not restricted to our own
internal approach. Our leadership

development includes a consortium
programme where we partner with
the world's leading establishments

The consortium programme is one way
that we bring the learning outside-in,

to invite our suppliers, customers and
like-minded companies to learn logether.
We selected topics and programmes.
which, when learnt together with external
parties, enrich the learning process.
These included Women Leadership,
Learning Professionals Program (IMD),
Sustainability [Cambridge in 2014 and
INSEAD in 2015], Asian Leaders (IMD

in 2016) and developing Asian Finance
Talents (TMS Academy and Wharton

in 2016). We have already included some
programmes in the Four Acres curriculum

WCM to create a stronger safety
programme overall and ensure the highest
{evel of safety and accountability for our
manufacturing teams. We also appointed a
dedicated process and construction safety
directar to focus on large-scale risks.

Unilever reparts safety data from October
to September. Our Total Recordable
Frequency Rate [TRFR) from 1 October
2014t 30 September 2015 increased to
1.12accidents per 1 million hours worked,
up from 1.05 in 2014, There are three main
reasons for this increase. Firstly, safe

VISIO

ZERO FATALITIES
ZERO INJURIES

Within Unilever, our supply chain is where
the bulk of Unilever's people work and

5015 a big focus for our training activiy.
This number of peaple requires us to
focus on self-directed learning via the
use of effective systems and core skills
curricula. This year we have updated

the Learning Management System and
allthe core curricula, which cover over
1,300 individual online courses.

Our face-to-face training stil plays a key
role. Here we drive skills that develop deep
functional understanding, with more than
15 new programmes being developed
across the whole of our supply chain,
including Procurement, Planning and
Logistics. We use WebEx extensively and
specifically on more general supply chain
training, having reached more than 30%

of our supply chain management team.

We also use face-to-face programmes to
drive professional supply chain leadership
development and have run programmes
that cover the senior leadership teams in
more than 80 of our factories globally

We have further strengthened our
Manufacturing Training programme with the
implementation of @ new system specifically
to manage the driving of manufacturing
skills of blue collar staff as part of our World
Class Manufacturing programme.

travelincidents, which is an area of focus
for the Group following the introduction
of the global Safe Travel standard. Safe
travel incidents are recordable events
that occur on the roads when our
employees drive designated vehicles on
company time o business and have a
collision with other road users, animals
or stationary objects. Secondly, the
acquisition of new companies with
different safety cultures. Thirdly, a major
transformation project that involved the
closing down of sites in the US.

ZERO MOTOR VEHICLE ACCIDENTS
z E ZERO PROCESS INCIDENTS
ZERO TOLERANCE OF UNSAFE BEHAVIOUR & PRACTICES

Strategic Report 29
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Nomination committee reporting

Top tips

* Improve disclosure around human capital metrics and
any assurance gained by the board over human capital,
including ethics, or culture audits.

Make it clear whether succession planning focuses on
executive, non-executive or other senior leadership, the
time period it covers and provide solid examples of activity
during the year. This year only 11 FTSE 100 companies,

10 FTSE 250 companies and 2 smaller companies included
clear disclosure around succession planning.

Keep an eye on

Whether the nomination committee is meeting frequently
enough to adequately consider succession planning and
keep skills and experience matrices up to date. On average
this year, nomination committees met three times.

Developments around the FRC's update to the Guidance
on Board Effectiveness. Review the nomination committee
terms of reference promptly when changes occur.

Diversity, including gender diversity but also broader
diversity. This is not simply a regulatory challenge but
about ensuring each board has the strength and depth to
address threats and take advantage of opportunities - and
there is a lot of work still to do to ensure the executive
pipeline is sufficiently diverse.

78  https:/www.frc.org.uk/Our-Work/Corporate-Governance-Reporting/
Corporate-governance/Corporate-Culture-and-the-Role-of-Boards.
aspx

Introduction

The UK Corporate Governance Code requires companies to
describe the work of their nomination committee, including a
description of the board'’s policy on diversity, including gender,
any measurable objectives it has set for implementing the
policy, and progress on achieving the objectives.

Nomination committee reporting is an area of increased
regulatory focus at the moment, with the FRC currently
undertaking a project focussed on the importance of
succession planning. In response to the FRC's initial discussion
paper on this subject there was some support for further
guidance, particularly in relation to the role of the nomination
committee and on reporting on succession planning. This

is likely to take the form of changes to the FRC's Guidance

on Board Effectiveness, which will be reviewed in 2017 and
will also incorporate any changes thought necessary as a
result of the Culture project. The FRC's recent paper arising
from the project, Corporate Culture and the Role of Boards’®
recommends a series of measures to improve communication
around culture in annual reports - we provide more detail in
chapter 10.

Presentation of the nomination committee report

The Code requires there to be a separate section of the report
which describes the work of the nomination committee in
discharging its responsibilities. Although the Code specifies
that information on the work of the nomination committee
should be included in a ‘'separate section of the annual

report’, this could be a subsection within the overall corporate
governance report.

A clear vision | Annual report insights 2016

86% of our survey sample presented a separate nomination
committee report, including 100% of FTSE 100 companies
and 92% of FTSE 250 companies. The smaller companies were
less likely to have a nomination committee and often included
some commentary on the role of the nomination committee
within the broader corporate governance statement.

On average, nomination committees had met three times

in the year, although FTSE 350 companies had on average
met more often at around four times in the year. 23% of
nomination committees had met once or less during the year
- 6% in the FTSE 250 and 17% from the smaller companies.

Code provision B.2.4 encourages the nomination committee
to disclose “the process it has used in relation to board
appointments”. Overall, we found that 60% of companies
that had made board appointments during the year provided
a disclosure around the process they had used for those
appointments. Moreover, 28% described the process they
had used for board appointments in general - 61% of those
companies had also provided a disclosure around specific
board appointments during the year. Booker Group plc,
instead of providing a disclosure in the annual report, referred
to "Board approved procedures” around board appointments
being available on their website.
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Board diversity

Diversity continues to be a hot topic, in the context of Board
composition as well as the wider staff population (as discussed
in chapter 6). The Women on Boards Davies review issued
its five year summary in October 20157 which has revived
the discussion on gender diversity. Lord Davies extended
his recommendations from the FTSE 100 to the FTSE 350,
increased the target of representation on boards to 33%
and has strongly encouraged more executive positions

and development of the leadership pipeline for women in
business.

The preface to the Code extends diversity beyond gender
diversity, bringing in “differences of approach and experience”.
We continue to see improvements in the nature of the
discussion around broader aspects of diversity.

In 2015, we commented that we expected to see the target
25% of women on the boards of FTSE 100 companies reached
in our 2016 survey - it was 24% last year. We're pleased to

say that the proportion of women directors in the FTSE 100
companies in our survey was 27%. This compares, however,
to 21% for FTSE 250 companies and only 10% below the FTSE
350 population. There were no women executive directors at
allin our survey sample below the FTSE 350. Although there
has been substantial achievement, there is therefore still a
long way to go.

79  https://www.gov.uk/government/uploads/system/uploads/
attachment_data/file/482059/BIS-15-585-women-on-boards-davies-
review-5-year-summary-october-2015.pdf

Only 9 companies from our sample indicated that they had
a future target to achieve for gender diversity on the board.
There is a concern that, with the initial target set by Lord
Davies having been achieved, companies consider their job
is done.

Figure 11.1 shows the distribution of companies which have
female directors. The overall percentage of companies with
women directors has increased from 72% last year to 79%
this year.

Figure 11.1 How many companies have women directors?

506 1% 4%
1 9%

B No women directors [l Women non-executives only

I women executives and non-executives [l Women executives only

A clear vision | Annual report insights 2016

Itis important to remember that when the Code talks of
board diversity, it is diversity in its broadest sense. It was
encouraging to see that 64% (2015: 63%) of companies
surveyed made reference to wider aspects of diversity in
their disclosures, taking advantage of different ideas and
perspectives to gain the benefits of a highly functional board,
adaptable to market circumstances, with a good level of
challenge and debate.

The most common areas of diversity mentioned were
experience (39%), race or ethnicity (36%), skills (32%),
nationality or geographical origin (25%), background (23%),
knowledge (15%), age (16%) and disability (12%).

Good discussions of diversity were provided by Marks and
Spencer Group plc (Example 11.1) and by National Grid plc
(Example 11.2).

Board performance evaluation

In accordance with Code principle B.6, the board should
undertake a formal and rigorous annual evaluation of its

own performance and that of its committees and individual
directors. The Code recommends that companies in the FTSE
350 have board performance evaluations externally facilitated
at least once every three years.

External facilitation once every three years has an important
role, as a good external facilitator can add much external
perspective which a board would otherwise not be able to
access.
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There is discussion of internal 2016 2015
performance evaluation in the

current year

Overall 70% 78%
FTSE 350 64% 71%
Others 79% 88%

Discussion of internal performance evaluation has decreased both for
FTSE 350 companies and smaller companies. This is not fully offset by
a smallincrease in the number of companies that conducted external
evaluations compared to 2015.

An external evaluation has been 2016 2015
conducted this year or is planned
to be conducted within a three

year period

Overall 56% 58%

FTSE 350 84% 83%

Others 17% 23%

There is a good description of 2016 2015

prior year findings and actions

Overall 20% Not surveyed
FTSE 350 29% Not surveyed
Others 7% Not surveyed

Afurther 6% of companies included some description of prior year
findings, but no action points or no real detail.

80 https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Discussion-Paper-UK-Board-Succession-Planning-(1)-File.pdf

81  https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Feedback-Statement-Succession-Planning-Discussion.pdf

There is a good description of 2016 2015
current year findings and actions

Overall 27% Not surveyed
FTSE 350 36% Not surveyed
Others 14% Not surveyed

A further 25% of companies included some description of current year
findings, but no action points or no real detail.

In terms of descriptions of both prior year and current year
findings and actions, there is a substantial difference in the
proportion of companies including high quality disclosure in
the FTSE 350 compared to smaller companies. However, there
is considerable room for improvement.

Premier Oil plc provided a good example of disclosure
around an internal performance evaluation (Example 11.3).

Other examples of disclosure focused on the findings and
actions taken regarding board evaluation and include Tate &
Lyle PLC (Example 11.4) and Rexam PLC (Example 11.5).

A clear vision | Annual report insights 2016

Succession planning

In October 2015, the FRC issued a discussion paper

UK Board Succession Planning® which sought views on
various issues surrounding succession for both executives and
non-executives. The FRC's interest stemmed primarily from
the fact that the quality of succession planning was one of the
most frequent issues highlighted as a consequence of board
evaluation. The FRC believes that unless Boards are planning
over the medium to long-term, for both executive and non-
executive positions, they will struggle to ensure that there is
the right mix of skills and experience needed as the company
evolves.

The feedback to the FRC's paper®' highlighted that an active
nomination committee is key to promoting effective board
succession and the importance of succession planning being
aligned to company strategy. It encourages regular nomination
committee meetings and the regular and detailed review

of matrices set up to manage the skills, experience and
competencies on the board.

The FRC is considering providing nomination committee

guidance as part of its review of the Guidance on Board
Effectiveness, planned for 2017.
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Our survey examined whether there had been a reference to
succession planning and whether, if so, it constituted a clear
explanation of the board's activities in this area.

Figure 11.2 How did boards disclose activity around
succession planning?

FTSE 100

FTSE 250

10

Others

B Noreference [l Mentioned but no detail [ Clear explanation

Itis encouraging to see an increase in companies providing a
relatively clear explanation of some of the board’s activities
relating to succession planning, with this year, smaller
companies in our sample including more detail. One of these
offered a tailored response to board evaluation findings,
including describing focus on the pipeline of executive talent in
subsidiaries. The other was in the FTSE 250 until recently and
has maintained the quality of disclosure in this area.

78% of companies describe a focus on executive directors
for succession planning purposes, 76% on non-executive
directors and 56% on other senior leadership roles. Several
of the companies that mentioned senior leadership roles
and the pipeline of internal talent outlined clear programmes
introduced to develop senior talent and also explained that
this focus was in response to board evaluation findings -
showing that performance evaluation has a genuine and
pervasive impact.

We examined some of the main suggestions included in
the FRC's feedback statement on its succession planning
discussion paper and how far companies incorporate them
into annual reports.

This demonstrates that there is a lot of opportunity for
companies to substantially improve their disclosures around
succession planning; we will look at these disclosures with
interest next year.

Chesnara plc (Example 11.6) and Thomas Cook Group plc
(Example 11.7) included elements of good disclosures around
succession planning activities, some of which were proactive
in nature.

A clear vision | Annual report insights 2016

The company sets out clearly the system the 2016
board uses to maintain good succession planning
practices

Overall 21%
Alink to strategy is described or implied 2016
Overall 1%
The description sets out: 2016

How far ahead the board looks

Overall 1%

How they search, select and appoint new candidates

Overall 13%

What sort of skills, experience and expertise are needed

Overall 5%

Information on the quality of the internal pipeline

Overall 9%

Targets, metrics or KPIs are included in the nomination committee
report*

Overall 5%

*The most common are diversity metrics.
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Example 11.2
National Grid plc Annual Report and Accounts 2015/16 (p62)

* The Nominations Committee provides detailed reporting on
board gender diversity.

* Clearly laid out, presents objectives on diversity and the
board's progress against its objectives.

¢ Notes more recent recommendations of the Davies Review
and commits to reviewing in the coming year.

Corporate Governance continued

Board diversity and the Davies Review
At National Grid, we believe that creating an inciusive and
diverse culture supports the attraction and retention of

We currently have 27% women on our Board and
22% women on our Executive Committee. The number
of women in senior management positions and throughout

talented people,
performance and enhances the success of the Company.

Our Board diversity policy promotes this oulture and
reaffirms our aspiration to mest and exceed the target

of 25% of Board positions being held by women by 2015,
s set out by Lord Davies. In October 2015, Lord Davies

is set out on page 45 along with examples
of the initatives to promote and support inclusion and
diversity throughout our Gompany.

In February 2014, the Nominations Committee set out eight
t

s P
During the year, the Committee reviewed the Board diversity
h

published his final report on women in the b
recommended a new voluntary target of 33% of board
positions to be held by women by 2020. In Apri 2016, the
Nominations Gommittee discussed progress made against
our Board diversity policy and noted the new target

licy and whict
support the implementation of the policy as set out below

Objectives

Progress

1 The Board aspired o exceed the target of 25%
of Board positions to be held by women by 2015.

Objective met. We currently have 27% women on our
Board, which will increase to 33% when Nicola Shaw joins
in July 2016, Lord Davies recommended in his final report
that the target be increased to a voluntary 33% target by
2020, The Board has noted this new target.

2 AllBoard appointments will be made on merit,
inthe context of the skils and experience that
are needed for the Board to be effective.

Objective met. The appointment of John Petigrew as
Chief Executive and Nicola Shaw as Executive Director,
UK were made on merit.

3 We will only engage execulive search firms who
have signed up to the Voluntary Code of Conduct
on Gender Diversity.

Obijective met. Korn Ferry, Russell Reynolds Associates
and The Zygos Partnership are signed up (o the Voluntary
Code of Conduct on Gender Diversity.

4 Wnere appropriate, we will assist with the
development and support of nitiatives that
promote gender and other forms of diversity
among our Board, Executive Committee and
other senior management.

Objective met. See page 44 for further detaik.

5 Where appropriate, we wil confinue to adopt Ongoing - as appropriate. The Nominations Committee
best practice in response to the Davies Review. reviewed and noled the recommendations of the Lord
Davies report published in October 2015 and best practice
willbe adopled as appropriate and reported on next year.
6 We will review our progress against the Objective met. Ongoing.
Board diversity policy annually.
7 We will report on our progress against the Objective met. Ongoing.
policy and our objectives in the Annual Report
and Accounts along with detais of intatives
to promote gender and other forms of diversity
among our Board, Executive Committee and
other senior management
& We will continue to make key diversity data, Objective met. Ongoing.

both about the Board and our wider employee
population, available in the Annual Report
and Accounts.

Progress against the objectives, the policy and the new targets will continue to be reviewed annually and reported

in the Annual Report and Accounts.

62 National Grid 5201516
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Board evaluation - good practice examples
For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 11.3
Premier Oil plc 2015 Annual Report and Financial Statements

(p74)

* Visually engaging description of how internal board
evaluation is conducted.

* Separates into clear stages with defined responsibilities.

* Focus on outcomes.

74

CORPORATE GOVERNANCE REPORT col

Board performance evaluation
The Board last undertook an externally
facilitated performance evaluation
exercise in 2013 and will be doing so
again in 2016

In 2015, an internal Board evaluation
exercise was carried out mirroring the
process carried out in 2014. Detailed
surveys were compiled with input
from all relevant interal stakeholders.
Topics included:

« Board size and composition

« Board process

« Board support

« Board dynamics

* Strategy

« Shareholder engagement

« The Board's interface with
middle management

« The balance between strategic
and operational matters
considered by the Board

« Risk identification

 HR and succession planning issues

« The Board's oversight of the
development, management and
control of projects and priorities
for change

Board evaluation programme 2015

ued

The evaluation included individual
Director performance reviews, a review
of the work of the Board’s Committees and
a review of the Chairman's performance.

One-to-one interviews were held by
the Chairman with each Director and,

in the case of reviewing the Chairman's
performance, by the Senior Independent
Director with each Director.

Although there was no explicit corporate
responsibility component to the 2015
evaluation process, there were opporturities
for Directors to raise any concerns in this
regard through the survey or interview
process as well as directly with senior
management at a Board ‘deep dive’
session held on corporate responsibility
during the year.

The results of the evaluation were
condensed into a report by the Chairman
and discussed by the Board as a whole.

Eltage .’ Sztage Q S3tage

Board & Board
Comittee questionnaires

Discuss with
Committee chairs

Results collated,
reported and evaluated

One-to-one interviews

Board discussion

Re-election of Directors
Following satisfactory performance
effectiveness reviews, it was agreed that
each of the Directors be put forward

for re-election at the 2016 AGM. For any
Directors serving beyond six years, the
performance review was particularly
rigorous. It was agreed that Joe Darby,
David Lindsell and Michel Romieu, each
having served over six years, continue to
provide sound, independent judgement
and make a significant contribution to
the Board and its Committees

Details of the Executive Directors’
service contracts and the Non-Executive
Directors' letters of appointment are
Iaid out in the Directors' Remuneration
Report on pages 96 and 98 respectively.
‘The main responsibilites of each Board
role are set out on page 70 of this report.

Action plan agreed

Research

* Individual surveys issued
to each Director focusing
on outcomes and actions
from previous evaluations
One-to-one meetings
between the Chairman,
each Director and the
Company Secretary to
discuss performance
One-to-one meetings
between the SID, each
Director and the Company
Secretary to discuss the
Chairman's performance
Committee members
received additional
questions focusing

on the operation and
effectiveness of the
relevant Committee

Analysis

+ Company Secretary
compiled survey
responses into a report
for the Chairman and
Committee chairmen

+ Chairman and Committee
chairmen reviewed results
and report presented to
the Board

Discussion and actions

« Outcome discussed by
the Board and Committees
and integrated into the
annual programme of
work for 2016. A selection
of outcomes and actions
agreed is included in
the table opposite

« Board members were
invited to comment
on how the evaluation
process went

Premier Ol plc // 2015 Annual Report and Financial Statements

A clear vision | Annual report insights 2016
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Example 11.4
Tate & Lyle PLC Annual Report 2016 (p50-51)

* Provides detail of findings and actions.

* Specific detail provided on review conducted in response to
other factors.

¢ Clear on whether actions have been taken, will be taken or
are in progress.

Corporate Governance continued

Board and committee evaluation
The Code provides that the review of Board effectiveness should
be faciltated by an independent party at least once every three
years. The diagram below sets out the Board's approach to

this process

BOARD AND COMMITTEE REVIEW CYCLE

Year 1
(year ended 31 March 2014)

@OOEOO

The Mr Edis-Bates's findings and
recommendations, which principally focused on the Company’s
shareholder engagement practices and then set up a working
party to develop a plan to address his recommendations

The major priority areas that are being actioned are as follows:

Enhancing the As part of this, the Board participated
Board'sknowledge | ina dedicated information session, led
and understanding of | by the Company's advisers, on the

ter, aken
by independent third party

Year 2
(year ended 31 March 2015)
Internally-facilitated review undertaken
by the Senior Independent Director

Year 3
(year ended 31 March 2016)
Internally-facilitated review undertaken
by the Chairman

2015 Board effectiveness review
This rviewwas led by Liz ire, the Serior ndependent irector
and identified a number of individual and ich

operations and engagement practices

practices of the of the Company’s major investors and

ompany'smajor | the role of proxy advisers
shareholders proy

Extending the Ourinternal Investor Relations
roup's guidelines were extended to include
policy document on

Sharehol

engagement

Increased The remit of the Remuneration

involvement ofthe | Committee’s external advisers has been

ompany’s external | reinforced and formally extended; with
advisers greater involvement by our brokers and
Investor Relations advisers

Committee Lars Frederiksen, who has extensive
compositionand | remuneration and investor experience,
governance joined the Remuneration Committee,

and Sybella Stanley, who has extensive
investor relations experience, joined the
Audit Committee o their appointment
to the Board

2016 Board effectiveness review
Thisyear,the Charman worked with the Company Secretaryto

are set out below:

and processes
The Board approved an enhanced disclosure framework that
i now in place for investor communications.

« Improving the way information is presented to the Board and
ensuring i

developag e which 0 build on actions
that had identified to impro d

including those actions agreed following S oot v
The output from this questionnaire was then summarised in a
report that was discussed by the Board. The Directors concluded
that they are satisfied that the Board and its Committees
continued to operate effectively and a number of action points
were agreed, including the following:

Work continues to be undertaken to enhance papers submitted
to the Board. All major papers are sponsored by a Director who
is responsible for obtaining input into the scope of the paper
to ensure issues are identified and addressed in the paper.

« Applying additional disciplines to operational or strategic
proposals that are submitted to the Board
Proposals that are submitted to the Board are subject toa
detailed review process, which includes input from independent
experts where appropriate

« Driving

The C: took a review of th

succession planning andtlent developmentprocesses and

continues to keep this as a key area of focu
Independent review following 2015 Annual General Meeting
Following the July 2015 AGM where the Directors’ Remuneration
Report was passed with 58.77% votes cast n favour, we

an evie understand th

reasons for this outcome. This was led by Jon Edis-Bates who runs
an independent corporate governance consultancy. He reviewed a
range of key documents, met with a number of investors, advisers
and a number of Tate & Lyle directors and senior executives and
produced a detailed report for the full Board.
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« Carve out

strategic/industry issues
/e have changed the focus for Board dinners held when the

Board 5 London; these wil genarally be private Sessions
for Directors to explore broader longer-term issues.

« Diversity of thinking styles
Following the 2015 session on leveraging the diverse nature
of Directors’ thinking styles, we will set up an additional session
to ensure continued focus on this area

« Innovation pipeline
Addtionaldetal il be proided to he Direcors foreach
scheduled it the progress of proj
the innovation pipeline.

Review of the committees
In addition to the Board effectiveness review, the chairman

of each of the Committees facilitated a review of his or her
own comittee’s effectiveness. These reviews confirmed that
all committees continue to provide effective support to the
Board. Areas for further focus are noted in the individual
committee reports.

aauewIan0g
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Review of individual directors
Liz Airey led the review of the Chairman's performance again this
year. As part of this process, she sought the individual views of
each of the executive and non-executive directors, led a meeting
of the non-executive directors to discuss the feedback and then
provided feedback to the Chairman.

The Chairman led performance reviews of the non-executive
directors and the performance of the Chief Executive and Chief
Financial Officer was considered by the Nominations Committee,
inline with ts terms ofreference. These reviews confirmed that
Board's work and is well and informed about issues

@OV

The key elements of those procedures are as follows:

« Directors are required to disclose proposed new appointments
to the Chairman before taking them on, to ensure that any
polemletconﬂmts ofnterest can be identified and addressed

and
\mplemsmanon of gmuems and protective measures
regarding the ongoing management of any situational conflict

« Directors are required to declare other situations which could
resultin a potential conflict of interest

« Any potential conflicts of interest in relation to proposed
directors are considered by the Board prior to their

they needed 3 consider. In each case, their commitment
remains stro

P
programme
Directors receive ongoing training and updates on relevant issues
as appropriate, taking into account their individual

« The Board reviews directors’ actual or potential conflicts of
interest at least annually

During the year, potential conflicts were considered and assessed

by the Board and approved, together with guidelines and

Rrolsctiva medsures o= appropriate

and experience. The Company Secretary helps directors
undertake any other professional development they consider
necessary to assist them in carrying out their duties. In November
2015, Directors participated in an education session on cyber risk,
facilitated by an adviser. This provided Di

insights into market and leading-edge practices. Visits to external
events are also arranged to help non-executive directors in
particular to gain a deeper insight into the Group's operating
environment. During the year, in addition to the Board's visits

to the Commercial and Food Innovation Centre in Chicago, USA,
and the manufacturing facility in Loudon, Tennessee, the
Chairman and the non-executive directors visited three of the
Group’s sites in Europe and the US as part of their independent
site visit programme. These visits provide directors with the
opportunity to interact with local management and gain in-depth
knowledge about the challenges being faced by the Group's
operations across the world. Over the past three years, the
Chairman and non-executive directors have visited 20 of the
Group's principal locations as part of this programme.

Advice and support

All directors have access to the advice and services of the
Company Secretary, Lucie Gilbert, who s responsible for
ensuring that Board processes are followed and that applicable
rules and regulations are complied with

There is also a formal procedure whereby directors can obtain
independent professional advice, if necessary, at the Company's
expense.

Directors’ conflicts of interest

Directors have a statutory duty to avoid situations in which they may
have interests that conflict with those of the Company, unless that
conflictis first authorised by the Board. As permitted under the
Companies Act 2006, the Company’s Articles of Association allow
directors to authorise conflicts of interest and the Board has an
established policy and set of procedures for managing and, where
appropriate, authorising, actual or potential conflicts of interest.
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Directors’
Asat the date of this Annual Report, indemnities are in force
under which the Company has agreed to indemnify the directors,
1o the extent permitted by the Companies Act 2006, against claims
from third parties in respect of certain Liabilities arising out of, or
in connection with, the execution of their powers, duties an:
responsibilities as directors of the Company or any of its
subsidiaries. The directors are also indemnified against the cost
of defending a criminal prosecution or a claim by the Company,

its subsidiaries or a regulator, provided that where the defence is
unsuccessful the director must repay those defence costs. These
indemnities are qualifying indemnity provisions for the purposes
of Sections 232 to 234 of the Companies Act 2006 and copies are
available for inspection at the registered office of the Company
during business hours on any weekday except UK public holidays.
Equivalentindemnities remain in force for Virginia Kamsky who
ceased to be a director on 1 July 2015,

The Company also maintains directors’ and officers uammy
insurance cover, the level of which is reviewed annuall

uBUIZAOY
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Example 11.5
Rexam PLC Annual Report 2015 (p43-44) REXAM ANNUAL RERORT 2015 “ M o

Provides company-specific detail of findings and actions. EFFECTIVENESS 2 EFFECTIVENESS ~
8 CONTINUED
s
= [oe]
(e}
1 H 1| Our board performance evaluation process The board made progress during 2015 iinst the areas for devels it All newly appointed directors participate in an internal induction
Our board members bring important skills e e Ahassh e ooy e Bel rogramyee i rodects e eber 1o he Grooy o rlodes
and experience to our organisation and this offer changed the emphasis of the board's prioriies. In parficular: iing Graup businsse. Thisprogramima i red o sach diecors
. ds, taking infc unt individual qualificatic d experi -
complements the skills of our executive team. Completion of questionnaires Challonges and 2015 oo on 2014 dm‘npmm . s toking o occourt el ualfcations ond e peience. =

My ambitions for the composifion of the board are fo mainfain and,

con be focilitated by an external consultant. The company secrefary

Compefifors, Progress was achieved the i nce on board procedures ant rate govern:
where applicable, broaden the range of experiise, experience and ArtiAn e, S e oo rogrese v cchieved by providing e gives guidonco on bocrd procedures ond corporete governonce
diversity and ensure thal effective succession plans are in place. o oot e Eeene A Aot e New board directors parficipate in an inducfion programme which

Throughout 2015 the members of the bord have continued fo

global fender process. In conjunction with

comprises one 1o one meefings with functional and operational

challenge each ofher fo ensure the quality of our decisions. Recommendations and discussion document g The progress made in 2014, the board management for an overview of the corporofe and business aspects
Stuart Chambers H achieved a furiher enmmd understanding o the Group. Birectors meetwith he Group's external auditors,
Nomimafion committee chairman . ‘ H of the beverage packaging ndusir legal advisors, the Company's brokers and capital markets advisors.
Individual meetings with the chairman £ Develoment of e baards knowledge of | Goverance and board reloted matters are iscussed with the company
EFFECTIVENESS OF THE BOARD H the rame of comp Ihe beverage secrefary. Vists fo the Group’s plants in different jurisdictions are
The board cts in the best inforests of the C King well ; o & o also arranged to provide a clear understanding of the beverage
formed ond high quolity dedisions wilhin o fremework of orods ive board and board committee discussions SEL Y er a8 process and the beverage can markets. N
informed and high quality decisions within o framework of prudent ] Talent pipeline ATt oee e De ToEE b
risk management. Matters are discussed cohesively by the board e e i treded) and each direclor N
05 0 whole, with challenge and debate encouraged, and no one Oty R e e e e " o views and ogrece i
individual has unrestricted power of decision making Having conducted ts performance evaluation, the board believes o 1o faciio ih i iiing and Goelopmnt needs Members of e oo
aving conducted its performancs evluation, the board believe: arranged fo facilifate meefings wit receive specific updates on matters that are relevant fo their role. The
The composition of the boord and ifs commitiees faciltaes the thet i and sach of its commitises has bean effective in carrying out members of the falent pipeline. The Ball chairman arranges for the board fo visit af least one of the Group's
effective discharge of ifs dufies and responsibiliiies. Rexam has a board ~ their objectives in 2015 and that each individual director has been offer influenced the board's focus in the business locations each year fo ensure that the directors’ knowledge
of directors with infernational business backgrounds and a range of  &ffective and demonstrated commitment fo the role. The challenges area of succession planning and the board o, and familiarity with, the businesses are updated and maintained. =
diverse skill, experience and nationalities. Their diversity and knowledge ~ @nd opportunities were identified through the performance evaluation was able fo add value fo discussions relating = w
: g and the boord agreed o focus on the following areas over the coming fosenior monogement uccession plorning, 079 2015, e board e he beveroge can plnt n il Keyes,
are invaluable in challenging and developing the Group's strafegy o 9 BIOMING. e destors el it acal mahagemersand o
and enable the board o govern the global business effectively. year to improve fhe board's effectiveness in 201 Board and Time constraints in 2015 affected plans for " ey oo owed g
Throughout 2015 and up fo the dote of his annual report the Company  Challenges and 2016 development points following cerranifccih general F’;°‘§“‘°"°}““‘°f'“=j’ TheBall centre in Luton. Rexam s e e cuvvemly
had o majority of independent non execufive directors on the board. . gpportunities 2015 evoluation ol el el i g provide @ fll sue of design development capabilty under one roef N
The bord is aware of the other commitments of fhe direclors and Board environment  Learning from fhe addifional requirements fakeover ransochons, globel regu\mnry Members of the senior management team with responsibility for EN
considers that hese commitments do not conflict with fheir dufies as  and information and challenges arising from fhe Ball offer; fo clearance processes and associatet the Group' businesses and hose wih corporae o service cenie
directors of the Company. A biography of each member of the board, heighten the focus in 2016 on emphasising divestment and infegration workstreams. fonctional make periodic oard meelings
inclaing dekils o i busines exparisnce and othr dirsctorshis. ondfociing o imprionc o eguler The board h heir own eff I Shouhorbosnes, ncions aiommonc, sl v,
is given on pages 38 an and fullinformation i own o, orkate and s
contribution from each director and E) and ideniifid areas for focus fo mprove fheir sffectiveness n 2016, CCPeHers, merkets and sirategy. . >
BOARD PERFORMANCE EVALUATION open and fransparent discussions z Afull performance evoluation of the board, ifs committees and the  The company secretary, wha is appointed by the board, is responsible.
The directors recognise that the evaluation process is an important at the board and board committees. = individual directors will confinue to be conducted annually. for ensuring compliance with board procedures. This includes taking ©
nnuol opportunily 1o review fhe praciices and performance of the Board and et isemen, s minutes of the board meetings and recording any concerns relating o
board, its committees and its individual directors, and implement Ty e e it o pee pc e @ DEVELOPMENT, INFORMATION AND SUPPORT fo the running of the Company or proposed actions arising therefrom x
acfions o improve the board's focus, effectiveness and abiliy fo ] e e A el oy Ef Formal board meefings are held during the year and the chairman ot are expressed by a director in a board meeting. The company 6
coniribute fo the Company's success. An externally facilitated s e and the issues faced on 6 businees as g and the company secrefary ensure tha, prior fo each meeling, the  secrelary is also secrefary 1o the audit and risk, nomination and -
performance evaluation of the board was last conducted in 2013. usual basis, and fo effectively contribute Z directors receive accurate, clear and fimely informafion which helps  remuneration committees.
. z
In 2015, the chairman and company secrefory agreed the scope of 1o discussions connected with the expected @ ';'::M'j“ L::::wg::ﬁ;:; f:g:sr Ez::':"::"l?jrm:,: ;;':g:":jlwe Under the direction of the chairman, the company secretary is
the review which fook info account, amongst other areas, the principal closing of the Ball offer. fronciol o ef;“m Py mhmm"m‘m o s responsible for the communication of relevant information befween
challenges and opportunities identified in the 2014 performance. Competitors, To confinue presentations of defailed market bucinessos, The dicectors receive their board pugpers Hhrough P Smcure the board, its committees and the senior management team. He also
evaluation. The evaluation explored specific aspects of board and customers an intelligence on cusiomers and suppliers ettt o ore sl e eonanes et ok o croge - eises b baerd, hough he chairman on ol governance and >
board committee effeciiveness: fhe work of the boord in 2015, end  suppliers o further develop the level of knowledge mners i e o et regulatory compliance mafters. S
board environment, informaion and meefings. Directors were asked fo achioved in 2015. Refocus of discussions Should o director reasonably request independent professional S
complal o quesionnaie hich e rvewed and score. Th chiman relating o compafors shcteges, srangrhs advice 1o carry oul thelr dulies, such advice i mads averlable <
met with each director fo discuss their views on the effectiveness of and weaknesses, and underlying commercial 1 the C ‘s expen: g
the board and obtain open and constructive feedback. trends thot are shaping the future of the of the Company's expense. o
The senior independent direcor is responsible for the annual bevergelpad aginglinclsky:
performance appraisal of the chairman and presents the feedback Succession planning  To confinue informal meefings between the
from this process and her recommendations fo the nominafion commitiee.  and leadership board, senior management and the falent
development pool 50 that the board can add value in
discussions relating to talent idenfification,
development and succession planning. 0
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Succession planning - good practice examples
For each example, the aspects of good practice that it
illustrates are listed next to it.

Example 11.6
Chesnara plc Annual Report and Accounts 2015 (p46)

* Recognises recent regulatory focus.
* Highlights that this has been considered by the company.

* Explains that work has been conducted to address points
raised.

CHESNARA | ANNUAL REPORT & ACCOUNTS 2015 CORPORATE GOVERNANCE SECTION C

66

GOVERNANCE OVERVIEW FROM THE CHAIRMAN

ight of the integration of the Dutch business,

Effective and robust governance
remains central to the ongoing success
of the Group.

nt of

Dear Shareholder
Audit & Risk Committee Report
he Audit & Ri tiee conin

ion & Governance Committee
5 the FR hed  paper on "UK Board
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http://www.chesnara.co.uk/~/media/Files/C/Chesnara-Plc-V2/documents/reports-and-presentations/financial-reports/2015/final-results-2015.pdf#page=48
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o THowks cook GxouP

Example 11.7

Thomas Cook Group plc Annual Report & Accounts 2015 o
(p61, 69, 77)

BOARD EVALUATION

* Focus on talent pipeline and senior leadership. -
e s .

nsfomatin ooy andblp o
ralenges e hed an narma

SUCCESSION PLANNING

The il

* Pervasive comment in annual report - both in strategic S

report and governance section. plorl

aunng 205

ot the ey g
ouesof st i
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* Explains outcome of board evaluation and includes cross-
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Audit committee reporting

Top Tips

* Make it clear how the significant issues considered in relation
to the financial statements have changed from the previous
year and why they remain relevant for the current year.
Consider providing suitable cross-references to elsewhere in
the annual report rather than repeating disclosure.

Consider making appropriate disclosures in the audit
committee report where you have had interaction with
the FRC's Corporate Reporting Review team or Audit
Quality Review team. This year, two companies disclosed
interacting with the Corporate Reporting Review team and
ten companies disclosed that an audit of the company had
been reviewed by the Audit Quality Review team.

Use the FRC's Audit Quality Practice Aid® to assist in
structuring the disclosure on how the audit committee has
assessed the effectiveness of the external audit process -
and do remember it is how the effectiveness of the audit
process has been assessed, not that it has been assessed.
This year we considered 23% of these disclosures were
comprehensive, compared to only 9% in 2015.

82 https:/frc.org.uk/News-and-Events/FRCPress/Press/2015/May/FRC
provides-aid-to-Audit-Committees-in-evaluating.aspx

83 https:/www.frc.org.uk/Our-Work/Publications/Corporate-
Governance/Guidance-on-Audit-Committees-(2).pdf

84  https://assets.publishing.service.gov.uk/
media/54252eae40f0b61342000bb4/The_Order.pdf

85  https:/www.frc.org.uk/Our-Work/Publications/Corporate-
Governance/UK-Corporate-Governance-Code-2014.pdf

86 https:/assets.publishing.service.gov.uk/
media/54252eae40f0b61342000bb4/The_Order.pdf

87  www.legislation.gov.uk/uksi/2016/649/contents/made

Keep an eye on

Developments in reporting on auditor independence.
The 2016 Guidance on Audit Committees®® encourages
more clarity in disclosure of non-audit services, fees and
safeguards to protect auditor independence.

The audit committee terms of reference and non-audit
services policy. Make sure these have been reviewed in
light of the 2016 Code changes and the Guidance on Audit
Committees and Ethical Standards.

Changing requirements regarding auditor rotation. For
FTSE 350 companies, don't forget to make a statement of
compliance with the CMA Order®* - only 65% of companies
subject to the Order did so this year.

Introduction

The UK Corporate Governance Code® requires there to be a
separate section of the report which describes the work of the
audit committee in discharging its responsibilities. Although
the Code specifies that information on the work of the audit
committee should be included in a ‘separate section of the
annual report), this could be a subsection within the overall
corporate governance report. Reflecting the increasing profile
of the audit committee’s activities, nowadays most companies
present a clearly separate audit committee report within the
governance section of their report. This separation is useful
as it provides a clear definition between the work of the audit
committee and the work of the board as a whole.

The Code requires that the audit committee report includes
not just a description of the audit committee’s responsibilities
but also detail about what the audit committee has done

A clear vision | Annual report insights 2016

during the year under review to fulfil those responsibilities.
This level of transparency gives shareholders a much clearer
picture of what the key issues considered by the committee
are and how they are addressed and what the audit
committee does to oversee the external audit relationship.

The 2014 version of the Code requires FTSE 350 companies
to put the audit out to tender at least every ten years, subject
to transitional provisions - although this provision is removed
in the 2016 Code as it has been superseded by a tendering
requirement under UK legislation.

In September 2014 the Competition & Markets Authority
published its Statutory Audit Services for Large Companies
Market Investigation (Mandatory Use of Competitive Tender
Processes and Audit Committee Responsibilities) Order
2014% (the CMA Order), which applies to FTSE 350 companies
with periods commencing on or after 1 January 2015. This
introduced a requirement that FTSE 350 companies put

their statutory audit engagement out to tender at least every
ten years. However, under the Statutory Auditors and Third
Country Auditors Regulations 2016%, going forward all listed
companies will be required to tender their audit at least every
10 years, with a change of auditor required at least every

20 years.

In addition to the new rules around tendering, the CMA
Order also gave FTSE 350 audit committees increased
responsibilities for auditor independence and oversight, plus
reporting obligations detailed later, which came into force for
periods commencing on or after 1 January 2015.

172

—
w

14

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xYy


https://frc.org.uk/News-and-Events/FRC-Press/Press/2015/May/FRC-provides-aid-to-Audit-Committees-in-evaluating.aspx
https://frc.org.uk/News-and-Events/FRC-Press/Press/2015/May/FRC-provides-aid-to-Audit-Committees-in-evaluating.aspx
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Audit-Committees-(2).pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/Guidance-on-Audit-Committees-(2).pdf
https://assets.publishing.service.gov.uk/media/54252eae40f0b61342000bb4/The_Order.pdf
https://assets.publishing.service.gov.uk/media/54252eae40f0b61342000bb4/The_Order.pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-2014.pdf
https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-2014.pdf
https://assets.publishing.service.gov.uk/media/54252eae40f0b61342000bb4/The_Order.pdf
https://assets.publishing.service.gov.uk/media/54252eae40f0b61342000bb4/The_Order.pdf
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Presentation of the audit committee report
99% (2015: 100%) of the companies in our survey presented
an audit committee report in accordance with the Code.

The level of responsibility taken on by the audit committee,
which increased with the FRC's Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting
in 2014, is set to increase again in the coming years given

that June 2016 saw the release of the new 2016 Code and,
importantly, new FRC Guidance on Audit Committees including
additions to audit committee responsibilities and substantial
additions to audit committee reporting recommendations.

As such, itis no real surprise to note that the number of
companies presenting a stand-alone audit committee report
within the corporate governance section of the annual report
has increased again this year, with 89 companies (2015: 83,
2014: 67) presenting such a report. This separation is useful
as it provides a clear definition between the work of the audit
committee and the work of the board as a whole. There has
also been another notable increase in the number of audit
committee chairmen showing clear ownership of the audit
committee report at 84% (2015: 74%). Most audit committee
chairmen do this through an introductory address, although
some sign the audit committee report and a couple write the
full audit committee report from a first person perspective.

<IR> Ownership

The <IR> Framework has an emphasis on ownership and
stewardship which echoes the good practice shown when the audit
committee chairman takes clear ownershjp of the audit report (or,
indeed, the chairman of the board takes ownership of corporate
governance as a whole).

In the UK environment, the 2014 Corporate Governance Code
provides that a separate section of the annual report should
describe the work of the committee. As explained in the FRC's
Guidance on Audit Committees, this “deliberately puts the spotlight
on the audit committee and gives it an authority that it might
otherwise lack.”

How does this affect the production of an integrated report? The
main impact is that a consistent narrative and message regarding
the capitals of the company needs to carry through in a further
separately presented report.

The reader should be able to see the business model and the
principal risks and uncertainties carrying through and affecting
the risk management and internal control reported on by the audit
committee, as well as the significant issues the audit committee
considered in relation to the financial statements.

A clear vision | Annual report insights 2016

Significant issues considered by the audit committee
The Code requires audit committees to describe the significant
issues considered in relation to the financial statements and
how those issues were addressed. The interrelationship
between the significant issues in the audit committee report,
the risks disclosed by the auditors in the enhanced audit
report and the critical accounting judgements and key sources
of estimation uncertainty in the financial statements is
addressed in chapter 4.

Only two of the companies we surveyed (2015: three) had
not disclosed the significant issues considered by the audit
committee and how they were addressed. One of those had
not included an audit committee report at all, the other, a
FTSE 100 company, had disclosed significant issues but not
how they had been addressed - a critical component of the
Code requirements, which are designed to encourage audit
committees to inform the reader on how they have exercised
their responsibility to pursue the integrity of financial
reporting.

For the third year running, the average number of issues

disclosed across the three company size categories has been
the same. This is set out in Figure 12.1.
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Figure 12.1 On average, how many significant financial
reporting issues were identified by the audit committee?

6
5

6
4 4
| I I I

FTSE 100 FTSE 250 Other

- N

Number of issues identified
w

Those FTSE 100 and FTSE 250 companies that reported the
most significant issues in our sample had one more significant
issue than in the prior year. In both cases, these companies
included a significant issue relating to the new longer term
viability statement, explaining the increase year on year.

Using our own judgement we rated the disclosures on the
significant issues as brief, moderate or comprehensive.

We considered 14% to be brief, 58% moderate and only

28% comprehensive. This is however an improvement on
2015, where we considered 23% brief, 52% moderate and
22% comprehensive, and indicates that there were more
companies providing a more comprehensive disclosure of the
significant issues they had considered and how those were
addressed.

To achieve a rating of comprehensive we would have seen
many of the characteristics referred to below (from the
Financial Reporting Lab's report on Reporting of Audit
Committees) in the disclosure.

Reporting should be bespoke, company specific and tailored
to the year under review.

Providing context to the issue helps to communicate the
specific story, e.g. quantifying the issue, identifying the
related business unit, geography, contract or transaction
type, describing the nature of the issue as being related to a
specific policy or involving a specific assumption or estimate.
Providing greater depth on how the audit committee fulfilled
its role and the robustness of the steps it undertook to
assess each significant issue and reach conclusions.

Using more descriptive, ‘active’ language stated in the past
tense, as this provides assurance that the audit committee
has positively taken specific steps to address the issue.
Disclosing ranges or scenarios taken into consideration, key
assumptions, and whether reported amounts fall within an
acceptable range.

Echoing the increase in quality of disclosure on the significant
issues overall, more audit committee reports cross-referenced
these disclosures to elsewhere in the annual report this year,
at 43% (2015: 41%) - a slight, but positive trend.

We considered that good examples of disclosures on
significant issues this year included The Weir Group PLC
(Example 12.1) and Lonmin Plc (Example 12.2). We have
also included an example from Findel plc (Example 12.3),
which is unusual in its detailed description of the areas

of challenge identified by the audit committee on each

of the significant issues - this gives increased confidence
in the robustness of the audit committee's process.

A clear vision | Annual report insights 2016

Effectiveness of the external audit process

Almost all audit committees explained that they had assessed
the effectiveness of the external audit process. However,
some continue to fail to meet the Code requirement to explain
how they have assessed the effectiveness of the external audit
process. This year, 95% of FTSE 100 and FTSE 250 companies
met the requirement (2015: 100% and 95%), whilst 79% of the
smaller listed companies met the requirement - an increase
on prior years (2015: 73%; 2014: 61%).

Using our own judgement, we rated the quality of the
disclosure on how the audit committee had assessed the
effectiveness of the external audit process as brief, moderate
or comprehensive. We considered 36% to be brief, 41%
moderate and 23% comprehensive. This is a significant
improvement from 2015 where only 9% of companies were
deemed to have included comprehensive disclosures.

We looked for disclosure that explained the process
undertaken; the method of assessment; key parties involved,
both internal and external to the company; other information
taken into account (if any) and some detail about which
aspects of the audit process had been assessed. Examples of
good disclosure were given by Mondi Group (Example 12.4)
and Croda International Plc (Example 12.5).

Following the recommendation of the Competition & Markets
Authority that audit committees of FTSE 350 companies
whose audit had been reviewed by the FRC's Audit Quality
Review Team should disclose this, the FRC has consulted upon
this and included a recommendation in the 2016 Guidance on
Audit Committees.
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This year, 20 audit committees in our sample mentioned the
Audit Quality Review team’s report on the firm. Of these, 10
referred to a specific AQR inspection of their own company
(2015: one company).

The FRC's guidance indicates that audit committees should,
where a company's audit has been reviewed by the FRC's Audit
Quality Review team:

e discuss the findings with their auditors;
* consider whether any of those findings are significant; and

* if so, make disclosures about the findings and the actions
they and the auditors plan to take.

The FRC advises that this discussion should not include
disclosure of the audit quality category and indeed, none
of the companies in our sample did so (2015: none).
Almost all included their disclosure in the discussion

on how they had assessed the effectiveness of the external
audit process. Chesnara plc mentioned the Audit Quality
Review team'’s overall report on the firm and carried on

to make it clear that their auditor had not been subject to

a specific AQR inspection in respect of their audit. None of
the companies in our sample provided any specific detail on
significant findings.

Only two audit committees made any reference to
discussions with the FRC's Corporate Reporting Review team.
This was lower than expected given the number of letters
issued by the CRR team in 2014/15. One audit committee
commented on the finalisation of the “routine review” of the
2013 report and accounts; the other stated that “as a result

of the correspondence, the group refined the wording of
certain of its significant accounting policies and extended
certain disclosures.” This year we also saw examples of audit
committees stating that there had been no correspondence
from regulators in respect of financial reporting, including
Vodafone Group Plc.

Audit tendering

The CMA Order applies to FTSE 350 companies with
periods commencing on or after 1 January 2015. The first
mandatory disclosures in our sample related to years ending
on 31 December 2015. The two disclosure requirements
imposed on FTSE 350 companies by the CMA Order,

one a statement of compliance with the provisions of the
Order and one a disclosure about the timing of future
tendering if there has been no audit tender for five years,
must be included in the audit committee report. These are
legal requirements, so it was surprising to see just 65%

of companies subject to the requirements including a
statement of compliance with the Order, and only 58%

of those required to include a statement regarding future
tendering doing so. Most statements of compliance were
very brief. Rotork PIc's is helpful in explaining to the reader
some of the requirements of the Order over and above the
tendering requirement (Example 12.6).

As might be expected, the number of companies providing
information on the tenure of the incumbent auditor continues
toincrease, to 87% this year from 85% in 2015. Of those that did
not clearly disclose the tenure of the incumbent auditor, several
had information about an imminent tender or other disclosure
- for instance, about partner rotation - from which some detail
about the length of auditor tenure could be derived.

A clear vision | Annual report insights 2016

As Figure 12.2 shows, despite the overall average tenure of the
external auditor being comparable to last year, that statistic
conceals real change within the population.

Figure 12.2 - How long was the tenure of the incumbent
external auditor?

22
13 13 12 13 12 12

Overall FTSE 100 FTSE 250 Other

25

20

N
o

w1

0

W 2076 W 2015

The average auditor tenure for FTSE 100 companies has fallen
noticeably, from 22 years to 12 years, showing that companies
that have had the same external auditor for a long time have
conducted audit tenders recently. This is not as clear-cut for
the FTSE 250 population - we are one year on and average
auditor tenure has increased by a year - and some of the
change in the ‘Other’ population can be attributed to higher
level of disclosure of auditor tenure by those who have had the
same auditor for a long time.
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Auditor independence

Of the companies surveyed, 97% had received some non-
audit service(s) from their external auditor. Only 54% of these
explained why the auditor had been engaged to provide the
service and only 68% of companies that received significant
other non-audit services included a description of what
those services related to. Of the companies that had received
significant non-audit services from their external auditor, only
28% described safeguards that had been applied to reduce
the risk of impairing auditor independence.

Although 90% of audit committees (2015: 91%) included

some detail on their non-audit services policy, fewer than half
included description of those services which are prohibited,
those which are pre-approved and those for which specific
approval is required (we also accepted a cross-reference to a
suitable policy on their website). With the 2016 Guidance on
Audit Committees expecting audit committees to include more
disclosure in this area, it will be interesting to see whether
there is a gradual or a step-change in reporting this coming
year. With the non-audit services that auditors are permitted
to provide also being further restricted by the FRC's Ethical
Standard 2016, companies will need to consider whether their
non-audit services policy needs to be amended.

Internal audit

We looked in more detail at internal audit disclosures this
year, given the increased focus on internal audit in the FRC's
2014 Guidance on Risk Management, Internal Control and

88  https:./www.frc.org.uk/Our-Work/Publications/Corporate-Governance/
Guidance-on-Risk-Management,-Internal-Control-and.pdf

89  https:/frc.org.uk/Our-Work/Publications/Corporate-Governance/
Guidance-on-Audit-Committees-(2).pdf

Related Financial and Business Reporting ® and the FRC's 2016
Guidance on Audit Committees®.

When reviewing disclosures on internal audit, we did not
focus solely on the audit committee report, but looked at risk
committee reports and at risk management disclosures in the
strategic report.

Table 12.1 - Disclosures on internal audit

Disclosures on internal audit 2016 2015

Confirmed that a review of the plans and work of the internal audit
function was carried out

Overall 75% 76%

19 companies did not have an internal audit function (2015: 18); 6
companies with an internal audit function did not include the disclosure
(2015: 6).

Reporting lines for internal audit are clear and involve a direct line
to the audit committee

Overall A% Not surveyed

For a further 35% of companies there was insufficient evidence to
conclude on this question.

Internal audit plans are clearly set with reference to the principal
risks of the business

Overall 34% Not surveyed

This is a recommendation of the FRC's Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting.

If there is no internal audit function, there is an explanation of why
one is not considered necessary

Overall 89% Not surveyed

A clear vision | Annual report insights 2016
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Audit committee reporting - good practice examples

In this section we highlight a number of audit committee
disclosures which we believe illustrate aspects of good
practice. For each example, the aspects of good practice that
itillustrates are listed next to it.

Example 12.1
The Weir Gr. PLC Annual R rt and Financial men
201 -91

* Disclosure of significant issues relating to financial reporting.
* Separation of disclosure between current period matters -
with more detail - and recurring agenda items - with brief

detail.

* Cross-referencing to notes and accounting policies in the
financial statements.

COMMITTEE EVALUATION

Audit Committee Report

MAIN ACTIVITIES CONTINUED

A clear vision | Annual report insights 2016
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Example 12.2
Lonmin Plc Annual R rtand A nts 2015 (p79-81

* Disclosure of significant issues relating to financial reporting.

* Cross-referencing to notes and accounting policies in the
financial statements.

* Clear summary including discussion of misstatements with
management and auditor.
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Example 12.3
Findel plc Annual report and accounts 2016 (p56-57)

* Executive summary of significant issues affecting the
financial statements before the detail, explaining material
reviewed by the audit committee.

* Clear detail on the way the committee challenged the
robustness of the accounting judgements, the questions
asked and the conclusions reached.

* Helpful comment in closing on how this interrelates with the
fair, balanced and understandable requirement.

Governance

Audit & Risk Committee Report

On behalf of the Committee, | am pleased to present this year's Audit & Risk Committee Report, which provides an overview of
how we, as a Committee, have discharged our responsibilities, setting out the significant issues we have reviewed and concluded
on in the year.

This report focuses mainly on:

Committee governance;

The key risks facing the business;

Our focus since the last annual report, including the impact of changes in the UK corporate governance regime;

Internal controls; and

The operation of the internal and external audit functions.

Committee Governance
The Audit & Risk Committee operates under written terms of reference, which were reviewed during the year and are available on
the Company’s website (www.findel.co.uk).

The Committee is comprised of three independent Non-Executive Directors. Brief biographical details of the Committee mermbers,
including their expertise and experience, are set out on page 25 and the number of meetings and attendance are set out on

page 32. The executive directors, the Chairman of the Board and the Head of Intemal Audit attended each meeting by invitation
Divisional executives were also invited to meetings during the year in relation to some of the specific matters under review listed
below. The external auditors also attended all meetings

The Committee has not used its powers to engage external advisers other than those appointed in conjunction with management
in the year under review. Private meetings are held at least twice a year with the external auditor and with the Head of Internal
Audit. In these meetings the Committee probed the efficiency and effectiveness of the internal and external audit, including the
co-operation received by the auditors, recommendations for improvements to processes and timeliness of addressing control and
process recommendations.

There have been a number of changes to the composition of the Committee during the year. Francois Coumau resigned from the
Committee on 31 March 2015 as part of a review of Board Committee membership. Sandy Kinney Pritchard resigned as Chairman
and as a member of the Committee in August 2015, following her stepping down from the Board, and Eric Tracey took over as
Chairman of the Committee. Mr Ball joined the Committee in March 2016 following his appointment to the Board

The Committee's agenda is linked to events in the Company's financial calendar and its assessment of key business risks as well as
other matters for review recommended by the Board and the Remuneration Committee in their meetings. The effectiveness of the
Committee is assessed as part of the annual Board and Committee effectiveness review, further detail on which is contained in the
report on corporate governance on pages 31 o 34.

The Board has decided to accept the Audit & Risk Committee’s recommendation to split the Committee into two separate
Committees, the Audit Committee to be chaired by Eric Tracey and the Risk Committee to be chaired by Greg Ball. This wil be
implemented in the near future and the Committee’s respective terms of reference will then be posted on the Company's website
(www.findel.co.uk). Further background regarding this development is set out on pages 58 and 59.

The Key Business Risks
The Board has carried out a robust assessment of the principal risks facing the Company, including those that would threaten its
business model, future performance, solvency or liquidity. The principal risks and uncertainties that could impact the performance
of the Group are set out on pages 22 to 23,

Our focus since the last annual report - accounting and audit
The most significant matters relating to the annual accounts considered were:
(a) Recoverability of trade receivables in Express Gifts Limited;

(bl Financial services redress provisions;

(o) Recoverability of goodwill and unamortised intangible assets;

(d) Exceptional items; and

(e) Carrying amount of inventories.

The Committee received a paper from the Finance Director supporting his judgements in each of these areas and another report
from the external auditors setting out their opinions and subjective assessments of the level of prudence involved in the key
judgements. The Committee challenged the robustness of these proposals. In all cases, the Committee was guided by the
overriding mantras of “fair, balanced and understandable” and “true and fair view"

56 Findel plc Annual report and accounts 2016
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The particular challenges by the Committee in relation to the matters listed above were:

(a) Receivables provisioning - were the outcomes consistent with what the Board's monitoring of monthly results had led us to expect?
What were the reasons for changes in the levels of provisioning in particular categories of the receivables balances? Were changes
in Express Gifts approach to the management of debt sales and customers with whorn forbearance arrangements have been
agreed appropriately reflected in the provision for doubtful debts? Has any information come to light from the buiding of a new bad
debt provisioning model ahead of the introduction of IFRS 9 in 2018 that casts doubt on the overall validity of the existing approach?
As a high level of post-model adjustments to reflect changes in operating practices was again required, in part as a result of
challenges from the auditor, the Committee enquired and was satisfied with the responses 10 its challenges as to why these were
required, to why changes had been made by management to its initial estimates and to the disclosure of an element of the year's
charge as an exceptional item. Nevertheless, the Committee has highlighted that further work is required in this area (see below)

(bl Financial Services redress provisioning ~ had the review of processes within Express Gifts been robust in identifying the areas
of system or operation flaws which may have resulted in customer detriment? Where detriment had been established, and
especially where changes in earlier estimates has been made, were the forecast assumptions underpinning the calculation of
provisions appropriate, in the light of both the Company's data collection and the interactions of the Company with the FCA?
The Committee received satisfactory responses to these challenges.

(¢) Goodwill and Intangible asset recoverability - with the sale of Kitbag in February 2016 the risk of overstatement of intangible asset
values declined significantly. The Committee received satisfactory responses to its challenges to whether the resulting carrying
values for other goodwill and intangible assets were credible in the light of our current assessment of each business’ prospects.

(d) Exceptional items — were the items truly exceptional in nature? Had all exceptional charges and credits been disclosed? Were
the disclosures sufficient? The Committee concluded that all exceptional items were appropriate and consistent with the
financial statement showing a true and fair view of the financial performance for the year

(e) Stock provisioning ~ were the stock provisions adequate given the Company's plans for sales of slow moving items and the
healthy Christmas season demand outstripping the Company's ability to respond at short notice, as described in the Chairman’s
Statement? The Committee was satisfied with the responses to its auditors’ challenges.

The Committee also considered:

(f) at the planning stage of the audit, how the auditors defined and applied materiality in their audit. The Committee was satisfied
with the responses.

(g) towards the conclusion of the audit, the materiality of adjusted and unadjusted errors as reported by the external auditors to
the Committee — what caused them? What did they imply for levels of control and how did they impact our view on the annual
report as a whole? The Committee concluded that appropriate adjustments and disclosures had been made;

(h) the going concern assessment - having monitored going concern against the borrowing facilities in place throughout the year
the Board's assessment was considerably eased by the revision of the Group's banking facilities in Novernber 2015 as described
in note 19 to the accounts. The Committee was satisfied with the responses to its questions about how the Group could
manage various sensitivities to the central estimates;

(il the viability statement - the Committee approved the choice of three years as the period over which to assess viability and
examined the extent of contingency built into the second and third years of the forward projections, the key risks or threats
10 the Group's viability and the amount of disclosure proposed around the key risks. The Committee was satisfied with the
responses received; and

(i) the overall level of prudence in the accounts ~ how consistent were the judgements and assessments with the equivalent
judgements and assessments of the previous year? Were the key judgements and assessments consistent with the Board
discussions of the businesses’ performance throughout the year and with the conclusions of the Board's annual strategic
review? The Committee was satisfied on each of these points,

In reviewing the annual report on behalf of the Board and making recommendations that were adopted by the Board in relation to
the overall “fair, balanced and understandable” test, the Committee considered the report in the light of the tone and content of
papers presented to the Board over the year by the Executive Chairman, business heads and the Finance Director, assessed the
balance of positive and negative comments on each business in the light of the business's performance for the year.

The Committee also considered and accepted management’s review of Group accounting policies.

Our focus since the last annual report - risk management and internal control

The Committee has responsibility for the regular review of the Group's system of internal control and its effectiveness and reports
its findings to the Board. It is the role of management to implement the Board's policies on risk and control through the design and
operation of appropriate internal control systems. Operating management is charged with the ongoing responsibility for identifying
risks facing each of the operating units and for putting in place procedures to mitigate, manage and monitor risks. The system of
internal control is designed to manage rather than eliminate the risk of failing to achieve business objectives and can provide only
reasonable and not absolute assurance against material misstatement or loss.
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Example 12.4
Mondi Gri In

(p101-102)

nd finan ments 201

* Comprehensive disclosure on how the audit committee
assessed the effectiveness of the external audit process.

Includes details on what was evaluated, who was involved,
how the evaluation was conducted, external information
used and conclusions reached.

* Recognises that the assessment is “an ongoing review
throughout the cycle”.

External audit i objectivity and

Aformal framework for the. of s of the external auit process
and quality of the audit has been adopted by the committee, covering all aspeats of the
audit service provided by Deloitte. Whie part of the assessment is managed annually
through the use of to members, key and
finance function personnel directly involved with the aucit process at Group, divisional and
business unit level, it s treated as an ongoing review throughout the cycle.

Evaluation focus

« Robustness of audit process

* Audit quality, including quality controls

« Audit partners and team, inclucing skils, character and knowledge
« Independence and objectivity

« Formal reporting

Inputs

Audit committee

« Continual monitoring of audit performance throughout the year

« Considered the appropriateness of the audit planning including the scope, coverage,
materiality levels and significant audit risks

« Reviewed the quality of reporting to the committee, the level of challenge and!
professional scepticism and the Understanding demonstrated by Deloitte of the business
of the Group

« Reviewed the coordination between the South African and UK audit partners, the qualtty
of the audit team, technical skills and experience and the allocation of resources during
the audit

« Considered how Deloitte and management interact and the level of challenge, especially
relating to critical judgements

« Feedback from reguiar meetings held between the chairman of the committee and the
audit engagement partners without management present

« Feedback from q issued to including views on
how Deloitte h rted the work of nd with
the committee

 Considered the effectiveness of Mondis policies and procedures for maintaining
auditor independence

Management

« Feedback provided to the committee directly from engagement with the chief financial
officer, Group financial controller and heads of internal audit

« Feedback from questionnaires issued at corporate, divisional and business unit level to
those personnel involved with the aut, providing responsses to key questions regarding
the audit and their interaction with Deloitte:

Deloitte:

* Provided the committe wih confmation tha they operate i accorcnce wih the
ethical standards required of aucit

« Reported on the policies and procedures they have in place to maintain
their independence

« Anindependent Deloitte aucit partner, who had no other connection with Mondi,
gathered feedback from senior management involved in the audit and provided a report
o the committee. He focused on efficiency of the audit process; technical qualty; auery
handiing; global team coordination; timeiiness of communication and reporting; and
adherence to independence ruies

MoIBNO ‘

Jioder aBeens.
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Corporate governance report

External audit i objectivity and i continued

Regulators

« The UK Financial Reporting Gouncil's 2015 report on Audit Qualty Inspections included
areview of audits carried out by Deloitte. Deloitte shared the findings with the committee
and confimed how they were the areas highighted for

Key outputs

« The qualty of the aucit partners and team were confirmed with no materialissues raised
in the feedback from the questionnaires issued, aithough some improvement areas were
noted at subsidiary entity level, there had also been a smooth transtion of audit partners
in South Africa

« The audit had been well planned and delivered with work completed on schedule:
and management comfortable that awy key findings had been raised sufficiently early
inthe process, ppropriate j
on materiality

* Del wed to astrong of the Group and had
identified and focused on the areas of greatest risk

« Deloitte's reporting to the committee was clear, open and thorough, including
explanations of the rationale for particular conclusions as appropriate

« From the committee’s interaction with Deloitte and input from management it was
onfirmed that there had been an appropriate level of challenge

Conclusion
“The committee, having considered all relevant matters, has concluded that it is satisfied
that auditor independence, objectivity and effectiveness have been maintain

Following the conclusion of the review the committee made a vcoommcr\dahcn to, which
was accepted by, the Boards that resolutions to reappint Deloitte be proposed at the
Annual General Meetings of Mondi Limited and Mondi pic, to be held in May 2016.

‘The committee confirs its compliance for the financial year ending 31 December
2015 with the provisions of The Statutory Audit Services for Large Companies Market
Investigation (Mandatory Use of Competiive Tender Processes and Audit Committee
Responsibilties) Order 2014,

The committee also confimmed that Deloitte & Touche is included in the JSE st of
accredited auditors,

Non-audit services
A policy is in place that govers the provision of non-audit senvices provided by Delotte to
Mondi, including the requirements for the pre-approval of such services. In order to fimit the
non-audit services provided by the external auditor, the policy restricts those services by
type and monetary limit.

Where pre-approval is required the business must submit a formal request setting out

the objectives, scope of work, likely fee level and the rationale for requiring the work to be
carried out by Deloite rather than ancther service provider. Each request is reviewed, and
where appropriate challenged, by the company secretary's office before being passed,
dependent Upon the Imits defined by the committee, 1o either the audit committee
chairman or chief financial officer for approval. In certain cases, where a request either falls
outside the delegated limits or the nature of the service to be provided warrants, requests
are referred to the committee for consideration.
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Example 12.5
Croda International Plc Annual Report and Accounts 2015

(p52)

* Comprehensive disclosure on how the audit committee
assessed the effectiveness of the external audit process.

¢ Includes details on what was evaluated, who was involved,
how the evaluation was conducted, external information

used and conclusions reached.

* Comments on additional insights received that added value.

Example 12.6
Rotork Plc Annual Report 2015 (p71)

* Statement of compliance with the Competition & Markets
Authority’'s Order.

* Provides additional detail on the Order’s requirements over
and above tendering.

Example 12.5

Directors’ Report | Corporate Governance | Audit Committee

Internal audit and risk management
I 2015 | met with the Vice President Risk
and Control several times outside of the

In February, the Committee conducted
its annual review of the internal auditor,
including the approach to audit planning
and risk

formal meetings to discuss th
and output of the internal audit function
and aspects of risk management. The Vice
President Risk and Control attended each
CGomittee meeting and presented an
internal audit report that was full reviewed
and discussed, highlighting any major
deviations from the annual plan agreed
with the Committee.

At each meeting, the Committee
considered the results of the audits
undertaken and considered the adequacy
of management's response to matters
raised, including the time taken to resolve
such matters. It also focused, in particular,
on where there was a major divergence
between the outcome of the internal audit

within the Business and with the
Committee and its relationship with the.
external auditors. Internal feedback is
used in this process. This did not highiight
any significant areas for development.
Detais on how the Business implements
its risk management and controls on a
Group-wide basis are set out on pages
3110 35 and page 46,

External auditors’ effectiveness

During the year, the Committee assessed

the effectiveness of PwC as Group extemal

auditor. To assist in the assessment,

the Commitiee examined the resuts of

the internal survey completed by all senior
20

and the scoring of the self-
questionnaire, completed annually by
each business Lnit. In these instances

it challenged management as to what
actions it was taking to try to minimise

the chances of divergences arising in the
future. The Committee looked at recurring
themes where issues are identified across a
number of locations; such issues influence
our planning for future years’ audit work.
Internal audit reported on the successful

IT project to implement automated access
controls in SAP, which wil further strengthen
the control environment. The award of

1SO 27001 certification for key IT systems
required the external audit of the policies
and controls relating to cyber security

and the resuts of this were discussed

with the Committee.

We also agreed the internal audit plan for
2016; this takes into account such factors
as the results of previous audits, both
external and internal, the sel-assessment
questionnaire, recurring themes from 2015,
acquisitions, system changes and the
views of Executive management.

S oty

financial management
across the Group, covering their views
on the effectiveness of PG in carrying
out the 2015 audit. The approach was
consistent with previous years and included
12 questions covering four broad areas:
- Quality of planning, delivery
and execution of the audit
- Qualty and knowledge of the
audit team
- Effectiveness of communications
between management and the
audit team
- Robustness of the audt, including
the audit team's abillty to challenge
management as well as demonstrate
professional scepticism and
independence.

The questions were graded from one
to five and averaged a score of four.

The Committee also considered the qualty
of reports from PwC and the additional
insights provided by the aucit team,
particularly at partner level. It took account
of the views of the Group Finance Director
and Group Financial Controller, who had
met local audit partners when visiting some
of the Group's businesses, to gauge the
quality of the team and their knowledge
and understanding of the Business.

The Committee considered how well the
auditors assessed key accounting and
auditjudgements and the way they applied
constructive challenge and professional
scepticism in dealing with management
To assess the overall quality of PwC’s
work we also tabled the FRC's Audit
Qualtty Inspection report on the firm and
challenged PwC on the report's findings.
A review of effectiveness also forms part
of PwC's own system of quality control
and these procedures, which are set
outin PwC's 2015 Audit Quality and
Transparency Report, were disclosed

o the Committee

Following the review, the Committee
concluded that the audit was effective,

Audit tendering

The Statutory Audit Services Order 2014
(the Order) requires rotation of audit firms
every ten years unless there is a tender,
in which case the audit firm can remain as
auditor for up to 20 years. The transitional
provisions stagger the introduction of
mandatory firm rotation depending on the
length of audit tenure as at 17 June 2014
As PwG have been the Group's auditors
for more than 20 years, we have a
transition period that means PwC cannot
be reappointed as our auditors ater

17 June 2020,

We fully support the principle of audit
tendering and the Group is in compliance
with the provisions of the Order. The
Committee has consistently said that
itintends to tender the audit to coincide
with the expiry of lan Morrison's term

as lead audit partner, when he would

Example 12.6
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Primary statements

Top tips

* Before preparing your annual report,
it's important to think about which measures
are helpful, understandable and transparent to the users
of financial statements. This may not always be the same
information that management are focussed on. Consider
therefore, whether there are instances where a statutory
measure provides more relevance to the users of your
financial statements than adjusted non-GAAP measures.
For instance, instead of disclosing non-GAAP measures
on the face of the income statement, consider whether
additional line items to describe specific items of income
or expense may be more appropriate. 85% of the
companies surveyed that included non-GAAP measures in
their financial statements did so on the face of the income
statement.

When including non-GAAP measures, ensure that these
are explained individually, and where items are deemed
to be exceptional explain why they are regarded as such.
Companies should have an accounting policy in relation
to exceptional items, which should help them to
consistently determine whether an item is exceptional by
nature.

Where you have restricted cash balances, make sure you
disclose the amount that can't be used together with some
commentary as to the nature of the restriction. 21% of
companies surveyed disclosed restrictions on their cash
balances.

Keep an eye on

* From December 2016 parents’ separate FRS 101 accounts
can use IFRS terms rather than Companies Act terms for line
items. Companies may therefore want to either merge their
parent accounts with their group accounts, or change their
parent accounts to be presented in a manner consistent
with the group. This may also aid companies in achieving
more clear and concise reporting by giving them the
opportunity to cut pages out of the report.

If an adjusted EPS figure is presented, ensure that both
basic and diluted figures under that basis are included - 11%
of companies presenting adjusted EPS measures did not
comply with IAS 33 in this regard. Of those companies 88%
had a different basic and diluted number, and so an adjusted
diluted EPS number appeared necessary.

Introduction
IFRSs require all companies to present the following primary
statements in their annual report.

* An income statement, which contains the majority of the
items that make up a company’s financial performance. It
can also include important subtotals such as gross profit,
operating profit and profit before tax. Many companies
choose to further analyse their income statement
information into ‘underlying’ and ‘non-underlying’ items,
resulting in the presentation of adjusted profit figures
that management believe are helpful to allow users to
understand the long-term performance of the business.

A clear vision | Annual report insights 2016

A statement of comprehensive income, which can be
combined with the income statement to form a single
performance statement (although this is very rare in the
UK). This includes specific items that certain IFRSs require
to be excluded from the income statement, such as gains
and losses on cash-flow hedges and actuarial movements
in pension scheme balances. IAS 1 requires these items to
be further subdivided into those that may be subsequently
reclassified to profit or loss and those that will not.

A statement of financial position, which sets out the assets,
liabilities and equity balances of the group, identifying assets
and liabilities as either current or non-current and analysing
equity between amounts attributable to shareholders of the
parent and those attributable to non-controlling interests.

A statement of changes in equity, showing how the various
components of the group’s equity have been affected by the
year's activities.

A statement of cash flows, which presents the cash inflows
and outflows that have occurred in the year, differentiating
between whether they are operating, investing or financing
cash flows. Operating cash flows arise from the principal
revenue-generating activities of the group, while investing
cash flows cover the acquisition and disposal of long term
assets and other investments and financing cash flows are
those that increase or decrease equity or borrowings.
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Income Statements

Non-GAAP measures

Non-GAAP measures, or alternative performance measures
(APMs), are generally regarded to be financial metrics which
are not defined by the relevant GAAP, in the case of our
survey, IFRS. For the purposes of this section, metrics such as
profit before exceptional items were always regarded as non-
GAAP measures, even if they were consistent with the figures
for segment results presented in the IFRS 8 note, whereas
unadjusted operating profit lines were not considered to be
non-GAAP measures.

Although many believe that the use of non-GAAP measures
can be beneficial to a reader, their use has been an area of
discussion and concern amongst regulators and standard
setters alike over the past few years. Bodies such as the FRC®,
I0SCO?", ESMA®? and the IASB® have issued reports and
guidelines in recent years which generally call for a greater
level of consistency in the use and disclosure of non-GAAP
measures. They have also focussed on how non-GAAP
measures should be presented alongside the audited financial
information and the level of prominence that companies
currently present them with.

90 https:/www.frc.org.uk/News-and-Events/FRCPress/Press/2013/
December/FRCseeks-consistency-in-the-reporting-of-exceptio.aspx

91  https:/www.iosco.org/library/pubdocs/pdf/IOSCOPD532.pdf

92  https:/www.esma.europa.eu/sites/default/files/
library/2015/10/2015-esma-1415en.pdf

93 http/www.ifrs.org/Meetings/MeetingDocs/IASB/2015/February/
AP11A-Disclosure%20Initiative.pdf

94  https:/frc.org.uk/News-and-Events/FRCPress/Press/2016/May/
FAQs-on-the-application-of-the-European-Securities.aspx

95  http/www.ifrs.org/About-us/IASB/Members/Documents/Hans-
Hoogervorst-EAA-Annual-Conference-11-May-2016.pdf

Nevertheless, there is a clear and continuing upward trend
of companies presenting information in the audited financial
statements that is of a non-GAAP nature. This year we saw

a 7% increase (2016: 81%; 2015: 74%) in companies disclosing
non-GAAP measures in the audited financial statements (i.e.
either on the face of the income statement or somewhere
else in the back half of the report). This trend is also reflected
throughout the annual report - indeed in one example we
noted that a company used the word ‘underlying’ 222 times
in their 180 page annual report! In instances such as these
the prominence of the non-GAAP information that is being
conveyed to the users of the financial statements could be
open to challenge.

Users who focus primarily on the front half of the report may
be at particular risk of being misled as to how a company has
performed where presentation of non-GAAP measures is not
appropriately balanced by use of GAAP-compliant information.
The FRC's FAQs®* on the ESMA APM Guidelines remind us

that strategic reports are required to be fair, balanced and
comprehensive and that, per the aforementioned guidelines,
APMs should not be given more prominence, emphasis or
authority than measures directly stemming from financial
statements. It is also worth noting that ESMA's guidelines
specifically scope out the financial statements, but do apply to
APMs used in the narrative part of companies’ annual reports.
The use of non-GAAP measures in the narrative sections of
the annual report is discussed in chapters 4 and 7.

A clear vision | Annual report insights 2016

Figure 13.1 Is a non-GAAP measure disclosed in the
financial statements ?

90%
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Our findings are consistent with a recent speech made by

the chairman of the IASB, Hans Hoogervorst,” who expressed
concern over the growing use of adjusted profit measures,
particularly when they ultimately give a more favourable
picture of performance than the statutory profit or loss.

He stated that costs such as impairment and restructuring
are "part of daily life of any big company” and so argued

that underlying profit figures which exclude figures relating

to those activities are potentially misleading. Additionally,
ESMA's Guidelines on Alternative Performance Measures®,
which became applicable in July 2016, state that items that
"affected past periods and will affect future periods will rarely
be considered as non-recurring, infrequent or unusual” and
specifically gives restructuring and impairment costs as
examples of such items. This is, therefore, clearly an item

of focus for standard setters and regulators alike and given
the increase in companies disclosing impairment losses as per
figure 13.2 this is a pertinent point.
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The FRC has also previously highlighted the fact that
reorganisations and restructurings are, for many large
businesses, a recurring or commonplace cost. This is
something that many companies should consider, with 54%
(2015: 61%) stripping out such costs from their non-GAAP
measures, as per figure 13.2.

One potential solution to the increasing and varied use of
non-GAAP measures, suggested by Hans Hoogervorst in

his aforementioned speech, would be for the IASB to define
more subtotals in the income statement. Indeed our findings
show that of the companies who disclosed non-GAAP
measures, 85% did so on the face of the income statement,
and so this may be an avenue worth exploring. Requiring
more disaggregation and subtotals on the face of the income
statement may reduce the need for management to define
their own measures.

IAS 1 already requires that material items of income and
expense are disclosed separately in the income statement,
so as to bring items of individual significance to the attention
of users. Generally we would therefore expect such items
(often referred to as 'exceptional items’) to be one-off and
material either by size or nature. It is important therefore
that companies don't separate out items which are clearly
immaterial, something which we suspected in some cases.

In our survey we noted several instances of companies
describing items as exceptional or special where this

96 https:/www.esma.europa.eu/sites/default/files/
library/2015/10/2015-esma-1415en.pdf

description potentially seemed inappropriate. For example,
one company included a list of 15 individual line items in their
note to describe the different exceptional items incurred
during the current and prior year. Whilst some of those
certainly appeared to be valid exceptional items, a number
of them were very small in quantum. In such cases a clear
explanation of what is regarded as ‘exceptional’ is important
for a reader.

We also noted one instance where a company disclosed
exceptional items relating to sale of a subsidiary, but the only
discussion of these exceptional costs in the whole of the front
half of the accounts was in the audit committee report. We
would typically have expected to see discussion of such an
item in the strategic report if management believed that it was
of such significance as to treat it as exceptional. We discuss
the broader point on significant or exceptional items, and how
they are linked between the front and back halves of annual
reports in chapter 14.

The level of detail provided as to why certain items had been
stripped out of non-GAAP measures varied considerably,
with many explanations being relatively generic. Where
explanations were provided they tended to include the
objective and criteria for stripping out items.

Although figure 13.2 shows a 17% increase in the number

of companies surveyed that have stripped out impairment
losses (excluding those from trade receivables) from non-
GAAP measures, this was primarily driven by a 20% increase

in the number of companies surveyed reporting impairments.
Looking ahead, it will be interesting to see how companies
disclose any effects of the UK's decision to leave the EU (Brexit)
and whether any such items will be described as exceptional.

A clear vision | Annual report insights 2016

Figure 13.2 What items are stripped out for non-GAAP
measures?
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We noted a slight reduction of 8% overall in our survey results
relating to the number of companies that excluded acquisition
costs from non-GAAP measures. As noted, our results showed
that in the current and prior year 39 companies reported
acquisitions in the year, and so the 8% drop represents a
genuine reduction of these costs being stripped out of non-
GAAP measures.

Kingfisher plc (example 13.1) provided a good example of
well-defined and explained alternative performance measures,
including the restatement of adjusted profit measures.
Barclays PLC (example 13.2) also provided an example of a
clear explanation of how a non-GAAP measure is calculated.
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Example 13.1
Kingfisher plc Annual Report and Accounts 2015 (p92)

* Good example of well-defined and explained alternative
performance measures.

Includes explanation of restatement of adjusted profit.

Example 13.2
Barclays PLC Annual Report 2015 (p218)

* Clear explanation of how a non-GAAP measure was
calculated.

Example 13.1

Notes to the consolidated financial statements continued

2 Principal account

() Subsidiaries

IFRS bbsidi which
Grou
e rocess 5 exposed 10, o has rights to, veriabe returns from s involvement
2 The areas aviity through s
 judgements. tothe power over the entiy.
consolidated fnancial satements,are lsclosed in ote 3. psic

Use of non-GAAP measures
In the reporting of financialinformation, the Group uses certain

of accounting and their results included from the date of acquisition
The results P
uptothe effective date of disposal.

under IFRS,
Accounting Principles (GAAP) under W"‘C" ‘"e G'°“" 'EW"S the fair values of the assets transferred, the liabilities incurred and the
Kingfisher b tax d by the Group. transferred
profi, effective tax rate, d per offoma
shorenoders These ondaher non SARP measures cuchas net d d .

and Incentve compensaton arangementsfor employoes. The terms
‘retall profit, ‘exceptional items’,‘adjusted!, ‘sffective tax rate’ and
met debt/cash’ are not defined terms under IFRS and may therefore

Initialy onan
acquisition basis, the Group recognises any non-controlling interest
atfair value or at

companies. They are not intended to be a substitute for, of superior
to, GAAP measures.

Relai prot s defned as coninuing opeating proft befoe cental

acquisition, the carrying amount of non-controling interests is the.
amount of atinital
interests’ share of subsequent changes in equity. Total comprehensive

the costs of the ifthis resutts
e acquisition intangibles and havi
of e The excess of X
have been restated hina interests n the acquiree and the acquisition-date
which fair value of any previous equity interests in the acauiree over the fair
ted i relevant value of d d a5 goodwil

categery, hels provde an nclcaton ofthe Group'sundering

as excem\ona\ items are:

Ifthis is less than the fair value of the net asses of the subsidiary.
acquired in the case of a bargain purchese the difference is
recognised directly in the income statene

bal d

« non-trading in fits and

9
losses on the disposal, closure or impairment of . joint
Vertures, associates and investments which do ot form part of
the Group's trading activities;

« profits and losses on the disposal of

Unrealised

losses are unless the transaction

Jsid

losses on non-operational assets; and

he policies adopted by the Group.

(i) Joint and associates

« the costs of i
integration costs.
The term ‘adjusted refers to the relevant measure being reported for
continuing operations excluding exceptional tems, financing fair value
lated tax

Joint

Joint control is the contractually agreed sharing of control of an

arrangement, which exists only when decisions about the relevant
ctivit tof

items and pr

ta).

to exclude B&Q China's operating resls. Financing fair value

remeasurements represent changes in the fair value of financing
rivatives,

a
joint ventures.

to

not control,

fiset by fair

between 20% and 50% of the voing ghts
accountfor the

ot
fair value hedge relationships. Financing derivatives are those that
relate to underlying items of a financing nature.

quity
In associates.

Under
The efeciv tax ate i calulted as contuing ncome tax operse. profis or "
excuding pri i
year: thanges o dided. din reserves.

y adjusted against

the carrying amount of the investment. When the Group's share of
fexcluc dinterest, d losses equals or exceeds s interest, including any other long-term
tsand

liabilties held for sale.

Basis of consolidation

e P
statements of the Company, its subsidiaries, joint ventures
and associates.

92

recelvables, the Group does not recognise any further losses, unless
it made payments on !

venture or associate.

Unrealised gains on transactions between the Group and it joint
ventures and associates are eliminated to the extent of the Group's
interest. Unrealised losses are also eliminated unless the transaction
provides evidence of an impaiment of the asset transferred.

Kingfisher Annual Report 2015/16
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Example 13.2

Financial review

Key performance indicators

In assessing the financial performance of the Group, management uses a range of Key
Performance Indicators (KPIs) which focus on the Group’s financial strength, the delivery
of sustainable returns and cost management.

Defo Wiy = mportant and how the Group performed
CRD IV lul\yloaded Common Equity Tier 1 ip's capital management objective is to O/
(CETT) ra shareholders’ value by prudently 2015 11 4 ()
e reirementsar prtof the requltory re level, mix. and distribution to o
\xv(,«,vvv'numu}m anks and deposito ses of ts capital resources, while e
institutions are supervis \J,w-‘x\w“i ining sufficient capital resources to: ensure 20
bank’s capital as a percent its ris! Ilc: relati
assets (RWA) as defined by the PRA minimum regulatory by

he context of CRD the PRA and
In the contex RD IV, ul e ratio dit rating; an«

isa me:

s objectives.

Requirements Reoulaton The Groups CRD IV fully loaded CET ratio
creased to 114% (2014: 10.3%) due to a £44bn
eduction in RWAS to £358bn, demonstrating
continued progress ontheNon-Core

jons in the Invests
cr

Leverage ratio 0,
e e 04.5%

Tier 1 Capital

divided by lever

Group adjusted RoE

Retum on average sharcholders' equly (Rof)
RoE is calculate

054.9%

014:51%

d Ro des post tax adjusting items
for gains on US Lehman acquisition assets,
movements in own credi, the revision to the
jon, Social Housing and Local Authority
ESHLA) valuation methodolooy provisions for
customer redress ongoing

apital allocation ,‘H\v*'\mv(*'uum ment

e Croup decressed 1049
by a 3% reduction in C

g dispo '
Spanish, Portuguese and ltalian businesses.

age sharehol
ROE excludes the imj
retained earnings

' equity for adjusted
act of own credit on

N

gusted total operating expenses and profit befoe tax have been
55 settlement with the Federel Housing Fnance A

4 10 account for thereclassification of £173m of charges,relating 1o 3 US residential mortgage related
jsonsfor ongoing miestigations and ltgation ncludi schange to id comparabil
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Earnings per share

IAS 33 prescribes the requirements for determining and
presenting earnings per share (EPS) amounts in order to
improve performance comparisons between different entities
in the same period and between different accounting periods
for the same entity. EPS is seen by many companies, investors
and analysts as a key measure of profitability in the year.

In the previous section, we noted that adjusted profit measures
are presented by the majority of companies, and in the same
vein companies often present an adjusted EPS figure, which
often strips out the same items as the adjusted profit measures.

The results of our survey found that 71 (2015: 70) companies
decided to present adjusted EPS figures in their financial
statements, of which 45% (2015: 55%) presented the figures on
the face of the income statement and 55% (2015: 45%) disclosed
the adjusted figures in the notes only.

The trend of companies moving adjusted EPS figures from the
face of the income statement to the notes represents a more
prudent position, since IAS 33 mandates that adjusted figures
should be included in the notes to the financial statements,
whereas it is not clear whether presentation of adjusted
measures on the face of the income statement is permitted.
In addition, where adjusted EPS measures are disclosed, this
should be done for both basic and diluted EPS.

87% (2015: 91%) of those that included an adjusted EPS figure in
their financial statements provided a basic and diluted adjusted
EPS. Only 13% did not provide a diluted adjusted EPS but this
also highlights an area for potential increased compliance, since
IAS 33 requires adjusted diluted figures to be presented with
any adjusted basic measures. Of those few companies 88% had
a different basic and diluted number, and so an adjusted diluted
EPS number appeared necessary.

Other Income Statement observations

Other income statement 2016 2015
observations

Companies presenting a combined statement of profit or loss and
comprehensive income

Overall 13% 14%
FTSE 350 10% 9%
Others 16% 21%

Companies overall continue to favour a separate approach for the
income statement and statement of comprehensive income.

Companies presenting an operating profit figure or equivalent

Overall 92% 91%
FTSE 350 90% 96%
Others 95% 84%

The number of companies that presented a line called “operating
profit” or an equivalent variant broadly remained the same as last

year. Although there is no requirement to present an operating profit
measure in IFRS and so its inclusion is somewhat of an old UK GAAP
legacy, it represents a figure that users are generally comfortable
understanding and is relatively consistently used by comparable
companies (in part due to the guidance within IAS 1's basis for
conclusions on how to present such a subtotal in the income statement)

Companies with discontinued operations in the year

Overall 12% 9%
FTSE 350 10% 9%
Others 14% 5%

Overall the number of companies that disclosed discontinued operations
is relatively few. Of those companies, 11 had sold operations in the year or
had operations for sale at the year end. The other one company had both
sold operations in the year and closed operations in the year.

A clear vision | Annual report insights 2016

Statement of Comprehensive Income

InJuly 2012, amendments to IAS 1 - Presentation of Financial
Statements, came into force which addressed issues relating
to the presentation of items of other comprehensive income.
One of the most significant changes was a requirement to
separately disclose those items which would be reclassified to
the profit or loss in future periods from those items which will
never be reclassified. Our survey found that of the companies
that disclosed items of other comprehensive income, only
87% clearly disclosed the items that would or would not be
reclassified to profit or loss. A good example of disclosing
clearly which items would be reclassified to profit or loss was
given by Marks and Spencer Group plc (Example 13.3).
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Example 13.3
Marks and Spencer Group plc Annual Report and Financial e Ecrone o
Statements 2016 (p86)

CONSOLIDATED INCOME STATEMENT

53 weeks ended 2 April 2016 S wma nded 78 irch 7015

Clearly distinguishes items of other comprehensive income

Underying _Non-underlying Total Underlying  Ner-underiying Total
e m o im im i

that will be reclassified to profit or loss and those that will not. *®
Operating profit 235 7849 (200.8) 584.1 7625 (61.2) 7013

Finance costs 6 (me.4) - (Me.4) (16.8) - (68) )
Profit before tax 45 689.6 (200.8) 488.8 6612 (61.2) 6000
Income tax expense 7 (18.8) 344 (84.49) (1248) 65 (1183)
Profit for the year 570.8 (166.4) 404.4 5364 (547) 4817

=

Attributable to: o
Non-controlling interests (2.5) - (25) “48) - (48
570.8 (166.4) 404.4 5364 (547) 4817

=

=
Basic earnings per share 8 35.0p 24.9p 33p 297p
Diluted earnings per share 8 34.9p 24.8p 329p 295p

=

N

CCONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

3wk ended
2 hpri 2016
Notes m
Profit for the year 4044
Other comprehensive income:
Items that will not be reclassified to profit or loss —
Remeasurements of retirement benefit schernes n 3462 1937 »
Tax charge on tems that will not be reclassified (45.6) (@02)
3006 1535
Items that will be reclassified profit or loss
Foreign currency translation differences 73 (75) >
Cash flowhedges and net investrment hedges ©°
~fair val ognised in other compr ome (30.1) 2212 o
' tedinprofit o loss (221) (600) x
Zamount recognisedin inventories 59 @18 N
Taxcredit/{charge) on cash flow hedges and net investment hedges 65 @2
(325) 1109
Other comprehensive income for the year,net of tax 2681 2644
Total ive income for the year 6725 7261 >
Attributable to: g
Ouners of the parent 6750 7509 <
Non-controling nterests @5) @8 :
6725 7461 N
0
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Balance sheet

An area in which we have seen relatively little change over

the past few years has been in the title of the balance sheet.
Despite amending the terminology used in IAS 1 to refer

to ‘statement of financial position’ as opposed to ‘balance
sheet’ and giving companies the option of which title they use
for periods commencing 1 January 2009, most companies
surveyed by us have continued to use the term ‘balance sheet’
in their accounts (2016: 70%; 2015: 75%). There has been a
small shift towards the term statement of financial position
during FY15/16 in the companies that we surveyed, with 30%
of companies surveyed using the newer terminology. That shift
was most notable in companies outside of the FTSE 350, with
31% (2015: 21%) using statement of financial position - a 10%
overall increase on last year.

Another point to bear in mind when preparing your balance
sheet is the FRC's continued focus on the concept of clear and
concise reporting. The aggregation of immaterial line items is
one of a number of factors that companies should consider
when preparing their primary statements with the aim of
cutting clutter, as noted in the technical findings slide deck
that accompanied the FRC's most recent Corporate Reporting
Review Annual Report.

Use of Net Assets in balance sheet 2016 2015
presentation

Overall 76 75
FTSE 350 42 39
Others 34 36

IAS 1 does not dictate the format of how the balance sheet should be
structured. Either a Net Asset (NA) presentation or Total Equity and
Liabilities (TEL) presentation is therefore acceptable. Consistent with
previous years, our survey found that the majority of companies prefer
the NA approach, with only 23 (2015: 24) preferring to use TEL. One
company disclosed the sub totals total assets less current liabilities and
total equity, which is unusual.

Restricted cash

Restrictions on the use of cash continues to be an area of
focus for regulators, despite proposals to amend IAS 7's
disclosure requirements around liquidity being dropped for
the time being.

Our survey this year found that 21 (2015: 19) companies
disclosed restrictions in relation to the cash that they had
available. Whilst there has been a slight increase in the
number of companies that have disclosed restrictions in
relation to their cash balances, only one company did not state
the reason for the restriction, which is an improvement in the
level of disclosure compared to last year. Of those companies
that did give some reason for the restriction, eight (2015: four)
were due to cash being pledged as security, five (2015: one)
companies disclosed overseas exchange restrictions and two
(2015: three) companies stated that balances were being held
in escrow.

A clear vision | Annual report insights 2016

Thomas Cook Group plc (Example 13.4) displayed a
good example of how to report restricted cash, clearly
demonstrating the amounts in the context of the total cash
balance, and with a clear comparative.
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=
N
w
N
w1
p THOMAS COOK GROUP PLC ANNUAL REPORT & ACCOUNTS 2015
Thomas Cook Group plc Annual Report and Accounts 2016 &
~
e Good example of reporting restricted cash.
[oe]
16 TRADE AND OTHER RECEIVABLES CONTINUED
B H Movement in allowances for doubtful receivables
e (Clearly shows restricted amounts in the context of total cash.
(e}
At beginning of year 38 44
° C|ear Compa ratives. Exchange differences [0} -
Receivables written off ] 12
Unused s rel d 8 8 -
Atend of year 29 38 o
At the year end, trade and other receivables of £88m (2014 £69m) were past due but not impaired.
The analysis of the age of these financial assets is set out below:
Ageing analysis of overdue trade and other receivables =
2005 2014 -
Less than one month overdue 42 2
Between one and three months overdue 15 5 —
Between three and 12 months overdue 2 10 N
More than 12 months overdue 10 2
88 69
Trade and other receivables are not subject to restrictions on title and no collateral is held as security.
The Directors consider that the carrying amounts of trade and other receivables approximate to their fair values.
17 CASH AND CASH EQUIVALENTS
=
Term deposits with a maturity of less than three manths 728 616
1301 1019
Cash and cash equivalents largely comprise bank balances denominated in Sterling. Euro and other currencies for the purpose of settling
current liabilities as well as balances arising from agency collection on behalf of the Group's travel agencies. >
Included within the above balance are the following amounts considered to be restricted: ©
> £7m (2014: £38m) held within escrow accounts in respect of local regulatory requirements: e)
> £18m (2014: £18m) of cash held by White Horse Insurance Ireland Limited, and Voyager Android Insurance Services the Group's captive x
insurance companies: and
> £1m (2014 £1m) of cash held in countries where exchange control restrictions are in force. e
The Directors consider that the carrying amounts of these assets approximate to their fair value.
>
o
xe)
X
N
0
o
3
=1
Q
a
~
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Parent company reporting

Companies that had been applying old UK GAAP with a 31
December or later year end were required to transition their
accounts to a new accounting framework - either new UK
GAAP (FRS 101 or FRS 102) or IFRSs, following the withdrawal
of old UK GAAP as of 1 January 2015. As illustrated by figure
13.3, of the companies surveyed 45% chose to use FRS 101
in the accounts we surveyed. This is unsurprisingly popular
for groups reporting under IFRSs, since it allows them to use
the same recognition and measurement principles for their
parent (or subsidiaries) without such extensive disclosure
requirements. However, almost as popular is full IFRSs, with
44% of parent companies applying this in their separate
financial statements.

It was interesting to note that relatively few companies
applying IFRS last year seemed inclined to move to FRS 101.
Instead, most of the 45 now adopting FRS 101 were companies
that had bade farewell to old UK GAAP. Looking at the 45
companies in our sample both this year and last that reported
under old UK GAAP in last year's survey, 35 had moved to FRS
101. At the time of writing, companies transitioning to FRS

101 were required to inform their shareholders about their
intention to move to that framework. However, the FRC issued
draft amendments to FRS 101%7 in July 2016 that propose to
remove this requirement. If approved this may lead to an
increase in parent companies moving from full IFRSs to

FRS 101.

97  https://www.frc.org.uk/Our-Work/Publications/Accounting-and-
Reporting-Policy/FRED-65-Draft-amendments-to-FRS-101-Reduced-

Discl-File.pdf

Figure 13.3 Parent accounting framework
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The fact that FRS 102 was adopted by so few parent
companies likely reflects the fact that given the consolidated
accounts for listed groups need to be prepared under IFRSs,
FRS 101 or full IFRS would appear a more obvious choice for
them.

Of the nine companies surveyed that were still applying UK
GAAP in their parent accounts, four stated in their accounts
that they would be transitioning to FRS 101 in the next
financial statements. The remaining five did not disclose which
accounting framework they would be transitioning to next
year.

A clear vision | Annual report insights 2016

Of the 45 companies that had moved to FRS 101 for their
parent accounts, only 11 early adopted the new 2015
accounting regulations, which allowed them to present their
primary financial statements using line item terminology

in accordance with an IFRS format. We expect that this is

a helpful option to companies, and expect to see more
companies use IFRS formats in the future once the accounting
regulations have been fully adopted by all companies.
Companies may also decide to integrate their FRS 101 parent
accounts with their Group IFRS accounts in the future as a
result of the flexibility to use an IFRS format for their primary
statements, although of the ten companies that early adopted
the 2015 accounting regulations, none decided to integrate
their parent accounts with their group accounts this year
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Other findings

Companies taking the audit 2016 2015
exemption for subsidiaries by
guaranteeing their liabilities

Overall 10% 8%
FTSE 350 14% 11%
Others 5% 5%

Only ten companies (2015:8) have taken advantage of the ability to
guarantee the liabilities of their subsidiaries, which we might expect to
be more appealing to companies.

Companies taking the exemption 2016 2015
from disclosing a parent single
company income statement

Overall 93% 94%
FTSE 350 91% 95%
Others 95% 93%

The vast majority of companies do not present a parent company
income statement, as permitted by company law. However, of the 93%
that do not present such a statement, seven do present a company only
statement of other comprehensive income, despite the fact that it is
generally accepted practice that the law does not require this statement
either. However, this exemption does not extend to the company-only
statement of changes in equity - a primary statement that is required
for the first time for companies adopting IFRSs, FRS 101 or FRS 102. Of
the companies applying these standards, 9 did not present a company-
only SOCE as a primary statement, an oversight that they should look to
rectify next year.

A clear vision | Annual report insights 2016
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Notes to the financial statements

Top tips

* Where you expect to be significantly impacted by a
new accounting standard which is not yet effective, give
specific information about how and the extent to which
your company will be affected as early as possible so that
users know what to expect. Of the 16 companies noting
a potentially significant impact in respect of IFRS 15, only
20% gave specific information as to how they would be
impacted. ESMA has recently published a position paper
setting out what they expect to see companies disclosing
regarding the expected effect of IFRS 15 adoption and is
expected to publish another on IFRS 9 very soon.

Ensure that you provide all information as required

by IAS 1 in respect of capital management. Only 39
companies gave quantitative information about what the
entity regards as capital, and only 46 clearly described
their processes and procedures in relation to capital
management. This is a current focus area for the FRC and
for investors. Such information should also be presented
within the audited financial statements.

While keeping your explanations concise, don't skip those
that are necessary: they help the users of the accounts
understand why certain judgements have been made and
why items are being accounted for in a certain way. For
example, explain why impairments, or reversals thereof,
arose - only 60% of companies surveyed with impairments
did so.

Use discount and growth rates in impairment testing that
reflect a CGU's specific risks, its products, industry, locations
and market. Of the companies surveyed, 22 used the same
growth rate across all their CGUs with goodwill, and 21 the
same discount rate. It is possible that these 21 companies
chose to risk-adjust their forecast cash flows rather than the
discount rate used, although a statement to that effect may
be helpful in such cases.

Check that divisions identified and discussed in the front
half of the report are suitably consistent with the segments
reported under IFRS 8. 16% of the companies surveyed had
differences in these, usually a result of a higher level of detail
in the front half.

Keep an eye on

Whether adequate sensitivity disclosures are provided
where economic uncertainty is giving rise to a risk of
impairment. The number of companies surveyed reporting
impairments, other than on trade receivables, has increased
to 63, compared to 43 in 2015.

Consistency between sensitivity disclosures and key sources
of estimation uncertainty disclosed under IAS 1. Of the 31
companies stating that there were no reasonably possible
changes in key assumptions that could cause a goodwill
impairment 26 nevertheless identified the exercise as a key
source of estimation uncertainty.

Identifying separable intangible assets in a business
combination. Of those companies surveyed with
acquisitions, the percentage of companies recognising
goodwill but no intangibles rose from 8% last year to 23%
this year.

A clear vision | Annual report insights 2016

Disclosing a description of the inputs used for fair values
classified as level 3 in the fair value hierarchy. Only 75% of
the 51 companies surveyed with level 3 valuations did this.

Introduction

The notes to the financial statements include all of the various
analysis required by IFRSs to support the information provided
in the primary statements, as well as narrative information to
explain them in more detail. The notes broadly fall into four
categories.

The accounting policies and similar information, such

as the basis of preparation, critical judgements and key
sources of estimation uncertainty. These also include an
assessment of the impact that future changes in IFRSs will
have on the company, an area of regulatory focus with the
implementation dates for IFRSs 15, 16 and 9 all approaching.

Information supplementing the profit and loss account,
such as analysis of operating expenses incurred or details of
finance income and expenses.

Information supplementing the balance sheet, such as
details about defined benefit pension obligations or
borrowings.

Other supplementary information, such as disclosure about
capital management or the use of financial instruments.

This chapter focusses on certain aspects of the notes that
have been highlighted by the FRC as areas that companies
could improve.
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Accounting policies

As in previous years, the disclosure of accounting policies -
where they are placed, what information they contain and to
what level of detail and how they meet the needs of the users
of the financial statements - has been a topic of interest for
regulators and standard setters during the year. The FRC Lab
has previously issued a detailed report® covering these topics
and integrating the theme of clear and concise reporting

into those discussions. More recently they have covered the
topic of accounting policies in their 2015 Corporate Reporting
Review (CRR) Annual Report®, addressing points on materiality
and completeness of accounting policies.

Apart from one company including commentary from the
audit committee stating that they encouraged management to
be aware of findings from recent Lab reports, no other explicit
references to the Lab or their findings were noted in the
annual reports surveyed.

98 https:/www.frc.org.uk/Our-Work/Publications/FRCBoard/Year-end-
advice-to-preparers-larger-listed-compa.pdf

99  https:/www.frc.org.uk/Our-Work/Publications/Corporate-Reporting-
Review/Corporate-Reporting-Review-Annual-Report-2015.pdf

100 https:/www.frc.org.uk/Our-Work/Publications/FRC-Board/Year-end-
advice-to-preparers-larger-listed-compa.pdf

101 https://www.esma.europa.eu/sites/default/files/library/2016-1148
public_statement_ifrs_15.pdf

New standards not yet effective

In addition to these themes, both the FRC, in their year-

end advice to preparers of financial statements and audit
committees,'® and ESMA, in their public statement on issues
for consideration when implementing IFRS 15 Revenue from
Contracts with Customers'', have called for companies to
carefully assess the impact of new standards in issue but not
yet effective (including IFRS 15 Revenue from Contracts with
Customers, IFRS 16 Leases and IFRS 9 Financial Instruments).
Issuers “should be able to provide progressively more entity-
specific qualitative and quantitative information”.

IFRS 15 will become effective for companies from 1 January
2018, and as we approach that date we would expect the
level of disclosure given by those companies who expect

to be impacted by this change to increase. In their public
statement, ESMA have stated that companies that expect to
be significantly affected by the application of IFRS 15 should
provide information about the accounting policy choices that
are to be taken on first application, a disaggregation of the
expected impact by revenue stream and an explanation

of the nature of the impacts when compared to their
existing practices.

A clear vision | Annual report insights 2016

ESMA has also stated that for most companies they would
expect information about the impacts to be provided

before the 2017 annual reports. They go on to state that any
reasonably estimable quantitative information should not be
withheld solely due to concerns that the actual figures might
ultimately be different as a result of changes in the contracts in
place or different economic conditions.

Only 16 companies surveyed disclosed that they believed the
impact of adopting IFRS 15 was potentially significant. Of those
16, six gave no rationale at all as to why they had assessed
that the impact was potentially significant, and seven gave
fairly generic rationale about how they would be impacted.
Given ESMA's recent public statement we would expect those
companies to significantly increase the level of disclosure
they provide to become increasingly specific and clear as they
get closer to the adoption of the standard. Indeed we would
expect most companies - and certainly those who have not
yet assessed the impact of IFRS 15 - to increase the level of
disclosure with regards to this standard as the effective date
becomes closer. The remaining three companies surveyed
gave a relatively detailed rationale as to why they expected

a significant impact on adoption of IFRS 15. Notably, two

of those companies operated in the telecommunications
industry - an industry that will be significantly impacted in
several ways. A good example of the expected impact was
provided by BT Group plc (Example 14.1) who went into

a good level of detail about how various different revenue
streams were likely to be affected.
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Figure 14.1 How much disclosure have companies given
about the expected impact of IFRS 15?

1% 9y
16%

3%

41%

30%

W Very limited/no disclosure M Statement impact not yet assessed
[ Statement no material impact expected & no supporting rationale

Il Statement no material impact expected & clear supporting rationale

Bl Statement that a possibly material impact is expected

List of new standards only

As per figure 14.1, 41 of the companies that we surveyed
stated that they had still not assessed the impact of IFRS 15,
while 33 stated that they did not think the adoption of IFRS

15 would have a material impact on the Group. Only three

of those companies gave a reasonable level of information

as to why they perceived the impact to be immaterial. A brief
statement explaining why anticipated impacts are not material
may be helpful to evidence and reassure readers that an
appropriate assessment has actually been undertaken.

Figure 14.2 How much disclosure have companies given
about the expected impact of IFRS 16?

1%
14%

21%

11%

46%

[l Statement impact not yet
assessed

B Very limited/no disclosure

[ Statement no material impact
expected and no supporting
rationale

[l Statement that a possibly
material impact is expected

[l List of new standards only

Note that 7 companies surveyed completed published their
annual report before the final publication of IFRS 16 and
therefore were excluded from this assessment

A clear vision | Annual report insights 2016

IFRS 16 Leases was only published in January 2016 and will

be effective for periods beginning on or after 1 January 2019
subject to EU endorsement. As such, we would expect that
companies are further behind in their assessment of the
impact of this standard. That is certainly true of the companies
that we surveyed, 46 of which stated that they had not yet
assessed the impact of IFRS 16 as shown by figure 14.2.
Despite companies having less time for their assessment
given the relatively recent publication of IFRS 16, it is perhaps
easier to identify an indicative impact in many cases, with IFRS
16 essentially meaning that existing operating leases will be
coming on balance sheet.

Our survey revealed that the average amount of operating
lease commitments that companies disclosed was almost
£500m, although this figure was significantly higher amongst
the FTSE 100 companies surveyed (almost £2bn), which
skewed the overall average. In the companies outside the
FTSE 350 the average operating lease commitment was
£41m. Given the significant of these numbers it is no surprise
that 21 companies stated that a potentially material impact
was expected once IFRS 16 was adopted. Amongst those 21
companies, almost all explained that more assets would be
on the balance sheet. Similarly to IFRS 15, we would expect
these companies to give more specific and clear disclosure of
the expected impact in future periods prior to the standard
becoming effective.
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Figure 14.3 How much disclosure have companies given
about the expected impact of IFRS 9?

1%

B Very limited/no disclosure B Statement impact not yet

o assessed
[ Statement no material impact
expected & no supporting [l Statement no material impact
rationale expected & clear supporting
rationale

[l Statement that a possibly

material impact is expected List of new standards only

The last of the three major new standards which has been
issued but is not yet effective is IFRS 9. Like IFRS 16, IFRS 9 has
not yet been endorsed by the EU, but it is expected to become
effective for periods commencing on or after 1 January

2018, and we would therefore expect companies to be more
prepared in their assessment of IFRS 9. Figure 14.3 shows

our findings in this respect. Out of our surveyed companies,
34 stated that they had not yet assessed the impact of the
new financial instruments standard. 16 companies however
made no disclosure at all in respect of IFRS 9. 13 companies
stated that a possibly material impact is expected, although
five of those companies gave no further disclosure as to why,
and only one company gave something other than a relatively
generic assessment of the impact.

Of the other standards or amendments not yet effective, 49%
of companies surveyed provided a partial listing, 28% gave

a full'list, 12% simply stated that the remaining standards

not yet effective would not have a material impact on the
Group, and 11% companies provided no disclosure at all. Even
if it is relatively obvious that a new standard will not affect

a company, those companies should still make an explicit
blanket statement of some sort covering such standards -
this is consistent with the FRC Lab'’s guidance which noted
that investors suggest that companies state that they have
considered all the upcoming changes and only specifically
disclosed those with a material or potentially material impact
to the company.

Changes to accounting policies

IAS 8 Accounting Policies, Changes in Accounting Estimates,
and Errors, requires companies to disclose if there have been
any changes in accounting policies during the year. This may
be due to new IFRS requirements or for voluntary changes in
accounting policies. In its 2014 report on accounting policies
the FRC Lab stated that investors like to see a clear rationale
if a standard has been adopted early or voluntarily as well as
a concise summary of any impact, including on prior periods.
In our sample, 25 companies restated prior year amounts in
their reports and 2 companies disclosed the early adoption
of new standards (some annual improvements and IAS 1
amendments made under the IASB's disclosure initiative).

A clear vision | Annual report insights 2016

Of those companies that had restatements, eleven were

due to a change in segment analysis, six were as a result of

a change in accounting policy and four appeared to be as a
result of errors. The remaining four companies restated their
balance sheets as a result of changes to acquisition values.
Only three of these presented a restated balance sheet at
the beginning of the comparative period, as required by IAS 1
where the restatement has a material impact. Even so it may
be advisable for companies to state where no material impact
is noted and therefore no third balance sheet prepared.

Other accounting policy items

One of the main focus areas of the accounting policies report
produced by the FRC Lab was the significance of accounting
policies. The report found that although different users

had different views and requirements when it came to the
disclosure of accounting policies, overall there was a clear
message that the most significant accounting policies should
be more prominent and easily accessible, and that the content
of all policies included should be specific and not 'boilerplate’.
With this in mind it was encouraging to see an increase in the
number of companies that made reference to materiality in
their accounting policies note from two companies last year to
eightin the current survey.

197

(o] %

cl

€l

Z 'xddy | ‘xddy

$1021U0D)

S92J4N0S3xY



< & >

Companies who put the 2016 2015
accounting policies note directly
after the primary statements

Overall 88 88
FTSE 350 48 51
Others 40 37

The same number of companies surveyed in the current and prior year
chose to present their accounting policies note directly after the primary
statements. The most popular alternative to this is combining the
accounting policy with the relevant note, although only five companies
surveyed presented their accounts in this way this year. This is
potentially a good alternative, especially if significant accounting policies
are still displayed prominently separately, since those users who do

not want to review the detail of all the individual notes can understand
the key policies and review information they are interested alongside
the policy for that particular section. Other locations included before
the primary statements (three companies) and in the final note (also
three companies). One company in our survey disclosed their significant
accounting policies directly after the primary statements, and disclosed
all of the other accounting policies alongside the relevant note. The
benefit of this is that it highlights to users which policies the company
considers to be most significant.

Average length of accounting 2016 2015
policy note (pages)

Overall 6.7 6.4
FTSE 350 6.8 6.5
Others 6.5 6.2

The average length of accounting policies (where provided in a separate
note) increased by 5% overall. Itis difficult to say whether the FRC's clear
and concise project and the IASB’s disclosure initiative are making an
impact in this area without looking at each set of accounts in detail, but
itis clear that there is the potential for companies to at least consider
whether they could remove some of their immaterial accounting

policy disclosures, or at least relegate them to a later note/section. The
shortest note in this year’s survey was three (2015: three) pages long
whilst the longest had 19 (2015: 17) pages.

A clear vision | Annual report insights 2016

Critical accounting judgements and key sources of
estimation uncertainty

Companies are required to disclose those sources of
estimation uncertainty and assumptions about the future
that have a significant risk of causing a material adjustment to
the assets and liabilities within the next financial year. Those
judgments made in applying accounting policies that have
the most significant effect on the amounts recognised in the
financial statements should also be disclosed.

In practice, many companies combine the disclosure of these
items although our survey findings this year showed a 6%
increase in the number of companies that clearly distinguished
the two concepts as per figure 14.4. The majority (67) of
companies continue to combine their judgements and
estimation disclosures, with a small amount only appearing to
disclose one or the other. Notably, the FRC in their 2015 CRR
report have stated that, in their eyes, for these disclosures

to be meaningful it's important that judgements and
estimations are identified and disclosed separately, so while
investors may not differentiate, the regulators do. Whilst the
Financial Reporting Lab report found that many investors

do not differentiate between judgements and estimates

in the same way that accounting standards do, they also
noted that investors were specifically focussed on estimates,
demonstrating the importance of the disclosures around
this area. Investors also stated that an understanding of the
“sensitivity of the balances and earnings amounts stemming
from elements of estimation and judgement” was important.
Whilst companies tend to be relatively good at this when it
comes to areas such as impairment and pensions, where
other standards explicitly require sensitivity disclosures to be
provided in certain instances, other areas tend to be less well
analysed in terms of their sensitivities.
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Preparers should remember that IAS 1 explicitly cites
sensitivity information as an example of something useful
in helping readers understand the sources of estimation
uncertainty.

Figure 14.4 How are critical accounting judgements and
key sources of estimation uncertainty presented?

80%
60%

40%
27%

22%
20% l
0%

0

2% 19 4% 5%

Clearly Combined Judgements Estimation
distinguished only uncertainty only

W 2016 MW 2015

On average, companies in total disclosed between five and

six areas of judgement and estimation uncertainty in both the
current and prior year. More granularly speaking the average
rose by 7% this year, though this did not impact the rounded
amount of six. However, the appropriateness of the number of
items disclosed will naturally vary from company to company.
At either extreme, one company disclosed 15 items that

they considered to be significant, and three companies only
identified one item, although the appropriateness of either

extreme in these examples is questionable. What is really
important here is identifying all material areas and ensuring
that the quality of the disclosures in these areas is sufficient
for users. For more detail about what companies included
within their identification of estimates and judgements refer to
chapter four.

Structure of the notes

In the 2015 CRR report, the FRC continues to stress its
commitment to clear and concise reporting, especially in
relation to the removal of immaterial or irrelevant information
from the annual report.

They continue to encourage companies to consider

the disclosure principles of a particular standard when
performing their ‘cutting clutter’ exercise. An assessment of
the appropriateness of certain disclosures therefore remains
an important exercise in this process. Where appropriate
the removal of ‘clutter’is not only encouraged but is deemed
necessary.

The areas in which the FRC identified the potential for
improvement, in terms of clear and concise reporting, in their
2015 CRR report were:

* accounting policies - e.g. for items or transactions that were
not material, for repetitive information or disclosure of new
requirements with little or no future impact expected;

¢ tables with immaterial information - which could be
eliminated or replaced with narrative;

A clear vision | Annual report insights 2016

* disaggregation of immaterial items included individually
within primary statements;

* repetitive information that could be cross referenced
elsewhere; and

¢ disclosures that have become irrelevant because the
company's circumstances have changed.

In our survey, we found that only five companies made
reference to the fact that they had omitted some disclosure
on the basis of materiality. This is much lower than last year
where 16 companies made such a statement. This is perhaps
due to the fact that the FRC has made it clear that companies
do not need to include detail about what they have removed
or a feeling that in the first year of omission an explanation is
necessary but not in subsequent years.

It's also worth bearing in mind that Amendments to IAS 1 -
Disclosure Initiative becomes effective for annual periods
beginning on or after 1 January 2016. These amendments add
additional examples of possible ways of ordering the notes,
clarifying that understandability and comparability should be
considered when determining the order of the notes and that
they need not be presented in the order listed in paragraph
114 of IAS 1.
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Revenue recognition

In defining revenue recognition policies it was noticeable that
companies in our survey varied widely in both the way in which
they presented their revenue recognition policies and which
items of income they included under this policy. For example,
it sometimes contained interest income or dividends as
opposed to purely what the company recorded as revenue in
the income statement. This could potentially add to the level of
‘clutter’ in the accounting policies if those other income items
are not material. We noted one company that combined their
disclosure on revenue recognition with their critical accounting
judgement on this area. Whilst this is a perfectly acceptable
approach we would expect to see clear demarcation of what
the accounting policy is and what the judgement is. Indeed

in the previously mentioned Lab report it was noted that
investors find it useful when the accounting policies also cover
the judgements and estimates, provided a list of those items is
also disclosed in a single place.

102 https:/www.frc.org.uk/Our-Work/Publications/Corporate-Reporting-
Review/Technical-Findings-of-the-Conduct-Committee-s-Fina.pdf

Number of companies disclosinga 2016 2015
clearly company-specific revenue
recognition policy

Overall 77%
FTSE 350 78% Not surveyed
Others 76%

Overall, 77 companies in the year disclosed a revenue recognition policy
that was at least in some way specific to that company. Of those 77, 57%
gave detailed company information, whereas the remaining 43% gave
relatively high level information which was still specific to the company.
Overall therefore, 56% of companies surveyed could have given more
detailed revenue disclosures.

Average revenue recognition 2016 2015
disclosure length (number of

words)

Overall 259 244
FTSE 350 271 246
Others 243 242

Our findings from this year's survey showed an increase in the average
length of revenue recognition policies of 6%, the vast majority of which
was driven by an average increase in the FTSE 350 disclosure (by 10%).
An overall increase isn't necessarily an indication that the quality of the
disclosure has increased - management should consider the best way of
indicating the nature of all of their material revenue streams.

A clear vision | Annual report insights 2016

Capital management

Disclosures regarding the composition of capital, the
objectives set by the board and the policies and processes
that management follow in managing their capital are
required by IAS 1 Presentation of financial statements.
Companies should also be clear that ‘capital management’
isn't synonymous with working capital, capital investment

or share capital structure - during our survey we saw

several references from the capital management note to
such disclosures in the front half without appearing to give
sufficient disclosure under the requirements of IAS 1. Indeed,
the FRC has continually identified capital management
disclosures as an area that requires improvement, most
recently in the technical findings accompanying their 2015
Corporate Reporting Review annual report’®?, particularly in
relation to disclosures about what is managed as capital and
the quantitative and qualitative disclosures relating to capital.

The structure and linkage of disclosures is also something
that preparers should consider when thinking about capital
management. Companies often give information about capital
management in their front half, and this should be consistent
with and supplementary to the information disclosed in the
back half.

We noted several instances where groups had disclosed
information in relation to capital management in line with the
requirements of IAS 1, however that information was only
presented in the front half whereas for IAS 1 purposes it must
be included in the financial statements, which are of course
audited. Capita plc (Example 14.2) provide a good example
of capital management disclosure.
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Number of companies discussing 2016 2015
capital management in front and

back half

Overall 40% 45%
FTSE 350 53% 58%
Others 21% 28%

Overall, we found that there was a fairly significant variety of practice
across companies. Whilst it is encouraging that every company bar one
had some discussion of capital management somewhere in the annual
report, the number of companies that disclosed information in both the
front and back halves was only 40, with 31 of those within the FTSE 350.
In such cases, companies should take care to effectively link the two
disclosures together, especially where they rely on one another in some
way. This appeared to be an area where a number of companies could
improve.

Companies who disclosed capital 2016 2015
management objectives (in the
front half or back half)

Overall 92
FTSE 350 54 Not surveyed
Others 38

Most companies met the requirement to disclose the capital
management objectives of the company (92), and 77 companies

were able to give a clear definition of what it was that they managed

as capital. However only 39 companies explicitly gave quantitative
information about the level of capital at the year end, and only 46
companies gave clear and specific information about the policies and
processes that they follow when managing capital. This shows that there
is plenty of room for improvement in disclosure in this area.

103 http//www.ifrs.org/Alerts/PressRelease/Pages/IASB-responds-to-
investors-call-for-improved-disclosures.aspx

Debt reconciliations

In January 2016 the IASB published amendments'® to IAS

7 Statement of Cash Flows. The amendments’ objective

is for entities to provide disclosures that enable users of
financial statements to evaluate changes in liabilities arising
from financing activities, similar to old UK GAAP's net debt
reconciliations (albeit cash is not required to be included in the
IAS 7 reconciliation). Under the amendments, the following
changes in liabilities arising from financing activities are to be
disclosed (to the extent applicable): (i) changes from financing
cash flows; (ii) changes arising from obtaining or losing control
of subsidiaries or other businesses; (iii) the effect of changes
in foreign exchange rates; (iv) changes in fair values; and (v)
other changes. These amendments become effective for
periods commencing on or after 1 January 2017, subject to EU
endorsement, so this is an area that companies will need to
get to grips with soon, albeit comparatives are not required.
Prior to this, companies who disclose information about net
debt have been doing so on a voluntary basis.

A clear vision | Annual report insights 2016

Companies with debt providinga 2016 2015

net or gross debt reconciliation

Overall 55%

FTSE 350 66% Not surveyed
Others 38%

Encouragingly, over half of all companies surveyed with financing
arrangements disclosed a debt reconciliation of sorts. For these
companies there should be less work to do in preparing for the
forthcoming IAS 7 amendments.

An example of comprehensive information on net debt
reconciliations was provided by Mondi Group (Example 14.3).
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Distributable reserves

Although there is no requirement under the law or accounting
standards for a separate figure of distributable profits to be
disclosed, 38 companies (2015: 40) in our sample (24 from the
FTSE 350 (2015: 25) and 14 from the other group (2015: 15))
presented some information about distributable reserves in
their financial statements. Of those companies 14 stated the
actual amounts of distributable reserves available, the other
24 including some disclosure - for instance that a particular
reserve is not available for distribution. See chapter 6 for more
discussion of dividend reporting.

Segments

Companies are required by IFRS 8 Operating Segments to
report segmental information to shareholders in line with the
way it is reported internally to management. It was therefore
surprising to see that 16% (2015: 12%) of reports surveyed
discussed different reporting segments in the front half to
those included in the notes to the financial statements. The
average for the FTSE 350 was less, at 12% (2015: 11%) than for
the companies outside this group at 21% (2015: 14%). The FRC
is likely to challenge such differences, for example questioning
the use of materiality or IFRS 8's aggregation criteria where
the front half shows a greater level of disaggregation than is
presented in the notes to the accounts.

Companies with just one 2016 2015
reportable segment

Overall 16% 12%
FTSE 350 16% 14%
Others 17% 9%

Asingle reportable segment is justifiable where the chief operating
decision maker is only presented with aggregated information in

order to make decisions about the allocation of resources and review
performance; but the FRC will often approach such a conclusion with

a degree of scepticism. There has been a slight rise in the number of
companies with just one reportable segment; over half of these did give
a clear justification of why this conclusion was reached. A good example
of such disclosure is in the report of Electronic Data Processing PLC
(Example 14.4).

Companies with just one 2016 2016
reportable segment without
justification

Overall 38%
FTSE 350 44% Not surveyed
Others 29%

Including a clear justification for why this conclusion was reached
is advisable, to pre-empt challenge on why only a single reportable
segment has been identified.
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Goodwill

In a business combination, companies are required to
recognise the difference between purchase price and the
value of identifiable assets and liabilities as goodwill. This must
then be assessed each year to ascertain that its value has not
been impaired. The percentage of companies we surveyed
that held goodwill at the year-end has remained fairly static
for those we surveyed in the FTSE 350 at 91% (2015: 89%),
whereas for the other companies surveyed the number has
decreased to 57% (2015: 72%). This is at least partly as a result
of impairments seen in goodwill compared to last year (see
following section), as three of the companies surveyed outside
the FTSE 350 recorded an impairment to goodwill during the
year such that the year-end balance was nil.

All but two of the companies in our sample based their
recoverable amounts on value in use, as opposed to fair value
less costs to sell. IAS 36 requires that where value in use is
used as the recoverable amount of a Cash Generating Unit
(CGU) with significant goodwill, information is given about

the period over which cash flow projections were based on
budgets and forecasts (before potentially extrapolating over a
longer period). There is an assumption that the period based
on budgets and forecasts should not be longer than five years
unless there is a good reason, in which case an explanation
for this should be given. Only two companies surveyed had
projections that utilised budgets or forecasts for a period
exceeding 5 years.
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Clear and specific sensitivity disclosures should be provided
where a reasonably possible change in a key assumption
would cause an impairment. This is done at varying levels of
detail, as shown in figure 14.5. Where there is no reasonably
possible change that would lead to an impairment, users

of the accounts may appreciate a negative statement to

this effect. Hill & Smith Holdings PLC (Example 14.5) and
Findel plc (Example 14.6) give good examples of sensitivity
disclosures.

Figure 14.5 How do companies disclose the sensitivity
analysis they have done for impairment testing
purposes?

10%
16%

9
41% 33%

B Detailed sensitivity analysis [l High level sensitivity analysis

[ Negative statement only Il No sensitivity analysis

Interestingly, of the 31 companies providing a negative
statement that there was no reasonably possible change

in a key assumption that could cause an impairment, 26
nevertheless described it as a key source of estimation
uncertainty under IAS 1. Given that IAS 1 requires disclosure
of those sources of estimation uncertainty “that have a
significant risk of resulting in a material adjustment to the
carrying amounts of assets and liabilities” it seemed like there
could be a disconnect here.

% of companies surveyed with 2016 2015
goodwill which disclose the

allocation of goodwill to CGUs or

groups of CGUs, not higher than

segmental level

Overall 92% 96%
FTSE 350 92% 100%
Others 92% 90%

Where significant, IAS 36 requires that companies disclose the allocation

of goodwill to each CGU or group of CGUs. IAS 36 requires that a group

of CGUs for this purpose must not be bigger than an operating segment

or the level at which goodwill is monitored internally. There remains
a small number of companies surveyed who did not disclose any
allocation of the value of goodwill.
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% companies surveyed with more 2016 2015
than one CGU where the same

growth rate had been used to

extrapolate cash flows beyond

the forecast period for all CGUs

Overall 38% 33%
FTSE 350 29% 21%
Others 59% 63%

The growth rate for each CGU should reflect their specific products,
industry, locations and market. Companies should determine the
appropriate growth rate(s), which may not be the same across different
CGUs.

% of the above who provide an 2016 2015
explanation for the same growth
rate being used

Overall 45% Not measured

% of companies surveyed with 2016 2015
growth rates more than nil where

growth rates have been justified

with regards to the relevant long

term average growth rate

Overall 40% 53%
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% of companies with more than 2016 2015
one CGU using different discount

rates for different groups of CGUs

Overall 70% 77%
FTSE 350 75% 85%

Others 57% 61%

As for growth rates, companies should determine an appropriate
discount rate that may not be the same across different CGUs, due to
the different risk factors to which they are exposed. As an alternative
to risk-adjusting discount rates companies may instead risk-adjust their

cashflows.

% of companies using different 2016 2015
discount rates that disclosed

them as ranges

Overall 35% 39%
FTSE 350 44% 40%
Others 8% 36%

Impairments

Impairment disclosures continue to be an area where
regulators focus their attention, and asset impairment
calculations and the disclosures around these are a common
area of challenge. The percentage of companies recording

an impairment, excluding impairments of trade receivables
(given how common these are) increased from 43% in 2015 to
63% this year, the increase being comparable across FTSE 350
companies (46% to 67%) and other companies (40% to 57%).
This may indicate a drop in economic confidence in these
companies. The split of different areas where companies have
recognised impairments is shown in figure 14.6.

Figure 14.6 In what areas have companies recognised
an impairment?

40
30 28
24
20
11 14 12
Property, Goodwill Intangibles Financial
plant and instruments
equipment (excl trade
receivables)

W 2076 W 2015
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Impairment 2016 2015

Companies with an impairment loss not disclosing the events and
circumstances that led to its recognition

Overall 40% 40%
FTSE 350 33% 38%
Others 50% 41%

Companies with an impairment reversal in the year (excluding
trade debtors)

Overall 4% 4%
FTSE 350 5% 4%
Others 2% 5%

Alarge minority of companies reporting impairment losses did not
report the events and circumstances that led to the recognition of the
impairment loss. This may be due to materiality considerations. A good
example of disclosure of the events and circumstances leading to an
impairment is given in the Intertek Group plc (Example 14.7) report.

Levels of impairment reversals (again excluding trade receivables)
remained at the same low level as last year. IAS 36 restricts some
reversals of impairments, for example an impairment of goodwill can
never be reversed.
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Pensions

There are extensive disclosures required for companies with
defined benefit schemes, including the regulatory framework,
related risks and funding arrangements. Figure 14.7 shows the
space that these disclosures take up in the report.

Figure 14.7 How many pages of notes do companies

include for the IAS 19 disclosures?
25 Mean 2016: 4 pages 22
20 Mean 2015: 4 pages

15
12 12
10
6 6
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2 2
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1 2 3

W 2016 W 2015

18 17
15
12
I10
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More companies surveyed (69) had a defined benefit schemes
than those surveyed in 2015 (66) - see figure 14.8 for analysis
of the funding positions of these (note that some companies

had more than one scheme). The proportion of those schemes

in surplus that recognised an asset has increased from 82% to
95%. Companies with schemes in surplus should pay careful
attention to IFRIC 14's requirements to limit the recognition

of plan surpluses, particularly in light of the proposed change
which will require that gradual settlement cannot be assumed
where trustees have a unilateral right to wind up a scheme.
An example of a company explaining why they made the
decision to recognise a surplus, and in this case particularly
commenting on the potential IFRIC 14 changes was BTG plc
(Example 14.8).

Figure 14.8 What is the status of defined benefit pension
schemes?

B In deficit
[ Insurplus, asset recognised

Il Insurplus, no asset recognised
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The inclusion of sensitivity analyses within the pensions
disclosure is a current area of focus from the FRC. 91% of the
companies surveyed provided sensitivity analyses covering
their actuarial assumptions. A good example of this disclosure is
shown in the report of Vodafone Group Plc (Example 14.9).

Provisions

None of the companies surveyed took advantage of the
exemption available in IAS 37 to not disclose information
about a provision, contingent liability or contingent asset
where it would seriously prejudice its position. This is in line
with our expectation in this area, as such a situation is likely
to be rare; additionally the FRC has stated that it is likely to
challenge companies making use of this exemption.

Another regulatory hotspot is the discussion around
uncertainty related to amounts or timing required for each
class of provision under IAS 37. A wide variety was noted

in terms of the level of detail companies were providing in
this regard, although it appeared that there was room for
improvement by many.
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Companies disclosing increases in provisions, 2016
utilisation of provisions, releases of provisions
and unwind of discounts on provisions separately

Overall 45%
FTSE 350 51%
Others 36%

Companies are required by IAS 37 to disclose a detailed split of
movements in provisions, including increases to provisions, amounts
used, unused amount reversed, and the unwind of discounts on
provisions. Of these, the most common disclosure excluded was that
of the unwind of discounts, presumably on materiality grounds.

The KAZ Minerals Plc (Example 14.10) accounts give a good example
of this.

Intangibles

IAS 38 requires companies to identify intangible assets and
amortise them over their useful life. Companies recognise a
variety of intangible assets, as shown in figure 14.9.

Figure 14.9 What classes of intangible assets do
companies record?
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Intangibles 2016

Companies recognising intangibles other than goodwill

Overall 89%

Companies with intangibles assessed as having an indefinite life

Overall 20%
FTSE 350 21%
Others 19%

Companies with intangibles assessed as having an indefinite life
that disclose the justification for this assessment

Overall 44%
FTSE 350 36%
Others 57%

IAS 38 requires companies to disclose the carrying amount of any
assets held with an indefinite useful life, together with the reasons for
the assessment that its life is indefinite; a description of factors that
played a significant role in determining that the asset has an indefinite
useful life should also be given. Over 50% of companies with intangible
assets assessed as having an indefinite useful life failed to give this
assessment. An example of a good explanation in this area is shown by
LSL Property Services Plc (Example 14.11).
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Business combinations

The number of business combinations (39 of the companies
surveyed) has remained consistent with the prior year (39)
and indeed with 2014 (36), indicating a relatively stable
period of acquisition activity. The percentage of companies
surveyed with combinations that did not identify what gave
rise to goodwill increased from 16% last year to 19% this year.
In accordance with IFRS 3, users of the accounts will want to
know why the company paid a premium for the acquisition
and a good description in this area will increase transparency.
Companies who did identify what gave rise to goodwill mostly
identified synergies as the main factor, as shown in figure
14.10. A good example in this area is that of The Weir Group
PLC (Example 14.12), which distinguished between detailed
information given for a large business combination and a high
level summary for a smaller business combination.

Figure 14.10 How many companies recognised goodwill in
business combinations as a result of stated factors?

Assembled workforce _ 15
Other intangible
assets not 5
separately recognised

The types of intangibles recognised as part of acquisitions

remained comparable to the previous year, as shown in

figure 14.11.

Figure 14.11 What types of intangibles did companies
recognise as part of acquisitions in the year?
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Business combinations 2016 2015

% companies reporting business combinations that recognised
goodwill

Overall 95% 82%

% companies reporting business combinations that recognised
intangibles other than goodwill

Overall 77% 79%

Companies reporting business combinations with goodwill but no
intangibles

Overall 23% 8%

The FRC has a focus on companies recording goodwill but no separate
intangibles in business combinations. Despite this, the percentage of
companies recognising goodwill on business combinations increased
while the percentage recognising intangible assets remained the same.

Average value of intangible assets compared to intangible assets
and goodwill combined

Overall 44% 42%
FTSE 350 42% 43%
Others 49% 42%
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Business combinations 2016 2015

% companies with contingent consideration where the nature of
contingent considerations has been discussed

Overall 48%
FTSE 350 38% Not surveyed
Others 80%

As in other areas, companies did not always provide the appropriate
level of detailed explanation, including in this case what kind of
contingent consideration was agreed.

Companies with business combinations after the year end

Overall 9 Not surveyed

% companies with post year end combinations that did not give
disclosures required by IFRS 3

Overall 33% Not surveyed

On a similar note, three of the companies with business combinations
after the balance sheet date failed to give the disclosures required by
IFRS 3 and did not state that the initial accounting was incomplete.

‘Package of five’ consolidation standards

As required by IFRS 12 Disclosure of interests in other entities,
six companies disclosed significant judgements about whether
an entity was a subsidiary or an associate; six disclosed
significant judgements about whether a joint arrangement
was a joint venture or a joint operation. An example of the
latter deliberation is shown in Anglo American plc (Example
14.13).

Joint ventures 2016 2015

Companies with joint ventures

Overall 42 40
FTSE 350 (58 surveyed) 32 29
Other (42 surveyed) 10 1

Companies with joint operations

Overall 8 5
FTSE 350 (58 surveyed) 5 1
Other (42 surveyed) 3 4

As would be expected, the number of companies recognising JVs and
JOs under IFRS 11 increased very slightly, since three of the companies
surveyed last year had not yet adopted the standard. Otherwise these
figures remain roughly consistent with last year.

A clear vision | Annual report insights 2016

Share based payments

Share schemes are becoming an increasingly common part

of remuneration packages, with the number of companies
surveyed using them increasing from 86 in 2014 to 91 last year
and 96 in this year's reports.

Share based payments 2016 2015

Companies with share based payments where these have been
aggregated for disclosure

Overall 34%
FTSE 350 45% Not surveyed
Other 18%

The larger listed entities tend to have more share based schemes and
tend to aggregate disclosures for their share schemes where permitted
by IFRS 2. Aggregation can help keep this area of complex disclosure
concise.

Consider aggregating some of the information: the descriptive
disclosures such as vesting requirements, the maximum term of options
granted, and the method of settlement can potentially be aggregated
per IFRS 2.
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Financial instruments

Both IFRS 7 and IFRS 13 require potentially extensive
disclosures to be provided for financial instruments, the
latter standard in relation to fair value measurements,
especially where there are significant unobservable inputs

i.e. measurements are level 3 in the fair value hierarchy.

Our findings revealed that some companies appeared to

be omitting all the necessary information on such items,
resonating with calls from the regulator to improve disclosure
in this area.

Joint ventures 2016 2015

Companies with items classified as level three in the IFRS 13 fair
value hierarchy

Overall 51 40
FTSE 350 35 28
Other 16 12

% of the above not disclosing information on unobservable
inputs and quantitative factors (where amounts exceeded audit
materiality)

Overall 25% 20%
FTSE 350 23% 21%
Other 31% 17%

IFRS 13's fair value hierarchy indicates that items classified as level three
have significant unobservable inputs used in determining fair value.
The number of companies surveyed who recorded items classified

as level three increased this year. A quarter of companies surveyed

who had material level three items did not disclose information on

the unobservable inputs used. A good example of clear disclosure of
these unobservable inputs is shown in the accounts of Mondi Group
(Example 14.14).

A clear vision | Annual report insights 2016
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Good practice examples Example 14.1

Example 14.1

170 BTGrou

BT Group plc Annual Report 2016 (p170) e

Notes to the consolidated financial

Identification of different revenue streams with an statements

assessment of what the likely qualitative impact of IFRS 15
Preparation of the financial statements

WI | | b e. ‘These consolidated financial statements have been prepared

in accordance with the Companies Act 2006, Article 4 of the

IAS Regulation and International Accounting Standards (1AS)

and International Financial Reporting Standards (IFRS) and
related interpretations, as adopted by the European Union. The
consolidated financial statements are also in compliance with IFRS
asissued by the International Accounting Standards Board (the
IASB). The consolidated financial statements are prepared on a
qoing concern bass.

1. Basis of preparation

¢ Clearly explained the fact that the assessment was an
ongoing process and that management are continuing to
assess the impact.

The consolidated financial statements are prepared on the
historical cost basis, except for certain financial and equity
instruments that have been measured at fair value. The
consolidated financial statements are presented in Sterling, the
functional currency of BT Group plc, the parent company.

New and amended accounting standards adopted with

nosignificant impact on the group
The group has applied the following standards and

Included detailed company specific information.

The group i stilin the process of quantifying the implications of
‘this standard, however we expect the following indicative impacts:

~ Currently, the group recognises connections revenue upon
performance of the connection activiy. The transition to IFRS 15
willresultin this revenue being deferred and recognised on
straight-line basis over the associated line/circuit contractual
period. This leads to the recognition of what is known as
contract liabilty —a liabilty arising from secured revenue flows —
on the balance sheet.

~ Under the current accounting policy, revenue recognised in
relation to equipment and mobile handsets is based on the
corresponding customer charge when the asset s transferred
to the customer. Generally customer premises equipment is
provided for ree, and mobile handsets are either provided for
fiee or for a small upfront charge. Under IFRS 15, additional
revenue will be allocated to all equipment and handsets with
reference to the asset’ relative standalone value within the
contract, regardless of contract pricing. As a result, on adoption
of IFRS 15, there will be an acceleration of revenue for these
items, with a corresponding reduction in ongoing service revenue
over the contract period. The difference between the revenue
and the customer charge willbe recognised as a contract asset
~a receivable arising from secured cash flows —on the balance
sheet.

for the first time for its annual reporting period commencing
1 April 2015:

— Annual Improvements to IFRSs — 201012 Cycle and 201113
&

ycle
— Defined Benefit Plans: Employee contributions ~ Amendments
1015 19,

‘The adoption of these amendments did not have any impact on
‘the current or prior periods.

Example 14.2

New and amended accounting standards that have
been issued but are not yet effective

The following standards have been issued and are effective for
accounting periods ending on or after 1 Aprl 2016 and are
expected to have an impact on the group financial statements.

Capita plc Annual report and accounts 2015 (p147)

IFRS 15 ‘Revenue from Contracts with Customers”

In May 2014, IFRS 15 ‘Revenue from Contracts with Customers’
wasissued and will be effective for periods beginning on or after
1 Janvery 2018, following the July 2015 decision to delay the
effective date by one year. For the group, transition to IFRS 15
will take place on 1 April 2018. Quarterly results in the 2018/19
financial year will be IFRS 15 compliant, with the first Annual
Report and Form 20-F published in accordance with IFRS 15
being the 31 March 2019 report.

IFRS 15 sets out the requirements for recognising revenue from
contracts with customers. The standard requires entities to
apportion revenue eamed from contracts to individual promises,
or performance obligations, on a relative standalone seling price
basis, based on a five-step model.

* Provide clear capital management objectives.

Clearly define what is managed as capital.

* Provide quantitative information in respect of the capital
managed including comparative figures.

* Provide detailed disclosure as to what management
processes are performed in respect of capital management.

d other third party acquisition costs
resulting directly from securing contracts with customers are
currently expensed when incurred. IFRS 15 will require these
costs of acquiring contracts to be recognised as an asset when
incurred, to be expensed over the associated contract period.

~IFRS 15 will lso resuit in some contract fulfiment costs which
are curtently expensed at a point in time to be deferred on the
balance sheet where they relate to a performance obligation
which is satified over time.

~IFRS 15 gives far greater detail on how to account for contract
modifications than current revenue standards IAS 18 and
IAS 11. Changes must be accounted for either as a retrospective
change (creating either & catch up or deferral of past revenues),
prospectively with a reallocation of revenues amongst identified
performance obligations, o prospectively as separate contracts
which will not require any reallocation.

—There willbe a corresponding effect on tax iabiltes in relation to
al of the above impacts.

The group s continuing its analysis of the expected impacts of
transition to IFRS 15

IFRS 9 ‘Financial instruments’

IFRS 9 was published in July 2014 and will be effective for BT
from 1 April 2018 subject to EU endorsement. It is applicable to
financial assets and financial liabilties, and covers the classification,
measurement, impairment and de-recognition of financial assets
and financial liablities together with a new hedge accounting
model.

We do not expect this to have a material impact on our results,
with the key changes for BT being around documentation of
policies, hedging strategy and new hedge documentation.
However, the provision for fetime expected losses on al financial
assets will be reviewed as part of quantifying the impact of the
standard

IFRS 16 ‘Leases”

IFRS 16 was published in January 2016 and will be effective for
8 from 1 April 2019, replacing IAS 17 ‘Leases’ subject to EU
endorsement. The standard requires lessees to recognise assets and
liabilties for all leases unless the lease term is 12 months or less or
the underlying asset is f ow value.

A clear vision | Annual report insights 2016

Example 14.2

Accounts Capita plc147

Notes to the d financial

26 Financial instruments (continued)

Capital management

The primary objective of the Group's capital management is to ensure that it maintains a strong credit rating and healthy capital ratios to support
its business operations, its acquisition strategy and maximise shareholder value. The Group manages its capital structure, and makes adjustments
toit, in the light of changes in economic conditions. To maintain or adjust the capital structure, the Group may adjust the dividend payment to
shareholders, return capital to shareholders or issue new shares. Focus on capital management forms an important component of the monthly
Board meetings with attention on various matters including: return on capital employed, ensuring a mix of funding sources to ensure continuity
and flexibility,  balance between fixed and floating borrowings and a broad spread of maturities together with attention to ensuring adequate
liquidity headroom

The Group's capital management process ensures that it meets financial covenants in ts borrowing arrangements. Breaches in meeting the financial
covenantscould permit helenders to mmediatey scclrae repayment o oans and borronins.The Croup manitors,a ar of s monthly
Board review, that it will adhere to specified consolidate lidated net interest exp ratios. There have been no
breaches n the financial covenants of any loans and borrowmgs in the pemoa

e Group has a business model that s driven by organic growth and through the acquisition of small- and medium-sized entities which enhance
existing portfolios or provide access to new markets. The availability of funds for this acquisition activity is thus a key consideration when
determining the use and management of capital. The Group therefore uses longer dated debt, generally bonds and long-term bank facilties, to
enable it to finance these purchases.

Capita ple supports the growth ofits various financial services businesses, which form a key part ofits overall strategy and business plan.

These financial firms are subject to various capital requirements imposed by financial services regulators. These requirements do not apply

to Capita plc itself and the Group is not required to provide consolidated returns for regulatory purposes. The board of each regulated firm is
responsible for ensuring it has embedded capital management frameworks that test there are adequate financial resources at all times. During the
year, they complied with all externally imposed financial services regulatory capital requirements

The Group seeks to maintain a conservative and efficient capital structure with an appropriate level of gearing. It s Group policy to target along
term net deb to EBITDA ratio in the range of 2.0 to 2.5 and maintain interest cover above 7.0 times. At 31 December 2015, our annualised net
debt to EBITDA ratio was 2.5 (2014: 2.2) with annualised interest cover at 13.7 times (2014: 16.3 times). These ratios are monitored monthly by the
Board. As the Group considers a long-term net debt to EBITDA ratio the most appropriate measure for gearing, it does not maintain or monitor a
targeted debt/equity ratio

The Group raises debt in a number of markets including the bank loan market, bank overdraft, finance lease and bond markets. The Group has
available to it a committed Revolving Credit Facility of £600m maturing in August 2020 and a £600m Credit Facility maturing n June 2017, of
which £nil was drawn down as at 31 December 2015 (2014: £nil drawn down on a £600m Revolving Credit Facility). These facilities are both
available for the Group's immediate use.

During the year the Group issued a total of US$293.5m and £97.0m of new bonds. In addition, the Group issued bonds with a total face value of
EUR310.0m at a discount, receiving net proceeds of EUR304.4m.

The Group has a spread of bond maturities over many years to 2027 (see note 22).

The Group's dividend policy is to return surplus cash to shareholders through a mixture of progressive dividends and, when appropriate, capital
returns. Total dividends have grown at a compound rate of 9.6% over the 5 years to 31 December 2015 whilst dividend cover in the year is

2.23 times. The Group returned £155m capital to shareholders by means of a special dividend in 2007 and undertakes share buybacks on an
opportunistic basis, as market conditions allow, in order to maintain an efficient capital structure and to minimise its long-term cost of capital.
Shareholder approval is sought annually for authority to purchase up to 10% of issued share capital and it is Group policy to continue to evaluate
any attractive opportunities for share buybacks as they arise.

No changes were made in the objectives, policies or processes during the years ended 31 December 2015 and 31 December 2014.

The table below presents quantitative data for the components the Group manages as capital:

B B
Shareholders’ funds 7533 9155
Cashin hand (534.0)  (4589)
Overdraft 4487 4298
Unsecured loan notes - 02
Obligations under finance leases 7.0 119
Bonds 17494 13068
Term loan 3000 3000
Currency and interest rate swaps (2208)  (1843)
AL31 December 25036 23205
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http://www.btplc.com/Sharesandperformance/Annualreportandreview/pdf/2016-Annual-Report.pdf#page=164
http://investors.capita.com/~/media/Files/C/Capita-IR-V2/documents/capita-annual-report-2015.pdf#page=149
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Example 14.3

Mondi Group Integrated report and financial statements 2015
(p28-29, 167, 179)

* Provided comprehensive information about the level of net
debt in the company, for instance by showing the maturity
profile of their net debt and the currency split.

* They also provided a clear definition of what they managed
as capital, and how much that amounted to at the year end.

* Provided clear linkage between the front and back half that
was understandable and consistent.

Chief financial officer’s review

et debt and finance casts

e of et debt

498m
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http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=31
http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=31

Example 14.4

Electronic Data Processing PLC Annual Report and Accounts

30 September 2015 (p34)

Segmental information - clear explanation of why a single
operating segment was chosen.

Example 14.5
Hill & Smith Holdings PLC Annual Report 2015 (p110)

Goodwill - disclosure of sensitivity in impairment testing.

Example 14.4

Notes to the Consolidated Financial Statements continued

(forming part of the financial statements)

2. Significant accounting policies continued
New standards not applie
The 1ASB has issued the following standards with an effective date after the date of these financial statements and early adoption
has not been applied:
Effctive for accounting
periods begining on o after

International Accounting Standards (IFRS/IAS)

IFRS 9 Financial Instruments 1 January 2018
IFRS 10 (amended September 2014) Consolidated Financial Statements 1 January 2016
IFRS 11 (amended May 2014) Joint Arrangemen 1 January 2016
IFRS 12 (amended December 2014) Disclosure of Interests in Other Entities 1 January 2016
IFRS 14 Regulatory Deferral Accounts 1 January 2016
IFRS 15 Revenue from Contracts with Customers 1 January 2018
IAS 1 (amended December 2014) Presentation of Financial Statements 1 January 2016
1AS 16 (amended May and June 2014) Property, Plant and Equipment 1 January 2016

1AS 27 (amended August 2014) Separate Financial Statements 1 January 2016

1AS 28 (amended December 2014) Investments in Associates and Joint Ventures 1 January 2016

1AS 38 (amended May 2014) tangible Assets 1 January 2016

1AS 41 (amended June 2014) Agriculture 1 January 2016
1

Amendments to various standards resulting from Annual Improvements 2012-2014 Cycle January 2016

The Direc s with Customers will have

on the Group’

are currently assessing the likely impact that adoption of IFRS 15 Revenue from Contra
iancial statements in the period of initial application.

Itis not anticipated that application of the remaining new standards, interpretations and amendments to existing standards will have
amaterial sffect on the Group's financial statements when first applied.

3. Segmental analysis
The Group has identified its reportable segment based on the financial reports that intenally are provided to the Group's chief operating decision
maker (CODM). In line with its management structure, the Executive Directors collectively make the key operating decisions and review internal
monthly management accounts and budgets as partof this process. Accordingly, the Executive Directors ot tobe the CODM,
The information reported regularly to the CODM presents the Group as a single Segment supplying software and related services to customers
operating in similar markets. The Group’s software products share a common sales, development and implementation resource. Consequently
the Group has determined that there is one operating segment and therefore one reportable segment, Software.

Segment performance is measured based on segment profit before tax excluding IAS 19 defined benefit pension scheme adjustments and profits
or losses on property disposals or revaluations,

Software Software
2015 2014
£000 €000

Revenue - external customers 5,157 5,508

Profit

Adjusted operating profit 459 553

Restructuring costs (76) -

Segment non-cash net IFRS credit/icharge) il (a1

Interest revenue 42 46

Segment profit before tax 496 558

Profit on sale of property 17 -

Write-down of property value (189)

Defined benefit pension scheme charge net of employer contributions 77) (157)

Consolidated profit before tax 347 201

Other segment

Interest revenue a2 46

Depreciation and amortisation 309 374

Capital expenditure 184 257

34 Electronic Date Processing PLC Annual Report and
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Example 14.5

1 l O Financial Statements

Notes to the Consolidated Financial Statements

10. Intangible assets continued
Cash generating units with significant amounts of goodwill
2015 201
em i
Infrastructure Products - Utilities
The Paterson Group - 80
Creative Pultrusions 74 71
Others <€5m individually 65 51
Infrastructure Products - Roads
Others <€5m individually 136 136
Galvanizing Services
France Galva SA 254 268
UsA 230 218
UK 28 17.7
100.7 100.1

‘Goodwill impairment reviews have been carried out at an operating segment level on all cash generating units to which goodwill s allocated.

Impairment tests on the carrying values of goodwill and certain US Galvanizing brand names of £6.9m (2014: £10.4m), which are the Group's
only other indefinite lfe intangible assets, are performed by analysing the carrying value allocated to each significant cash generating unit
against its value in use. All goodwill is allocated to specific cash generating units which are in all cases no larger than operating segments. Value
in use is calculated for each cash generating unit as the net present value of that unit’s discounted future cash flows. These cash flows are based
on budget cash flow information for a period of one year and an average growth rate of 3% applied subsequently based on management's
estimate for revenue and associated cost growth, other than where specific market or business conditions support a different outlook. Budgets
are prepared taking into account past experience and the Group’s overall strategic direction.

The calculated headroom between value in use and carrying value of each of the cash generating units with significant amounts of gooduwillis
set out below, together with the pre-tax discount rates opplied.

2015 2014
eadroom Discount Headroom Discount

i i e

Creative Pultrusions 212 126% 29 13.0%
France Galva SA 25 14.4% 163 14.3%
Galvanizing Services - USA 1345 135% 105.0 13.5%
Galvanizing Services - UK 25.7 122% 296 12.0%

The pre-tax discount rates detailed above equate to post-tax discount rates of between 9.4% and 10.4%, derived from a market participant’s cost
of capital and risk adjusted for individual cash generating units' circumstances. Similar discount rates are applied in determining the recoverable
‘amounts of other cash generating units. The discount rates applied in determining headroom in both 2015 and 2014 are broadly consistent.

The Group has applied sensitiities to assess whether any reasonable possible changes in assumptions could cause an impairment that would be
material to these Consolidated Financial Statements. The sensitivity analyses did not identify any material impairments with the exception of the
‘goodwill attributed to France Galva SA.

France Galva SA
‘The key assumptions used in the France Golva SAimpairment review relote to the 2016 budgeted cash flows and the future growth rates
assumed thereafter.

The budget for 2016 assumes a 3% reduction in galvanizing volumes compared with 2015, driven by market conditions in France. Subsequently
the calc growt volumes of between 1% and 2%, resulting in calculated headroom of £2.5m. A
reduction of 1% in the 2016 budgeted volumes would reduce the headroom to zero. In the event that budgeted volumes for 2016 are achieved
but that there is no subsequent growth, a goodwill impairment charge of £18.1m would arise. The carrying value of gooduwill of £25.4m would be
fully impaired f future volumes were assumed to fall by 1.5% per annum.

whshaldings com | Stock Code HILS
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http://www.edp.co.uk/investor/EDP_Annual_Report_&_Accounts_2015.pdf#page=36
http://www.edp.co.uk/investor/EDP_Annual_Report_&_Accounts_2015.pdf#page=36
http://www.hsholdings.com/pdfs/Annual-2015.pdf#page=112

Example 14.6
Findel plc Annual Report & Accounts 2016 (p97)

Goodwill - disclosure of sensitivity in impairment testing.

Example 14.7
Intertek Group plc Annual Report and Accounts 2015 (p110)

Impairments - explanation of why an impairment was incurred.

Example 14.6

Consolidated Financial Statements

13 Goodwill and other intangible assets - continued

Significant judgements, assumptions and estimates
In determining the value in use of CGUS it is necessary to make a series of assumptions to estimate the present value of future
cash flows. In each case, these key assumptions have been m: management reflecting past experience, current trends, and
where applicable, are consistent with relevant external sources of information. The key assumptions are s follows:

Operating cash flows
Management has prepared cash flow forecasts for a three year period derived from the approved budget for financial year 2016/17
These forecasts include assumptions around sales prices and volumes, specific customer relationships and operating costs and
working capital movements.

Risk adjusted discount rates
The pre-tax rates used to discount the forecast cash flows are between 12.0% and 15.0% (2015: 12.2% and 16.5%). These
discount rates are derived from the Group’s weighted average cost of capital as adjusted for the specific risks related to each CGU

Long-term growth rate
To forecast beyond the detailed cash flows into perpetuity, a long-term average growth rate which is not greater than the published
International Monetary Fund average growth rate in gross domestic product for the next five year period in the territories where the
CGUs operate has been used. The growth rate was assessed separately for each CGU however a rate of 2.1% (2015: 2.5%) has
been deemed appropriate in both cases.

Results

The estimated recoverable amount of the Express Gifts and Findel Education CGUS exceed their carrying value by approximately
£24,300,000 (2015: £19,500,000) and £6,700,000 (2015: impairment of £19,900,000 recorded respectively and as such no
impairment was necessary.

Sensitivity analysis
The results of the Group’s impairment tests are dependent upon estimates and judgements made by management, particularly in
relation to the key assumptions described above. A reasonably possible change in key assumptions could lead to the carrying value
of the Findel Education CGU exceeding its recoverable amount. Sensitivity analysis to potential changes in operating cash flows and
risk adjusted discount rates has therefore been reviewed.

The table below shows the risk adjusted discount rate and forecast operating cash flow assumptions used in the calculation of value
in use for the Findel Education CGU and the amount by which each assumption must change in isolation in order for the estimated
recoverable amount to equal the carrying value:

cau Findel Education
Value in excess over carrying value (£000) 6,700
Assumptions used i the calculation of value in use

Pre-tax discount rate 15.0%
Total pre-discounted forecast operating cash flow (E000) 94,574
Change required for the recoverable amount to equal the carrying value

Pre-tax discount rate 1.0%
Total pre-discounted forecast operating cash flow (11%)

Based on the results of the impairment test for the Express Gifts CGU, management are satisfied that there is sufficient headroom
such that a reasonably possible change in assumption would not lead to an impairment. Consequently, no sensitivity analysis has
been disclosed
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Example 14.7

Financial statements
Notes to the financial statements continued

9 Goodwill and other intangible assets (continued)
The total carrying amount of goodwill by operating segment is as follows, which is also used for the disclosure of the Group's
impairment review:

015 201

m m
industry Services 32 9674
Exploration & Production 35 36
Business Assurance 6.2 31
Food & Agriculture Services 178 177
Cargo & Analytical Assessment 7.2 185
Government & Trade Services 0.2 02
Minerals 453 469
Softlines 34 35
Hardlines 6.5 75
Product Intelligence 24 26
Electrical & Wireless 463 430
Transportation Technologies 122 130
Building Products 194.5 524
Chemicals & Pharma/Health, &Regulatory 102.4 1005
Net book value at 31 December* 4711 7799

* Allgoodwil i recorded i local currency. Addiions during the year are converted at the exchange rate on the Gate of the ransaction and the goodill a the end
of the year s stated at closing exchange rates

Impairment review

In order to determine whether impairments are required, the Group estimates the recoverable amount of each operating segment

or CGU. The calculation is based on projecting future cash flows over a five-year period and using a terminal value to incorporate

expectations of growth thereafter. A discount factor is applied to obtain a value in use which is the recoverable amount.

Key assumptions.

The key assumptions include the rate of revenue and profit growth within each of the territories and business lines in which the
Group operates. These are based on the Group’s approved budget and five year Strategic Plan. The long-term growth rate is also
key since it is used in the perpetuity calculations. Finall, the discount rate used to bring the cash flow back to a present value
varies depending on the location of the operation and the nature of the operations. The estimated future cash flows are
discounted to their present value using a discount rate that reflects current market assessments of the time value of money

and the risks specific to the asset

The calculation of the value in use is sesitive to long-term growth rates and discount rates. Long-term growth rates predict
growth beyond the Group's planning cycle, and range from 1.7% to 3.5% (2014: 2.5% to 4.5%). The higher long-term
growth rates reflect the weighting of a CGU's operations within China. The discount rate for each CGU reflects the Group's
weighted average cost of capital adjusted for the risks specific to the CGU. Discount rates ranged from 8.4% to 10.3%
(2014: 9.1% 0 12.7%).

Sensitivity analysis
None of the reasonable downside sensitiity scenarios on key assumptions would cause the carrying amount of each CGU
to exceed its recoverable amount, with the exception of Industry Services. The sensitivities modelled by management include:

Assuming revenues decline each year by 1% in 2017 to 2020 from the 2016 budgeted revenues, with margins increasing
with base assumptions

) Assuming zero growth in operating profit margins in 2016 to 2020 with revenues increasing per base assumptions.
i) Assuming an increase in the discount rates used by 1%
Management considers that the likelihood of any or allof the above scenarios occurring is low.

Impairment

At 31 December 2015, before impairment testing, gooduwill of £494.6m was allocated to the Industry Services CGU. The oil and
gas sector in which this CGU operates has experienced a significant downturn with a material reduction in capital and operating
expenditure by its main customers. As a result, the Group revised its cash flow forecasts for Industry Services and has therefore

reduced the CGU value 1o its recoverable amount. This has resulted in an impairment loss against goodwill of £481.4m, against

intangible assets of £60.3m and against property, plant and equipment of £35.6m, in total £577.3m.

110 FINANCIAL STATEMENTS INTERTEK GROUP PLC ANNUAL REPORT AND ACCOUNTS 2015
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Example 14.8 Example 14.8 Example 14.9
BTG plc Annual Report and Accounts 2016 (p109) <
Notes to the consolidated financial statements (continued)
* Giving an explanation of why the company chose to
recognise a defined benefit scheme surplus as an asset. Anonchsofnetassets eintheLK whchsofndedschen
Following the merger nﬂh( VOdame‘U“ pl: d the CWWRP plan on 6 Ji 014 the CWW Secti
from the Vodafone Sect o
21. Derivative financial instruments = . = B
. . N I m &m &m
* Commenting on potential changes to this decision as a result e Anatysisofnetassets/Gfit:
in i Totalfar value of scheme assets 2184 2251 1780 1827 1904 1912 1343 138 1218
of proposed changes to IFRIC 14 Contracts with positive fair values: Present value of scheme liablties 01 (089 (732 (874 @019 @133 A&7 (64D (1444 el
prop g . Forward 23 - Netassets/(deficit) 73 166 48 @n a1 @D 634 G19) 226
Forward ter more 10 - Netassets/(deficit) are analysed as:
vativei 33 - Assets® w16 8 - E - - - -
Liabilties - - - @nam @2y G G192 -
Contracts with negative fair values: . o
Forward 30 09 1" ot s e etrement Pt
Derivative instrument liabilities 30 09 3 Pevtonaseban seemaiobers . - o st ecoramcbeneftsare sl tothe Companyeterinthe
omati : Sosbieecucton e oot
g future d cash flows. N
Exa m Ie 1 4 9 At31 March 2016 the Group had forward contracts to sell US$295m in the period to March 2018 at rates in the range Duration of the benefit obligations —_
p £1:US$1.40 - £T:US$1.56. The fair value of these derivative financial instruments was marked to market at 31 March 2016 as an The weighted average duration of the defined benefit obligation at 31 March 2016 s 22.3 years (2015:227 years; 2014:217 years)
assetat £0.3m.
\/ d f G Pl A | R t 20»] 6 144 At31 March 2015 the Group had forward contracts to sell US$237m in the period to March 2016 at rates in the range Fairvalue of pension assets
odatone Group Fic Annual kepor ( p ) £1:US$1.49 - £T:US$1.51. The fair value of these derivative financial instruments was marked to market at 31 March 2015 as a w06 =
liability at £0.9m. e ~
The fair value gain of £1.2m (2015: loss of £6.2m) for the year associated with these forward contracts was included within Cash and cash equivalents & o
Financialincome (2015: Financial expense), E“\“«‘jyh‘”ves‘”:”‘s b el o
Pensions - Sensitivit anal Sis on ke assumptions in 59 the US$ against sterl 31 March 2016, anothervanablasbemgunchangeu would resultina Q\,‘t‘ ”“tm f’(‘f“”a active market o b
| IaviIty ysi Yy u p | | decrease of £10.3m within ‘Financial income'in afair £10.6m within ‘Derivative thout quoted prices in anactive market —
X . . X . . A5% the US$ against resultina £10.3 mincrease in ‘Financial income’ Debtinstruments: B w
measuring defined benefit obl |gat| on anda fairvalue asset of £10.0m within Derivative nstruments within assets. With quoted prices nan active market 2741 2567
. Property:
22. Retirement benefit schemes With quoted prices inan active market 8 7
Defined benefit scheme. Without quoted pricesin an active market 15 12
erivatives:
Foreug\hle UK employees the Grouu operates a funded pensmn plan providing benefits based on final pensionable De 'l““'*‘*
June 2004, The plan is a registered scheme under the provisions of With quoted prices nan active market @52 9
Scheduleiﬁﬁof(heFmar\ceAthGOé d asset: held ina parate, tr fund. The truste Without quoted prices in an active market - -
required by law to act in the best interest of the plan participants and for setting the plans investment and Investmentfund 231 -
governance policies. Annuity policies - Without quoted pricesin an active market 485 s31
The results of the formal valuation of the plan as at 31 March 2013 were updated to the accounting date by an independent Total 4925 4956 >
qualified actuary in accordance with IAS 19. The next formal actuarial valuation will be measured as at 31 March 2016, . S
The results of this valuation exercise, undertaken by the Trustees of the scheme, are expected in 2017, 109 N Behatvesincude colatraleldinthe formatcash 3
The plan exposes the Group to inflation sk, interest rate risk, market investment and longevity risk. The Group s not exposed | Financials The schemes have no directinvestments mMEG,OUD-SewysmmesD,mp,cpe,‘ym,,enw usedbythe Group :
toany unusual, entity specific or plan specific isks. The plan has a history of granting increases to pensions n line with price -
inflation, and reflected inthe of Eachof the ple avariety of meth equity protection, to imit fallsin equity
I uly 2010, nounced et i pension indexation would be measured by markets,inflation andiinterestrate hedging and. \n(heCWWSec!ur\oﬁhewdaﬁmeJKp\an asubstantialinsured pensioner buy-n poliy:
the Consumer Prices Index, rather than the Retail Prices Index (RP). The Group continues tovalue ts pension fund liability on The actual etum on plan assets ovr the year to 31 March €2 milion (2015:£897 milion eturr
the basis of RP >
T tof total employer tobe paid tothe plan during 2016/17 is £2.9m (2015/16 Sensitivity analysis Z
actual: £29m). Measrementof the retrement obl e to changesin certain S
The IAS 19 position of the plan is generally expected to be different to the triennial funding valuation assessment. The two main shows how a reasonably possible increa: ease in a particular assumption would, in isolation, result in an increase or decrease in the present 3
drivers of this dif ts for p thefl pared tothe IAS value o the defined benefit obligation as at 31 March 2016, ‘
principle), and the IAS 19 requirements to use a discount rate based on high quality corporate bonds (compared toa prudent Ueoectonty N
expectation of actual asset returns for funding) toasit h 19 = Tt Dy
surplus while the fi deficit, with ited deficit r ble by the Group. . o
(Decreasel/increasein present value
that it has no req toadjustthe in respect of of defined obligation (395) 448 @ 4 507 (511) 126 (126)
ithera current surplus or  minimum funding requirement under IFRICTA. Tis s on the basis that the Group has an A
unconditional right to a refund of a current or projected future surplus at some point in the future. On the basis of the same N an actualchange nthe defi tobligationasit changesin assumptions o
ot believe that be affected by the Exposure Draft changes, published on 18 June £ would occurinisolation of one another.In presenting t the: alue of the 5
2015, currently being proposed to IFRIC14. £7 beencalculatedonft isas prior ed unit credit method at the end of whichis the same as that —
32 appliedinc bligation liability recognised in the statement %
~
0
576 plc Annual Reportand Accounts 2018
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https://www.btgplc.com/media/1848/btg_annual_report_2016.pdf#page=111
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Example 14.10 Example 14.10 Example 14.11
. [e)]
KAZ Minerals PLC Annual Report and Accounts 2015 (p137)
Provisions - disclosure showing all required movements
during the year, including the unwinding of discount. 26. Provisons "
e S T o
At | January 2014 67 36 103
Avising(reversing) during the year 8 0] 7
Utiised [0] (€] “@
Disposal of subsidiaries (52) @3) (75) O
Net exchange adjustment (1 (1 Amartisation
g€ ad)
Amortisation is charged to the Income Statement on a straight line basis over the estimated useful lives of intangible assets (unless such
At3| December 2014 15 ! 2 lives are indefinite) as follows:
Exam p le 14.11 Reversing during the year @ = @
* Utilised _ 0 ) Customer contrats: R
Unwinding of discount | | 2 Residential Sales customer contracts. ~ three to ten years =)
i Net exchange adjustment ©) - [6) Surveying and Valuation customer contracts —between three and five years
LSL Property Services plc Annual Report and Accounts 2015 Net xchrg s LR sk b
Current - 2 2 Order book:
At 31 December 2015 9 1 20 Surveying pipeline. - one week -
Current Estate Agency register - twelve months
Non-current 15 I} 2 Others:
: B B .y . At 31 December 2014 15 m 2% Franchise agreements ~ten years
Intangible assets - explanation for where an indefinite life was i — inouse sofware botweon s andve e ~
. . The costs of d d reclamation of mines and facilties within the Gr based on the s included - Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment whenever there is an indication N
selected for intangible assets. e e e e e o e it hl e see iy b el The it i e e o v i e e i
reclaim the mines at the dates of depletion of each of the deposits. The present value of the provision has been calculated using the z year end. Changes in the expected useful ife or the expected pattern of consumption of future economic benefits embodied in the asset is
following discount rates: Kazakhstan 8.8% (2014: 8.0%) per year and Kyrgyzstan 10.3% (2014: 9.8%). The liability becomes payable at 2 accounted for by changing the amortisation period or method, as appropriate, and are treated as changes in accounting estimates.
‘:e end of the “‘5‘:‘“‘ fife of each mine which ranges from O"E‘“’ :9 e U”fe"a""‘es"w” T“‘T";g these costs ‘";‘“"E potential 4 Brand names are not amortised as the Directors are of the opinion that they each have an indefinite useful ife. This is based on the =
changes in regulatory g and red . and the levels of discount and inflation rates. E} expectation of the Directors that there is no foreseeable limit to the period over which each of the assets are expected to generate net w
(b) Payments for licences for mining assets § cash inflows to the businesses and the Directors are confident that trademark registration renewals wil be filed at the appropriate time and
In accordance with its contracts for subsoil use, the Group is liable to repay the costs of geological information provided by the El sufficient investment will be made in terms of marketing and communication to maintain the value inherent in the brands, without incurring

Government of Kazakhstan for licensed deposits. The total amount payable by the Group is discounted to its present value using
adiscount rate of 8:8% (2014: 80%). The uncertainties include estimating the amount of the payments and their timing,

27. Trade and other payables

$milln 2015 2014
Payables for non-current assets 101 29
Trade payables 2 18
Interest payable 57 53
Payables under social obligations | 3
Salaries and related payables 14 17
Mineral extraction tax and royalties payable 25 10
Other taxes payable 5 13
Amounts payable to related parties 5 6
Payments received in advance 12 8
Other payables and accrued expenses " 21

254 435

wowvlazmineralscom 137

significant cost. All brands recognised have been in existence for a number of years and are not considered to b at risk of obsolescence
from technical, technological nor commeraial change. Whilst operating in competitive markets they have demonstrated that they can
‘continue to operate in the face of such competition and that there is expected to remain an underlying market demand for the services
offered. The lves of these brands are not dependent on the useful ives of other assets of the entity.

Impairment

Intangible assets with indefinite useful lives are not amortised but tested for impairment annialy either individually o at the cash generating
unit level. The useful lfe of such intangible assets is reviewed annually to determine whether indefine lfe assessment continues to be
supportable. If not, the change in the useful ife assessment from indefinite to finite is made on a prospective basis.

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any such indication exists,
or when annual impairment testing for an asset s required, the Group makes an estimate of the asset's recoverable amount. An asset's
recoverable amount is the higher of an asset's or cash generating unit's fair value less costs to sell and its value in se, and is determined
for an individual asset unless the asset does not generate cash inflows that are largely independent of those from other assets or Groups
of assets. Where the carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is written down

o its recoverable amount. I assessing value i use, th future cash flows fed to ther present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. Impairment losses
of continuing operat recognised in the tin t tent with the function of the impaired
asset

For assets excluding goodwil, an assessment is made at each reporting date as to whether there is any indication that previously
recognised impairment losses may no longer exist or may have decreased. If such indication exists, the Group estimates the assets’ or
cash generating unit's recoverable amount.
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http://www.kazminerals.com/en/resources/30722/kaz-minerals-plc-annual-report-and-accounts-2015.pdf
http://www.lslps.co.uk/documents/annual-reports/Annual-Report-2015.pdf#page=93
http://www.lslps.co.uk/documents/annual-reports/Annual-Report-2015.pdf#page=93
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Example 14.12 Example 14.12 Example 14.13

The Weir Group PLC Annual Report and Financial Statements

2015 (p153)

' " [ —

FINANCIAL STATEMENTS AND OTHER FINANCIAL INFORMATION

NOTES TO THE FINANCIAL STATEMENTS ~

et (ot 15 CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES [EEASURIMRNeN
Valves fnote 1) OF ESTIMATION UNCERTAINTY i -

Business combinations - a description of what gave rise to the

The inc

in goodwil of £15.2m during 2015 is primarily represented by the

goodwill acquired in current year business combinations. Brand names have bean assigned an indafiit ussful f and as such ae ot amortised. The carying valus i tested annually forimpairment ot 3 i s featon v
(note 14), with an impairment charge in the year of £6.7m recognised in relation to the brand names in the Pressure Control CGU. This resulted " pacton individual
in a carrying value at the period end of £204.5m (2014: £201.4m). e o arrangement. Wh
The brand name valus ncludesthe brands o Linatex, BOK, Warman, SPM, Gabbioneta, Multio, Novatech, Mathana and Wales al o which estimationofOre flevlu, estora ’ piie o
E ctumsa e @

are considered to be market leaders in their respective markets. The allocation of significant brand names is as follows. ; relevant, other facts and circumstances, When the activities of an
tothe parties

Brand names

r Critical accounting judgements
Gabbioners 50 o3 technical liabilities. _
Example 14.13 R b S
X 263 319 the assets
Anglo American plc Annual Report 2015 (p118) .
62 153 osts o Tnereis forthe liabiliti =
Other 217 19.2 participants as outlined above. Key sources of estimation uncertainty
‘Pack. f five' —ioi 2045 2014 Inaddit
ackage of five’ - joint venture assessment. ; -
An impairment charge of £25.1m has been recognised in the year in relation to customer and distributor relationships in the Pressure Control U: N
CGU. The allocation of the remaining customer and distributor relationships, and the amortisation period of these assets, is as follows. U allocation, to the timing
h Inadditi ‘the unit of
period Tiationships value ofthe respective assats.
il il ;
2015 2014 2015 Taxatic
Years Year £m v m
Mathena 10 " 93.4 idered a k f .
Novatech 10 " 404 43.0 and Given the many
Seaboard 12 13 98.3 1293 potential
SPM 16 17 78.2 78.5 innot o result ity for additional 4 46 grade of Ore Reserves varying significantly from time to time
Other Upto15 Upio16 515 431 fromindependent experts. assumptions usedin the estimation of Ore Reserves
The amortisation charge for the period is included in the income statement as follows. of repatriation of These factors " >
s costs, discount rates and foreign exchange rates used to determine o
Cost of sales 55 3.5 lines, tion refer to 4
Selling & distribution co: 54 10 Contingent liabilities port -
S .
Administrative expenses /a6 40.4 " fair valt
Amortisation charge for the 52.5 44.9 based § " binati testing and certain
o =
13. BUSINESS COMBINATIONS 4 sell the asset, ©
On 8 July 2015, the Group completed the acquisition of 100% of the voting shares of Delta Industrial Valves Inc, (Delta Valves) for sideration
of up to US§46m. Delta Valves is a US-based manufacturer of knife gate valves for the mining, oil sands and other industrial markets. The share price at 31 December of the respective entit,
scauisiion extends Werr Mineras sading pesence n mining and o sands markets by expancing the aision's portol of valve products ! . X
unded from existing bank faciltes, and USS15m in new equity. The new equity represents 593,934 ordinary shares with a fai valus representing Where N
the closing share price on the date of acquisition. Up to a further US$10m in cash is payable over the 18 months from acquisition, contingent
change following completion of the fair value exercise during the first half of 2016. =)
acquisition in 2014. The cash consideration paid of £0.4m was offset by cash and cash equivalents acquired. The fair value of the assets and Ind
liabilities of the entity was £nil, resulting in £0.4m goodwill being recognised Q
o
a
st TSNS 188 @
P
1]
wn
o
=
=
[a)
1]
%]
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https://www.global.weir/assets/files/investors/reports/The%20Weir%20Group%20PLC%20Annual%20Report%20and%20Financial%20Statements%202015.pdf#page=155
https://www.global.weir/assets/files/investors/reports/The%20Weir%20Group%20PLC%20Annual%20Report%20and%20Financial%20Statements%202015.pdf#page=155
http://www.angloamerican.com/~/media/Files/A/Anglo-American-PLC-V2/documents/aa-ar-15.pdf#page=120

Example 14.14

Mondi Group Integrated report and financial statements 2015

(p164)

Financial instruments - showing the unobservable inputs to
level 3 valuations.

Notes to the combined and consolidated financial statements
for the year ended 31 December 2015

13 Forestry assets continued

The fair value of forestry assets is a level 3 measure in terms of the fair value measurement hierarchy (see note 30b) and this category
is consistent with prior years. The fair value of forestry as: lculated on the basis of future expected net cash flows arising on the
Group's owned forestry assets, discounted based on a pre tax yield on long-term bondss over the last five years.

The following assumptions have a significant impact on the valuation of the Group’s forestry assets:

which is defined as the seling price less the costs of transport, harvesting, extraction and loading. The net seling
y transactions and is influenced by the species, maturity profile and location of timber. In 2015, the net seling
per tonne) with

« The net seling price,
price is based on third-p:
price used ranged from the South African rand equivalent of €9 per tonne to €33 per tonne (2014: €10 per tonne to €
aweighted average of €20 per tonne (2014: €22 per tonne),

« The conversion factor sed to convert hectares of land under afforestation to tonnes of standing timber, which is dependent on the
‘species, the maturity profil of the timber, the geographic location, climate and a variety of other environmental factors. In 2015, the
conversion factors ranged from 8.9 to 25.2 (2014: 8.8 10 25.2),

« The discount rate of 15.2% (2014: 10.6%) based on  pre tax yield from long-term Souith African government bonds matching the
average age of the timber and adjusted for the risks associaled with forestry asses.

The valuation of the Group's forestry assets is determined in rand and converted to euro at the closing exchange rate on 31 December
of each year.
‘The reported value of owned forestry assets would change as follows shouid there be a change in these underlying assumptions:

Cmilion 2015
Effect of €1/tonne increase in net seling price. 1
Effect of 1% inci in conversion factor (hectares to tonnes 2
Effect of 1% increase in discount rate @
Effect of 1% increase in EUR/ZAR exchange rate 2)
14 Inventories

Cmilion 2015 2014
Valued using the first-in-first-out cost formula

Raw materials and consumables 22 24
Work in progress 9 12
Finished produ 22 29
Total valued using the first-in-first-out cost formula 53 65
Valued using the weighted average cost formula

Raw materials and consumables 321 324
Workin progress 102 106
Finished products 362 348
Total valued using the weighted average cost formula 785 778
Total inventories 838 843
Of which, held at net realisable value 138 150
Combined and consolidated income statement

Cost of inventories recognised as expense 2912 @812
Write-down of inventories to net realisable value (24) (24)
Aggregate reversal of previous write-down of inventories 19 16
Green energy sales and disposal of emissions credits 68 81

164 Mondi Group egrated report and fnancial staterments 2015
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http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=167
http://reports2015.mondigroup.com/downloads/integrated-report-and-financial-statements-2015.pdf#page=167
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Appendix T - Survey methodology

A clear vision | Annual report insights 2016

To put together this document, the annual reports of 100
UK listed companies were surveyed to determine current
practice. Our sample was selected from among all of the

UK incorporated companies with a premium listing of

equity shares on the London Stock Exchange. We excluded
investment trusts (apart from real estate investment trusts)
from our sample, due to their specialised nature. Investment
trusts are those companies classified by the London Stock
Exchange in the ‘Equity Investment Instruments’ sector.

In the current year we have updated our sample to reflect
the composition of the market at 30 April 2016. This year

our sample includes 19 FTSE 100 companies, 39 FTSE 250
companies and 42 companies outside the FTSE 350. Although
the overall sample is, as far as possible, consistent with that
used in last year's survey, as a result of takeovers, mergers,
de-listings, changes in market capitalisations over the last

12 months and late publication of reports, it could not be
identical. Replacements and additional reports were selected
to ensure that overall the composition of our sample remains
consistent with that of the market as a whole. The annual
reports used are those for years ending on or after

30 September 2015 and published before 28 June 2016.

Although our survey data uses only companies from this
sample, when selecting examples of good practice we have
used material from the reports of companies that, in our
view, best illustrate a particular requirement or innovation,
regardless of whether they are in our sample or not.
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Appendix 2 - Glossary of terms and abbreviations

Act
Companies Act 2006

BIS
The Department for Business, Innovation and Skills

CEO
Chief Executive Officer

CcGU
Cash generating unit

CoObDM
Chief Operating Decision Maker

Conduct Committee

A body established by the FRC with legal authority to ensure
that the annual accounts of public and large private companies
comply with the Act and applicable accounting standards.

CMA

Competition and Markets Authority

An independent public body which helps to ensure healthy
competition between companies in the UK for the ultimate
benefit of consumers and the economy.

CR Corporate responsibility
Corporate responsibility is about how businesses take account
of their economic, social and environmental impact.

DTR

Disclosure Guidance and Transparency Rules

These rules of the FCA include requirements for periodic
financial reporting to meet the requirements of the EU
Transparency Directive.

EBITDA
Earnings before interest, tax and amortisation

EC
European Commission

EPS
Earnings per share

ESMA

European Securities and Markets Authority

An independent EU Authority that seeks to ensure the integrity,
transparency, efficiency and orderly functioning of securities
markets, as well as enhancing investor protection.

ESMA Guidelines
Guidelines on Alternative Performance Measures, a set of rules
concerning the presentation of APMS, published by ESMA.

EU
European Union

FCA

Financial Conduct Authority

The FCA acts as the UK Competent Authority for setting and
enforcing the rules applicable to listed companies and those
admitted to trading on a regulated market.

FRC's Financial Reporting Lab

Facilitated by a steering group and FRC staff, the Lab provides
an environment where investors and companies can come
together to develop pragmatic solutions to reporting needs.

FRC

Financial Reporting Council

The UK’s independent regulator responsible for promoting
confidence in corporate reporting and governance and issuing
accounting standards.

FRC Guidance

Guidance on the Strategic Report, issued by the FRC, setting
out recommendations on how to produce an effective strategic
report.

FTSE 100/250/350
Indices ranking listed companies by size, published by the FTSE
Group.

GAAP
Generally accepted accounting practice

<IR>

International Integrated Reporting Framework

A framework produced by the IIRC to bring greater cohesion and
efficiency to the reporting process, and help companies adopt
‘integrated thinking’ as a way of breaking down internal silos
and reducing duplication.

IAS
International Accounting Standard
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IASB

International Accounting Standards Board

The IASB is an independent body that issues International
Financial Reporting Standards.

IFRS IC

International Financial Reporting Standards Interpretations
Committee (formerly IFRIC)

IFRIC is the term given to describe Interpretations issued by the
Committee which has been renamed the IFRS Interpretation
Committee (IFRSIC). It develops interpretations of IFRSs and
IASs, works on the annual improvements process and provides
timely guidance on financial reporting issues not specifically
addressed by the existing standards.

IFRS
International Financial Reporting Standard(s)

IIRC

International Integrated Reporting Council

A global coalition of regulators, investors, companies, standard
setters, the accounting profession and NGOs, which maintains
and updates the <IR> framework.

KPI

Key performance indicator

A factor by reference to which the development, performance or
position of the company’s business can be measured effectively.

Listed company
A company, any class of whose securities is listed (i.e. admitted
to the Official List of the UK Listing Authority).

Listing Rules

The Listing Rules made by the UK Listing Authority for the
purposes of Part Vi of the Financial Services and Markets
Act 2000.

Market capitalisation
A measure of company size calculated as share price multiplied
by the number of shares in issue at a certain point in time.

PPE
Property, plant and equipment

Quoted company
Section 385 of the Companies Act 2006 defines a quoted
company as a company whose equity share capital:

a. has been included in the official list in accordance with the
provisions of Part 6 of the Financial Services and Markets Act
2000; or

b. is officially listed in an EEA State; or

. is admitted to dealing on either the New York Stock Exchange
or the exchange known as Nasdagq.

Regulated market

Regulated market is defined in the Markets in Financial
Instruments Directive. The European Commission website also
includes a list of regulated markets at: http://ec.europa.eu/
internal_market/securities/isd/index_en.htm

A clear vision | Annual report insights 2016

SEC

U.S. Securities and Exchange Commission

Regulator of all securities exchanges within the United States
of America.

SOCIE
Statement of Changes in Equity

UK Corporate Governance Code

The UK Corporate Governance Code sets out standards of good
practice on issues such as board composition and development,
remuneration, accountability and audit, and relations with
shareholders.

UKLA

UK Listing Authority

The FCA acting in its capacity as the Competent Authority for
the purposes of Part VI of the Financial Services and Markets
Act 2000.
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contacts
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If you would like further, more detailed information or

advice on specific application of the principles set out in this
publication, or would like to meet with us to discuss your
reporting issues, please contact your local Deloitte partner or:

Tracy Gordon
trgordon@deloitte.co.uk

Joanna Mithen
jmithen@deloitte.co.uk

James Rogers
jrogers@deloitte.co.uk

Corinne Sheriff
csheriff@deloitte.co.uk

Amanda Swaffield
aswaffield@deloitte.co.uk

Peter Westaway
pwestaway@deloitte.co.uk
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Resources
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UK Accounting Plus

For the latest news and resources on UK accounting, reporting
and corporate governance, go to www.ukaccountingplus.co.uk.
UK Accounting Plus is the UK-focused version of Deloitte’s
hugely successful and long-established global accounting
news and comment service, IAS Plus.

GAAP 2017 Model annual report and financial
statements for UK listed groups (due out around the
end of 2016)

This Deloitte publication illustrates the disclosures in force for
December 2016 year ends, including material encompassing
all of the revised reporting requirements discussed herein. If
you would like to obtain a copy of this publication please speak
to your Deloitte contact.
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Deloitte.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL"), a UK private company limited by
guarantee, and its network of member firms, each of which is a legally separate and independent entity. Please see
www.deloitte.co.uk/about for a detailed description of the legal structure of DTTL and its member firms.

Deloitte LLP is the United Kingdom member firm of DTTL.

This publication has been written in general terms and therefore cannot be relied on to cover specific situations;
application of the principles set out will depend upon the particular circumstances involved and we recommend

that you obtain professional advice before acting or refraining from acting on any of the contents of this publication.
Deloitte LLP would be pleased to advise readers on how to apply the principles set out in this publication to their
specific circumstances. Deloitte LLP accepts no duty of care or liability for any loss occasioned to any person acting or
refraining from action as a result of any material in this publication.
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