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Overview

Ever increasing scrutiny, constant change and a shortage of trust in business have been
continuing features of the corporate reporting landscape. Once again our survey shows
how companies have managed these challenges, where they are struggling to comply

and areas of innovation and better practice.

As ever, we have scoured the annual reports of 100
listed UK companies, of various sizes and in various
industries, in order to provide you with insight into
FTSE reporting practices. We look at the whole report,
including the strategic report, governance content and
the financial statements.

Responsible capitalism and licence to operate
Responsible capitalism is a much-cited concept

in recent years and there is an increasing
acknowledgement that a company needs a societal
licence to operate. It was therefore no surprise that
92% of companies surveyed referred to key inputs into
their business model in the form of off-balance sheet
resources and relationships, ranging from employee
workforces to customer relationships and natural
resources. The International Integrated Reporting
Council's <IR> Framework can be helpful in this regard,
with six companies referring to it or describing their
report as ‘integrated”.

Company purpose and culture

32% of reports gave a clear description of a company
purpose that went beyond making profits for
shareholders and, encouragingly, 76 companies
discussed value created for at least one stakeholder
other than shareholders.

The FRC has also stressed the importance of corporate
culture in recent years, including the critical role of

the board in holding management to account. An
encouraging 58% of companies explained the values,
behaviours and culture that they seek to uphold.

Section 172

Section 172 of the Companies Act 2006 (s172) already
requires directors to consider broader non-financial
matters, such as employee interests and the impact on
the community and environment, whilst promoting the
success of the company for its shareholders.

New laws will soon see all large UK companies having
to describe in their annual reports how their directors
have had regard to the matters set out in s172.

Corporate governance reforms have also seen the

FRC publish a new UK Corporate Governance Code,
incorporating the Prime Minister's broad social reform
agenda and desire to restore trust in UK business.
Effective in 2019, the 2018 Code will see numerous
changes to the detailed public reporting on a
company's corporate governance arrangements, driven
by changes to the underlying governance processes for
many companies.

Some companies are already acknowledging their
broader responsibility within society. 29% of companies
referred to the responsibilities required by s172
(2017:17), with 8% explaining how the directors had
fulfilled those responsibilities and had regard to their
duty under s172. The vast majority of companies (97%,
2017: 87%) evidenced consideration of their business’
impact on the community and the environment. The
fostering of relationships with suppliers was also
acknowledged by 71% (2017: 38%).

Non-financial information

One of the few changes to the requirements for
annual reports in 2017 was the implementation of the
Non-Financial Reporting (NFR) Directive in the UK. 70
of the companies surveyed fell within its scope and
compliance was mixed.

One NFR Directive requirement is to give the policies

a company pursues in relation to environmental
matters, its employees, social matters, human rights
and anti-bribery and anti-corruption. 61 companies
clearly mentioned anti-bribery and anti-corruption,

but in many cases it was hard to identify whether
companies had made disclosures designed to meet the
NFR Directive, due to existing requirements touching
on similar areas. Another recurring issue was ambiguity
as to whether the information provided could really

be regarded as constituting a ‘policy’. For example,

we felt that only 23 of the companies in scope had
clearly named or described a policy in relation to social
matters.
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The new NFR Directive requirements may have
contributed to an increase in the average length

of reports, which rose from 155 to 164 pages. 13%
discussed how they had regard to materiality in the
context of their narrative reporting, typically within
their corporate responsibility information.

Narrative reporting assurance

Despite investor focus on non-financial metrics, only a
quarter of companies referred to internal or external
assurance over non-financial or CSR information,

in some cases covering more than just traditional
sustainability information.

Use of APMs

The use of non-financial metrics remains relatively
common in companies’ key performance indicators
(KPIs), with 71% (2017: 74%) having one or more such
metric. Employee-related items were the most popular
type of non-financial metric - 75% (2017: 53%) of those
with non-financial KPIs had such a measure.

When it comes to financial metrics, alternative
performance measures (APMs), being adjusted
versions of IFRS measures, also remain popular,
reflecting the widespread belief in the UK that when
used appropriately they are useful. 96% presented
such metrics in their up-front highlights section, with
91% of those including an adjusted profit APM.

Compliance with ESMA guidelines

An emerging trend observed, adopted by 46%, was for
companies to have a dedicated section or appendix
on APMs, providing much of the information required
by ESMA's guidelines on APMs. Overall, compliance
with ESMA's guidelines was mixed. 86% of those with
an adjusted profit APM in their highlights section
reconciled it back to the IFRS measure and 80%
provided comparative balances.

Prominence of APMs

One of the more judgemental requirements of ESMA's
guidelines is that APMs should not be given more
prominence than the associated IFRS measures. It
appeared that 20% of companies may have given
undue prominence to adjusted profit measures by
using bold font or graphs to emphasise APMs in their
highlights. Looking further into the reports, almost a
third of Chairmen’s and CEOs' statements did not make
any reference to IFRS profit measures when discussing
adjusted profit measures, echoing findings from the
FRC's recent thematic review on APMs.

In the financial statements themselves, 68% had APMs
on the face of the income statement. In terms of the
labels used, it appears that concerns over the use of
misleading terms may be having an effect - the use of
‘exceptional’ items dropped from 20 companies to 11
companies and the use of ‘non-recurring’ from three to
none. The use of ‘adjusting items’ as an umbrella term
rose from six to ten.

Principal risks: cyber and technology

Against the backdrop of a fast-changing world,
companies on average identified ten risks that could
seriously affect their performance, future prospects or
reputation. These principal risks covered a wide variety
of issues, but in a business environment increasingly
utilising technology it was unsurprising that, similar to
the previous year's reports, they frequently included
matters around cyber-crime (73%), data protection
(54%) and systems' failures (46%). Many companies
evidenced in their reports that their boards are taking
cyber risks seriously, with 54% disclosing board
attention on cyber risk/cyber security, including

board training, presentations to the board or audit
committee, cyber insurance and externally provided
projects regarding cyber security.

Continuing with the technology theme, it was
interesting that 19% set out a principal risk that they
might not keep up with the pace of technological
change and that a failure to do so would threaten their
business. Another feature of the modern world, social
media, was explicitly referred to by a small number of
companies in the context of reputational risks and the
need to monitor such publicity.

Principal risks: Brexit

Looking slightly further ahead, the UK's departure from
the European Union was identified as a principal risk by
25 companies, with a further 34 explicitly referring to

it in the context of a broader risk around marketplace
and economic uncertainty. 27% disclosed board
attention to the topic of Brexit, down from 44% in 2017.
In terms of their business model and how it might or
might not change following Brexit, the majority were
either silent (46%) or stated that they were monitoring
the situation (26%). 23% indicated that they did not
expect any change and the remaining 5% that they had
changed, would change or might change. The FRC is
keen for companies to keep updating the information
they provide on Brexit as the situation continues to
evolve.



Principal risks: climate change

Surprisingly only one company identified climate
change as a principal risk. A very small number
mentioned compliance with regulation including that
designed to tackle climate change and 18 companies
identified environmental risks, ranging from availability
of resources to extreme weather events (without
linking these to climate change).

On a related note, only four companies asserted
some level of compliance with the guidelines on
climate-related disclosure published by the G20
Financial Stability Board's Task Force on Climate-
Related Financial Disclosures (TCFD). Slightly more
encouragingly, 15 companies in total described their
board of directors’ oversight of climate related risks.

Viability

Having considered a company's principal risks the
directors are required to provide a statement regarding
the company's longer term viability. 50% (2017:

34%) indicated which specific risks were considered

in making their statement, with 54% disclosing
qualifications or assumptions underlying their
assessment - 29 companies mentioned the availability
of financing or refinancing.

The FRC and investors have indicated that they
expect to see directors undertaking an assessment
of a company’s prospects, including the resilience

of the business model, over a longer time period
than that over which they assess the company’s
viability. However, only 13% provided a clearly distinct
discussion of the company’s prospects in the viability
statement.

Board evaluation

The performance of directors is often subject to
considerable scrutiny nowadays, making board
evaluation disclosures of particular interest. 35% of
companies explained the findings and related action
points from board evaluation processes (2017: 41%). A
further 17% of companies just described the findings
of their evaluation (2017: 9%). Discussing areas for
improvement helps demonstrate transparency,
openness to change and commitment to the running of
an effective board.
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Diversity

Boards can also benefit from having a suitably diverse
make-up. New rules, stemming from the NFR Directive
and implemented into the Disclosure Guidelines

and Transparency Rules (DTR), became effective for
periods commencing on or after 1 January 2017,
requiring disclosure of boardroom diversity policies

in the corporate governance statement, including
aspects such as age, gender, geographical diversity and
educational and professional background.

Although 80% (2017: 86%) of reports referred to
aspects of diversity other than gender, only 29% were
regarded as meeting the new DTR requirements. In
order to meet the new requirements, boards should
aim to describe the policy itself rather than the
processes in place or actions taken during the year. Any
cross-references to entity-wide diversity policies should
also include information on how they specifically apply
to the board.

Succession planning

After a significant improvement in our 2017 survey,
standards had been maintained in this year's
succession planning disclosures. 93% of boards
disclosed activity around succession planning (2017:
89%, 2016: 69%). However, in our judgement only 33%
(2017: 41%) of companies this year included disclosures
that explained clearly the systems the board has

in place to maintain good succession planning, for
example use of a regularly updated skills matrix.

Audit committee reporting

The FRC's Audit and Assurance Lab published, in
December 2017, investor feedback on what information
is expected from audit committees on significant
financial reporting issues. In our judgement, based on
the FRC's findings, only 25% provided comprehensive
disclosures adding substantially to the reader’s
understanding of issues and how the audit committee
had considered and challenged them. In general, audit
committees could have provided more detail on their
actions and level of challenge and comparatively few
explained the rationale underlying their conclusions
regarding the significant issues.

The FRC's program of thematic reviews led, in part,
to anincrease in audit committee reports referring
to engagement with the FRC's Corporate Reporting
Review panel - a rise from 3% to 15%.
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Judgements and estimates

In November 2017, the FRC published findings from
its thematic review of financial statement disclosures
on critical accounting judgements and key sources

of estimation uncertainty under IAS 1. Consistent
with the findings therein, it seemed to us that some
progress had been made but that there is still room
for improvement. For example, 66% (2017: 52%,
2016: 27%) distinguished between judgements and
estimates, bearing in mind that different information
is required for each, although 18 companies seemed
to have misclassified items between these categories.
Boilerplate also remains a concern - just under a third
of companies we looked at only provided disclosures
that were so generic they could have been applied
equally to any other company.

Defined benefit pensions

Another area where the FRC completed a thematic
review in 2017, and one that attracts significant
attention, is in respect of defined benefit schemes

run by companies. Albeit many are now closed to new
entrants or future accrual, 67% of companies still had
some form of defined benefit obligation. Encouragingly,
on an accounting basis at least, 40 were in a surplus
(where plan assets exceeded the liabilities) and 37

of those surpluses were recognised as assets by
companies, although only 21 provided justifications for
asset recognition.

New IFRSs

It was the final year for 81 companies surveyed before
the mandatory implementation of significant new
accounting standards on financial instruments and
revenue, IFRS 9 and IFRS 15. Given this proximity, and
perhaps thanks to regulatory pressure, it was pleasing
that companies provided more information on these
forthcoming standards than previously.

Six companies indicated that IFRS 15 might have a
material impact and a further 20 stated that it would
have an impact, which implied that it would be material.
Of those 26 companies, 23 quantified the impact.
Similarly, 19 companies indicated they expected IFRS

9 to have an impact, which again implied it would be
material, with 14 quantifying it.

No companies had early adopted the new leasing
standard, IFRS 16, which becomes effective for
periods commencing on or after 1 January 2019 and
brings most leases on balance sheet for lessees.
Some companies appeared well advanced in their
preparations, with eight companies quantifying the
impact. A further 36 companies gave some idea

of the impact through a cross-reference to their
operating lease commitments. However, care should
be taken in adopting such an approach, due to
potential differences between IAS 17's disclosure and
the amount to be recognised under IFRS 16. In the
forthcoming reporting season expectations will only
increase in terms of the information to be provided on
the impact this significant new standard will have.

Final thoughts

Change abounds, both in terms of the business
environment companies find themselves operating in
and in terms of the information they are called upon to
provide to investors. This publication provides valuable
insight into how companies are responding to this
challenge and how they are innovating when it comes
to telling their story in their annual reports.

Veronica Poole

Global IFRS Leader and UK Head of Corporate
Reporting

Deloitte
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In this publication we aim to provide insight into practices in annual reporting, focusing
on areas where requirements have changed, where regulators are focusing or where

innovative practices are emerging.

The publication presents the findings of a survey of
100 annual reports of UK companies with a premium
listing of their equity on the London Stock Exchange.
75 of the 100 companies are the same as those used
in the previous survey. The population comprises

19 FTSE 100 companies (2017: 18), 38 FTSE 250
companies (2017: 39) and 43 companies outside the
FTSE 350 (2017: 43). Investment trusts, other than real
estate investment trusts, are excluded from the sample
due to their specialised nature. The reports analysed
are for financial years ended between 30 September
2017 and 31 March 2018.

Each section addresses a different aspect of a typical
UK listed company’s annual report, generally
distinguishing between:

e areas where compliance has been relatively good
or improved;

* areas where companies have struggled to comply
with requirements; and

* areas where companies have gone beyond mere
compliance and are innovating or voluntarily
providing information.

The topic of integrated reporting impacts multiple
parts of companies’ annual reports and is discussed
in multiple sections of our publication. To help identify
this recurring topic we have used the following
colour-coding:

Integrated reporting -
commentary highlighted blue

®

Although our survey data uses only companies from our
sample, when selecting examples of good practice we
have used material from companies that, in our view,
best illustrate a particular requirement or innovation,
regardless of whether they are in our sample.

Many more example disclosures can be found in

an appendix accompanying the electronic version

of this publication, available at www.deloitte.co.uk/
annualreportinsights. A more detailed discussion

of the regulatory requirements UK companies with

a premium listing are subject to is also provided as an
appendix in the electronic version.

Each section also includes a short list of items to watch
out for in the reporting season ahead, reflecting areas
of changing requirements or practice and areas of
regulatory focus.
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1. Purpose and culture

gave a clear,
prominent
description of their
purpose beyond
making profits for
shareholders

N:-

A company'’s purpose defines ‘who’ a business is and why

it exists. It goes beyond financial goals to incorporate a
broader set of shared values and behavioural expectations;
a company'’s values and behaviours define its culture.
Together, purpose and culture act as benchmarks for every
important decision. From environmental footprints to social
impacts businesses are scrutinised by an ever-wider array of
stakeholders. If they fall short in any respect, they erode a
vital commodity: trust. In an age of enhanced transparency
and heightened accountability, a loss of trust has profound
consequences. But this is not just about trust.

As Larry Fink, CEO BlackRock, noted in his 2018 letter to CEOs'
‘Without a sense of purpose, no company, either public or private,
can achieve its full potential. It will ultimately lose the license

to operate from key stakeholders. It will succumb to short-term
pressures to distribute earnings, and, in the process, sacrifice
investments in employee development, innovation, and capital
expenditures that are necessary for long-term growth’. He continues
to note that ‘ultimately, that company will provide subpar returns

to the investors who depend on it to finance their retirement, home
purchases, or higher education’.

A clear company purpose sets the context for the company
itself and, as a result, drives the company story told through the
annual report. It underpins the business model and how the
organisation creates value, drives the company's strategy for
stakeholder engagement, and reflects the underlying culture
and values the company signs up to.

Given the importance of having a clear sense of purpose,
companies should feel proud to declare it to their investors.
Broadly consistent with 2017, 32 companies included a
prominent and clear description of the company'’s purpose,
explaining why it exists, while 86% of companies discussed
culture or values in their strategic report. Of those who did
provide a clear purpose there was an even split between
companies in the FTSE 100, 250 and other sectors.
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This clearer understanding of and realisation that businesses can
better succeed when they have a broader focus - succeeding for
broader stakeholders as well as shareholders - is consistent with
delivering an understanding of how the directors have discharged
their duty under section 172 (see section 4). It also resonates

with the FRC's focus on corporate culture, which has indicated

the importance of board attention to this topic in order to hold
management to account (see section 9).

Once again the length and prominence of purpose statements
showed considerable variation. Those that were slightly longer,
two or three sentences, allowed the company to provide more
detail and substance. Similarly to 2017 a number were clearly
marked as purpose, for example BT Group plc, whilst others were
simply stated without a heading early on in the report, such as
HSBC Holdings plc's on the inside front cover, or encompassed
within a ‘mission’ or ‘vision’.

Good examples of purpose statements link to wider
stakeholders whilst also providing clarity on the activities of the
company and avoiding the use of generic words or statements.
For example, National Express Group PLC wrote ‘Our customers
are at the heart of what we do at National Express. Whether they
are fare paying passengers, transport authorities or school boards,
the mission is the same: to relentlessly meet their expectations.

As a leading transport company, we provide a crucial service by
conveniently and safely connecting people to jobs, education,
shopping and leisure in an environmentally responsible way,
through value fares'.

Linked to purpose is the culture and values of the organisation
and how these underpin both what the business does and how
it does it, with reporting on this area increasing. Over half of
companies provided, within their strategy, a description of the
values, behaviours and culture that the entity seeks to uphold.
For example Intertek Group Plc outlines 5 ‘strategic enablers’
that explain the values, behaviours and culture that they seek
to uphold. In addition there was a rise of 33% in the number of
companies referencing the UN Sustainable Development Goals,
reflective of an increased focus for companies to have a wider
purpose that goes beyond creation of profit for shareholders
and demonstrates a commitment to longer term value creation
for a broader group of stakeholders.

As companies focus on longer term reporting and reporting how
they create value for a broad range of stakeholders, the role of
clear purpose underpinned by values and delivered through

a strong and consistent corporate culture has never been so
topical.



What to watch out for
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|:| Explain your company’s purpose. The importance of communicating company purpose and linking this
to the strategy and business model is something that is drawn out in the FRC's revised Guidance on the

Strategic Report?, published inJuly 2018.

D Explain your corporate culture, the focus of the Board and their challenge to management in this area,
including both how the company goes about setting culture and then how it is adhered to. A useful starting
point is the FRC's report on ‘Corporate Culture and the Role of Boards” published in July 2016.

Examples of disclosure
f

The following statements of purpose go beyond making a profit for shareholders.

BT Group Plc

Marks and Spencer Group plc

Our purpose remains to use the p
communications to make a better world.
This drives everything that we dc

Qur vision is leadership in converged connectivity
and services, dell I
for multir

Ourgoal is todnv

reflects our commitment to bs
line growth and to cre
[ T ated network and differentiated proc
and services.

te value

HSBC Holdings plc

Connecting customers

to opportunities

nd ultin
ho and r

Lloyds Banking Group plc

Our purpose is to help Britain prosper.
We are creating a responsible business that
better meets our customers’ needs and a

culture where our colleagues put customers
first. This is key to our long-term success and to
fulfilling our aim to become the best bank for
customers, colleagues and shareholders.

“The M&S Way”

A family of businesses joined by common brands, channels,
and customer insights and a shared set of beliefs in quality,
ethical sourcing and delivering value for money.

The following demonstrates an entity's strategy explaining the values,

behaviours and culture that the entity seeks to uphold.

Intertek Group plc
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https://www.btplc.com/Sharesandperformance/Annualreportandreview/pdf/2018_BT_Annual_Report.pdf
https://www.hsbc.com/-/media/hsbc-com/investorrelationsassets/hsbc-results/2017/annual-results/hsbc-holdings-plc/180220-annual-report-and-accounts-2017.pdf
https://www.lloydsbankinggroup.com/globalassets/documents/investors/2017/2017_lbg_annual_report_v3.pdf
https://corporate.marksandspencer.com/annual-report-2018/mands_annualreport_2018.pdf
http://www.intertek.com/2017AR/assets/pdf/Intertek_Group_plc_Annual_Report_2017_interactive.pdf
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2. Report structure and preliminary
announcements

SN

from an average of

TN *53<764

Reports comprised an average of

61% 1-
99

financial
statements

narrative

companies mentioned how they
had regard to materiality in their
narrative reporting
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Preliminary results announcements

Initial results announcements were made to
the market, on average, 66 days after the year end,
an increase of 3 days compared to 2017. This increase
was driven by the slowing of releases from companies
outside of the FTSE 350 who took 74 days, compared
to 70 days in 2017. FTSE 350 companies released
results, on average, after 59 days, in line with 2017 and
significantly faster than their smaller counterparts.
Despite this gap in timing of release, the quickest 10
reporters were a mix of companies with 4 from FTSE
100, 4 from FTSE 250 and 2 from outside the FTSE 350.

Five companies chose to include special purpose audit
reports in their results announcements, all of whom
were outside of the FTSE 100. Investors may find such
timely insight on the audit helpful, rather than having
to wait for the full annual report to be released. 88
companies made it clear in their results announcement
that the results were based on audited amounts,
where the audit had been completed.

Reporting timetable
With most companies issuing preliminary results

based on fully audited financial statements, it comes
as no surprise that similar trends were found in terms
of the time taken for annual reports to be approved
by directors (as opposed to when they were published
in glossy form). The average time taken to approve
annual reports increased from 64 days to 66 days after
year end. In line with the results announcements, this
increase has been driven by companies outside of the
FTSE 350 where reporting took 75 days, compared to
69 days in 2017. The increase for FTSE 350 companies
was only 1 day to 60 days.

Companies outside of the FTSE 350 took between 44
to 120 days to approve their annual reports. This range
of 76 days is far broader than those companies in the
FTSE 100 who had a range of only 34 days, reflecting a
significant variation in resources available to companies
outside of the FTSE 350.
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= Length of report
E |
Annual reports have grown again from 155

pages to 164 pages in the current year with 24
companies having annual reports with 200 pages or
more and 2 with over 300 pages. The 2 longest reports
from the previous survey cut the length of their reports
by 40 pages on average. However, the general trend is
that annual reports continue to grow and this is driven
primarily by companies outside of the FTSE 350.

The average length of financial statements have
increased to 63 pages, up from 60 pages in 2017.
However, the proportion of the annual report that is
narrative content remains at 61%, showing that the
increased length of annual reports is split relatively
evenly between narrative and financial reporting.

The purpose of the strategic report specifically is to
provide information to shareholders to help them
assess how directors have performed their duty under
s172. However, only that information that is material
for a shareholder’s understanding of the business
should be included. 13 companies talked about how
they had regard to materiality in the context of their
narrative reporting, most usually within their corporate
responsibility information - likely prompted by the
materiality guidance in the Global Reporting Initiative
(GRI) framework which many companies refer to.
However, 3 discussed it in respect of the narrative as a
whole, with 2 of those providing a detailed discussion
of how they arrived at the material matters.

It was encouraging that 38 companies cross referred
to a separate sustainability report, indicating that
they had included in the annual report only that

CSR information which was considered material for
investors but ensuring that further information,
provided for a broader range of stakeholders, was
available elsewhere.

The length of audit reports has remained consistent
year on year at 7 pages. However, the length of the
audit report often does not reflect the length of the
financial statements of the company as it comprises
on average 10% of a FTSE 100 company’s financial
statements but 13% of those outside the FTSE 350.

09



Annual report insights 2018 | Surveying FTSE reporting

Directors’ remuneration

The length of the directors’ remuneration report
has remained above 10% of the whole annual report
but has fallen, on average, by 1 page to 18 pages. Whilst
FTSE 100 companies have the longest reports, on
average, at 20 pages, surprisingly the longest 5 reports,
all 30 pages or more, were from companies outside of
the FTSE 100.

It was pleasing to see that companies are
acknowledging the pay conditions of the wider
workforce within their directors’ remuneration reports
with 69% of companies making reference, if only
briefly, to their entire workforce. However, in line with
2017 no company has included a ratio comparing
directors’ to employees’ pay. From 1 January 2019
quoted companies will need to provide certain ratios
comparing CEO pay to employees.

In our sample, eight companies disclosed that more
than 20% of shareholder votes had opposed approval
of the previous 'Annual Report on Remuneration’

at their most recent AGM, with one instance of the
opposing proportion exceeding 50%. The Code
requires companies to announce the actions they
intend to take to understand a significant proportion of
votes against a resolution; six of the above companies
had followed up with explanations of the actions taken
in their next directors’ remuneration report. Section 4
provides further detail on stakeholder engagement.

Consistency
In reporting how the entity has developed

and performed in the year, companies must ensure
their analysis is fair, balanced and comprehensive. In
assessing this, one of the things the FRC looks out for
is consistency between information in the ‘front half’
and the financial statements. One indicator of this is
whether the description of the entity’s major products,
services and markets and its competitive position

in those markets in the front half is aligned with the
segment analysis presented in the financial statements
- for 92 companies it was.

What to watch out for

D Remember that the strategic report is only
required to contain information material to
shareholders.

|:| Consider the communication principles set out
in the FRC's revised Guidance on the Strategic
Report and the <IR> Framework’s Guiding
Principles, illustrated below.

D Consider investor views on whether to disclose

the level of distributable profits and any
associated recent FRC guidance.

<IR> Framework Guiding
Principles

Conciseness

Connectivity of information
Stakeholder relationships

Materiality

Strategic focus and future orientation

Consistency and comparability

000060
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! . __ Examples of disclosure
FRC’s Communication Principles B Mondi plc commented on materiality in the
: : context of their report as a whole.
* The strategic report should be fair, balanced
and understandable. Mondi plc
The strategic report should be clear and Materiality
concise yet comprehensive. Mondi's Integrated report and financial statements
2017 aims to provide a fair, balanced and
Where appropriate, information in the understandable assessment of our business model,
strategic report should have a forward-looking strategy, performance and prospects in relation

to material financial, economic, social, environmental
and governance issues.

The material focus areas were determined
considering the following:

- Specific quantitative and qualitative criteria

The strategic report should highlight and - Matters critical in relation to achieving
explain linkages between pieces of information our strategic objectives

presented within the strategic report and in » Principal risks identified through our risk
the annual report more broadly. management process

orientation.

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

- Feedback from key stakeholders during
The structure, presentation and content of the the course of the year

strategic report should be reviewed annually
to ensure that it continues to meet its purpose
and only contains information that is relevant.



https://www.mondigroup.com/media/9131/integrated_report_2017.pdf
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3. Strategy and business mode|

How is the business model presented?

31%

sk

64%

'5%

M Narrative alone I Predominantly visual

B Combination of narrative and visual

Is there evidence of a change in business
model because of Brexit?

2% 1% 5o,

U
o g

23%

26%

I ves, already changed B indicated will be changing

B indicated might be B No expectation the business
changing model will change
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Compliance - positive trends

An entity’'s purpose, its strategy, and its business
model are inter-related concepts. The strategy sets
out how the purpose will be fulfilled. But a key part of
setting the strategy is understanding the organisation’s
business model, particularly the relevant levers
available for directors to push and pull to be able to
increase outputs and create long term value.

The business model disclosure is not only required

by law, but is one of the first things investors look for
in an annual report?, so it should explain what the
company does, how it does it, and the impact that

the company’s activities has. 94 companies clearly
disclosed a business model, or information resembling
such (2017: 95). Of the 6 companies that did not clearly
disclose a business model, one of these conceded

that their business model was being revised to reflect
a new strategy and approach, along with a revised set
of KPIs. The others all referred to the term “business
model” within the standard boilerplate directors’
responsibilities statement, but none provided any
other clear disclosure in this regard.

Using a combination of words and diagrams remains
the most popular means of articulating the business
model, with 58 companies doing so (2017: 55). It was
good to see that of those presenting some or all of
the business model disclosure in a visual manner,
60% of these visuals were deemed to have aided the
discussion, compared to only half of those last year.

The graph opposite identifies certain elements
considered useful by investors to be included within
the business model disclosure, as highlighted in the
FRC's Financial Reporting Lab project®. It is good to see
an increase overall across all elements, although there
still remains scope for improvement.

More companies are identifying and articulating in
their business models those inputs which are key to
the success of their business, as is suggested in the
FRC's Guidance to the Strategic Report. In particular,
over three quarters of companies are identifying those
key sources of value in the form of off-balance sheet
resources, relationships and other dependencies.
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@ The identification of inputs is similar to the
<IR> Framework’s notion of ‘capitals’ within
its value creation process. We were encouraged
to see 35 companies (2017: 32) clearly considering
the <IR> notion of ‘capitals’ in their business
models, often demonstrating the outcomes of
the business model on each capital, going beyond
the FRC's recommendation of identifying just key
inputs. Interestingly, these companies were
spread fairly evenly across the FTSE,
demonstrating that it is not only the largest of
companies that see the benefit in understanding
and articulating their business model in this way.
On average, these companies identified a total of
6 capitals, with the most identified by one
company being 12 different capitals.

Of those that identified key sources of value in the
form of off-balance sheet resources, relationships and
other dependencies, either in their business model or
elsewhere in the report, 96% went on to provide an
indication of how the key relationships and resources
are being maintained and enhanced. For example,
where a company’s employees or its relationships
with customers were identified, maintenance and
enhancement of these relationships often focused
around providing a supportive environment or a
challenging or interesting job role for employees, and
staying close to customers to understand their needs
and adapting products or services accordingly.

The most useful disclosures regarding maintenance
and enhancement of these key relationships then
went on to provide either evidence or some sort

of measurement of maintenance and how this
impacted value creation. Examples include employee
engagement scores, retention rates and details of
internal progression for employees; when these
increased (presumably as a result of the company’s
actions), employees would be happier and more
motivated and thus productivity would increase, thus
generating more value (see section 6). For customer
relationships, Net Promotor Scores were often cited;
again, as the company actively seeks to increase the
score, the relationship strengthens and more value is
created for the company, e.g. through repeat orders.
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This issue of maintaining and enhancing key relationships
highlights the importance of stakeholder engagement
to understand stakeholder needs, and the close link
between this and value creation (see section 4). It is
expected that the renewed focus on directors’ duties
in 5172 (including the requirement to “foster business
relationships with suppliers, customers and others”)
and also on the NFR Directive, which either encourage
or require disclosure on these non-financial sources of
value, will increase the quality of disclosure about key
off balance sheet resources, relationships and other
dependencies.

@ Compliance - problem areas
Despite the vast majority disclosing a business

model, it was disappointing to see only a small increase
in the number of companies describing in their
business model what their business actually does.
Given many readers will turn straight to the business
model, and that the business model lies at the heart of
a company'’s strategy, this is something that we would
expect companies to be addressing.

All but one company identified in their report the
stakeholders it considers in how they do business,
such as employees, customers and suppliers. For
some companies this was obvious from their business
model, for example by clearly identifying value created
(or ‘outcomes’) for different stakeholder groups. An
example of setting this out clearly is the business model
presented by St James's Place plc. However, for a lot of
companies this was less explicit and, in the absence of
descriptions of clear stakeholder engagement activities
(which would, in turn, inform the business model - see
section 4) the identification of key stakeholder groups
was hidden in the detail of the report. Disclosure of
the value created for other stakeholders that supports
economic value generation for the company itself is
one of the desired attributes of a business model, as
per the FRC's Lab report. For instance, investors want
to understand the value to customers of the product

/ service that will likely result in future sales. But this

is difficult to determine if it is not clear in the business
model who the other stakeholders are.

Investors also need to know how successful directors
have been in creating value. The FRC's revised Guidance
on the Strategic Report? includes a paragraph stating
that a company’s strategy should be reflected in its key
performance indicators (KPIs) i.e. the discussion of KPIs
should allow an assessment of progress against the
strategy. Only 46 companies linked all of their KPIs to

their strategy in a meaningful way, as opposed to simply
providing a cross-reference, an increase on the 37 which
did so in 2017. A clear explanation of how the strategy
and KPIs are related enables investors to ascertain how
successful the directors have been in attaining what they
set out to achieve. Brewin Dolphin Holdings PLC clearly
linked its KPIs to each relevant strand of their strategy

to facilitate measurement of their performance to date,
as well as providing an indication, where applicable, of
potential challenges to success.

Looking beyond compliance

Although an area of constant evolution,
sustainability reporting is no longer a new concept,
with many industries having reported on their
environmental impact for over 30 years and the Global
Reporting Initiative introducing broader sustainability
reporting through their first framework of guidance in
1998. So it's not unreasonable to expect that the recent
focus on s172 responsibilities and the NFR Directive
disclosures would focus directors’ minds on broader
corporate social responsibility (CSR’) matters. Perhaps,
then, it is a symptom of the corporate wheels moving
slowly that for many companies there remains a lack
of connection between the specific thinking around
sustainability and broader strategic-level thinking.

Three companies were deemed not to include any
significant CSR disclosures and 49 companies disclosed a
separate CSR section with no reference to these matters
within their strategy. More positively, 38 companies
included some elements of CSR within their strategy,
while the remaining ten companies fully integrated their
CSR disclosures within their broader company strategy,
thus avoiding the need for a separate full CSR section.
G4S plc identified its key stakeholder groups upfront
and linked each to the relevant strand of its strategy. The
strategic review discussion then incorporated all material
CSR disclosures, without the need for a separate section.

16 companies (2017: 12) made reference to the UN's
Sustainable Development Goals® ("SDGs"), a set of 17
goals which were signed up to in 2015 by 193 world
leaders with an aim to end extreme poverty, inequality
and address climate change by 2030. Although most of
the companies making reference were from the FTSE
100, they were from a number of industries, including
telecoms, financial services, media and oil & gas. Most
of the references to SDGs were where companies had
mapped their sustainability strategy to the SDGs, with
two companies bringing in the SDGs within their wider
group strategy.



Linked to this, five companies made reference to the
Task Force on Climate-related Financial Disclosures’
Guidelines ('TCFD’) which encourage consideration
of climate risk, while another four indicated that they
had complied with them. A further six companies

did otherwise describe the Board's oversight of
climate related risks and opportunities, albeit with no
reference to TCFD.

The FRC has referred to both the SDGs and the TCFD,
among others, as sources of guidance to Boards’ when
considering the impact on environment with respect to
their s172 responsibilities (see section 4).

Linkage to principal risks, particularly those which are
new or have changed, is valuable in demonstrating

the resilience of the business model and how it can
react to changes in the market environment. The

issue of Brexit was widely discussed, with half of all
companies discussing within their principal risks how

it may specifically impact them. As shown in the graph,
54 companies (2017: 31) discussed, to varying extents,
whether Brexit might impact their business model. While
uncertainty may abound, directors’ assessment of Brexit
and its possible impact on the business’ ability to create
value in the long term provides deeper insight into the
business and how directors are carrying out their s172
duties to promote the success of the company.

What to watch out for

I:l Review your business model disclosure and
challenge whether it describes what the company
does and identifies who the key stakeholders are.

D Of those key resources, relationships and other
off-balance sheet sources of value creation
identified in the business model, consider how
these are maintained and enhanced. Useful
disclosure includes evidence and measurement
of maintenance and a description of how this
impacted value creation.

D Challenge whether these key stakeholders and
the value created for them by the company are
being reflected in the strategy. Incorporating
strands of a separate sustainability strategy
into the main company strategy breaks down
organisational silos and leads to a more coherent,
comprehensive and connected strategy.
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Consider how progress against your strategy will
be measured. One helpful way is through clearly
linking the strategy to the relevant KPIs.

Examples of disclosure
The Weir Group PLC clearly articulated in its

business model what it does, what the key resources it
relies upon are and who their key stakeholders are and
the value created for them.

The Weir Group PLC
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See more examples of disclosure in the
electronic version of this publication.


https://www.global.weir/assets/files/investors/reports/Weir%20Group%20Annual%20Report%202017.pdf

Annual report insights 2018 | Surveying FTSE reporting

4. Stakeholders

environment ¢ Partners

communities z business partners
legislators CUStOmer‘S

pension schemes

K13100s

SIapua)|

em ployees regulators

government Suppllers

tenants local communities
contractors

sjyuaned

trade unions

LR
29

companies refer to

s172 (2017:17)

There was an indication that the following s172 considerations were considered

somewhere in the annual report

Reflect acting fairly as between members of

the company I

Desirability of the company maintaining a

66%

87%

reputation for high standards of business conduct - ||| GGG 7;

The impact of the company’s operations on 97%
the community and th environment I
Fostering the company's business relationships 85%
with customers =
Fostering the company's business relationships 71%
withsupplirs I ::
The interests of the company’s employees 95%
were considered =

20% 40% 60% 80% 100%

0%
2018 [ 2017

Of those 70 companies in scope, which elements of the NFR Directive were identifiable?

60% 58%
50% 46%
40% 33% 0% 34%
30% 24% 4 26%
20% . 15%
10% 8%
0% |
Environment Employees Social matters

58%

27%
19%

Antl-brlbery &
anti-corruption

49%

25%

13%

Human rights

Named the policy only
B Described the policy

¥ Details of due dilligence
over identified policy

B outcomes of the
identified policy



Compliance - positive trends

Over the past year there has continued to be
a focus by government and in the media around
directors’ responsibilities under s172, specifically their
duty to promote the long term success of the company
taking into regard the impact on a broad group of
stakeholders such as employees, customers, suppliers
and the environment. It is therefore no surprise that
more companies are referring to this duty in their
annual report, with 29 doing so (2017: 17). However,
only 8 companies (2017: 8) went on to provide a further
comment to allow shareholders to assess how the
directors have performed their duty. New regulations
are applicable to periods commencing on or after
1 January 2019, which requires companies of a
significant size (both public and private) to explain how
they have complied with s1728. This is clearly an area
which companies will need to consider further.

But how do directors carry out this s172 duty? First
steps are to identify relevant stakeholder groups to
the company, aside from shareholders. As the graphic
opposite demonstrates, and in line with those key
sources of value identified in the business model

(see section 3), most commonly these are customers
and employees.

Next, directors must engage with and listen to

those other stakeholders. Although there is no legal
requirement to disclose detail around engagement
activities specifically, encouragingly 94 companies
(2017: 90) described, to varying levels of detail, how
they engaged with their stakeholders. Of these, 13%
(2017:23%) focused only on their engagement with
investors, while the remainder covered how they
engaged with at least one non-investor stakeholder
group. Most commonly this included conducting
employee engagement surveys or getting customer
feedback. Often the discussion covered only one or
two stakeholder groups and frequently was dotted
about the annual report. The most useful disclosures
around engagement were those that presented the
full picture, identifying each main stakeholder group,
describing their engagement with each, what the
subject of engagement was (e.g. customer service or
quality) and explaining why this was relevant.
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@ Stakeholder relationships and the capacity
of an organisation to respond to key
stakeholders'’ legitimate needs and interests are
at the heart of integrated thinking, which
underpins integrated reporting. An integrated
report should provide insight into the nature and

quality of the organisation’s relationships with its
key stakeholders, including how and to what
extent the organisation understands, takes into
account and responds to their legitimate needs
and interests. The <IR> Framework states that by
doing so, the integrated report enhances
transparency and accountability.

Insight from engagement activities then needs to feed
its way back to the boardroom, the board needs to
react to this feedback, develop high level intentions
and translate them into more precise policies for

the company (see below regarding NFR Directive
disclosures). However, as noted in section 9, there

is little insight around this currently, with only 10
companies indicating that stakeholder feedback has
any impact on board decision making.

Despite this missing link to the boardroom, almost
half of those engaging with stakeholders (2017: 36%)
went on to describe an outcome of some engagement
and what they have done differently as a result. 8
companies provided outcomes solely relating to
investor engagement, all of which related to directors’
remuneration. 30 provided outcomes solely relating
to engagement with other stakeholders, while the
remaining 7 provided examples relating to engagement
with both investors and at least one other stakeholder
group. Nearly all of the descriptions of change were

in response to employee or customer feedback.

One related to changes made following feedback

from regulators, and one mining company provided
outcomes of engaging with local communities.
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The focus on employees and customers mirrors the
common identification of these groups as inputs

into value creation in the business model disclosures
(see section 3). It seems that companies find these
engagement activities and disclosures easier for
some stakeholders than others. Possibly this reflects
an underlying current of short-termism: a company
may adversely impact the local environment for a
while before it becomes visible, whereas it would
immediately feel the pinch if customer or employee
relationships worsened, so companies need to keep

a closer eye on them. Perhaps because of a more
direct and more observable impact of employees or
customers on cash flows, companies are more readily
paying attention to those stakeholders and measuring
the business’impact on them. In turn it is simply more
difficult to measure interactions with local communities
and other stakeholders, not just because of indirect
financial implications but also because of difficulties
gathering data and knowing what data to gather.

@ Compliance - problem areas
70 companies fell within the scope of the newly

effective NFR Directive (19 companies had financial
years beginning prior to 1 January 2017, while 11
companies had fewer than 500 employees). The legal
requirement refers to a “non-financial information
statement” to be included within the strategic report.
In December 2017 the FRC published some FAQs® to
accompany the NFR Directive, one of which confirms
that the disclosures required do not have to be

either a discrete element within the strategic report
or a separate statement. Instead, companies are
encouraged to consider how this information relates
to other information in the strategic report and
incorporate it therein. This view has been updated in
the FRC's revised Guidance on the Strategic Report? to
make clear that there must be a separate statement
within the strategic report, but that this can include
cross-references to where the required information
can be found in the main body of the strategic report.

Only one company presented a standalone

non-financial information statement, which took the
form of a table detailing the disclosure requirements

and cross-referring to where the information could be
found. A handful of companies clearly identified the
elements of the NFR Directive (environmental matters,
employees, social matters, respect for human rights, and
anti-corruption and anti-bribery matters) and provided
some cross-references to where some of the information
was located. One company was explicit in stating that the

required NFR Directive information had been integrated
into the strategic report, thus “promoting cohesive
reporting of non-financial matters”. In many cases the
individual policies were named within the principal risks
disclosures as an example of a mitigating activity, where
relevant, and then further information was included
within the CSR disclosures. 19 companies, spread fairly
evenly across the FTSE, included some or all of the
required disclosures outside of the strategic report (for
example in the corporate governance statement) without
cross referring to it from the strategic report. Given the
non-financial information is required to be included in the
strategic report the placement of these new disclosures
within it (or cross referenced from it) is important.

Given the overlap with existing disclosure
requirements, it was in many cases actually quite
difficult to find some of the NFR Directive disclosures.
For example, quoted companies are already required to
include information about the company’s employees,
to the extent necessary for an understanding of the
development, performance or position of the company.
The NFR Directive requires a description of the policies
pursued in relation to employees, along with any due
diligence and outcomes of those policies. While many
companies described their aims (such as focusing on
the diversity of the workforce, or to achieve zero-level
accidents) or specific actions (such as carrying out
engagement surveys or investment in training and
progression), it was often not clear whether this was

a description of a specific underlying policy. Similarly,
some companies named some specific policies but
then did not link them to any other text to demonstrate
how they had been applied.

If a company does not pursue policies in relation to one
or more of the NFR Directive matters, it must provide a
clear and reasoned explanation for the company’s not
doing so. This was very rare in practice, with only four
companies doing so in relation to the environment and
two for social matters.

In contrast, the NFR Directive disclosures around anti-
bribery and anti-corruption were new, with no previous
requirements in these areas. It was therefore much
easier to identify the disclosures. 61 of those in scope
and 15 outside scope discussed both anti-bribery and
anti-corruption in their report, even if briefly. A further
four companies in scope of the regulations discussed
either bribery or corruption, but not both, leaving the
remaining five companies in scope not discussing the
matter at all.



Many companies enhanced their disclosures around
human rights with information regarding slavery and
human trafficking, linking to their other reporting
requirements under the Modern Slavery Act.

24 companies disclosed in their annual report some
or all of the detail required under their reporting duty
on modern slavery with 38 others providing a
cross-reference to their modern slavery reporting.

The area of most difficulty appeared to be disclosure
of social matters. Albeit ‘social’ matters are not
defined, we felt that only 23 of the 70 companies in
scope had clearly named or described a policy in
relation to social matters, although a further two

did indicate that they do not pursue policies in this
area. Some others may have felt that they had also
provided relevant information, based on a broader
interpretation of 'social’. While many companies
include a lot of information about their interaction with
local communities, most commonly their charitable
fundraising efforts, for some it was to the point where
it is questionable as to whether this information is
truly material to the annual report. For others it raises
the question of whether they have missed the mark

a little, too, by providing information which does not
give any meaningful insight into the impact of the
company's activities on social matters. Anglo American
plc provided a good example of a social matters
policy, their “Social Way”, which included details of due
diligence and discussed the outcomes as well.

The requirement to disclose any due diligence processes
implemented by the company in pursuance of the
relevant policies was addressed in relation to about
half of those policies disclosed. Overall the level of

detail provided varied from vague to extensive, and the
extent of the due diligence ranged from internal reviews
and internal audit to external assurance. What was
particularly refreshing was that the information disclosed
seemed to be specific to each company, rather than
reeling off a new boilerplate disclosure. Moreover, in
many cases the due diligence resulted in a report to the
Board, or at least a sub-committee. This supports the
upcoming s172 disclosures (see below) by demonstrating
how directors fulfil their responsibilities in practice.

Where outcomes of policies are measurable such as
environmental emissions or employee accident rate,
these were clearly disclosed. For other outcomes, such
as for human rights policies, it was notable that these
are more difficult to determine or articulate.
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Looking beyond compliance

The new requirements of the government's
package of corporate governance reforms (being
the new regulations cited above, along with a new
Corporate Governance Code'?) are not applicable until
periods commencing 1 January 2019. However, as
shown in the graph opposite, perhaps unsurprisingly
given the renewed focus, more companies are
disclosing information this year around how directors
have considered their responsibilities under s172 in all
of those areas noted. A few of these areas also overlap
with the new disclosure requirements under the NFR
Directive and therefore the same disclosures may be
meeting both requirements.

Almost all companies are providing information
around how they have had regard to the interests

of employees. Reference to the new gender pay gap
reporting, and other employee performance metrics
(see section 6) also evidenced how directors are
taking employees'’ interests into account. This focus
on employees is reflected in the number of companies
including employees as key sources of value within
their business model (see section 3).

Many more companies are indicating how they have
fostered their relationships with their suppliers. Often
this was through linking in to their human rights
policies, and how they worked with their suppliers to
ensure that their standards were being adhered to
throughout the supply chain. Four companies disclosed
some or all of the detail required under the reporting
duty on payment practices and performance (which

is otherwise required outside of the annual report for
periods commencing on or after 6 April 2017), with two
others providing a cross-reference to their reporting.

Acting fairly between members was usually
demonstrated through the description of shareholder
engagement whereby private shareholders were given
opportunity for engagement and feedback outside of
merely attending the AGM. Most companies disclosed
this information within their corporate governance
report, with 57 doing so. A good example of this
disclosure is Barclays PLC which detailed engagement
throughout the year with institutional investors and
private investors.
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A number of companies provided examples of

how the directors had taken into account broader
factors in their decision making process. Britvic plc
explained how, as part of their business capability
programme, they had consulted with stakeholders
and demonstrated how they had taken into account
the interests of employees when relocating their
manufacturing plants. Mears Group PLC developed
a portal that provides detailed insight into local
demographics, helping to identify areas of deprivation,
which now drives their decision making by enabling
them to target intervention and outreach to the
most disadvantaged groups and focus on the right
outcomes. Such examples may assist directors in
articulating how they have performed their duty
under s172.

@ Essentially, s172's requirement to take into
account the impacts of decisions made
upon key stakeholders is akin to “integrated
thinking” under the <IR> Framework, which
encourages this multi-capital approach to
decision-making. Hilton Food Group plc

explained how they factor into their decision
making their customers’ desire for reducing
waste and minimising the environmental impact
of their operations. As such the company has
been working with suppliers to reduce the
amount of packaging which, in turn, reduces cost
and environmental impact.

There is no current requirement to disclose in the
annual report any details of stakeholder feedback
when reporting on major events during the year. It
was pleasing, therefore, that a handful of companies
discussed the mechanism for gathering stakeholder
feedback in such circumstances. Marks and Spencer
Group plc highlighted how their Business Involvement
Group (where elected employees feedback to a
national committee, the chair of which attends board
meetings twice a year) helped to manage significant
changes in the company, resulting in employee
involvement being at the centre of the Board process.

What to watch out for

|:| New regulations applicable to accounting
periods beginning on or after 1 January 2019
require all large companies to describe in their
strategic report how they have complied with the
requirements of section 172.

|:| Ensure Board processes are in place to enable
the new s172 statement and meaningful NFR
Disclosure statement to be made.

|:| Note that recent amendments made to the FRC's
Guidance on the Strategic Report encourage
companies to include a separate non-financial
information statement within their strategic
report, which includes clear cross references
to where the required content is covered in the
strategic report, if not in the statement itself. This
is consistent with the approach required for the
s172 statement.

|:| Both the SDGs (which can be incorporated into
the company's strategy) and TCFD guidance
(which can be used as a tool for considering
climate risk) are recommended as sources of
guidance by the FRC. These can be referred
to when demonstrating how the board is
considering environmental impact.

|:| An engagement programme for all relevant
stakeholders should target not just those who
are more vocal or easy to engage with, and
should be supported by a process for feedback
to the board.

|:| In particular, the new Corporate Governance
Code provides a choice of three workforce
engagement mechanisms (a director appointed
from the workforce, a formal workforce advisory
panel or a designated non-executive director).

|:| Challenge whether your NFR Directive
disclosures are clear, with policies identified and
described, and due diligence over and outcomes
from those policies discussed. Where there is no
policy in place, this must be clearly disclosed.



Examples of disclosure

Marks and Spencer Group plc identified their
5 key stakeholder groups and summarised how they
have engaged with each in the year.

Marks and Spencer Group plc
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National Grid plc referred directly to s172 in the Letter
from the Chairman, and provided an overview of how

the directors have performed their duties.

National Grid plc

| believe that strong corporate governance
supports long-term value creation for shareholders
and is key to balancing the interests of our
shareholders with those of our wider stakeholders.
Your Board recognises the importance of our
wider stakeholders and takes its responsibility
and duty to them under section 172 of the
Companies Act 2006 very seriously. On page
6, we set out who our key stakeholders are,
why they are important to us and how we
create value for them over the long term.

Engagement with our stakeholders continues
to be an important priority for us. This year,

the Board has reviewed who the Company’s
key stakeholders are; our current stakeholder
engagement activities; the appropriateness

of this engagement; how this engagement is
reported to the Board; the mechanisms used to
feedback to our stakeholders; and whether there
is a need for greater engagement at Board level.
You can read about this on page 48.

| believe that the Board should choose a
stakeholder engagement model best suited
to the needs of the Company, and for us

that means it should reflect that more than
two-thirds of our employees now work in,

and more than 60% of our capital expenditure
is in, the US. We will continue to engage

with our stakeholders in a way that is guided
by our purpose, vision and values.

See more examples of disclosure in the
electronic version of this publication.
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https://corporate.marksandspencer.com/documents/reports-results-and-publications/annual-reports/annual-report-2018.pdf
https://www.nationalgrid.com/sites/default/files/documents/NGAR18_1_Full-Report_Web.pdf
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The use of alternative performance measures (APMs),
often referred to as non-GAAP measures, continues to
be a common feature across UK annual reports. These
measures are intended to offer investors additional
information on the reporting company’s performance,
in addition to the statutory GAAP measures. ESMA's
Guidelines' on the use of APMs, together with the
FRC's recent publication of their corporate reporting
thematic review findings'', provide the framework

and key guidance to be applied when using APMs in
corporate reporting. This area continues to be a hot
topic for regulators and while there have been high
level improvements where more companies appear to
be applying the basic principles of ESMA's Guidelines,
the pace of change has been slow.

In terms of where APMs are to be found in reports, 96
companies presented financial APMs within an up-front
financial highlights section, and 91% of these included
adjusted profit measures. Only 32% of companies
presenting APMs in their financial highlights included
adjusted sales measures. It seems that adjusted

sales measures feature more commonly in detailed
performance analyses, for example in the Chief
Financial Officer's statement.

81% (2017: 81%) of companies had a Chairman'’s
statement containing APMs and 82% (2017: 89%) a
CEO's statement with APMs. The majority of these
statements included adjusted profit measures. For
example, 60% and 66% of companies surveyed
presented a Chairman'’s and CEQ's statement,
respectively, which contained adjusted profit measures.

A continuing trend is that APMs, within the scope of the
ESMA Guidelines, are being used by companies in their
key performance indicators (KPIs). Of the 90 companies
(2017:92) that clearly identified their KPIs only one did
not include an APM, in 2017 all 92 companies included
at least one APM.

Carrying on through the annual report, 68 companies
(2017: 68) presented APMs on the face of their income
statements (excluding unadjusted ‘operating profit’
lines). These measures would be considered APMs
under the ESMA Guidelines were it not for the fact that
the ESMA Guidelines apply only outside of the financial
statements.
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Whilst APMs can be both financial and non-financial,
the ESMA Guidelines only apply to financial APMs.
We consider the use of non-financial metrics, which
did feature in a number of companies’ operational
highlights, in our discussion of KPIs below.

@ Compliance - positive trends
According to the ESMA Guidelines, APMs should

be reconciled to the most directly reconcilable line
item, subtotal or total presented in the financial
statements. It is positive to see that 86% of companies
reporting an alternative profit measure within the
highlights section did reconcile back to an IFRS profit
measure for all profit measures reported. In contrast,
it was disappointing that only 29% of companies
reporting an alternative sales measure provided a
reconciliation albeit that this was driven by a lack of
reconciliation for companies reporting a like-for-like or
constant currency sales movement.

The Guidelines require the provision of comparatives
for all APMs and we have seen that approximately 80%
of companies with alternative profit measures in their
highlights section provided this information.

Looking at KPIs, in an improvement from 2017, 46
companies (2017:37) linked all of their KPIs to the
company's strategy in a meaningful way, as opposed
to simply providing a cross-reference. This is a step

in the right direction for linking together each area of
the strategic report, although clearly there is still room
for improvement by many. 71 reports evidenced, in
some form, linkage between companies’ KPIs and their
directors’ remuneration, demonstrating alignment of
reward with success of the company.
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@ Compliance - problem areas
Almost a third of Chairmen’s and CEOs’

statements did not make any reference to GAAP profit
measures when discussing adjusted profit measures.
This echoes the FRC's findings from their recent
corporate reporting thematic review of APMs where
they noted that companies would be challenged if
GAAP measures were not clearly highlighted early in
the narrative discussions presented in the strategic
report. A similar concern exists in terms of undue
prominence being given to non-GAAP measures in
the highlights section of the annual report. 8% of
companies failed to present any IFRS profit measures
in the highlights despite presenting alternative profit
measures whilst 20% of companies were open to
challenge given they had utilised bold text or graphs to
emphasise APMs.

It was good to see that the majority of companies,
80%, provided some explanation for why the profit
APMs in their annual reports were useful. However,
disappointingly 71% of these explanations appeared to
be generic or high level. The ESMA Guidelines require
companies to explain the specific purpose of each APM
and why management believe that the APM provides
useful information regarding the financial position,
cash flows or financial performance. Many companies
simply stated that APMs were used to present
additional information about underlying performance
without a clear explanation of how and why each APM
achieved this objective. In line with previous years, itis
worrying that some companies present APMs as being
better, more representative or more meaningful than
IFRS figures. The FRC, in their 2017 thematic review,
noted that stating the reason why an APM is useful
rather than simply asserting that it is would improve
explanations.

Of the 68 companies that included APMs on the face
of the income statement, there were still 16, or 24%,
that failed to include an accounting policy relating to
adjusting items. The FRC expects to see a policy to
ensure that any non-IFRS figures are appropriately and
sufficiently defined and why certain items are adjusted
for is explained. On a similar note, despite their
prevalence, it was interesting that only 19 companies
had disclosed critical judgements relating to such
metrics in their income statement under IAS 1.

We saw a slight fall in companies using a collective
term to capture multiple adjusting items on the face
of the income statement to 48 from 51 in 2017. Only
11 companies chose to describe these adjusting
items as ‘exceptional’ compared to 20 last year and no
companies used the phrase 'non-recurring’ compared
to three in 2017. This is a positive step, given that the
FRC has highlighted use of terms such as 'exceptional’
and 'non-recurring’ as requiring explanation as they
often do not reflect the nature of adjusting items. The
number of companies referring to such items merely
as ‘adjusting’, which does not give the impression of a
one-off basis, rose from six to ten.

The Companies Act 2006 defines KPIs as factors by
reference to which the development, performance or
position of the company's business can be measured
effectively. Given that KPIs are chosen by each
individual company, we would expect them to be
reflected, in a large number of cases, in the highlights
section of the annual report. As these are the key
balances that management look at, we expect that they
would wish to communicate these up front to readers.
Disappointingly, we found that only 12% of reports
included all financial KPIs within the highlights and 84%
of reports included measures in the highlights which
were not KPIs, albeit it is not unexpected that non-KPIs
may be highlighted in addition in some cases.

Looking beyond compliance
46 companies provided a distinct section, such

as an appendix, within the annual report focused on
APMs. This was more companies than expected and
reflected an improvement in the clarity of reporting

on APMs across a spectrum of companies, with 26% of
those with a separate section coming from outside the
FTSE 350.

There was a slight fall in companies identifying
non-financial KPIs from 74 to 71 but no change in
the average number of non-financial KPIs identified,
which remained at four per company. Itis clear that
this focus on transparency around non-financial KPIs
relating to employees, customer satisfaction and
health and safety, among others, is being driven by
larger companies with FTSE 100 companies surveyed
identifying six non-financial KPIs on average.



27 companies identified environmental KPIs (2017: 24),
20 of which (2017: 19) included greenhouse gas/carbon
footprint-related KPIs. This is a slight increase on 2017
but still a relatively low percentage of companies.

See section 6 for a discussion of employee-related
metrics that investors are calling for in the context of
better understanding long-term value creation.

What to watch out for

|:| Consider whether the use of graphs or bold
lettering could give more prominence to APMs
than the associated IFRS GAAP measures.

|:| Avoid the use of generic explanations for the
description of purpose for APMs.

[

[

[
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Identify whether KPIs are omitted from up-front
highlights and if so assess whether they really are
'key’ performance indicators.

Particularly for smaller companies, consider
whether adequate levels of non-financial KPIs
have been identified.

Consider the views of investors outlined in the
FRC's Lab report™ from June 2018 and whether
disclosure of APMs can be improved in this
regard.

Examples of disclosure
Bioquell PLC provided a reconciliation of a revenue-based APM (constant currency sales) to IFRS revenue

and an explanation of why it is used.

Bioquell PLC

Given the large percentage of total revenue earned in currencies
other than sterling, the Group monitors the level of constant
currency sales growth, calculated by expressing revenues in
both the period under review and the comparative peried at
constant exchange rates as set out in the table below. For
the year as a whole biodecontamination sales grew by 9%

in constant currency terms.

Bio Div Group

Em Em
Revenue 28.5 29.2
Impact of foreign exchange movements (1.0) (1.1
Constant currency revenue
(at 2016 exchange rates) 21.5 281

Gross margin in the year was up 4% to 52% (2016: 48%). This
meaningful increase in gross margin reflects a number of additional
factors besides exchange rates including both the results of targeted
cost-reduction programmes associated with our products and price
increases for certain products.

Pendragon PLC's Chairman'’s statement provided a table with APMs as well as equivalent IFRS totals.

Pendragon PLC

£4,6659 £546.3 £85.8

(+5.1%) (-1.0%) (-16.1%)
£47391  £5529  £83.8
(+4 5%) (-1.2%) (-17.2%)

(+4.5%) (-1.2%) (-9.0%)

Mo
d should nat be viewed In

£4,739.1 £552.9 £91.4M

oI 5

£62.4 N/A

(-18.4%)

£6_0.4 3._3_[:_)

(-19.9%) (-15.4%)

£65.3 3.7p

(-10.5%) (-26%) See more examples of
disclosure in the electronic
version of this publication.
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http://www.bioquellplc.com/downloads/reports/Bioquell_PLC_Annual_Report_and_Accounts_2017_final.pdf
https://www.pendragonplc.com/documents/2017/pendragon-plc-annual-report-2017.pdf
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6. Long term value creation

76 1/4

companies discussed the value of companies referred to assuring
created for at least one other type of some non-financial or CSR information
stakeholder, other than shareholders in some way

D)

Employee-related metrics (other than gender) the Investment Association are calling for:

Headcount
Total headcount:
distinguished between full-time gave diversity metrics (other than Afurther 3 did both the above
and part-time employees gender)
Employee turnover Investment in training
gave employee turnover metrics, with discussed investment in training and
4 splitting between planned and professional development but only 9
regrettable turnover discussed progression and promotion rates
Employee engagement What the metrics mean
3 8 explained, for at least one metric provided,

what it meant in terms of progress towards
strategic objectives or productivity
improvements

provided employee
engagement scores




The use of KPIs and alternative performance measures
in discussing the company's long term value creation
was considered separately in section 5.

The non-financial information statement and the
outcomes of policies are discussed in section 4.

Looking beyond compliance

As well as getting a picture of past financial
performance, investors are increasingly looking to
understand the company’s broader value creation
story and how sustainable the business model is.
Companies are responding to this by considering the
value created for broader stakeholders, and discussing
this in more detail than last year. 76 companies
(2017: 63) discussed the value created for at least one
other type of stakeholder, other than shareholders,
and 36 (2017: 24) of these quantified aspects of that
value in some way. Some companies, such as Mondi
plc, provided the quantification in the business model
disclosure, identifying their “key outputs”; some,
such as Howdens Joinery Group Plc, presented the
information in a double page spread; others provided
the information within the narrative of the report.
Quantified value created for other stakeholders
included amount spent on research and development,
number of training hours spent by employees, value of
social contribution, value of total taxes paid, value of
supplier payments and value of dividends paid.

Something that a few companies are seeking to
illustrate is how total value generated has been
allocated amongst stakeholders through use of a pie
chart or table. 'Value' in this context is interpreted in a
variety of ways. This year we saw a company explaining
how 'direct economic value’, defined as gross revenues
was allocated e.g. through operating costs, employee
costs, taxes, community investment and reinvestment.
Another provided a ‘value distribution’ diagram with
value distribution defined as operating profit before
taking into account personnel costs, depreciation,
amortisation and impairments.
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A balance needs to be struck, though. We felt 11
companies didn't touch on short term value creation
i.e. didn't discuss how they expect to perform in

the coming one to two years. Conversely, 21%

were focusing on short-term profits at the expense
of discussing long-term strategy, growth and
sustainability.

In demonstrating this balance between interests of
current shareholders as a whole and having regard

to long term viability and the interests of broader
stakeholders, 38 discussed a proposed future
allocation of capital aside from paying out profits to
shareholders. This included, for example, specific
funds being allocated to capital expenditure, R&D and
training.

In terms of shareholder returns and the availability
of distributable profits, encouragingly, 32 companies
(2017:17) disclosed a single figure of the level of
retained profits available to pay dividends from, with
just over half of those companies electing to provide
such information in their financial statements. A further
four companies went on to describe which of their
reserves were distributable, albeit without providing
a total single figure. This progress is consistent with
the findings of the FRC's financial reporting lab, who
published their most recent findings in this area in
October 2017°.

A number of themes around the longer term and
capital management are picked up in the Investment
Association’s Long Term Reporting Guidance™. This
was published in response to calls from investors
for improvements in the explanation of the long
term drivers of value creation, to allow them to judge
whether capital is being utilised efficiently. Other
potential areas for improvement included:

Providing greater clarity of the drivers of productivity
within the business and how planned investments
are expected to drive productivity gains over the
longer term.

Explaining the environmental and social risks and
opportunities that may significantly affect the
company's short and long term value, and how they
might impact on the future of the business (see
section 7 - Risks and opportunities)
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Explaining the Board's role in shaping, overseeing
and monitoring culture (see sections 1 and 9). The
guidance makes it clear that investors believe it is
the board's role to determine the purpose of the
company and to ensure that the company’s values,
strategy and business model align to this purpose.

Conveying an understanding of the role played by
the company’s workforce in generating sustainable,
long-term value. Various metrics are being called for,
as illustrated.

Linked to this, although not required to be disclosed
in the annual report itself, 14 companies included
some or all of their required gender pay gap reporting
(required by 4 April 2018) in their annual report and

a further 12 provided a cross reference to where the
information could be found.

As investors are increasingly relying on non-financial
measures in making their investment decisions, the
perceived expectation gap - that the information in
the strategic report is of equal quality to that included
in the financial statements and subject to the

same level of assurance becomes more apparent.
Traditionally many companies have sought limited
assurance on their sustainability reports, but not on
all their non-financial KPIs, which in some cases may
be relied upon more by investors, e.g. subscriber
numbers, customer satisfaction.

A quarter of companies referred to assurance (internal
and/or external) of some non-financial or sustainability
information. Given the investor focus on these metrics,
where additional assurance is obtained, it would be
worthwhile making reference to this within the annual
report. In some cases this assurance went beyond
traditional sustainability information, e.g. gaining
assurance over performance conditions for bonuses or
testing anti-corruption controls. The majority of these
referred to frameworks, the more common ones being
various ISO Frameworks on health and safety and the
environment. Ten companies referred to assurance
over specific non-financial metrics. Most commonly
these were greenhouse gas emissions metrics, now

a required disclosure in the annual report, but also
covered were safety and other environmental metrics.

What to watch out for

|:| Ensure processes are in place to enable the
Board to make the new s172 statement and to
provide a meaningful non-financial information
statement.

|:| Remember to use the right materiality filter when
including non-financial information. The strategic
report is required to include information that
is material for shareholders which means itis
integral to the success of the business.

|:| Check there is appropriate balance between
discussion of value creation over both the long
and the short term.

|:| Consider quantifying the value you have created
in the year for both shareholders and other
stakeholders.

|:| Look at the FRC's revised Guidance on the
Strategic Report for ideas on how to explain
capital allocation and dividend policy decisions as
well as value created for broader stakeholders.
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Examples of disclosure
Kaz Minerals PLC included a table setting out how the economic value generated is distributed.

Kaz Minerals PLC

Economic value generated and distributed

$ million 2017 2016
Direct economic value generated
Gross Revenues 1,938 969
Economic value distributed
Operating cash costs' 523 288
Employee wages and benefits? 170 18
Payments to providers of capital 222 179
Taxes paid*
Kazakhstan 317 173
Kyrgyzstan 7 4
United Kingdom - -
Community investments 10 8
Economic value retained 689 136

| Operating cash costs as disclosed in the Financial review (see page 34), being the
difference between Gross Revenues and Gross EBITDA adjusted to exclude total
employee costs (see note 8 to the financial statements) and social spend, as
reflected in the table above.

2 Employee wages and benefits represents cost incurred by the Group of the total
labour cost and associated social taxes (see note 8 to the financial statements).

3 Payments to providers of capital represents interest paid on borrowing facilities
during the period (see consolidated statement of cash flows on page 112).

4 Taxes paid for each region is reflected in the payments to governments table on
page 42 (see Financial review) and is the total taxes paid adjusted to remove
employee and employers’ payroll taxes, which are reflected within employee
wages and benefits for each region and excludes social spend, reflected as
community investments.

Mondi plc provided a value distribution diagram.

Mondi plc

Value distribution’
%

€2.483m

® Employees 43
® Providers

of equity capital 12
® Direct taxes paid 6

Providers

of loan capital 3
® Reinvested

in the Group 36

1 Value distrbution defined as operating profit before taking mto account
persannel costs and depreciation, amortisation and impaiments
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/. Risks and opportunities

The number of - 4

principal risks ranged
from 4 to 24 with an

average of 10

44

companies referred to the General Data
Protection Regulation as part of a data
protection risk or another principal risk

Principal risks disclosed

Brexit (general)

Brexit (company specific)

Climate change risk

Workplace culture

Cyber crime/attack/threat

Cyber - Failure of IT systems

Cyber - Data protection etc

Inability to keep up with
technological change

Defined benefit pension

Tax

M Frse3s0 M other

30

B 5%
B 2%

|

0%

.
0%

77%

I 7%

49%

0% 10% 20% 30% 40% 50% 60% 70% 80%

I 0

company identified climate change
as a principal risk in its own right or
as part of a broader risk

Information provided
on risk appetite:

Meaningful for each
principal risk

A 4
49%

Less detailed
information

A ° 4
41%

None



Companies are required to disclose their principal risks
and uncertainties, as well as their risk identification
process and management activities in order to

comply with the requirements of the Companies

Act and the Code. The NFR Directive, which became
effective for periods commencing on or after 1 January
2017, expanded on this to require that non-financial
information statements include any principal risks
relating, as a minimum, to environmental matters,
social and employee matters, respect for human
rights and anti-corruption and anti-bribery matters.
These disclosures must include, where relevant and
proportionate, the company's business relationships,
products or services which are likely to cause an
adverse impact in those matters. The FRC published
guidance on risk management and internal control in
20142 and their financial reporting lab (‘the Lab’) also
issued a report in late 2017™, detailing the specific
entity information that investors are focused on and
find most valuable.

@ Compliance - positive trends
Per the Lab report, investors like to know how

changes have evolved during the period, so it was
positive to see that companies have increasingly sought
to provide such insight with 76% (2017: 62%) indicating
whether individual risks had changed in significance
during the year, often by means of up or down arrows.
This disclosure provides insight to investors about how
principal risks are evolving but also helps evidence that
those charged with governance are actively monitoring
and responding to the changing risks.

Only four companies identified material uncertainties
around going concern (2017: two). Better reports linked
going concern disclosures, the principal risks and their
viability statements. The longer term viability of the
business and how the business model, strategy and
risk mitigation interlink with each other is important

to both investors and wider stakeholders. It was
promising to see that within the viability statement, 50
companies (2017: 34) made specific reference to which
principal risks were considered as part of the viability
assessment. 43 companies (2017: 62) gave a general
reference to principal risks or a general cross reference
while the remaining seven (2017: four) provided no
reference at all.
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@ Compliance - problem areas
Even though there have been progressive

trends in linkage between principal risks and the
viability statement, other areas of FRC guidance, such
as linkage between the principal risks and strategy,
have not seen a significant shift with only 47%

(2017: 42%) of companies having made such
disclosures. This information is critical to the readers’
understanding of the ‘story’ the annual report
presents and ensuring that consistent messages are
communicated throughout.

26 companies (2017: 18) disclosed the likelihood of
principal risks materialising and similarly, 28 companies
(2017: 18) disclosed the magnitude of the possible
impact of principal risks. While these trends are moving
in the right direction, investors have called for more
information in this area. Of the companies that did
disclose the likelihood and magnitude of principal risks,
24.(2017:12) did so by means of a heat map or similar
diagram. This, together with narrative disclosures,
provides the reader with clarity and can be used

as an engaging and succinct way of communicating
compound aspects. For the majority of companies, it
was unclear whether the risks were presented net or
gross of mitigating activities, with only four companies
clearly presenting risks on a gross basis, eight on a net
basis after mitigating activities and four companies
presenting risks on both a net and gross basis.

Whilst the vast majority of companies continued to
explain how risks are mitigated, far fewer seemed

to provide the information newly required by the

NFR Directive in terms of the company's business
relationships, products or services which are likely

to cause an adverse impact in the specified matters.
For example, of the 67 companies disclosing
employee-related principal risks, only 14 disclosed the
aforementioned information.
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Looking beyond compliance

The FRC has indicated that companies need
to use a "broad range of factors” when determining
their principal risks and have highlighted cyber risk,
climate change and Brexit as potential areas of focus.
Unsurprisingly, the World Economic Forum ‘Global
Risks Report 2018% (“WEF's GRR") has identified global
trends in similar risks areas, namely cyber related risks
and climate change risks.

Cybersecurity is a current hot topic, especially following
the implementation of the General Data Protection
Regulation (“"GDPR") effective from 25 May 2018.

73% (2017: 71%) of companies identified cyber crime
as a principal risk, with 54% (2017: 53%) specifically
identifying data protection as part of their principal
risks. Furthermore, 22 companies included GDPR as
part of their data protection principal risk and a further
22 associated GDPR with other principal risks such

as compliance with laws and regulations. The WEF's
GRR identified cyber-attacks and data theft and fraud
risks to be on the rise in terms of prevalence, potential
disruption and financial loss and so it is encouraging

to see companies making the above disclosures.
Moreover, companies also gave consideration to
different types of cyber risks, including the impact of
system failures, which 46% (2017: 58%) also disclosed.

Although 18 companies referred to broader
environmental issues as principal risks, and despite
climate change often being thought of as a hot topic,
only one company identified climate change as part
of a broader environmental and energy risk. Another
company identified climate change as a risk in the
context of non-principal risks and a very small number
of companies mentioned compliance with climate
change regulation as part of their wider regulatory
and compliance risks. Further, only four companies
indicated some level of compliance with the Task
Force on Climate-related Financial Disclosure (“TCFD")
recommendations. The TCFD recommendations

focus on climate related risks and opportunities,
related reporting metrics and the actual or possible
financial impact from climate related risks. Slightly
more encouragingly, 15 companies described their
oversight of climate related risks and opportunities
either within the strategic or governance report. The
TCFD recommendations continue to be a challenge for
companies to consider and explain why climate related
risks and opportunities are or are not considered part
of their principal risks.

Itis interesting that these findings are perhaps in
contrast to those found in the WEF's GRR, where their
respondents identified extreme weather events,
natural disasters and failure of climate change
mitigation and adaptation to all be in their top 5 risks,
both in terms of likelihood and impact.

Boards continue to assess the potential impact of
Brexit with 59 companies (2017:55) identifying Brexit
as a principal risk in itself or explicitly referring to it as a
contributing factor to a wider market or economic risk.
Of the 59 companies, 43 (2017:35) identified company
specific risks and 16 (2017:20) identified more generic
risk factors. The FRC has indicated that investors

find it helpful where companies explain what the
potential impact Brexit may have on them and their risk
mitigation strategies. This will continue to be an area
of focus as Brexit negotiations continue. As the future
becomes clearer expectations will increase in terms

of the specificity companies should provide in their
disclosures.

In terms of the risk categories referred to in the

NFR Directive, by far the most commonly identified
category of principal risk was employee-related risks
(67 companies). Although workforces are obviously an
integral part of most businesses, it came as a slight
surprise to see so many companies expressing this
level of concern over, typically, employee retention.
However, despite workplace culture being a regulatory
hot topic, only five companies identified principal risks
in this space.

Meanwhile, 27 companies identified principal risks
related to anti-bribery or anti-corruption matters,
typically as an explicit part of a broader compliance
risk. Only five companies identified principal risks
related to human rights issues and only three identified
principal risks relating to ‘'social’ issues.
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Inth fth L Examples of disclosure
@ RPN OECAIISC TR U Mondi plc provided insight into their risk

SUEIEEIE TEELs ENe IR MmN e, 2 tolerance for each category of risk, together with

<IR> Framework sees risks, opportunities and insich h ible in th dn
dependencies as flowing from the organisation’s nsight on who was responsible in that area and how
P & & the risk had evolved during the year.

market position and business model. 75% of

companies clearly identified both risks and Mondi plc
opportunities arising in the marketplace and
discussed how they were applicable to the Operational risks
company, while 10% clearly identified only the Risk tolerance: Alow residusl risk tolerance is demonstrated through our focus on operationsl excelence,
risks and 12% identified only the opportunities. = ;‘“ R ‘r;mh”esm'“r‘“'“‘” it [
. . . . ; Ur Imvestments o improve our energy efficiency, engineer out our most significant
Identlfylng risks in the ma rketplace, pa rtlcularly I'S_;‘é_,l UR\I?:G |Fh'|el E:::::;we Officer) safaty risks, improve operating efficiancies, and renew our equipment continue to
th . . i L;:»:j=|r.‘l vC;rc:u S Techrical and ) reduce the fkelihood of operational risk events. However, the potential impact of any
ose which may not otherwise have been o : pTe and T i st

Sustainabiiity Director)

disclosed as a principal risk, enhances a user’s
understanding of the business and its

environment. Discussing the marketplace Laird PLC provided a graphical representation of the
opportunities further complements this, and likelihood and potential impact of various principal
can Support thejustiﬂcation for the company’s riSkS, together with |nS|ght on how those risks were
strategy. evolving.
Laird PLC
Principal risks
‘ What to watch out for
Consider whether the principal risk disclosures 2 .
link with the viability statement, business model 4 . 4
and strategy, so the annual report tells one story. 2 §
H
|:| Explain what the likelihood is of risks H
materialising and what the impact will be in a Es
clear, concise manner and consider the use of a g o
diagram to assist in this area.
5
|:| Consider the requirements of the NFR Directive £

to not only make disclosures of how risks are e s e et

i YT < 10% < 50% > 50% >90%
mitigated, but also activities that may have bt ol ot TweREG
ad\/erse |mpaCtS on those r|sks of occurring of cccurring  of occurring  of occurring

Likelihood
|:| Monitor developments in Brexit negotiations and Risk Velocity

consider updating disclosures as appropriate to
provide company-specific insight insofar as it is
possible.

|:| Reassess whether hot topics such as cyber
security, climate change and environmental risks
have been appropriately considered in arriving at
the risks regarded as ‘principal’.

[J Rapld Risk impact may be felt within a month
<> Moderate Risk impact may be felt within six months

O Sslow Risk impact may be felt within 12 months

Risk Movement

@ Decrease in residual risk
@ Stable. no change from pricr year

. Increase in residual risk

See more examples of disclosure in the
electronic version of this publication.
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8. Viability

A
32%

of companies drew out their disclosure of of companies discussed the risk and resilience
prospects in their viability statement, which has of their business model in their viability
been called for by both the FRC and the statement.

Investment Association.

Number of companies using

different lookout periods 74% of companies included the

longer term viability statement with

78 77 the principal risks disclosures in the
2018 strategic report - down from
W 2017 77% last year.
\ \ Only 20% reported on a lookout
Eﬂ aﬁ period spanning more than three
< years - down from 22% EN
year
17 15 0
54 /0 of companies disclosed the
7 qualifications or assumptions
2 4 3 . > underlying their assessment -
— 0
2 years 3 years 4 years 5years up from 52 /0 last year.
or less
What qualifications or assumptions were disclosed?
D . : : 29
Availability of funding/refinancing -
21

Seicsolmes erpricne I
13
Cost management _ 7
R o . 11
AVallabl“ty or success of mltlgatlng actions _ 13

2018 [ 2017
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Compliance - positive trends

This is the third year that companies have been
required to provide a longer term viability statement
as required by the UK Corporate Governance Code,
Provision C.2.2.

The trend is for most of these statements to be
included in the strategic report, alongside the
disclosure on principal risks, which is the location
suggested by the FRC. 74% of companies included
their statement in the strategic report this year

(2017: 77%). This makes sense as the potential impact
of the company’s principal risks is a key part of the
directors’ assessment of longer term viability.

As required by the Code, 93% provided some
explanation of the length of the lookout period

they selected (2017: 95%). 89% of these companies
justified the period based on their planning cycle;
encouragingly, 51% of these companies discussed the
nature of the business or its stage of development

in justifying the lookout period and 23% drew a
comparison with another time horizon used in

the annual report, for instance debt repayment or
technology development periods.

91% of companies referred to the nature of the
analysis they undertook to support the statement.

A requirement of the Code is to report on how the
directors have performed their analysis and we would
expect all statements to meet this. The proportion of
companies complying was 88% in our 2017 survey.

Of the 91 companies providing a description of the
nature of the analysis they undertook, 90 (2017:

87) discussed performing modelling, stress testing,
sensitivity analysis or scenario planning with only one
company indicating that its assessment was limited to
consideration of qualitative factors only.

@ Compliance - problem areas
The FRC has explained that it envisages a two

stage process to meet Code Provision C.2.2, with
reporting on each stage - the first being about the
assessment of the prospects of the company, the
second being the directors’ reasonable expectation
of viability for the period of their assessment. The
expectation from both investors and from the FRC
is that the period over which directors assess the
prospects of the company will be longer than the
period for the viability assessment.
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This year only 13% of companies provided a disclosure
about future prospects that was a clearly differentiated
portion of the viability statement section. However,
several of the companies explained that future
prospects had been assessed over the same period
that they used as the viability statement lookout period
-which is not the approach intended by the FRC.

32% of companies discussed the risk and resilience of
the business model to some extent, including 22 of the
26 that had some form of future prospects disclosure.
This can be particularly helpful for users of the

annual report as it illustrates how robust the viability
statement assessment has been.

Despite the FRC's Guidance on Risk Management,
Internal Control and Related Financial and Business
Reporting' calling for principal risks to be considered
both individually and in combination when looking

at the effect on longer term viability, only 45% of
companies made it clear that they had taken this step
(2017: 45%).

Only 54% of companies chose to disclose any
qualifications or assumptions underlying their
assessment (2017: 52%). Companies disclosing
assumptions generally focused on the availability

of funding or refinancing (29 companies; 2017:

30 companies) although we saw a significant increase
in companies referring to assumptions on sales
volumes, pricing and cost control.

Surprisingly, only one company drew out an
assumption related to Brexit, despite the end of

the two year negotiation period offered by Article

50 being well within the lookout period for all of the
companies we surveyed. Scenarios described by a
handful of further companies referred to possible
Brexit outcomes or Brexit-related principal risks.
Whilst we accept the continued levels of uncertainty
around Brexit outcomes, our expectation would have
been that more boards would have considered, and
discussed, the potential impact an unfavourable Brexit
outcome could have on their longer term viability.
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Looking beyond compliance
In November 2017, the FRC's Financial Reporting
Lab issued a report on Risk and Viability Reporting',

incorporating insight from investors around the elements
of viability reporting that are most useful for them.

There are some positive trends emerging following the
recommendations in this report and the Investment
Association’s Guidelines on Viability Statements'=.
These include:

longer lookout periods, with 20 companies reporting
over four years or longer (2017: 22 companies; 2016:
14 companies);

74% disclosed that they took the current state of the
company's affairs into consideration (2017: 71%) and,
of these disclosures, in our judgement 24 companies
provided useful detail this year;

11% of companies made the link to the sustainability
of dividends (2017: 5%);

10% disclosed the use of reverse stress testing, a
particularly robust testing methodology (2017: 10%);
and

Of 26 companies that set out clear scenarios

they had used to test the model for their viability
statement, 13 had presented a conclusion covering
each scenario (2017: 26 and seven).

What to watch out for

[

Consider whether you have addressed both
parts of Code Provision C.2.2, incorporating an
explanation of how longer term prospects have
been assessed and the viability statement, and
include clear disclosure on both elements.

Explain the risk and resilience of your business
model so that investors understand to what
extent your viability assessment is finely
balanced.

Consider whether a longer lookout period would
be more appropriate for the life cycle of your
business - and whatever the lookout period,
include a clear and reasoned explanation as to
why it is the right decision.

Explain the analysis you have undertaken and
consider whether that could be more robust
by assessing principal risks in combination or
performing reverse stress testing.

Presenting clear testing scenarios is a helpful
addition to the disclosure, particularly if
conclusions are shown for each of those
scenarios.

If you are subject to financing arrangements,
remember that in most cases the viability
assessment will make assumptions about those
arrangements continuing, which should be
disclosed.



Examples of disclosure
Vodafone Group Plc gave a clear explanation of their methodology for arriving at conclusions on the viability
assessment, including clear differentiation between assessment of prospects and assessment of viability and the
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principal risks being assessed both individually in severe but plausible scenarios and in combination.

Vodafone Group Plc

The Vodafone methodology

Assessment of prospects

Assessment of viability

Principal risks Combined risk scenario Sensitivity analysis

Headroom

The available headroom is calculated using the cash and cash equivalents, plus available facilities, at year end

!

LongRange Plan

Three-year forecastis used to calculate cash position and available headroom over the period

!

Severe but plausible scenarios
modelled for each of the principal
risks to quantify the cash impact
of anindividual risk materialising
over the three-year period.

The top three risks with the highest
potential financialimpact relate

to global ecanomic disruption,
adverse political and regulatory
measures, and executing the digital
and technological transformation.

J

!

Quantification of the cashimpact
of a combined seenario where multiple
risks materialise, including the following:

a. Failure torespond to market disruption
resulting in loss of market share.

Market disruption exacerbated

by economic downturn, resulting
inrestricted access to capital markets
and devaluation cf emerging

market curencies.

. Major data breach resulting in litigation
and penalties.

Il

!

Longrange plan output used

to perform a sensitivity analysis,
reviewing central debt profile and cash
headroom analysis, including a review
of sensitivity to “business as usual ™ risks
to revenue and profit growth.

The analysis focuses on the maximum
tolerable revenue and adjusted EBITDA
decline over the three-year period,
aswell as significant cash flow drivers,
such as capital expenditure and

debt financing.

Il

Overall viability =headroom —cash impact of risks + additional liquidity options

See more examples of disclosure in the
electronic version of this publication.
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9. Board and director stewardship

@ OO

In the FTSE 100 companies surveyed,

Only of companies included a statement
indicating how they applied the main principles only included this statement,
of the Code, down from 80% in 2017. down from 94% in 2017.

99% of companies (2017: 100%) reported on

compliance with the provisions of the UK
Corporate Governance Code

“ Of the 37% that reported they had partially

complied with the Code, 86% provided an
adequate explanation of the reasons for any

62% reported that they had complied non-compliance (2017: 90%).
fully (2017: 52%)

Common Code non-compliances disclosed:

Provision A.2.1 - The e
Chairman should not also be

5 . . |
Chief Executive I
Provision A.3.1 - 5
6

Provision A.4.1 - Senior

independent director _ 5 :::::::

Provision B.2.1 - Nomination 6
committee composition | -
7

Provision C.3.1 - Audit Only 27% of companies

consideration of Brexit in the
Provision D.2.1 - corporate governance
Remuneration committee statement, down from

i I, 0
composition 44% of companies in 2017.

2018 [ 2017

38



Compliance - positive trends

Comply or explain - the Listing Rules supported
by FRC guidance indicate that a meaningful explanation
should be provided for any departure from the
provisions of the applicable UK Corporate Governance
Code, affording the reader the opportunity to
understand the company's governance journey.

The quality of explanations given for departures from
Code provisions during the year remained high, with 86%
of those companies that did not fully comply with the
Code providing a meaningful explanation (2017: 90%).

We identified some strong board evaluation
disclosures, with 35% of companies explaining the
findings and related action points (2017: 41%). A further
17% of companies described the findings of their
evaluation (2017: 9%) - this means that a total of 52% of
companies included informative disclosure regarding
their evaluation (2017: 50%). The omission of action
points was in some cases driven by the timing of the
board evaluation and we noted several disclosures that
explained that actions were to be set at an upcoming
board meeting or board strategy day.

Itis particularly helpful to be able to see the benefits
companies have derived from their board evaluation
and it demonstrates transparency, openness to
change and commitment to the running of an effective
board when they are prepared to discuss areas for
improvement in the annual report.

6% of companies had not performed a board
evaluation during the year, generally attributed to
substantial recent changes at board level which

led the board to conclude that an evaluation would

be of limited use and should be delayed until the
changes had been in place for longer. Of the other 94
companies, 80% made it clear in the annual report that
their board evaluation processes had covered all of
board, board committees and individual directors

(as laid out in Code Principle B.6).

Corporate culture has been an area of focus for the
FRC in recent years with the report on ‘Corporate
Culture and the Role of Boards' released inJuly 20163,
indicating the importance of board focus on this topic
in order to hold management to account. As well as
an encouraging 86% of companies discussing

culture or values in their strategic report we found
74% discussing this in their corporate governance
statements (2017: 82% and 69%).
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We considered that 32% offered a detailed discussion
in the strategic report (2017: 44%) and 11% in their
corporate governance statements (2017: 25%). It

was interesting to note that some of the stronger
disclosures regarding culture we identified this year
arose in companies outside the FTSE 350. High quality
disclosures acknowledge people and values as a key
company asset and provide a clear, detailed explanation
of how their culture works, the value derived from that,
how it is monitored and how it is supported by the
company structures, including the board.

23% of companies included some detail on the tools and
techniques the board uses to monitor culture and 4%
indicated that the board obtains some type of assurance
regarding corporate culture (2017: 21% and 6%). 8%

of companies disclosed action taken by the board to
address issues during the year around culture - for
example, introducing new training on values, work on a
fundamental cultural transformation in the business, or
action to address concerning findings regarding culture
arising from an employee engagement survey.

Disclosure focusing on the tools and techniques the
board uses to monitor the quality of the cultural
environment in the group helps the reader to
understand how seriously the board takes the topic of
understanding, developing and improving the culture
and values embedded in their organisation - as does
disclosure on the actions the board is taking to fix
perceived cultural issues in the company.

This year, 7% of companies helped bring their culture
and values to life for the reader by providing illustrative
case studies - a recommendation from the FRC's
report (2017: 10%).

@ Compliance - problem areas
The Listing Rules require premium listed

companies to provide a statement regarding how they
apply the Main Principles of the Code in a manner
that would enable shareholders to evaluate how the
principles have been applied. These principles are key
to corporate governance in the UK as they represent a
broad structure within which companies can develop
the specific governance arrangements that works best
for them. Only 74% of companies this year included

a statement clearly indicating how they applied the
main principles of the Code (2017: 80%). This included
a substantial deterioration in the FTSE 100 companies
surveyed, where only 68% included this statement,
down from 94% in 2017.
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Looking beyond compliance

The world of governance continues to move
quickly and government, regulators and investors look
for boards to respond promptly and with foresight.
This year, all boards had sight of the direction of
travel and most boards had the opportunity to read
the consultation draft of the 2018 UK Corporate
Governance Code developed in conjunction with the
Government's corporate governance reform agenda,
which was published in December 2017.

We were therefore anticipating thoughtful disclosure

in corporate governance statements regarding

the attention paid by boards to section 172 of the
Companies Act 2006 (also discussed in section 4),
broader stakeholder engagement, company purpose
and their plans for formal workforce engagement
mechanisms (expected to be an employee director,
workforce council or designated non-executive director).
However, most boards appear to have taken a “wait and
see” approach in the corporate governance statement:

21 companies referred to section 172 of the
Companies Act or explained how the board takes
into account the interests of broader stakeholders
(2017:17).

Six companies referred to corporate purpose, and
only one of these companies included any detailed
disclosure.

Only four companies explained current or planned
workforce engagement mechanisms, with each of the

three main options taken up by at least one company.

Two companies explained the involvement of the
board in determining which groups constitute the
company's key stakeholders.

Only ten companies indicated that stakeholder
feedback has any impact on board decision making
- however these disclosures were in general not
specific about the nature of that impact.

Disclosures on current “hot topics” this year included:

* 54% disclosed board attention on cyber risk/cyber
security, including board training, presentations to
the board or audit committee, cyber insurance and
externally provided projects regarding cyber security
(2017: 50%). 2% disclosed a specific cyber security
breach the company had suffered during the year.
Section 7 also discusses principal risks disclosed in

this space, with 79% having identified such a risk,
either in relation to cyber-crime or systems’ failures.

35% mentioned board involvement in the company’s
work to implement the General Data Protection
Regulation (GDPR), where boards received training and
disclosed plans, including internal audit attention to
the topic of data security. 44 companies mentioned
GDPR compliance as part of their principal risks.

27% disclosed board attention to the topic of Brexit,
where boards discussed strategy, principal risks
and mitigating actions, whilst audit committees
mentioned foreign exchange and treasury risk,
potential impairments, principal risks and viability
statements - down from 44% in 2017. In contrast,
59% had either identified Brexit as a principal risk or
explicitly mentioned it as a contributing factor to a
broader marketplace or economic risk.

What to watch out for

|:| The 2018 UK Corporate Governance Code (the
2018 Code) takes effect for years commencing
on or after 1 January 2019. This means most
underlying changes to company policies and
processes should be in place by the time many
companies issue their next annual report. Boards
should consider incorporating disclosure on their
role in these changes.

|:| Remember to provide a clear statement of how
the Code’s main principles have been applied in
addition to a statement of compliance with the
provisions.

|:| Corporate culture is an area of continued focus - it
is key for boards to understand what makes their
companies tick and ideally to explain how they
monitor that the company’s values are applied
consistently and what they do to improve matters.

|:| Despite the uncertainties around Brexit, it is an

area of concern for the FRC and for investors,
where boards should demonstrate they are
involved in the key monitoring and planning
processes and that they understand the impact
their company could face.

|:| Company vulnerability to cyber attack continues

to be an area of concern for Government and for
investors, who would like to understand how the
board is managing and/or mitigating this risk.



=l Examples of disclosure
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Mears Group PLC explains its conclusion to
appoint an employee director to help the board receive
insight and views from the workforce.

Mears Group PLC

Employee Director

We understand the vital role that our workforce plays in

the success of the Group. To further increase engagement
between the Board and our employees, we are looking to
appoint an Employee Director to the Board. This role will
ensure that the Board receives full, open and honest insight
and views from its workforce on how strategic initiatives
are being implemented and will provide the wider workforce
with a better understanding of how the Board operates.

We are currently managing the recruitment process, with
applications open to all employees. The role will be restricted
to a two-year term and we hope that the appointment of the
successful applicant will be confirmed at the 2018 AGM.

Croda International Plc provides insight on the board
decision making process around culture and values,
including the development of a culture plan, link to
business strategy and a mechanism for monitoring
culture throughout the business.

Croda International Plc

Culture and values

The Board spends a considerable amount
of time meeting with employees and visiting
our offices and manufacturing sites around
the world. This ensures that our Non-
Executive Directors develop and maintain
greater insight and understanding of the
Business, which enhance the quality of
decision making and debate. That diversity
of thought allows the Board to consider the
broader long term impact of its decisions
on our employees, suppliers and customers
and the communities in which we operate.
On page 43 we set out more details of the
Board's programme of activities outside
the boardroom.

We recognise the value of culture, and
these visits also create opportunities for

a cultural tone to be cascaded from the
boardroom. Directors are able to promote
the values-based conduct and behaviours
expected from every part of the Company.
The Board has spent time working on the
development of our Culture Plan, linking
our culture to our Business strategy in
order to deliver business results. Central
1o this plan is the Global Employee Culture
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Survey, conducted in 2017 and designed
in-house specifically to examine our
culture and ensure that it is consistent
with our values across the Business.
More information about the survey can
be found on page 02.

Anglo American plcincludes an illustrative case study
on values and culture, a technique to communicate
culture that has been recommended by the FRC.

Anglo American plc

DOING THE RIGHT THING - PUTTING OUR VALUES INTO ACTION

Material issues

Developing a capable and engaged
workforce that behavesin a manner
consistent with Anglo American's
values and Code of Conduct:

* Training more than 3,400 leaders
to help employess understand
the new Code of Conduct

* Providing a toolkit of innovative
materials to create simple and
creative messaging that can
be understood by all of our
employees, regardless of
cultural, educational or literacy
background.

Emplayessat

Anglo Amencan's
headquartersinLandan
were partof our
extensive employse
angagemant
programme tocascada
and embad cur new
Code of Conduct
successhully. Tha Code
providesemployees
with s single point of
reference o guide them
inmaking the right
choices, and drives the
behaviours that wil
support our high
performance culture

During 2017, more than 3,400 leaders were trained to
facilitate Anglo American's new Code of Conduct
engagement sessions with employees at all lavels in the
organisation. Helping employees to understand what it
means to act ethically in Anglo American, and supporting
them in this process, is all the mare critical in challenging
market conditions where there are strong tensions
between the pressure to deliver targets and choosing to
do theright thing.

The engagement programme for the Code of Conduct
has encompassed all of our employees across arange of
different cultural, educational and literacy backgrounds.
The approach has been to train team leaders to facilitate
discussions on ethical dilemmas and personal action
commitments with theiremployees. The dilemmas have
been based on everyday challenging situations that

employees may encounter, such as what to dowhen they
feel that safety or integrity may be compromised. During
the discussions, employees were encouraged to refer to
the new Code of Cenduct as guidance in making the right
choice orin knowing where fo go to ask for more support

The toalkit supporting leaders in the ‘cascade’ campaign
included a range of innovative materials from animations
tointeractive documents. Anglo American was proud to
win the ‘Best employee engagement programme’
award in relation to its efforts in this regard at the 2017
‘CorpComms’ Corporate Communications Awards.

Various initiatives are under way to measure the success
of the engagement programme. In Anglo American’s
2017 'Have your say’ employee engagement survey,
949% of respondents agreed that the new Code of
Conduct was guiding the right behaviours.

See more examples of disclosure in the
electronic version of this publication.



https://www.mearsgroup.co.uk/wcm/connect/60e26322-f3c8-48f0-820f-b563589e39ce/Mears%2BGroup%2BPLC%2BAnnual%2Breport%2Band%2Baccounts%2B2017.pdf?MOD=AJPERES&CONVERT_TO=url&CACHEID=ROOTWORKSPACE-60e26322-f3c8-48f0-820f-b563589e39ce-maQ0cN7
https://www.croda.com/en-gb/investors/annual-report
http://www.angloamerican.com/~/media/Files/A/Anglo-American-PLC-V2/documents/annual-updates-2018/aa-annual-report-2017.pdf
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10. Succession and diversity

75% 87%

of nomination committees were of them described the process used of nomination committees that
involved in appointing a new director for specific board appointments appointed a new director used an
during the year; all of these committees during the year executive search firm to help
held at least one meeting and... identify candidates

O O

How did boards disclose activity around succession planning?

27
24 24
21
17
15
13
12
11
)
7 7 8
5
 » HIl ) G
No Mentioned but Clear No Mentioned but Clear No Mentioned but Clear
reference no detail explanation reference no detail explanation reference no detail explanation
FTSE 100 FTSE 250 Others
2018 M 2017
A~ 4 N 4

33% of nomination committee 80% of annual reports referred to Only of companies disclosed
disclosures explained clearly the aspects of board diversity other than the gender diversity in the executive
system the board uses to maintain gender (2017: 86%); however, only committee and their direct reports, in

good succession planning 29% of companies met the new line with the Hampton-Alexander

practices (2017: 41%) review's expectations (2017: 8%)

DTR requirements to describe the
board diversity policy
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Compliance - positive trends

We noted a significant trend for improvement
in succession planning disclosures in our 2017 survey.
There has not been a further step-change this year,
however nomination committees have continued to
provide better quality disclosure. The Guidance on
Board Effectiveness’™ offers insight on succession
planning practices, information which could also add
value to succession planning disclosures.

93% of boards disclosed activity around succession
planning (2017: 89%, 2016: 69%). This year the small
improvements in quality of disclosure we have seen
has been in companies below the FTSE 100. However,
in our judgement only 33% of companies this year
included disclosures that explained clearly the systems
the board has in place to maintain good succession
planning, compared to 41% in 2017. We were looking
for information such as whether the board uses a skills
matrix, whether it is reviewed regularly, whether there
is a regular update provided on succession planning for
senior management.

19% of companies had disclosures that clearly showed
that the succession plan and the talent programme
were connected to the corporate strategy (2017: 19%).
Finally, we saw a small increase to 31% in the number of
companies that included information on the quality of
the internal pipeline (2017: 27%, 2016: 9%).

Code provision B.2.4 lays out the requirements relating
to nomination committee reporting. These are still not
fully met by the companies in our sample.

88% of companies this year met the requirement for
a separate section of the annual report describing
the work of the nomination committee (2017: 89%).

Of the 75% of companies that appointed a new board
director during the year, 87% described the process
used for those appointments, in line with the Code
provision asking for disclosure of “the process used
in relation to board appointments.” (2017: 67% and
85%).

With regard to the appointment of directors:

* In total, 67% of companies disclosed the use of
executive search agencies, either in relation to a
current year director appointment or a description
of their general appointment process (2017: 66%).
A significant minority mentioned that they had
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requested diverse shortlists or that the agency in
question had signed up to the Voluntary Code of
Conduct on diversity.

Only two companies disclosed that they used open
advertising and neither of those companies used
advertising as the sole method of finding directors.
A further company indicated that it would use
open advertising in the future in order to promote
diversity.

Other methods described by companies to find
new directors included appointment of internal
candidates; personal connections; information on
candidates from previous shortlists.

@ Compliance - problem areas
We consider that the requirements of the

Non-Financial Reporting Directive regarding diversity
disclosures in the corporate governance statement
(implemented in the UK through the Disclosure
Guidelines and Transparency Rules) should not be very
different from the Code requirements for “a description
of the board's policy on diversity, including gender, any
measurable objectives... and progress on achieving

the objectives.” Complying with the new DTR was a
requirement for large listed companies with periods
commencing on or after 1 January 2017.

In our judgement, only 29% of companies this year met
the requirements of the DTR; of these, six companies
disclosed that they did not have a board diversity
policy and provided reasons why. The proportion of
companies that met the requirements rose to 53% of
FTSE 100 companies, with one of those companies
disclosing that it did not have a board diversity policy
and why. Two further FTSE 100 companies did not
describe the policy on board diversity but did say they
had a policy available on their website.

In order to meet the DTR requirements, boards
should aim to describe the policy itself rather than
the processes in place or actions taken during the
year - although of course knowing about these is also
valuable to the reader! We also do not consider it is
sufficient to provide a cross-reference to a disclosure
about the diversity policy applying to the organisation
as a whole without further clarification of whether or
how it relates to the board itself. Boards should be
clear about measurable objectives (disclosed by 22% of
companies this year, up from 16% in 2017) and should
comment clearly on the outcomes during the year.
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Ideally the policy should look beyond gender diversity
- the DTR also refers to age, educational background
and professional background, with the goal to promote
diversity of thought at board level.

Only 15% of companies disclosed the gender diversity
in the executive committee and their direct reports, in
line with the Hampton-Alexander review's expectations
(2017: 8%). This will be a disclosure requirement in the
2018 Code. Only six companies included any disclosure
on the level of ethnic diversity on their board.

The McGregor Smith review also covered ethnic
diversity - this time throughout the workforce. One
company included reporting along these lines in its
strategic report.

Looking beyond compliance
Additional information on director performance

and contribution is particularly helpful for FTSE 350
companies, where there is a requirement for annual
re-election. 55% of all companies in our sample
included disclosure regarding director contribution
(2017: 35%), increasing to 79% of the FTSE 100. We
have seen an increase in companies outside the FTSE
350 disclosing that they also seek annual re-election of
directors, which will soon be required under the 2018
Code for all premium listed companies.

We considered the impact of the 2018 Code on
independence and succession considerations for

the companies in our sample. 2018 Code provision 9
requires the chair to be independent on appointment,
and provision 19 states that “the chair should not
remain in post beyond nine years of the date of their
first appointment to the board.”

We found that:

* 10% of companies disclosed that their chair was not
independent on appointment. A further 36% did
not mention whether or not their chair had been
independent on appointment.

* 25% of companies had chairs who had served on the
board for more than 9 years. A further 3% did not
mention the tenure of the chair. Six of the companies
with long-serving chairs had chairs who were not
independent on appointment.

What to watch out for

|:| Nomination committees are short on time to
plan for the implementation of the 2018 Code,
which will be in effect for periods commencing
on or after 1 January 2019. Consideration should
be given to succession planning, the tenure of
directors and refreshment of the board, director
appointment, and the accompanying disclosures.

|:| On succession planning, informative disclosures
are specific to the company and to the year.
They cover the link between succession and
strategy, the process, tools and advisors used
by the nomination committee, an insight into the
quality and diversity of the internal pipeline, and
work the board is doing to improve the internal
pipeline.

|:| Focus is moving further down the organisation
and boards are expected to pay more attention
to the diversity and remuneration of executive
committees and their direct reports, along with
reporting on those matters.

|:| The recent focus on the first gender pay
gap disclosures both in the media and by
Government committees and the investor
pressures on board diversity suggest that boards
should consider carefully their policies and
disclosures in this area.

|:| Finally, boards have struggled to meet the
required disclosures under DTR 7.2.8A regarding
the board diversity policy, objectives and
outcomes during the year. If this is a difficult
disclosure to write, is there an issue with the
underlying policy which needs to be addressed?
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Examples of disclosure

Mondi plc’s nomination committee includes a helpful diagram showing the process it follows for
appointment of new directors, together with detail on how that process was applied to the appointment of
a director during the year, the use of an executive search firm and the detail that they are a signatory of the
Voluntary Code of Conduct.

Mondi plc

Appointment process

Mondi has an agreed process in place for the recruitment and appointment of new
directors to the Boards. This process was followed in relation to the appointment of
Tanya Fratto on 1 January 2017 and is cutlined below:

e market Boanda consider
LS along the e ation
and s Lo g list of potential candidates and wh
e ecificalion  for consideration imerviesw by ather procees
dirawn up execulve and non the appoin
exacutive direcions
® L] L L ® ® L
External independent Short list chosen from Mominations s 3
search agent engaged lorg st for Intarview corsiders the prefermsd
1o assist with the by o ef tha Joint candidates and makes
selaction process Chairmaenand SID arecommendation to
the Boards
The recrutment process is usually led The Zygos Partnership was usad for the
by David Willams, Joint Chainman, and appointment of Tanya Fratto. The Zygos
Mondi's Senior Independent Director, on Partnership does not provide any other
behalf of the nominations committes, services (o the Mondi Group. At the

time of Tanya's appointment The Zygos
Partnership, which is now part of Russell
Reynolds Associates, was a signatory

to the Voluntary Code of Candlict for
Executive Search Firms

Howden Joinery Group Plc discloses detail regarding the process followed in appointing its new CEO, covering the
process, interaction between board committees and HR, use of psychometric profiles, and contract negotiation.

Howden Joinery Group Plc

Case Study: CEO Succession
Director as part of ion planning All th i met with the N i and
for & number of years. In 2016, Matthew Ingle indicated that he Ch kan for each L d
e would consi i s he Board ic profiles idates.
ify &% CEOLTI £ Following a further Nominations Committes mesting. it was
ittess thesrefo d to identify, at et agreed to seak ith & particular individual and agree
an should it b would ultimately  contract terms.
e able to undertake the role of CEQ of Howdens. = A S
The Nominations Committes, supparted by the Interim Group i worked wi agroe a
HR Director and the Company Secretary, agreed: retirement arrangement which was fair and in line with the
) B Policy. T ok
A AT faranewCED  package with the new CEO which took acceunt of the bonus
B roles the A and long-term incentives he would forfer from leaving his
Sanior Independent Director); ! o dotail about both Matthow
» To appoint fygos as the extemal search partner®; and and Andrew's remunaration arrangaments can b found in the
* An interview and selection process, L Report, whi page 72,
It s pa ¥ il After hisd been agreed with both
for ensuring that stap ‘ parties in principle, the Board met on 6 July 2017 to consider
o e - " i bath i if nd
. toe requested that . it Th G i
o " d package bat that o Compia T s
this shauld be in line with the Remuneration Policy for Executive on 7 Jul
Directors. ¢ Zygos, & long listof ¥
was drawn up for i ion by the i Having i . Tor the role
Both intemal il
in the process. sl - with
- o for th
e e of - ik irclod detailad i for
all candidates salected from the long-kst. number iy
of the candidates met with the Chairman and some of the
N Executive Dire cllowing ionof these Andrew Livingston joined Howdens on 29 January 2018 as
meetings, the Nominat L to hort st eEpy
of candidates.
See more examples of disclosure in the
electronic version of this publication.
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https://www.mondigroup.com/media/9131/integrated_report_2017.pdf
http://www.howdenjoinerygroupplc.com/archives/ar2017-high-res.pdf
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11. Accountability and internal control

89%

of audit committee chairmen showed clear

ownership of their committee’s report, in

most cases through a personal introduction
or through signing the full report (2017: 87%).

1 5 companies referred to engagement with
the FRC's Corporate Reporting Review panel,

up from 3 in 2017.

The ratio of non-audit fees

compared to audit fees was
significantly lower this year at
25% a reduction from

62% since the introduction
of the FRC's Revised Ethical
Standard for auditors.

Only 8% of companies
disclosed a ratio exceeding

70%.
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On average, how many significant financial reporting
issues were identified by the audit committee?
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of audit committees disclosed how they had assessed
the effectiveness of the external audit process

of companies with an internal audit function explained
how they had assessed the effectiveness of the internal audit
function (2017: 89% and 67%).

How comprehensive were the disclosures regarding
the effectiveness of the external audit process?

16%

Comprehensive
38%
vederste I ;'
46%
Brief
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Compliance - positive trends

This year, in order to assess whether disclosures
on significant issues considered in relation to
the financial statements was comprehensive, we
considered each of the factors laid out by the FRC's
Audit & Assurance Lab in its report, Audit Committee
Reporting. This calls for informative context to
be provided for each significant issue, including
quantification where appropriate; a description of the
actions carried out by the audit committee during the
year; the conclusion on each issue and the rationale
behind that conclusion; and suitable cross-references to
elsewhere in the annual report.

In our judgement, based on these criteria, only 25%
were comprehensive disclosures adding substantially
to the reader’s understanding of those issues

and how the audit committee has considered and
challenged them. In general, audit committees could
have provided more detail on their actions and level
of challenge and comparatively few explained the
rationale underlying their conclusions regarding the
significant issues.

15% of audit committees referred to engagement with
the FRC's Corporate Reporting Review (CRR) panel,

up from 3% in 2017. The increase was driven partially
by company involvement in the CRR’s programme of
thematic reviews, which has widened the number of
companies engaged in dialogue with the CRR this year.

6% of companies indicated that their company had
experienced some form of significant internal control
breakdown during the year. Following the 2014

change in the FRC's Guidance on Risk Management,
Internal Control and Related Financial and Business
Reporting?' on how to report on significant failings

or weaknesses, which now calls for an explanation of
what actions have been or are being taken to remedy
any significant failing or weakness, 67% of those that
had experienced a control breakdown provided a good
disclosure regarding the actions that have been or are
being taken. This compares favourably to 44% of those
companies identifying a significant failing or weakness
in our 2017 survey making that disclosure.

Another responsibility of the audit committee relates
to the relationship with the external auditor. This year
22% of companies mentioned that they had read the
FRC's Audit Quality Review Team (AQRT) report on their
audit firm (2017: 18%).
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17% referred to a specific AQRT inspection of their
company's audit (2017: 12%), and almost all of those
explained whether there were significant issues
identified and, if so, that they had discussed the report
with the auditor and agreed appropriate actions.

We also looked at the disclosure of non-audit services:

8% of companies indicated their auditor did not
provide any non-audit services (2017: 6%).

For those that did provide non-audit services, the
average ratio of non-audit fees to audit fees'® over
all companies was 25%, falling to 23% in the FTSE
350 part of our sample (2017: 62%, falling to 45%).
This indicates a substantial shift following the FRC's
Revised Ethical Standard for auditors taking effect.

Where the audit committee calculated the ratio

it came out at 21% on average, compared to 29%
on average where we calculated it ourselves. This
may be because auditor’s fees for the review of

the interim report were often included by audit
committees as audit fees when calculating the ratio
- we note that these are classified as non-audit fees
under the Ethical Standard.

* Only 8% of companies disclosed a ratio of non-audit
fees to audit fees exceeding 70%.

Last year, we highlighted changes to the 2016 UK
Corporate Governance Code and the Guidance on
Audit Committees affecting the audit committee report
for years commencing on or after 17 June 2016. We
have identified an increase in the number of companies
providing these disclosures:

91% described the composition of their audit
committee and 57% included a disclosure about
sector competence (2017: 89% and 35%).

38% indicated when there might be a future external
audit tender (2017: 49%)).

73% disclosed the tenure of the current audit partner
and 58% disclosed the audit partner name (2017:
60% and 43%).

58% included some mention of the annual
performance evaluation of the audit committee
(2017: 52%).
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https://www.frc.org.uk/getattachment/7f97f065-d912-4ca0-a96b-1f2fd4b0a565/LAB_Final.pdf
https://www.frc.org.uk/getattachment/7f97f065-d912-4ca0-a96b-1f2fd4b0a565/LAB_Final.pdf
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@ Compliance - problem areas
In the wake of public attention on both external

and internal audit, it is notable that audit committee
disclosures regarding internal audit have not moved
on to the same degree. It is not unusual to see several
pages of disclosure regarding the audit committee’s
consideration of external audit, yet only a few
sentences regarding internal audit.

Internal audit is a critical element of the “third line of
defence” and Government and regulatory bodies have
been encouraging boards to spend more time ensuring
internal audit is established properly with independent
lines of reporting, a clear remit, coverage of key risks

to the business and suitable access to the rest of the
organisation.

Despite an expanded section on internal audit in the
FRC's 2016 Guidance on Audit Committees, we have
seen no real improvement in the reporting of the role
and activities of the internal audit function.

Of the 81% of companies which have an internal audit
function (93% of the FTSE 350 and 65% of smaller
companies), 94% of audit committees confirm that
they have reviewed the plans and work of internal
audit (2017: 90%). Only 52% stated that they have set
internal audit plans with reference to the key risks of
the business (2017: 53%)).

Only 60% of audit committees in companies with an
internal audit function explain how they have assessed
the effectiveness of the internal audit function (2017:
67%), and many of these disclosures are very brief
indeed. This year we noted a substantial minority
disclosing they had used some form of external
assessment process, an exercise recommended by the
Institute of Internal Auditors on a five-yearly basis.

Looking beyond compliance

The FRC's A&A Lab report, Audit Committee
Reporting', indicates that investors would find it
helpful to have clarity in the audit committee report
regarding the role the audit committee plays in internal
control. In our judgement, 78% of companies met this
standard. However, most of the remaining 22% of
companies included sufficient disclosure elsewhere
in the annual report to understand the role of the
audit committee; indeed, we noticed that several
companies had a short section immediately preceding
the audit committee report which clearly explained the
governance structures around risk and internal control.
Companies should consider whether to rearrange the
location of their disclosures in order to meet investor
preferences.

The 2018 UK Corporate Governance Code, which

will be effective for years commencing on or after

1 January 2019, has a provision regarding whistleblowing
which makes it clear that whistleblowing is the board's
responsibility. 91% of companies included some
mention of whistleblowing in the annual report, of these
76% in the audit committee report. In our judgement,
only 23% of companies that mentioned whistleblowing
shared disclosures that went beyond boilerplate.

Better disclosures brought out the importance of a
robust speaking-up process to the company. They

were company-specific and year-specific and could
include the operation of the whistleblowing process,

its independence and reporting lines, changes during
the year, reporting statistics, and the nature of reports
received and acted upon. Some drew out the link to
corporate culture.

What to watch out for

|:| Consider enhancing disclosures regarding the
internal audit function and demonstrating
the level of oversight applied by the audit
committee. What is the scope of internal audit
activity across the company? Does it cover the
key risks? Is resourcing and skills sufficient and
appropriate? How has the committee assessed
the effectiveness of the internal auditor?



|:| Provide useful information about the nature
of the significant issues affecting the financial
statements - clear context and value. Make
it clear for each issue what actions the audit
committee has taken during the year, how
the audit committee has applied challenge to
management's conclusions, the conclusion
the audit committee itself has reached and its
underlying rationale.

|:| Consider disclosures around the importance of
external audit quality, particularly where coming
up to a tender of the external audit or where one
has recently been undertaken. Investors are keen
to know that audit committees prioritise audit
quality.

|:| Whether disclosure sits in the audit committee
report or elsewhere in the annual report, itis
important for employees and other stakeholders
to know that the whistleblowing process is
robust, independent, and that reports are
listened to and acted upon.

Examples of disclosure
Rotork plc's disclosure on significant issues

affecting financial reporting includes context and
valuation, the evidence reviewed and actions taken
by the committee, the conclusions reached and
rationale, and cross-reference to the relevant financial
statement note.

Rotork plc

The principal matters of judgment considered by the Audit Committee in

relation to the 2017 accounts and how they were addressed were:

e Goodwill impairment testing. The year end balance sheet includes
goodwill of £228.0m, this represents approximately 30.9% of the
Group's assets. The Audit Committee reviewed the carrying value of
goodwill by examining a report from the Group Financial Controller
which set out the values attributable to each cash generating unit, the
expected value in use, based on projected cash flows and the key
economic assumptions related to growth and discount rates. The report
included a detailed impairment review paper for Bifold as this was the
cash generating unit identified as being most sensitive ta changes in the
key assumptions. The Bifold paper was reviewed by the Board in
December 2017 and finalised in February 2018. The Audit Committee
discussed the appropriateness of the assumptions used, compared
expected growth rates to historical averages and relevant market data
and compared the discount rates to the Group weighted average cost of
capital and appropriate risk premiums. Following the discussion, the
Audit Committee were satisfied with the approach taken by
management which resulted in the impairment of the Bifold (£19.8m)
and Tulsa (£1.6m) cash generating units. The Audit Committee also
considered the impact of any reasonable change in assumptions that
might further increase or reduce the impairments recorded and whether
any reasonable change would result in any other cash generating unit
requiring to be impaired. The Audit Committee reviewed the sensitivities
and impairment disclosures in note 10 and were satisfied these are
balanced and fair.
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Intertek Group plc explains how its whistle-blowing
hotline operates, including lines of reporting,
independence, nature of reports and number of
reports both received and substantiated.

Intertek Group plc

Whistle-blowing hotline

To empower the people who work for Intertek to act, we have a
well-publicised hotline for all employees, contractors and others
representing Intertek, enabling them to confidentially report
suspected misconduct or breaches of the Code.

Our whistle-blowing hotlineis run by an independent, external
provider, is multi-language and is accessible to all employees 24
hours a day either by phone or by email. Those concerned are
encouraged to report any conduct, compliance, integrity or ethical
concerns using the hotline. Information posters are present in all
of our sites.

If areport is made to the hotling, it is followed up by Intertek's
Compliance officers. All reports received are fully investigated by
our Croup Compliance function, which is independent of our
operational businesses and reports directly to our Group General
Counsel, Provided there is no conflict of interest, all reports are
also notified immediately to our Group Ethics & Compliance
Committee which consists of our Group CEO, Group CFO, Group
EVP for HR and Croup General Counsel, This ensures effective
resolution both of individual issues and any systemic or process
improvements that can be made to address them.

¢ During 2017, 202 reports of non-compliance with our Code of
Ethics were made to our hotline. Of those reports, 36 were
substantiated and required remedial action. Of those
substantiated claims: there were no substantiated grievances
relating to human rights, labour practices or societal impact
breaches;

* there were no environmental incidents;

» there were noreported viclations of the rights of indigenous
people; and

+ there were no cases of discrimination..

See more examples of disclosure in the
electronic version of this publication.
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12. Judgements and estimates, tax and
pensions

The average number of When distinguished, on
critical judgements and key average there were

sources of estimation 2 ,
uncertainty remained at 00 judgements and

@ estimates

Do those items appear to be company-specific?

1 6 All items company specific (2017: 16)

Some items generic (2017: 51)

29 All items appeared generic (2017: 32)

Disclosures on estimation uncertainties*

Nature and amount of asset/liability 58%
(or obvious) 40%

- , , 14%
Quantified explanations of assumption
80%

T ) ) 17%
Sensitivities (unless stated impracticable)

76%
; 10%
Range of reasonably possible outcomes
83%
; 0%
Changes to past assumptions
| %
0% 17% 34% 51% 68% 85%
* of the 99 companies appearing to disclose key sources of estimation uncertainty Allitems Il Some items
provided still have defined companies had
T information on benefit pension DB schemes in an
V tax strategy or schemes IAS 19 surplus

governance
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In November 2017, the FRC published feedback reports
on its thematic reviews'® of financial statements
covering the areas of critical judgements and key
sources of estimation uncertainty, tax and pensions,

in which they identified areas where companies can
continue to enhance their related disclosures. We have
focused below on the main topics where the FRC is
seeking improvements.

Critical accounting judgements and key sources
of estimation uncertainty

Critical accounting judgements and key sources of
estimation uncertainty are two disclosures that have
often mistakenly been merged together, despite

IAS 1 requiring separate and different disclosure for
each. Disclosure of accounting judgements under

IAS 1 specifically excludes those involving estimations,
which are covered by the estimation uncertainty
disclosures. The differing disclosures required for each
mean this distinction matters. Also, the key estimates
disclosures apply only where there is a significant risk
of material adjustment in the next year due to changes
in assumptions and estimates, so not all areas of
estimation are covered.

We observed further progress here, with 66% of
those surveyed (2017: 52%, 2016: 27%) now making
clear which items they regard as estimates and which
as judgements. 89% of those companies made the
distinction by using sub-headings. Even where a
distinction was presented though, confusion remained
- it appeared to us that 18 companies had either
presented estimates as judgements or vice versa.

The FRC remains concerned about the use of
boilerplate text and continues to identify examples of
generic disclosures that do not describe the specific
judgements and estimates made. Just under a third

of companies we looked at only provided narrative

that was so generic that it could have been applied
equally to any other company, for example in relation
to goodwill impairment testing, defined benefit pension
assumptions and uncertain tax positions.
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Only 16 companies (2017: 15) disclosed items that
all appeared suitably company-specific. The FRC has
commented that the better quality reports identify
a smaller number of judgements and estimates and
noted that audit committee reports and auditors’
reports often provide more granular information

in respect of significant judgements and richer
information regarding the particular estimates and
assumptions made, which is consistent with our
findings.

When critical judgements were distinguished,

the maximum was eight, with an average of two.

15 companies indicated that they had no critical
judgements. 33% of the companies presented one or
more judgements where it was not obvious, based on
the information provided, how those judgements could
have a significant effect on the financial statements.
Perhaps unsurprisingly the greater the number of
judgements, the more likely this was to be the case.

When sources of estimation uncertainty were
distinguished, the maximum was seven, with an
average of three. For 82% of companies, it was unclear
to us for one or more items identified as key sources
of estimation uncertainty, how they could realistically
give rise to a material adjustment within the next 12
months. Again, those presenting fewer items seemed
to have done better at focusing on “key” sources of
estimation uncertainty.

These findings highlight the need for preparers to avoid
feeling compelled to identify a list that is typically five
or six items long with the same items as in their peer
group's financial statements.

In terms of the disclosures listed in paragraph 129

of IAS 1 regarding information about estimates,

79% of companies disclosed some quantification of
assumptions underlying estimates, with only 14% of
companies disclosing quantification for all key sources
of estimation uncertainty. This information is important
to investors as it enhances understanding of the
assumptions underlying estimates. 91% of companies
disclosed insight into sensitivities and ranges of
reasonably possible outcomes for some of the items
identified as a key source of estimation uncertainty,
although this was typically by virtue of disclosing
information required by other standards, such as

IAS 36 and IAS 19.
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Tax

Recent times have seen greater scrutiny of the amount
of tax companies are paying and on the use of overseas
tax structures. The FRC's thematic review also highlighted
areas for improvement in companies’ tax disclosures and
transparency.

Large UK companies are now required to publish their
UK tax strategy online, either as a separate document
or as part of another. In the annual reports we
surveyed, 40% (2017: 38%) provided information on tax
strategy or governance, of which 24% were providing
fairly generic disclosures or a brief cross-reference to a
company website, and only 16% were providing more
detailed insight.

The majority of companies (81%) discussed the current
year effective tax rate in the strategic report, although
only 52% provided insight into the expected future
effective tax rate. Providing information in addition

to generic disclosure of Budget tax rate changes

is encouraged. Of the 56 companies that showed
adjusting items on the face of the income statement,
only 27 analysed the tax impact of these in the tax
reconciliation note to the accounts.

One area of concern raised by the FRC is around
uncertain tax positions, which are relatively common in
large entities given the complexity of many tax regimes.
37% of companies surveyed (2017: 38%) identified
provisions for uncertain tax positions as a critical
accounting judgement or a key source of estimation
uncertainty (although in some cases mis-categorised
within these two headings), and 34% of companies
provided an accounting policy on uncertain tax positions.
However, of the 37 companies, only 18 quantified their
uncertain tax provisions to provide useful information
to the reader on the extent of estimation. 23 companies
(2017: 15) disclosed contingent liabilities related to tax,
although only 14 (2017: seven) of those gave an estimate
of the potential effect as required by IAS 37 where the
probability of outflow is not remote.

Alongside IFRIC 23 Uncertainty over Income Tax
Treatments, which provides clarity on the accounting
(with effect from periods commencing on or after

1 January 2019), the FRC is promoting greater
transparency in this area, through clearer disclosure
of accounting policy and quantification of uncertain
tax provisions. The FRC has stated that justification
for non-quantification will continue to be a regulatory
focus in future.

Pensions

Whilst many companies have closed their defined
benefit pension schemes either to new entrants or
to future accrual, ongoing obligations to fund such
schemes are often significant and 67 companies
surveyed (2017: 67) still had such schemes.

The vast majority of companies provided some
quantified insight into future funding levels (an area of
FRC focus), and whilst improved on prior year, the level
of insight into future contribution levels still varied. 31
(2017: 15) appeared to quantify future contributions over
the whole period covered by schedules of contributions,
while 271 only disclosed expected contributions for the
following year. Only two companies surveyed mentioned
an increase in dividend payments potentially triggering
an increase in pension scheme contributions, which is a
topical area of public interest.

40 companies had one or more schemes in surplus
on an IAS 19 basis, with 37 of those companies
recognising the surplus as an asset. However,
justification for recognising an asset was only provided
by 21 companies (in all cases, as in previous years,
on the grounds of an unconditional right to a refund).
The FRC's thematic review highlighted this as an area
for improvement. On a related note, no company
recognised an additional liability for a minimum
funding requirement that would have given rise to an
irrecoverable surplus. This is an area where the FRC
does challenge companies, focusing on matters such
as trustees' rights to enhance benefits.

Most companies analysed plan assets by major
category, although 24 companies did not make clear
which categories had quoted market prices and which
did not. Over half of the companies with defined benefit
schemes (42) clearly identified and explained the risks
inherent in their scheme asset investment strategy

and 24 companies disclosed asset-liability matching
strategies such as annuities or longevity swaps.

Most companies provided sensitivity analyses for
significant assumptions although, for 26 of these,
certain assumptions moved in the current year by
more than the reasonably possible’ change identified in
the sensitivity disclosure. This may appear inconsistent
for a reader assessing the extent of estimation, as the
extent of reasonably possible changes would typically
be expected to be consistent with recent variations,
rather than just having standard variations of plus or
minus 0.1% for example.



What to watch out for

|:| Distinguish between judgements (other than

those relating to estimates) and estimates.

|:| Make the judgements and estimates disclosures

company-specific and meet the FRC's

expectations for all the accompanying detail,

such as sensitivity information.

|:| Only include the most complex or subjective

judgements that have the most significant effect

on amounts recognised.

|:| Only include the assumptions and other sources

of estimation uncertainty where there is a
significant risk of material adjustment to the

carrying amounts of assets or liabilities within the

nextyear.

I I B A B R
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Provide tailored commentary on tax strategy and
governance.

Provide insight into the future expected tax rate.

Provide the necessary disclosures around
uncertain tax positions.

Provide justification for recognition of a pension
asset where a scheme is in surplus.

Consider the reasonably possible changes in
all key pension assumptions, and whether the
disclosed ranges are consistent with recent
variations.

Examples of disclosure
Kingfisher plcincluded insightful information on the risks inherent in their defined benefit investment

strategy.

Kingfisher plc

To reduce volatility risk a liability driven investment (LDI) strategy forms part of the Trustee's management of the UK defined benefit
scheme’s assets, including government bonds, corporate bonds and derivatives. The government bond assets category in the table above
includes gross assets of £2.8bn (2016/17: £3.0bn) and associated repurchase agreement liabilities of £1.4bn (2016/17: £1.4bn). Repurchase
agreements are entered into with counterparties to better offset the scheme’s exposure to interest and inflation rates, whilst remaining
invested in assets of a similar risk profile. Interest rate and inflation rate derivatives are also employed to complement the use of fixed and
index-linked bonds in matching the profile of the scheme’s liabilities.

See more examples of disclosure in the
electronic version of this publication.
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13. Other financial statement disclosures

Only of companies had business
companies indicated any involvement in debt combinations in the year, compared to
factoring, supplier financing or similar 330

& SUpP 5 /0 last year

How was recoverable amount determined 1 2

for goodwill? Only

companies stated that
they did not expect
IFRS 16 to have a

material impact

66

Value in use Fair value less Both
costs of disposal

Companies indicating the quantitative What reporting framework are parent
impact of IFRS 16: companies using?

52
36

—— L
Precise Numerical Cross-referring to Full IFRS FRS 101 FRS 102
numbers ranges operating lease

commitments

54



Changes in 2017/18

There were relatively few changes to IFRS reporting
requirements in the past reporting season, although
companies did make some limited progress in areas of
recurring regulatory focus as explained below.

Perhaps the most significant change to actual
requirements was the introduction of IAS 7's
requirement to disclose movements in liabilities arising
from financing activities, which became effective for
periods commencing on or after 1 January 2017. Of the
81 companies surveyed caught by this requirement,
only 57 provided information resembling that required,
although for a number of those omitting the disclosure
it appeared that they had little or nothing in the way of
liabilities arising from financing activities.

A wide variety of formats were used by companies,
some of which could be open to challenge. For
example, 37 companies included positive cash
balances as part of this disclosure, perhaps because
they then resembled net debt reconciliations
historically prepared under UK GAAP or perhaps
because this was felt to be more useful information for
users. However, whilst permitted, care should be taken
to still isolate the information required by IAS 7, which
specifically focuses on the movements in liabilities

- a pull-out box may be a good means of achieving
compliance in this regard.

Recent times have also seen regulators paying
increased attention to the accounting, presentation
and disclosure of debt factoring transactions, supplier
financing and similar, including in the statement of
cash flows. Only nine companies surveyed provided
some evidence in their financial statements of being
party to such transactions - a figure which seemed low
given the relatively widespread use of such facilities at
present. Preparers would be well advised to consider
whether their reports can be improved in this area.
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Impairment testing of goodwill

80 companies had a goodwill balance at the year-
end, including all of the FTSE 100 companies in

our population, which required them to produce
disclosures under IAS 36 in relation to impairment
testing. Continuing the trend of previous years it

was pleasing to see that 73 of the 76 companies

with significant goodwill identified key assumptions
for determining the recoverable amount of all the
relevant cash generating units (CGUs). 44 companies
included key assumptions other than just discount and
growth rates, including margins, commodity prices
and volumes amongst other things. However, of these
companies only six quantified some or all of these
additional assumptions.

Of the 76, 66 companies determined recoverable
amount with reference to the value in use, five using
fair value less costs to sell and five using a mixture of
the two methods.

49 companies had disclosed the impairment testing of
goodwill to be a key source of estimation uncertainty,
indicating that, per IAS 1, there was a significant risk

of material adjustment within the next 12 months.
However, only 31 companies in their goodwill note
stated that there was a reasonably possible change in a
key assumption that would give rise to an impairment.
Care should be taken to avoid any contradictory
disclosures in this regard.

In terms of sensitivity analyses, IAS 36 requires
disclosure of, amongst other things, how much a key
assumption would need to change by such that it
would give rise to an impairment, but only where such
a change is reasonably possible.

Only three companies with goodwill (2017: eight) did
not mention anything about sensitivity analyses. A
number of others elected instead to provide a short
negative statement that there were no reasonably
possible changes that would give rise to an impairment.
19 companies described the impact, or lack thereof,

of varying assumptions by plus or minus a certain
percentage, whilst 20 gave an indication of how much
assumptions would need to change by to produce an
impairment.
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Business combinations - goodwill and intangible
asset recognition

Of the 39 companies that had business combinations
in the year (2017:33), 31 recognised goodwill on these
business combinations. It is surprising to see that a
number of companies are leaving themselves open

to challenge in relation to the requirement to provide
a qualitative description of the factors that make up
goodwill either by not disclosing a description at all or
by including a generic description of goodwill.

Impact of forthcoming standards

Only one company surveyed had early adopted IFRS 9
Financial Instruments and another early adopted IFRS 15
Revenue from Contracts with Customers. Unsurprisingly,
the vast majority did however indicate that they were
underway in their preparations for the new standard. In
what was the final year (at least for 81 of the companies
surveyed) before the mandatory implementation of
IFRS 9 and IFRS 15 and perhaps thanks to regulatory
pressure, it was pleasing that companies provided
more information in relation to these forthcoming
standards than in previous years.

In relation to IFRS 15, 65 companies stated that they
expected the standard to have an immaterial impact
on their accounts. Six companies indicated that the
new standard might have a material impact and a
further 20 stated that it would have an impact, implying
that it would be material. Of those 26 companies, 23
quantified the impact, of which four provided ranges
(as opposed to a precise number). It was disappointing
to see that eight companies were still unable to, or
chose not to, give any indication as to the impact the
new standard would have on them.

In terms of the approach to be taken on transition, 62
companies remained silent on which approach they
would take on adoption of IFRS 15, with 28 electing
the ‘modified retrospective’ application, whereby
comparative balances are not restated. The remaining
nine companies stated that they would be adopting
the standard with full retrospective effect. Only six
companies gave an indication of practical expedients
they would use in applying IFRS 15.

In a similar vein, 75 companies disclosed that they
expected IFRS 9 to have an immaterial impact and,

of the 19 companies that indicated they expected an
impact, 14 quantified this. Only three companies, none
of them banks, expressed an intent to restate their
prior year comparatives upon adoption of IFRS 9.

Despite implementation of IFRS 16 Leases being an
additional year away, given the pervasiveness of
leasing, it came as no surprise that only 17 companies
were either unclear regarding commencement of a
transition project or indicated they hadn't yet started
their preparations. Only 12 companies explicitly stated
that they did not expect a material impact, although
another 30 were silent on the impact.

Although no companies had early adopted the
standard, some appeared well advanced, with

eight already quantifying the impact, two by using
arange. A further 36 companies gave some idea

of the impact through a cross-reference to their
operating lease commitments. However, care should
be taken in adopting such an approach, due to
potential differences between IAS 17's disclosures

on commitments and the amounts to be recognised
under IFRS 16. In terms of whether comparative
balances would be restated on transition, less progress
seemed to have been made with 88 either undecided
or silent.

Significant accounting policies and material
disclosures

Where accounting policies were presented in a
separate note (as opposed to interspersed throughout
multiple notes to the accounts), they were just

under eight pages long on average, an increase of
approximately one page compared to the previous
year. Unlike the length of annual reports, FTSE 100
companies do not have significantly longer accounting
policies than those outside the FTSE 350. The longest
accounting policy note was 17 pages, four pages longer
than the next one at 13.

Parent company financial statements

52 of the parent company financial statements
surveyed were prepared under FRS 101, with 42
continuing to use full IFRS and just 6 using FRS 102.
With the requirement to notify shareholders ahead of
adopting FRS 101 having been removed, and increased
flexibility to adapt the statutory formats, with FRS 101
reporters now permitted to use IFRS titles, over time
there may be a gradual shift from full IFRS to FRS 101.
At present, just over half the FRS 101 and FRS 102
reporters adapted the statutory formats to use IFRS
titles.
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What to watch out for

|:| Take care, especially in the first year of adoption,
to provide clear and comprehensive disclosures
required by IFRS 9 and IFRS 15.

I:I Ensure appropriate consistency between
disclosures, for example IAS 1's critical
judgements and key sources of estimation
uncertainty and the associated account balance

. notes.
|:| Where IFRS 16, the new leasing standard, has
not yet been adopted, provide company-specific I:l

) ! i Provide appropriate disclosure on debt factoring
disclosure on the anticipated impact.

transactions, supplier financing and similar
arrangements, ensuring that associated cash
flows are also appropriately classified in the cash
flow statement.

Examples of disclosure
Rightmove plc provided company-specific information on the impact IFRS 16 is expected to have.

Rightmove plc

The Group has completed a detailed assessment to quantify the impact on its reported assets and liabilities of adoption of IFRS
16. The Group will transition to IFRS 16 using the modified retrospective application approach with no restatement of prior year
comparatives. On 1 January 2018 the Group expects to recognise naw right-of-use assets of £10,730,000 and lease liahilities of
£10,824,000 for its operating leases in respect of office premises and company cars. The nature of expenses related to those
leases will also change as the straight-line operating lease expense will be replaced with a depreciation charge for right-of-use
assets and interest expense on lease liabilities, in the first year of adoption these are expected to be approximately £1,775,000
and £301,000 respectively. The Group plans to adopt IFRS 16 inits financial statements for the year ending 31 December 2018.

Mears Group PLC provided a reconciliation of movements in liabilities arising from financing activities.

Mears Group PLC
Movements in financing liabilities during the year are as follows:
Borrowings
relating to
assets held Finance
for resale leases Total
At 1 January 2016 — 386 386
Inception of new finance leases — 388 388
Cash outflows — (661) 661)
At 1January 2017 — 113 113
Inception of new finance leases 2,685 2,685
Cash inflows/(outflows) 13,941 (1,954) 11,987
At 31 December 2017 13,941 844 14,785

See more examples of disclosure in the
electronic version of this publication.
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https://plc.rightmove.co.uk/~/media/Files/R/Rightmove/2017/Annual%20Report%20Rightmove%202017.pdf
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Appendix 1 — The preparation process
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When implementing the recommendations set out in this document, it is
important to work to an achievable timetable. Getting as much as possible
done in advance of the year end, when there is less pressure on the timetable,
reduces the burden during the post year end reporting cycle.

In order to help you achieve your objectives we have provided a suggested
2018/19 plan below, as well as suggestions for what could be on the agenda
for your planning meeting.

A suggested timetable for 2018/19 (For December reporters)

October 2018
By mid October

* Planning meeting of contributors to agree responsibilities, process and governance, including how to assess
whether the report is fair, balanced and understandable, plus decide the overall structure for the report

* Identify opportunities to make the report clearer and more concise

November 2018
Early to mid November

 Contributors draft templates for their areas of responsibility

e Structure of draft report pulled together and reviewed for duplication
e Areas for linkage identified and highlighted in the draft report

Late November/early December

 Auditors review the structure of the report and provide comments

December 2018
By mid December

¢ Disclosure Committee (or equivalent) approve overall structure and technical compliance of the report

January 2019

* Draft report presented to the Audit Committee for initial comment on key messages, themes and overall balance
e Report sections updated for final messages based on year end results

e Cross-check for consistency with other planned or existing public reporting
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February 2019

* Audit Committee assesses annual report on behalf of the Board - is it comprehensive and is it fair, balanced
and understandable?

* Remuneration report reviewed by Remuneration Committee

* Report sections formally presented for review

e Chairmen of Audit, Remuneration and Nomination Committees compose introductions to their reports
By late February/March

* Final report presented to Audit Committee, Remuneration Committee and Board for approval

Suggested agenda for annual report planning meeting

 Consider how you will ensure that all elements of your annual report meet the regulatory requirements and
effectively convey strategically important information to shareholders

* Agree the key messages and themes that will flow through the report, as far as they are understood at this
stage, getting Audit Committee and Board buy in at a sufficiently early stage

* Discuss and agree how materiality will be applied to the annual report as a whole

e With the design team, discuss the key messages and themes and how these can be brought to life
through design

* With the website team, discuss your approach to digital communication alongside the key messages and
themes, to agree any advance design work to be done on the website

* Plan how you will avoid the “silo effect”:
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Appendix 2 — Timeline of key corporate
reporting changes
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Effective for periods commencing on or after:

1 January 2017 * EU Non-financial reporting directive
* New IAS 7 Statement of Cash Flows disclosures

1January 2018 * New IFRSs on revenue and financial instruments

1 January 2019 * New IFRS on leasing
* New UK Corporate Governance Code and revised Guidance on Board Effectiveness
* The Companies (Miscellaneous reporting) Regulations 2018

1January 2021 * New IFRS oninsurance contracts

Other significant initiatives ongoing
FRC's clear and concise initiative

IIRC integrated reporting framework

Financial reporting lab projects on performance metrics and digital future

FRC thematic reviews on:

* targeted aspects of smaller listed and AIM quoted company reports and accounts;

¢ the effect of the new International Financial Reporting Standards (IFRSs) on revenue and financial instruments on
companies’ 2018 interim accounts;

e the expected effect of the new IFRS for lease accounting; and
e the effects of Brexit on companies’ disclosure of principal risks and uncertainties.

IASB standard setting on definition of material and rate-regulated activities
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Appendix 3 - Additional examples of
disclosure
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Strategy and business model disclosures

St James's Place plc
) e WHAT WE OFFER STAKEHOLDERS
An example of clearly identifying in the

business model key stakeholders and the

value created for them is St James's Place Clients - o
Trusted, helistic financial advice and peace of mind;
p|C. » Enhancement of wealth and preservation of wealth; and

Outcomes aligned to financial and life objectives.

The Partnership

« Unigue adviser business model in the UK market;
Opportunity to build and realise value creation in their
businesses;
Distinct and comprehensive client proposition; and
Effective risk and compliance oversight, together with
support for their business objectives.

Employees
Challenging and stimulating career in a growth company;
Authentic corporate culture focused on 'doing the right
thing’, and
Reward for commitment and contribution.

The SJP Charitable Foundation and Our Local
Communities

Ongoing financial support;

Staff volunteering and assistance; and

Financial education; youth employability skills.

Shareholders

+ Focused, capital-light business model in an attractive
market;
Growing cash profits, underpinning increasing shareholder
returns; and
Consistency and resilience in our solvency and balance

sheet.
Brewin Dolphin Holdings PLC
Brewin Dolphin Holdings PLC clearly links i Rk Sy
its KPIs to each relevant strand of their Akt PO o
strategy to facilitate measurement of their Measuring progress I
performance to date, as well as providing
an indication, where applicable, of potential We e ke purormuncelnckcatrs (Pt st progress _
challenges to success. - g e o 1 s o o

1 Reverue growth 3. Capital sufficiency

Dencrwscnary hurhs isflomr [ T Diacruscnary service yusis (oom) Cans sbequascy rabe (™

Dhvciend grieh %1
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https://www.sjp.co.uk/~/media/Files/S/sjp-group/reports-and-presentations/annual-report-and-accounts-2017.pdf
http://annualreport2017.brewin.co.uk/documents/AR17_FullReport.pdf

Stakeholder disclosures

Barclays PLC

A good example of disclosure of acting
fairly between members is Barclays PLC
which details engagement throughout the
year with institutional investors and private
investors.

Anglo American plc

Anglo American plc identifies its key
stakeholders, summarising how they have
engaged with them, what their material
matters were and how these link to the
broader strategy
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Stakeholder engagement

st g
The ioard s commiftted 0 promating
effective channels of commanication with
our shareholders and uphoking good
forpoeIiE gevemance as a means of Bulkdng

uploaded 1o our website. For fned income
Investors we held conference call at our full
year and half year results, hosted by our

wironger and mare
with them. Cur comgrehensive Investor
Relations engagement with the market hefps
45 10 understand Ives1on views al

Barciays, which ae commuracated

Croup
The investor Relations section of our watsilte
15 an imporlart communicatian channel
tharl erables the effective distrbution of
10 the market in a clear and

and Gioup Treasures

regularly Board, Our
EomPANation Gssine. which undersin

conststent franner, Exscutie mansgement

. Nating an the
resolutions wil uwm b by pooll and the

ll irvestor engagiement, are
webiite at home

speeches and.
wmml replars are uploaded to our webse

IS0 8 feeston
I 2017, our Investor Redations engageniert
with instizunanal isvestors took place
throughout the yese, both folicwing our
quartiely resuts as well as cutside of the
reparting eytle. The alkiverd the oppartunity
ot existing and potential new imeston o
engage with arclays regularly, promoting
dalogue oo langer-erm strategic

. 13 85 well 35 on the recent
fruncial performance of the Group.

Frivae shasenaldess

During 2017, we contired 1o communicate
with our private shareholders through our
shanshalder malings. Sharohelders can alio
choase 1o 3ign up ko Shareview 30 that they
receive information about Barclays and their
shareholding dinectly by emal. On a peactical
level, over 60,000 shareholders dd not cash
thie Sharess Net Taken Lip (SNTU) chegue
folowing the Rights Fsue i September
2013, In 2017, we continued the tracing

The Direciors, In corjunct
execiive team and Investor Relatices,
pariicited in varied forrrs of engagement,
Including irvestor meetings, serminars and
conderunces acrons many geographic
locations, reflecting the diverse nature of our
equity and debt irslitutions] ownenhin,
Divisional management abo presentad
exterively b0 FTvesion, promatinsg greater
mwareness and understanding of our
eperating buunesses

Daring X117, dscussions with ivestor ween
fotusad on the compilesion of aur

pestrisctuning, Enciuding the sell-down af out
Interest in Barclays Africa Group Limited 1o
14.9% and the closure of Noa-Con in bune,
a5 woll as our rvised Group finardial tangets
and our plans to achieve them within the
specifind tensines, Inveatons weee aiso kept
informed about progeess on studiural
reform, in particular the set ip of the UK
Fing-ferced bank, which we expect 1o take
place in the second quarter of 2018

Inwestar meetings focused on comporate
govemance alo 100k place theoughodt the

ocens with
thew SHTU monies and any unclaimed
dividends and by tha end of 1he yea, we hd
returned approwimately £200,000 to our
sharehokders, in addition (o the £1,65m
Teturmed in 2016 and £2.2m in 2015 Each
yeur we laurch a Shase Drating Service
aimad a1 shareholdors with relastvely small
sharshokdings for wham It might atherwise
e uraecomomcal to ceal. Ore ption open o
shareholders is 10 denate ther sale proceeds
tor ShareCAL As o resudt of this ntistive,
mare than £61,000 was donated in 2017,
taking the tatal donsted since 2015 1o

over £299.000.

Cour AGM

The Board and the seniar esecutive bearn
continue 1o consider our ACM a1 3 key dane
for sharehalder engagement. The AGM
provides us with our main cpportunity

ta engage with sharehoiders. particularly

our private shareholders, on the key issues
facing the Group and any questions they may
huave A rmbser of Dicectors, inchiding the
Chairrnan, were avafable for informal

yeas, wath the Chairman, Senior inder
Derector, ather Boasd

before or after
1 the 2017 ACM,

and the
Company Secretary

We held conference calls/webcasts for our
cuarterly tesusts briehngs and a0 in-persan
presentation for our 2016 full year resuts in
March 2017, &l Fosted by the Group Chief
Executive and Croap finance Dvector, in
addiion, the Group Finance Dinector heid

whu:n were considened an o poll, were
passed with votes Tor’ ranging from BS.67%
1o 99.55% of the total vates cast

The 2018 AGM will be held on Tuesdiry

1 May 2018 at the QENl Conference Centre

in London. The Natice of AGM can be found
In a separate document, which is sent out

at least 20 working days befare the ACM
and alio made availabile at

1105 D SATTRAL MATTERS.
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https://www.home.barclays/content/dam/barclayspublic/docs/InvestorRelations/AnnualReports/AR2017/Barclays%20PLC%20Annual%20Report%202017.pdf
http://www.angloamerican.com/~/media/Files/A/Anglo-American-PLC-V2/documents/annual-updates-2018/aa-annual-report-2017.pdf
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Alternative performance measures and

KPIs disclosures

Lonmin Plc

Lonmin Plc provide a good example of KPIs being clearly presented and
explained, tied in to strategy and referenced to directors’ remuneration.

Relevance to Strategy:

@ Operational Excellence
@ Our People

© Corporate Strategy
©® Corporate Citizenship

Remuneration

Some KPIs are used as a measure in
the incentive plans for the remuneration
of executives. These are identified with
the symbol &

Safety @ @
B 6

£

g s

g 4

: 3

E >

2

21

5 o

2013 2014 2015 2016 2017
Financial year

Definition

Lost Time Injury Frequency Rate (LTIFR) is
measured per million man hours worked and
reflects all injuries sustained by employees
where the injured party is unable to return

to work on the next shift.

Comment

The LTIFR improved by 9.1% compared to
the previous year. This was due to intensified
focus on a number of safety initiatives,
including visible felt leadership and direct
employee engagement.

800 - ggg w2 TE g

ounces (000's)

0 . |

2013 2014 2015 2016 2017
Financial year
Definition
Platinum ounces sold are those ounces
we produce either as refined ounces or
recoverable ounces sold in concentrate,
at 99.95% purity.

Comment

Platinum sales exceeded guidance of
650,000 to 680 000 ounces in 2017, as

we continued to benefitted from the smelter
clean-up initiative as well as various efficiency
enhancement projects at the Smelting &
Refining operations as well as reduction in
refined stock levels.
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https://thevault.exchange/?get_group_doc=166/1518160987-lonmin-annual-reports-and-accounts-2017.pdf

Risks and opp
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ortunities disclosures

Unite Group PLC

Unite Group PLC provides good narrative
on how the principal risks are linked to
strategic objectives and discloses the focus

for the ensuing financial year.

2.0 i reduction (due fo societal change)
Fossible evenls Impact
- Concems over the costeofa i and - More hon for value ar d i d for year round
vaue for money shedent i fer lting i
Altemnative course delivery [such as Mossive Open Online Courses) and asset values,
Shorter/maore semester-led courtes.
What happened in 2017 Risk management
d by high and frust scores. o ing of and value for

- Strong service delivery evid
= o of second and third.

refurning students.

ing PBSA. £5% of Unite’s direct lets are.

money and the evalufion o digtal leaming anel
ensuring we partner with the stronger Universities
with properties in the bestlocations.

RISA, our | ive and operating platfo
Wi-F to TOMERs. ourUnif tok with our digital
native customers.
Rosed out Student progr I ity b progr

—)Rm mare sbout cur Quality service plallorm en p04

Risk mitigation activity in 2017

Ensured the successiul roll out of PRISM. enabiling online and mare flexible tenancies,

Strategic objective
Cffering quality senvice is key 1o ersuring we

Confirued g
ciriven by Home for Success and our University partnerships team,

with thy s with gt
toxitf Universitios (fhe ones most lkely 1o sustain
areduction in demand]. PRISM helgs us deliver
the best customer service efficientty.

=3 Read more about
Business model and strategy on p04

R&

The Weir Group PLC

In describing their risk appetite, the Weir
Group PLC provide insight into the risk
parameters applicable to each of their risk
assertions.

Risk Appetite Statement

The Weir Group is strategically positioned in markets with good long-term growth prospects:
We will pursue ambitious growth targets, and we are willing to accept a higher level of risk
to increase the likelihood of achieving or exceeding our slrategic priorities, subject to the

parameters below.

Risk assertions

Hisk parameters

1. Organic growth
We will rigorously pursue divisional organic growth
strategies to meet our market growth objectives,

2. Mergers and acquisitions (M&A)

We will actively pursue M&A opportunities that
enhance our strategic platform subject to meeting
investment criteria.

3. Returns and profitability

We will not pursue growth at all costs, and expect
high margins, strong returns on capital and working
capital discipline together with cash generation

Investment of resources will be consistant
with divisional strategies and expected
divisional compound annual growth rates
over five year plans.

Post-tax returns should exceed our cost of
capital within three years of the acquisition.

Short term margin dilution is acceptable in
gaining market entry but over the cycle we
aim for top guartile operating margins and

returns on capital

4. Capital allocation

We will encourage capital expenditure in pursuit

of our growth ambitions subject to Internal Rate

of Return (IRR) hurdles and capital structure targets.

5. Capital structure

We are prepared to use leverage in pursuit of our
growth agenda and will actively seek low cost debt
to fund the Group but, recognising cyclicality in our
end markets, will maintain significant headroom
against our financial covenants.

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

Local country cash flow projections for
investment appraisal purposes discounted
at country specific rates to account for
risk weighted returns.

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 our
debt facilities at all times

Mo tolerance for breaches of:

Legislative/statutory requirements.
Weir Code of Conduct.
International sanctions

Delegated authority levels

Group and dvisional policies
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http://www.unite-group.co.uk/sites/default/files/2018-03/Unite-Students-Annual-Report-2017.pdf
https://www.global.weir/assets/files/investors/reports/Weir%20Group%20Annual%20Report%202017.pdf
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Viability statement disclosures

Marks and Spencer Group plc
Marks and Spencer Group plc explains

that risks are modelled in combination,

describes potential mitigations for risks and
explains the assumptions applied, including

relating to Brexit.

Informa PLC

Informa PLC clearly draws out how it has
assessed the prospects of the group
and includes consideration of upcoming
business developments

66

OUR APPROACH TO ASSESSING LONG-TERM VIABILITY

The UK Corporate Governance Cade
requires us to issue a viability staterment”
declaring whether we believe the Company
isable to continue to operateand meet its
liabilities, taking into account its current
position and principal risks. The overriding
aim is to encourage directors to focus
onthe longer term and be more actively
invalved in risk management and

internal controls.

The Boardis required to assess the
Company’s viability over a period greater
than 12 months. Theincreased levels of
uncertainty within the global economic
and political environment and the macro-
economic challenges being experenced
within the retail sector, mean the Board
continues to believe a three-year period
isappropriate for business planning,
measuring performanceand remunerating
atasenior level. Ourassessment of
viability therefore continues to align

with this three-year outlook

The process adopted to assess the viability
of the Company involves collaborative
input from a number of functions across the
business to model severe but plausible
scenarios inwhich anumber of the Group's
principal risks and uncertainties materialise
within the period of the three-year plan

We have modelled scenarios which group
together principal risks where we believe
interdependencies exist between the risks,
inaddition to scenarios where unconnected
risks ocour simultaneously. These scenarios
focused on both external factors, such as
Brexit and lower than expected markst
growth, and internal factors, suchas
stralegic programmes delivering lower
than expected benefits. The scenario with
the most significant adverseimpact was

The directors also satisfied themselves that
they have the evidence necessary to
support the statement interms ofthe
effectiveness of the internal control
environment in place to mitigate risk.

Inmaking the staterment, the directors
have applied the following assumptions
inpreparing the scenarios:

= Bonds maturing dunng the assessment
period will be repaid through our existing

bank facilities

= The actions included in our plan to arow
sales are not fully realised or are offset
by lower than expected market growth

reviewed against the current and projected
liguidity position to conclude on the
Company's viability. The assessment

also took account of additional potential
mitigations available in the event of further
downside factors, including areductionin
capital expenditure and reduced returms to
shareholders. The Audit Committee reviews
the output of the viability assessment in
advance of final evaluation by the Board

Inassessing viability the Board considered
anumber of key Factors, including our
business model (see page 10), our strategy
(see pages 4-5), risk appetite (see page 27)
and gur principal nsks and uncertainties
(see pages 22-24). These have been reviewed
inthe context of cur inancial plans,
spacifically the Annual Budget and
Three-Year Plan.

1

The actions included in our plans to
mitigate input cost increases that we
expect are not delivered in full or the
input cost increases are greatar than
expected.

The UK government’s notification of its
intention to exit the European Union will
have adverse financial impacts, including
input cost inflation from increased tariffs
and a weakeningin sterling, as wellas
reduced UK consumer spending

The Board's assessment is that M&Sis a

viable business. The Viability Staterment
can befound on page 67,

INFORMA'S
PROSPECTS

FACTORS IN ASSESSING LONG-TERM PROSPECTS

Group's current position

*  Recurring rever with streng cash i
positive working capital driving high cash corversion

AND VIABILITY Dot modaty b ity e i

Informa

*  Strong markat positions, brands that customer s value and a focus
on leng-term customer relationships

»  Flaxibla cost structure, erabling the business to respond effectively
o changes in demand or in markets

5 part of the Group's strategy and ambiticn fo continue

its growth and performance, Informa's Directors at
all times maintain a sharp focus on assessing the
Group's long-term prospects and the comparny’s

Sea the Firancial Reniew on page 62 for more detai.

Strategy and busineze model

wviability as a business on a three-year basis.
ASSESSING INFORMA'S PROSPECTS

Informa operates in the market for knowladge and information,

and has developed strong pesitions in many specialist vertical

markets that offer the potential for leng-term growth. It has many
of the elements necessary for greater future business success —

valuable brands, strong customer relationships and market

knowledge, talent and a culture of ideas with commercial focus.

The Group seeks to build on these strong foundations with
continued investment in its products and customer platforms,
alengside further expansion.

Through the recommended offer for UBM, Informa will benefit
from increased operating scale and industry specialisation,
crealing a leading B2B information services group with the
scale and specialist capabilities to capture the long-term
growth potential of this expanding market.

Inforrma runs a rigorous annual business planning process,
involving Divisional and Group management with Board input
and oversight. This produces Divisional and Group strategic
plans, which in tum generate three-year financial plans that
drive the satting of in-yaar budgets.

This process, and the plans that result from it, are a significant
contributor to the assessment of the Group's prospects,
Informa’s current position, Group level strategy, business
model and the risks related to the business model are also
used to assess prospects.

*  Clear growth strategy

* Focus on creating capabilities for future growth and scale under the
2014-2017 Growth Acceleration Plan
Intention to bulld further cperating scale and specialism in vertical
[ ies, and in B2B i ices, through the January 2018
recommended offer for UBM

= Busmness model that draws on talent, brands and intelectual capital,
technclogy, relationships, access 1o finance and natural resources:

See the Business Modeal on page 20 and Strategy on page 6 for more detail.

Principal risks related to the Groups business model

*  Colleague and talent-focused risks around retention and
change management

*  Market risk related to new entrants and economic instability related
1o access (o firance

. Iha Mnfmd:dngyfaiua.ldala loaffnd cyber breach

o Y prvacy

risk and refance on key oc:mlar;miea
*  Acquisition and integration-related risk

See pages 27-32 for a description of each principal risk.

STRUCTURED STRATEGIC AND

FINANCIAL PLANNING PROCESS

The Group's prospects are assessed primarily through the
annual strategic planning process, which involves the creation
of business plans by Divisional management that are reviewad
in detail by the Group Chief Executive, Group Finance Director
and the Director of Strategy & Business Planning.

To create these plans, each Division assesses external factors —
such as peers and their activity, broad and specific risks and
market trends — and internal factors - including people, products
and platforms — that influence the business’s approach today.



https://corporate.marksandspencer.com/documents/reports-results-and-publications/annual-reports/annual-report-2018.pdf
https://informa.com/Documents/Investor%20Relations/2018/2017_Informa_Annual_Report.pdf

Mears Group PLC

Mears Group PLC explains the risks and the
scenarios applied in a good level of detail
and includes thoughtful commentary on
the resilience of the business model.

Annual report insights 2018 | Surveying FTSE reporting

Business planning and financial viability
Inaccordance with C.2.2 of the UK Corporate Governance
Code 2014, the Directors have assessed the viability of the
Group over a five-year pariod. A peried of five years has been
chosen as it broadly reflects the average contract length.
Whilst the Group holds contracts which extend beyond this
time horizon, a period of greater than five years is considered
too long, given the inherent uncertainties involved,

The Board considered its key risks. The principal risks are set
out on pages 25 and 26 and the most relevant of these risks
toviability were considered to be:

= a service delivery failure, possibly resulting in the death
or harm of a service user, with significant negative publicity
and long-term reputational damage;

= deterioration in carer churn rates and poor recruitment
practices resulting in a material reduction in carer
numbers, sales volumes and profitability;

L 2

a health and safety failure resulting in serious personal injury
ordeath of an employee or service user, leading to significant
financial penalties and significant reputational damage:and

-+ afailure in our IT systems, impacting upon our ability
to deliver our services. We provide services to vulnerable
people and even a short period of downtime could cause
severa reputational damage. A serious system failure could
have significant impact on invoicing our customers and
collecting cash.

A financial medel has been built on a contract-by-contract
basis for the next twelve months and extended on a business-
by-business basis for the following four years. The five-year
plan considers cash flows as well as financial covenants.
Consideration was given to a number of key assumptions,
namely future revenue growth, operating margins and working
capital management. The assumptions set were considered
conservative given the focus of the modelis in respect of
underperformance. Sensitivity analysis was undertaken to
stress test the resilience of the Group and its business model
to the potential impact of the Group's principal risks, or a
combination of those risks. The Board overlaid the potential
impact of the principal risks which could affect solvency or
liquidity in ‘severe but plausible’ scenarios.

Two scenarios were modelled. The first scenario assumed

a significant business failure within the Housing division.
The model assumed a 6% per annum compound reduction

in revenues for each year within the five-year plan, a total
reduction of 23%. This was combined with a 1% deterioration
in Housing gross margin which, when combined with an
under-recovery in central support overheads, resulted in

a reduction in Group net profit margin from 4.1% to 2.9%

in year five of the model.

The second scenario assumned a similar failure within the
Care division. The model assumed a 15% per annum compound
reduction in revenues for each year within the five-year plan,
a total reduction of 56%. This was combined with a 2%
deterioration in Care gross margin which resulted in a Care
operating loss of £4.2m in year five of the madel but no
reduction in Group net profit margin due to the reducing
materiality of Care in this scenario.

Both scenarios showed that the Group would remain viable
even in the event of a severe business failure over an extended
period. No mitigating actions were included within either scenario,
which was considered conservative albeit not realistic.

Whilst the Group's continuing operations are based in the UK,
the large network of branches does reduce the risk of serious
business interruption. In addition, the Group has a broad
spread of customers - our largest client constitutes circa 7% of
Group revenues which, while significant, would, in the event of
its loss, not impact on the Group's wider viability.

The Board has recently completed an ‘amend and extend’ of the
Group's revolving credit facility, which now runs to November
2022.The Board has considered the Group's ability to renew
the existing debt facilities in Novernber 2022 and is confident

that replacement sources of funding will be available at

that time.

The Board also considered the impact of Brexit on the business
and does not envisage any significant negative effect impacting
on the Group's viability for the period under review.

The Board is mindful that there has been a significant increase in
the fines that can be levied upon companies for non-compliance in
areas such as health and safety and data protection. Fines are
discretionary based on the nature, gravity and culpability of
the company but fines are applied based upen a percentage of
group revenue. In a low margin business such as Mears, any
single fine could have a significant and disproportionate impact
upon retained profits. The Board took the view, however, that,
whilst such an event could be damaging, it would not ultimately
impact on the long-term viability of the Group. Both health
and safety and IT and data feature high on the Group's risk
register and we continually review our mitigating actions
toensure that we minimise our residual risk.

The Board accepts that, particularly in an increasingly volatile
macro-econemic environment, uncertainty of results
increases as the projections extend out over a five-year period.
However, the Board concluded that there isa reasonable
expectation that the Group will continue in operation and will
be able to continue to meet liabilities as they fall due over

the five-year period assessed.
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https://www.mearsgroup.co.uk/wcm/connect/60e26322-f3c8-48f0-820f-b563589e39ce/Mears%2BGroup%2BPLC%2BAnnual%2Breport%2Band%2Baccounts%2B2017.pdf?MOD=AJPERES&CONVERT_TO=url&CACHEID=ROOTWORKSPACE-60e26322-f3c8-48f0-820f-b563589e39ce-maQ0cN7
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Board and director stewardship

disclosures

Informa PLC

Informa PLC includes an illustrative case
study on values and culture, a technique
to communicate culture that has been
recommended by the FRC.

BT Group plc
BT Group plc provides a detailed

explanation of its external board evaluation

process.
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Informa’s framework of codes and policies, plus the
Speak Up whistleblowing service, were enhanced
and relaunched to colleagues in 2017, Annie Mickle,
Group Head of Compliance. explains whuy.

"Our Code of Conduct was updated to meet the
latest regulation and fully articulate cur views and
commitments in areas like human rights. dignity
and respect in the workplace, modern slavery, and
safequarding personal data and information assets.

“We also put a real focus on making sure our
code, and 15 global policies that suppert it, give
colleagues clear. accessible guidance on doing the
right thing in an engaging and accessible way.”

The code includes a foreword from the Chief
Executive and is available in five languages to
ensure accessibility. The whistleblowing service,
Speak Up, allows colleagues and suppliers to report
issues confidentially in multiple languages by phone
or online, and there is a strict no-retaliation policy.

To implement the code, mandatory training was
successfully rolled out to colleagues including
contractors and the Board. Our target is to
achieve a 100% completion rate while allowing
new joiners a period of 30 days to finish their
training. Non-compliance with the code can
result in diseiplinary action.

One of the 15 global policies is a new standalone
Diversity & Inclusion policy. created during the
year to provide greater detail on anti-diserimination
practices and promote a culture of equality

and opportunity.

Effectiveness
! review of the Board
and committee

workings conducted

externally

Conclusions from
this year's review
and areas identified
forimprovement

\,

Board evaluation

The Board engaged an external facilitator for the evaluation of the Board and its committees
in 2017, in keeping with the guidance provided under the current UK Corporate Govemance
Code. The fadlitator was Ffion Hague of Independent Board Evaluation (IBE), a specialist
consultancy that undertakes no other business for BT. The chairman and company secretary
provided a brief to IBE in March 2017. This included IBE attending and observing Board and
some committee meetings in March and April 2017, as well as reviewing supporting materials
designed to enhance the |BE team's understanding of how the Board and its committees
operate. IBE also conducted detailed interviews with every Board member following a tailored
agenda, with the |BE team also interviewing several Executive Committee members and senior
managers across the business.

|BE presented its final report, together with recommendations, to the Board at its meeting in
September 2017, which the Directors discussed and considered. |BE also prepared separate
reports for the Audit & Risk, Nominating & G eand Re jon Committees, the
conclusions were discussed by the relevant committees. The chairman, Sir Michael Rake, also
received a report on each individual director that he subsequently reviewed with them. Nick
Rose, as senior independent director, received a report on the chairman, Sir Michael Rake, and
subsequently reviewed its findings with him.

In addition to receiving the |BE report, the Board and each committee considered the views of
their respective members, as well as of athers, on their performance over the year as a whole.



https://informa.com/Documents/Investor%20Relations/2018/2017_Informa_Annual_Report.pdf
https://www.btplc.com/Sharesandperformance/Annualreportandreview/pdf/2018_BT_Annual_Report.pdf
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Countryside Properties PLC
Countryside Properties PLC describes in
the audit committee report the assurance =
the board and the audit committee have

INFORMATION

. inf ) )
obtalngd over information security and SECURITY REVIEW
cyber risk.

“ENSURING THAT THE GROUP’S
INFORMATION IS SECURE AND
MANAGED CORRECTLY HAS BEEN
A KEY FOCUS IN 2017

As part of Countryside’s review of risk A presentation of the results was made to
management, a thorough information security  the Board on 27 July 2017 and a detailed
review was conducted between 28 June and roadmap of improvements is being put in
13 July 2017. Overseen by the Group's IT place with the support of our security
Manzgement Committee, the project was partners and the Board.

led by the Group IT Director, with the ; :
i 5 ] An internal audit by Deloitte, to confirm the
:L;pdpger rt| %SUF:;:EEEW ey Grc:lup's as-sessme:i of cyber risk readiness,
‘ was carried out in October with the results
The review consisted of an internal and reviewed by the Executive Cormmittee and
external penetration test followed by an the Audit Committee during November 2017.
1SO 27001 audit.

Howden Joinery Group Plc

. . SECTION A: LEADERSHIP
Howden Joinery Group Plc summarises
key elements Of ltS application Ofthe l A1THE ROLE OF THE BEOARD ' . l A3 THE CHAIRMAN ' §

main Code principles and provides cross-

“Every company should be headed by an effective board “The i is ible for leadership of the board and
references to where additional |nformat|on which is collectively responsible for the long-term success ensuring its effectiveness on all aspects of its role.”
of the company.” .
. * TheCh d dent on
can be found in the annual report. » The Board held eight formal meetings during 2047. Individual .

The Chairman sets the agendas for all Board meetings and ensures

Directors’ attendance may be found on page 51. The number of sufficient time is given to each agenda item,
meetings and the of each Board C i w also . "
N . * The Chairman ensures the full Board receives accurate and clear
be found on the following pages: : e " P
o i infarmation in a timely fashion (please see BS Information and
= Nominations Committee: page 65 Support’ on page 62 for further information).
= Remuneration Committee: page 72 * Al the Directors are encouraged by the Chairman o participate in
- Audit Committee: page 85 and open discussions during meetings:

A formal schedube of matters which only the Board may take
decisions on is avarlable on the Howdens website.

The Company mai ‘against legal [

action brought against it or its subsidiaries, Directors and Officers.

A4 NON-EXECUTIVE DIRECTORS ]_—_

It has also provided indemnities to the Directors (to the extent
by the e Act 2006) i tof liabilivies " . .
incurred s a result of their office. Neither the indemnity nor ‘As part of their role as members of a unitary board, non-
insurance provides cover in the event that the Director is proved 1o showld o ad
hawve acted dishonestly or fraudulently. help develop proposals on strategy.”
= The diversity of skills, experience, approach and mindset of
our Non-Executive Directors mean that they are well placed to
effectively scrutinise both strategy and operational management,
A2 DIVISION OF RESPONSIEBILITIES ] § In addition to the E: Directors, bars of the E N
Committee are frequently present in person at Board meetings
“There should be a clear division of responsibilities at where Non-Executive Directors can hold them directly accountable.
the head of the company between the running of the = Tiffany Hall is the Senior Independent Director.
board and the executive responsibility for the running of She provides a valuable sounding board for the
the P 's busi No one individual should have Chairman and intermediary for the other
unfettered powers of decision.” Directors. She is also available for
* The roles of Chairman and Chief Ewﬁue Officer are sepaate and which cannat be resolved via the Chairman
clearly defined. They are not exercised by the same individual. or the Executive Directors,
= The ibilities of each role have b out in writing and

agread by the Board.

* Further information about the separation of the roles and how
they work together for the success of Howdens may be found on
page 57,
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http://investors.countryside-properties.com/~/media/Files/C/Countryside-IR/annual-report/2017/2017-annual-report.pdf
https://www.howdenjoinerygroupplc.com/archives/ar2017-high-res.pdf
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Succession and diversity disclosures

Barclays PLC

Barclays PLC explains the approach taken to board composition,
including the use of a skills matrix and consideration of diversity

and of the executive pipeline.

Mondi plc

Mondi plc’s board explains its approach to and targets for diversity
at board level, includes Hampton-Alexander disclosures on gender
diversity and describes how it tracks diversity in the business.

Arma of o Manes aodeeer Wk of Pie Comrenies
‘Board and Board The membership of the Barclays = Reviewed the Board skills m;
Committee PLC Board and the current and

i the Board needed on

atrix and

discussed the key skills and experience
of

Conchumen action s

The Committes identified the need to
appoint an additional non-exscutive

and its Commiftees,

future strategic direction, inchuding any 1o add fusther depth to the. Boaid
s requining strengthening for skills Diuring the year & recommended for

and succession and conducied a search

for non-executive Directors
= Considered the skills and ¢

sppointment to the Baard Mie Turner
CBE, Sir IINPES‘V'! (beoaight on as
h ‘Barclays UK)

of the Board in a post-structural refarm

environment
® Reviewed the membership,

size and

composition of Board Commithees.

[«

Lester {following the Commiites’s
revious recommendation of an additional
Fion-exacutrve DEECIOr with accoumting
wnd audsing expersence), The Committes
agreed that & search would be conducted
for an additional female non-eecutive
Divector to promate diversity of gender on
the Boad ard in recognition of the
Board's commitment to achieving 33%
fernale fepresentation on the Bosd by
2020,

Diversity
Mond is commited 1o encouraging and
promting dhversity in &b its iorms,

#As a gobal = oparnating in

over 30 countrios, dharsity formms an
inegral part of the waty we do business,
W iy comimitiag i crsating & cuilunn
that ermbraces dversity and provides o
working emaronment that b= flaxdble and
nan-discriminatony from recruitrent and
Penpie development 1o reward and our
talent management approach, We sirive for

Firaesses, whils pencler, race and offwer

Déversity i also an essential part of Mond's

MFETIME

forms of diversity wil ahway
appontments at al lvels wil continue
1o bt ek based on skill and sbilry.
It rarmeing Imporiant 1 onsure Sl diversity
[s:58en in a broader contast and that we
Thérve the right mix of backgrounds, skils,
knowiadge and expenience on our Boards,
and througholn the Group, 10 meet our

ar

sy and fLiture stra

with thir Inchusion of 8 number of talent
maragement and develipment niliathes,
nclucing the Implsmentation of taining
modules such as ‘intercuural Divorsity
& Intermaional Business Compatance”
through The Mondi Academy io enhance
the understanding and appreciation of the

At the end of 2017, we had two femals
direcions representing 25% of the
1ot the Boards and one drector

aninch © i =
ae valued and embraced We ermpioy,
empower and develop compelent pecpia
with th necessary potential recund to
st our busingss neads and manlan a

The Comimimee agreed to the role,
purpase and composition af the Croup
Board once the Barciays UK and Barclays.
Ititriational Boands wone fully
constituted and operational boards. it
rioted that changes 1o Board Committes
membership may take place once thase
boards, a3 well as the Group Service:
Company board. were operational s that
2 holistic view can be taken on
approprate memberships and cross-
membseships of boards and commitiees.
Please refer 1o page 77 for mode details
of the Board's appeoach 1o the
recruitment of new Directors.

Exerutier sugcession  Succession planning and talent  » Corsidered updates on, and
planning and talent management at Group Executive

management Commitsce kevel. and Succession strategy, inc|

progress

being made agasnst, Barclays’ Talert

lding

manitaring diversity within the talent

pipesne.

a Discussed updates from the Croup HR
Director on Group Executive Comemittee:

succession plans, ncluding assesiing
emengency cover, the existing talent
pipeline and any potential gaps.

Carsidered individuals identified as

potential Group Executive Committee

sutcessors and dacussed rext steps for

their developerent.

s Comidered the succession plans for the
mast eritical business unit and functional
robes and descussed how to develop the

high

Idenitified.

The Committes welcomed the progress.
made in the Group Executive
Comemittes succession planning, but
noted that there was further work to be
done in ensuring we are able 1o recrust
and retain the best talent for the Group.
1 noted that the boards of Sarckays UK
and Barclays Intermational, once
established, would be able to take a
mare granular view of succession to
some of the rales. The Commilttee also
discusied the use of ex offclo posts to
both the Group Executive Committee
and business executive committess 1o

During 2047 the Boards

of egipur, During 2017, we also reponed
1o the Harnplon-Alecander Pedew trat
st 30 Jure 2017 we had

4 diversity within
‘Other raining schemes designed 1o
empowes and support dhversity include
‘Success management raning’ with
a fonus on Iemake Carer SIratigies
for higher management positons and
training on canser building for young

27% formale representalion Acrss our
ecutive conmmitios and ils drect reports
cormibined. Whila the number of women

Greup's formal diversity policy which

sebs out Guideines for such malters a5
recruitman, the ue of search firrs,
succassion and armual reviews. The eview
was undertaken in ight of increasing
expectaton in this area, the Boards” desire
0 sand a stong messags and the fndngs:
of the Hampton-Alexander Review on
gender dversity and the Parker Review on
othric dversity. The rovisod polioy bulds
o th original one, continuing 1o 58t oul
e Boards' position and claar guidelines in
refation 1o diversily sl board and axecutve
committes kmval and throughout the Group.
The palicy requires search fims to inclide
farmals candidales as well as candidales
from a varety of ethnic backgrounds

onor ithve committea has increased
‘during the course of 2017, the i stil
further work required 3 are o make
progress towarnds 33%. Detalls of the DLC
Exacuthve committee’s membenship duning
the year and as &t 31 December 2017 can
ba found on page 10, A continued locus
on o h

. In addition, amployeas
anchanges whene indhviduals spend

time working in different business units
and locations around the Group enable
thern to gain expenence of different
working practices and skills as wel as
having exposure 10 ditfenent cutres.
Oehar initasthes includs menionng and

o . Moaiti <]
practices and membership of &n LGET+
natwork and consultancy in order o

lrvnd IS Nidciad as wed &S a focus on

ather $orms of diversiy including ethnicity.
Agkdtional gender dhversity stafisiics can be
found in the Stratagic report on page 48,

As part of the Boards' oversight of Mond's
diversity policy, two presaniations wene
previdiad to the commities during the yesr
I resation 1o diversity, covering new and
‘angoing imtisives o improve dhversity and

in ortlar o ensure hat s fully this regard,

tment In South Africa we are commitied 1 making
bt af boerd and mecuive posit tothe pr aof
ond anct the argan

The polcy aiso conflimmes the Boards'
infention to work towesds achieving
i Harnpton-Alsander Rmaes's

gihve senice pasue |
Croup matters as a further way of
developing those indeiduals to ensure
a healthy pool of patential candidates
in el
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pdd target of K%

boards and across axecytive commiless
and their direct reports ty 2020 and the
Parker Feview's recommended target of
one person of colour on boards by 2021.a
targel that we currently mest.

W have taken acthe steps
o mest the mourements of bmad-based
black economic ﬁaﬁE"l.

suppon diversity and empk
acmss the business workd,

The Mord cullural charsciarisics
InCoeporets our s o hire and work
affectively with pecpis who differ in race,
We measune our progress through the:
use of 100is sUCh as our global empioyes
surveys and 3607 loachack,

Whila it i recogrised that there e
many challenges and there & more work
1o cia, Mond Baioves that contrualy
Shiring DSt procos, Potworking and
sharng esporinnees both intemaly and
echmally helps us 1o makr good progress.

Inciieling establishing Dansiormation
forums in our South African cpanations 1o
allow our employees to dscuss equity and
treining-redsted imses and ideas.

be found on pages 47
and 48,



https://www.home.barclays/content/dam/barclayspublic/docs/InvestorRelations/AnnualReports/AR2017/Barclays%20PLC%20Annual%20Report%202017.pdf
https://www.mondigroup.com/media/9131/integrated_report_2017.pdf

Marks and Spencer Group plc
Marks and Spencer Group plc provides clear information about
progress against the board's diversity objectives and about
developing a diverse pipeline of executive talent.
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Rightmove plc

Rightmove plc explains its board gender diversity and its target
and provides disclosure of the gender diversity on the executive
committee and their direct reports.

BOARD DIVERSITY POLICY

Our objective of driving the benefits of

Ensure long lists of potential

a diverse Board, senior

team and wider workforce is
underpinned by our Board Diversity
Palicy (the Policy?), which can be
viewed on our website.

BOARD DIVERSITY: PROGRESS UPDATE

Maintain a level of at least 30%
female directors on the Board

ovar the short- to medium-term.
Following the departures of Helen Weir
and Miranda Curtisduring the year, the
vl of Fiermale reprissent aticn an our
Beared recuced from 0% in February
201820 14% inMay 2078, In May 2018,
weannounced that Kate Bickerstaffie
and Pip McCrosthe would join the Board,
subject to their electionat the Annual
GCeneral Meetingin July 2018 Following
these appomtments, female drectors.
will comprise 3% of our Board

The Board is comenit

Alllong lists for potentil future
nen-exatutive directon appointments
Include at least 50% female candidates.

Consider

= Initiathves fior high potential talent to
identify and partner key senior talent
acrss the business, broadening their
skill-sets and experiencs to prepant
them for future opportunities This
has been supported throwgh greater
Boardroom exposurt._non executive

f MBS,

for
asmmmmmma-m
pool, including those with

and Trustee
involvement in senior pipeline

outside of traditional listed boards.
Durring the year, the Nomination
Committee distuszed non-executive
director appointments and succession.

It worked closely with executive search
aqencivs in compiling lorg and short lists
of candidates from various backgrounds

et parcipation in
mentoring schemes.
= Access to business schood training
~ Senior management mentoring
and coaching schemes and
xecutive director-sponsored
o forumsa.

andindustries C.
intervewed and mms.\.rmagmmi

pre-de
danat mrrmhunﬂnlwawtsew
non-executive director positions, we
heepthis undes review,

have
of Conduct for Executive

Report annually against these
ives and other i

Ialthg jplace within the Company
promate gender and other

lums o!dMﬂly

Diversity and inclusion have continued

to be promoted across the business

with a nurmier of initiatives

on gender diversity and i
The Board support s the provisions of the
Voluntary Code of Conduct for Executive

for 171
female reprasar ol is mindful of the: T::nr i sigriatories to N
arget sat out in the Hampton-Alexander this codia Dy he: k
e kg thisc uring the year our work an

2020 The Committes will continue to make

SLICCH
Rieynolds and JCA Nm' hmflrm has any

RO s for
tothe Board based on merit, with

candidates measured against objective
criteria and with regand to the skills and

other conne Gmpany aude
froem the provision of recrutment services.

Assist th of a pipeline of

experence they wouldbringto the Board

Qur principles for boand diversity also
apply to our Operating Committes where
female representation currently stands

high-calibre candidates by encouraging
a broad range of senior individuals

within the business to take on additional
roles to gain valuable board experience.

e and
ETN Tha "“”"e? i e encwagemnatwestha'sveng*hen
Senior utive pipeline of exec Hithe

within the business, and ensure that there
a8 N0 barTiers bo women succeedng at the
Hiighiest bewiels within MBS, W are pleased
that MES was listed i The Times Top 50
Employers for Women in 2018 for the
eghth year running

10 508 [0 of our Plan A Report for further
infarmation on drersty Across MAS, svalabie

ot marksandspencetcomyplanaZ0ls

Comparey. It contin, m-gmworn-wam

- on gnder,
ethncl'.thAME:\ sexual orientation
(LGET) and health conditions. This year,
wit held cur second Diversity & Incluson
festrval engaging thousands of
colleagues across MAS

- Continued involvernent in the 0% Club,

femate representation on LIK boards.

= Active involvernaent in key Campaigns
Including LCHT+ Pride celebrations,
Intermational Women's Day, Black
History Maonth, Maticnal Inclusion
Week, Mantal Health Awareness Week
and World Disability Day, rasing
awareness and our profile as an
inclusive place to work.

new initiaties LD provide devetopment

tJur PAOgrammes m Nln ponlu‘ n our
includi

and Marks & Start International, continue

quality of
l'\lN“ throughout the busingss.
Keyactivities include

- Acomprehensive talent review
presented to the Baard mapping
successional candidates and
opportunities across all senior
roles within the business

POt young pecele,
lore parents snd those with disabilit ".‘5
in finding work in owr stores and
dstribution centres.

At 31 December 2017, female representation on the Board
was 38% and with the appointment of Lorna Tilbianin
February 2018 that proportion has risen to 44% of Board
members. Following the retirement of Ashley Martinin

May 2018, we are delighted that female representation on
the Board will rise to 50%.

The Board continues to focus on succession planning and
developing potential within the senior management team
to enable us to promote internal candidates to the Board.
The Group succession plan also identifies individuals with
potential to join the senior management teamin the wider
organisation. As at 31 December 2017, 26% (2016: 21%)
of our leadership team'”, were female. The Board is keen to
strengthen female representation in senior roles and has
been a contributor to the Hampton-Alexander Review, a
Government sponsored initiative which aims toincrease
female leadership within the FTSE350. In line with the
Hampton-Alexander Review, Rightmove has set atarget
for 33% female leadership by 2020.

(1) Being the Executive Committee and their direct reports as per
the Hampton-Alexander definition.
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https://corporate.marksandspencer.com/annual-report-2018/mands_annualreport_2018.pdf
https://plc.rightmove.co.uk/~/media/Files/R/Rightmove/2017/Annual%20Report%20Rightmove%202017.pdf
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Accountability and internal control

disclosures

International Personal Finance plc
International Personal Finance plc draws
out the scope of internal audit activity and
the link between the audit plan and the
principal risks of the business.

Marks and Spencer Group plc

Marks and Spencer Group Plc provides
good detail on how they have assessed
the effectiveness of the auditor, including
their conclusion, rationale and a plan for
improving audit quality in the coming year.
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The pian was spiit batwesen basic assurance oudifs, covearing core controls across the business s defined in the Group Schedule of Key Risks,
and thematic audits providing a desper review of the miigation of the specific principal risks focing the Group. The Committes assessed the
effectivenass of the infemal audit function throughout the year. It considerad and approved the annual intemal audit plan on the basis that it
oddrassed the principal risks and uncerdainties facing the business. The Commities reviewed the reports produced and closely monitored
managament's progress in implamenting the actions ogreed. The Committee is satisfied that the internal audit function has a clear remit

and a good linkage with the crganisation

Significant inferal audits in 2017 were performed in the following areas:

Basic assurance Thematic audits
Branch-level reviews:
* Managemant of administration. operational. financial and loss * Regulation and compliance:

prevention oversight processes in home cradit branches in
Mexico where the branch nefwork confinues to expand

Head office audits:
= Implementation of FRS ©
« Cyberattack readiness
« Strategy execution
= General Data Protection Regulation readiness
+ Core controls over.
+ Poople nsk
+ Collections n the home cradt markets
+ Change managemant

+ Anficipating reguiatory change
+ Implemantation of a Compliance Fromework
» Compliance
- with affordabilty legisiation
— with licensing regimes
— with misseling legisation
IT and Systems:
+ Development of IPF Digital core IT system
« Single digital platform development
+ [T strotegy implementation
* IT key supplier roadmap
« MyCollections mobile app integrity
Credit and collections:
+ Credit and collechions of IPF Digital

+ Debt sales strategy execution

- Shategic:

* Mexico stabdlisafion

* Response fo proposad changes 1o fotal cost of credit

legisiation in Poland

EFFECTIVENESS

The effectveness of our external auditor
Is assessed inaccordance witha process
agreed by the Audit Cormmittee, which
involves gathering information througha
series of questionnaires tailoredto the
following target groups

1. Heads of Finance: Food, Clothing
& Home and International: Short

questionnaire focusing on the audit team,

planning, challenge andinteraction with
the business

2. Chief Finance Officer and Director

«of Group Finance: Longer questionnaire
covering allareas of the audit processand
taking intoaccount the questicnnaires
completed by the Heads of Finance.

3. Audit Committee: & high-level set

af questions with specific focuson
planning, execution, value, communication
and challenge. The Committee was
provided with asummary af the Chief
Finance Officer and Director of Group
Finance responses and had accessto
copias of the completed management
questionnaires {sections 1 and 2 above)
toassist with its own considerations

Feedback from each of the target groups
was positive overall. It was agreed that the
audit partners have a good understanding
of aur businessas well as our values and
culture, with an increased awareness of
propertyissues for which specialists within
Deloitte have been leveraged. Areas of
focus for the year ahead will be on driving
analyss and challenge around finance, risk
management and internal controls findings.

Adding afurther Director to the tearm has
addressed previous issues with availability
and the team now appears to be well
resourced, It was also widely agreedthata
maore critical lens was now being applied,
withincreased evidence of challengein
current judgements.



https://www.ipfin.co.uk/content/dam/ipf/corporate/investors/results-reports-presentations/reports/2018/2017-annual-report-and-financial-statements.pdf.downloadasset.pdf
https://corporate.marksandspencer.com/annual-report-2018/mands_annualreport_2018.pdf

Croda International Plc

Croda International Plc provides details of its audit tender process,

including the criteria supporting audit quality.
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TBC Bank Group PLC
TBC Bank Group PLC provides a detailed explanation of the audit
committee’s relationship with the auditor and their interactions.

@ Case study

External Audit Tender

Sﬁuﬂw-hmwmhmﬁnb—dwmbhm The hitornal Audt tender assontially ollowed the
he Audit Ce Chairman, Group Finance Director and Vice President, Risk and Assurance

mmmwammmmmummrmn shortlisted fims and the Vice President Fisk and

Assurance was 8 member of the selection panel.

Ociober 2016 The Audit Commitisa Chairman and Group Finance Director met with potential successor firms (PwC were
not askad to tender due to their enure & external auditors), st the most senior level, and gave an outine of
the tender process that we intended to run. Most importantly the key sttributes that we expectad from the
lead audit partner and senior mambers of ths audit team as well as the likely structurs of that team were set
out. This enabled the firms to select the most sppropriste sudit partnars who could lead the tender. In
acdin ndeper r Pt in place 1 svoid any such issues risng.

Folowig the ntroduciory meetngs thive f e
pmmmwmmmmwmmrmmmmmm
those individuals o ensure the ones selecied wera the best fit for Croda, in its broadest sense, as without
that it was unlicaly that Croda would recenve the best possle tenders.

The C fiad of the key from each tendeeng firm.

Novermnber 2016/
January 2017

Apri 2017 Tha C finalised the ia for the Thesa includad:
= Expartisa, Ihral it of the and toam
g and of our business, ¥ Y kay
-3 Audit approsch rciuding Lse of dats analytics.
=5 Tochnical axpartisn, inchuding SAP, snd audit qualty, induding the meuts of moant FRC Aucdt Qualty
FReviews and nspections

—> Conficts of interest and indapendence.

- Quaity of reporfing and communication, including the sbilty to challenge constructively
- The selection pane¥’s previous experience of the frms

-3 Value for money.

JulyAugust 2017 Forrmal onder raquost isauod und data room openod.

September 2017

Meetings, held over 3 number of days, of ing s o meet with our key personnsd
in ordar for them 1o get a better v and the key

e cultura,
anmwmwmmmmnmmmhw
dacison making pocess.

Writien proposal documents were then receved and reviewsd.

Seloction panel interviews ol f
The panel comprisad:

= Al members of the Audit Commitiee

= Group Chiel Exocutive

-3 Group Finance Director

-3 Group Financal Controller

A formal dacision was made by the Commitien, taking account of the selection panel’s recommendations,
and s recommendation to sppont KPMG ss extemal auditor was mads to the Croda Board.

October 2017

The audit committee of the Company held multiple audit planning
meetings with PwC in 2017, commencing this process in the middle
of the year. The Audit Committee had the opportunity (without
involvement of the Management] to highlight areas it wished the
External Auditor to focus on, flagging relevant concerns and trends,
and discussing the appropriate audit response.

The Audit Committee has a policy of regular quarterly face to face
discussions with PwC as part of our formal meeting agendas,
proactively and mutually addressing any material audit or control
issues. In addition, the Chairman and often other members of the
Audit Committee, had a similar number of more informal [i.e. not
minuted] meetings with PwC at occasional but frequent intervals,
which combined mutual audit planning/execution updates with some
element of briefing or training to the Audit Committee’'s members
on the latest developments in accounting regulations and corporate
governance, which included, in particular, PwC sharing with us
experiences of best practice across their full international audit
spectrum. This provided both parties with the opportunity for open
dialogue.

Given the holding company structure of the Group, both the London
and Thilisi practices of PwC are fully involved in the audit process for
the Group. PwC Georgia and PwC in Azerbaijan, which audits our
small Azeri subsidiary, are both part of PwC's Central and Eastern
Europe network firm. In the opinion of the Audit Committee, this
‘double coverage’ works well and provides some extra reassurance
to us in terms of scrutiny of the Group's financial and risk-
management processes. We also enjoy ready access to our audit
engagement partner [Jeremy Foster] for the entire Group, who is
aware of his overall responsibility and ultimate sign-off duties, and
the cooperation and communication between the two audit practices
is well coordinated with a common audit methodology. The London
audit team coordinates the entire audit for the Group and the
balance of PwC's audit responsibilities is shifting somewhat from
Thilisi to London. We expect this trend to continue going forward.
The Chairman and majority of the Audit Committee’s members are
based in the UK and enjoy ready access to the audit team there.
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https://www.croda.com/en-gb/investors/annual-report
https://www.tbcbankgroup.com/DownloadFile/Download?url=%2Fmedia%2F1638%2Ftbc-bank-group-plc-annual-report-2017.pdf
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Judgements and estimates, tax and

pensions disclosures

National Grid plc

National Grid plc provides a detailed
sensitivity analysis in respect of the
key sources of estimation uncertainty,
presented in a separate note to the
financial statements.

Laird PLC

The disclosure pinpoints the area of
estimation uncertainty rather than more
generally referring to testing goodwill for
impairment.
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33. Sensitivities

In order to give a clearer picture of the impact on our results or financial position of potential changes in significant estimates and assumptions,
the following sensitivities are presented. Thesa sensithities are hypothetical, as they are based on assumptions and conditions prevaling at the
year-end, and should be used with caution. The effects provided ara not necassarily indicative of the actual effects that would be experienced
because our actual exposures are constantly changing.

The sensitivities in the tables below show the potential impact in the income statement fand consequential impact on net assets) for a reasonably
possible range of different variables each of which have been considerad in isclation (Le. with all other variables remaining constant), There are a
number of these sensitivities which are mutually exclusive and therefore if one were 10 happen, another woulkd not, meaning a total showing how
sensitive cur resulls are 1o these exlernal factors is not meaningful,

The sansithities included in the tables below broadly have an equal and opposite effect if the sensitivity increases or decreases by the same amount
unless otherwise stated.

(a) Sensitivities on areas of estimation uncertainty
The table below sats out the sensithity analysis for each of the areas of estimation uncertainty set out in note 1E. These estimates are thosa that have
a significant risk of resulting in a materal adustment to the carrying values of assets and liabiities in the naxt year,

2018 07
Income. Hat Inzere Met
statement assets statement assets
£m £m £m tm
Persions and other post-retirement banafits’ (pre-taxk
UK discount rate changas of 055 a 1,075 a 1,305
US discount rate change of 0.5%7 15 623 17 669
UK B rate change of 0.5%* 5 965 8 1114
UK long-tenm rate of increase in ealaries change of 0.5% - 61 2 BO
US long-term rala of increasa in salaries change of 0.5% a a4 a 51
UK charge of ore year to i expectancy al age 65 2 588 2 673
S cha f one year to (e al age 65 4 350 4 365
Assumad LIS healthcans cost trend rates change of 19 k1] 448 ar 510
Erwiranmental provision;
10% change in estimated fulure cash flows 154 154 175 175
0.5% change in discount rale 56 56 [:1 &7
1T ather post-reti banaft h d changa in
2. A chang s 10 oocur a6 & asult of changes i . el b fsel to o sigrifican! degres by o
bkt by the plars.
3 i g e b 1 i P , e caterment and resullont incresses i salary assurrgEbons.
4. This change has baan appled 1o both the pre 1 Acrl 20H and post 1 Apell 2014 rate of Increase in safary assumption.
Pensions and other post-reti it benefits

Sensithvities have been prepared to show how the defined benafit obligations and annual service costs could potentially be impacted by changes

in the relevant actuarial assumption that were reascnably possible as at 31 March 2018. In preparing sensitivities the potential impact has been
calculated by applying the change to each assumption in isolation and assuming all othar assumptions remain unchanged. This is with the exception
of AP in the UK where the commesponding change to Increases to pensions in payment, increases to pensions In deferment and increases in salary
is recognised.,

Goodwill impairment ing: C. d Vehicle Soluti and Wireless & Thermal Systems

The Group determines whether goodwill is impaired on an annual basis and this requires an estimation of the value in use of
the cash-generating units to which the intanaible assets are allocated, This involves estimation of future cash flows, estimating
a growth rate used for extrapolation purposes and choosing a suitable discount rate (see note 16},

Following the Group's various acquisitions total goodwill of £418.0m is recognised on the 2017 balance sheet. In 2016, future
financial projections resulted in an impairment of £155.5m in relation to the Connected Vehicle Solutions and the Wireless &
Thermal Systerms cash-generating units ven this recent impairment the Group has identified the assumptions and estimates

used in goodwill impairment testing as a key source of estimation uncertainty. No further impairment has been identified in 2017,
Past assumptions have been updated in 2017 to reflect current trading performance and future expectations, which has resulted
in an increase in impairment headroom over 2016

The assumptions selected and associated sensitivity analysis are disclosed in note 16.



http://investors.nationalgrid.com/~/media/Files/N/National-Grid-IR-V2/reports/2017-18/annual-report-and-accounts.pdf
http://www.laird-plc.com/~/media/Files/L/Laird-IR/annual-report-2017/full-ar-2017.pdf

LSL Property Services plc

LSL Property Services plc provide a
good example of the new disclosure
requirements of IAS7.44Ain a clear
reconciliation format.

IP Group plc

IP Group plc provide a table clearly showing
the key assumptions quantified for the
purposes of impairment testing by IP
Group plc.

Vodafone Group Plc

Vodafone Group Plc give a good example
of the sensitivity analysis required by
IAS36.134(f).

Informa Plc

Informa Plc gave a precise disclosure,
avoiding boilerplate descriptions, of the
factors leading to goodwill.
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12. Cash-flow from financing activities

AL 1 Jarwary Al 31% December

2017 Cashiflow Acouisiion  Foreign Exchange Fair Vil 2017

E000 £°000 £'000 £'000 1000 £000

Long Term Liabilities 16,500 10,500 = = = 27,000
Short Term Liabilities 3,756 (777 - - = 2,979
20,256 9,723 - - 29,979

Short term liabilittes

The overdraft totalling £3.0m (2016: £3.8m) is secured via cross guarantees issued from all of the Group's subsidiaries excluding the
following subsidiaries, Homefast, Linear (Linear Mortgage MNetwork and Linear Financial Services), Templeton LPA and Chancellors
Associates (see Note 21 to these Financial Statements).

Long term fiabiities

The bank lcan totalling £27.0m (2016: £16.5m) is secured via cross guarantees issued from all of the Group's subsidiaries excluding
the following subsidiaries, Homefast, Linear (Linear Mortgage Network and Linear Financial Services), Templeton LPA and Chancellors
Associates (see Mote 21 to these Financial Statements).

2017 2016
Number of spin-out companies per year 13-18 10-15
Annual iInvestment rate ES0m-E680m £40m-E75m
Rate of return achieved 15%-20% 15%-22%
Proportion of IPO exits 25%~30% 25%-35%
Proportion of disposal exits 25%-28% 25%-32%
IPO & Disposal valuations ESOmM-E£35m £25m-£35m
Long term growth rate L5%-1.7% 1.9%
Discount rate 10%-15% 99%-11%

Sensitivity analysis
Other than as disclosed below, management believes that no reascnably pessible change in any of the above key assumptions would cause the
carrying value of any cash-generating unit to materially exceed its recoverable amount.

The estimated recoverable amount of the Group's eperations in Germany, Spain and Romania exceed their carrying values by €7.7 billion, £0.5 billion
and €nil respectively . The changes in the following table to assumptions used in the impairment review would, in isolation, lead to an impairment
loss being recognised for the year ended 31 March 2018.

[ ST ———
Garmrany Spain
Ll (L
Pre-ta risk adjusted discount rate 20 02 01
Lonig-term growth rate 23 02 {(0})]
Projected adjusted EBITDA (3.3 03 @
Projected capital expenditure 163 14 04

growth ratesin the
AL, |5 Expressed as e

s ol the plars Lsed fof impainmies
Eerue nthe intial frve years for all

eratingLnits of the

The goodwil of 853.2m arising from the acquisition relates 1o the following factors:

* providing Informa with increased scale in the growing intermational yachting vertical.
* complementing the existing Group's cwnership of the Monaco Yacht Show, and
* aodng to the Global Exhibitions Divsion's scake in the US.
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https://lsl-assets.s3.amazonaws.com/lslps/uploads/media_file/Annual-Report-2017.pdf
https://www.ipgroupplc.com/~/media/Files/I/IP-Group-V2/documents/investor-relations/ip-group-ar-2017-indexed-linked-v3.pdf
https://www.vodafone.com/content/annualreport/annual_report18/index.html
https://informa.com/Documents/Investor%20Relations/2018/results/Informa%20PLC%202017%20Consolidated%20Financial%20Statements.pdf
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Appendix 4 - Regulatory overview

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 long-standing ‘Clear &
Concise Reporting' initiative, as well as through the
work of its Financial Reporting Lab.

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

Disclosure of dividends - policy and practice (October
2017) examines how companies have responded to
suggestions for enhanced disclosure. It also includes
some examples of developing practice.

Risk and viability reporting (November 2017) - looks
at the views of companies and investors on the key
attributes of principal risk and viability reporting,
their value and use. It also includes some illustrative
examples of reporting favoured by investors.

Reporting of Performance metrics — an investor
perspective (June 2018) which sets out a framework
and set of questions for companies and their
boards to consider when reviewing the reporting of
performance metrics.

Blockchain and the future of corporate reporting -
how does it measure up (June 2018) which explores
some of the potential use-cases and impacts on
corporate reporting.

The following parts of our regulatory overview examine
requirements and hot topics in respect of narrative
reporting, corporate governance and financial
reporting.
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Narrative reporting

This past year, the UK implementation of the EU
Directive on disclosure of non-financial and diversity
information (NFR Directive) became effective'. This
requires companies within scope to include a non-
financial information statement in their strategic
report. 70 companies in our survey were within scope
by virtue of year end and size. Our results indicate
that many companies found the new requirements a
challenge (see section 4).

Another significant development this year, which will
take effect for periods beginning on or after 1 January
2019, is the publication of new reporting requirements
stemming from the government's agenda for corporate
governance reform. The new requirements aim

to strengthen the link between section 172 of the
Companies Act 2006 (s172), described below, and the
strategic report to help the report provide greater
insight into whether boardroom decisions have taken
wider stakeholder interests into account?. The FRC has
updated its Guidance on the Strategic Report to reflect
these developments®.

Existing requirements

The strategic report

Other than for small companies, which are exempt,
the main component of the narrative section of an
annual report is the strategic report, as required by
section 414A of the Companies Act 2006. Companies
are also required by section 415 of the Act to include
a directors’ report. Since the introduction of the
strategic report this mainly contains basic compliance
disclosures although recent corporate governance
reform has seen some additional requirements added.

The Disclosure Guidelines and Transparency Rules
(DTR) of the Financial Conduct Authority also

require most listed companies to prepare an annual
‘management report’ to accompany their financial
statements. However, with one small exception, these
requirements duplicate existing requirements within
the law concerning the content of the directors’ report
and strategic report.

The purpose of the strategic report is to provide
information for shareholders and help them to assess
how the directors have performed their duty, under
s172, to promote the success of the company and,

in so doing so, had regard to the matters set out in
that section®. These matters include a number of
nonfinancial considerations:



the likely consequences of any decision in the long
term;

the interests of the company's employees;

the need to foster the company's business
relationships with suppliers, customers and others;

the impact of the company’s operations on the
community and the environment;

the desirability of the company maintaining a
reputation for high standards of business conduct,
and

the need to act fairly as between members of the
company.

The content requirements for the strategic report
differ depending on whether a company is a quoted
company or a public interest entity (PIE), as defined
below. This is due to the way that the NFR Directive was
implemented into UK law as it resulted in two similar,
but different, sets of requirements operating in parallel
for quoted companies within scope, which leads to
some complexity. The FRC, in its updated Strategic
Report Guidance, has tried to help companies by
producing one set of guidance for those entities which
are PIEs (section 7B) and one set for those which are
not (section 7A).

For all quoted companies, the strategic report is
required to include®:

e 3 fair review of the company’s business, including
elements such as a description of the company's
business model, its strategy and information about
corporate social responsibility (see sections 3,4 and
5 for more details);

to the extent necessary for an understanding

of the development, performance or position of
the company, analysis using financial and, where
appropriate, non-financial KPIs (see section 5 for
more details); and

a description of the principal risks and uncertainties
facing the company. The UK Corporate Governance
Code and associated guidance also contains
reqguirements in this area (see section 7 for more
details).
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Also, many companies choose to present the longer
term viability statement and going concern disclosures
required by the 2016 Code as part of their strategic
report (see section 8 for more details).

Non-financial information statement

For periods commencing on or after 1 January

2017, those entities that are PIEs need to include a
non-financial information statement (NFI statement) in
their strategic report®. A PIE is defined as:

a. atraded company (which means a company any of
whose transferable securities (debt or equity) are
admitted to trading on a regulated market in the
EEA);a banking company; an authorised insurance
company; or a company carrying on insurance
market activity; and

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

The content of the NFI statement is similar but not
identical to the strategic report requirements above
so companies will need to be careful that they include
all the relevant elements that apply to them. For

large quoted companies, the NFI statement builds

on the existing requirements of the strategic report
by introducing specific requirements to disclose
information on anti-corruption and bribery matters
(including related policies), to discuss due diligence
over non-financial policies and to explain the impact
of and risks relating to various non-financial reporting
matters.

Disclosure does not need to be duplicated - there are
exemptions from some of the existing strategic report
requirements for companies which are required to
include a NFl statement. However, the FRC's Guidance
makes clear that a separate NFI statement will need to
be made in the strategic report, but cross references
can be made from that statement to the relevant
content that is included elsewhere in the strategic
report.

Our findings on how companies have addressed the
new requirements this year are discussed in section 4
(on stakeholders).

The FRC's revised Guidance includes a lot of
information for companies on how to present the
content requirements of the strategic report most
effectively.
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The updated version of the Guidance, which has been
enhanced to recognise the increasing importance of
non-financial reporting, reflects the new requirements
of the NFR Directive and enhances the link between
the purpose of the strategic report and the matters
directors should have regard to under s172.

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. Integrated reporting (<IR>) is
discussed in more detail throughout this report - look
out for the <IR> boxes.

Alternative Performance Measures

Listed companies are still getting to grips with the
European Securities and Markets Authority's (ESMA's)
Guidelines on Alternative Performance Measures
(APMSsY’.

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 a number of
publications explaining that they are assessing how
companies are meeting the requirements of the ESMA
Guidelines as part of the activities of their Conduct
Committee, i.e. reviews of company annual reports.
These include their annual review of corporate
reporting® and their findings from their second
thematic review? of the use of APMs. Also, recently
published is a report from the Financial Reporting Lab
of the FRC on performance metrics' which includes an
investor perspective on the reporting of performance
metrics.

Deloitte has produced a practical guide to the ESMA
Guidelines' to assist preparers in complying with the
requirements. Similarly, ESMA itself has issued a set of
Q&As in relation to its Guidelines'.
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The Guidelines set out a framework for the
presentation of 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;

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 section 5.

Statements outside the annual report

There are various reporting requirements for
companies, aimed to increase transparency, which
require publication on a website rather than as part of
a company's annual report. These include:

* aslavery and human trafficking statement, as
required by the Modern Slavery Act 2015%. (see
section 4); and

e disclosure of tax strategy™.

Companies will also be required to comply with the
following:

* gender pay gap reporting came into force on 6 April
2017 with the first disclosures being required by 4
April 2018; and

* payment practices and performance disclosure
needs to be made by large companies for years
commencing on or after 6 April 2017.



Publication of all the above is required to be on a
website rather than as part of a company’s annual
report. However, where issues in these areas 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. We looked at the extent to which companies
are deciding to include this information in their annual
report (see sections 4 and 6).

New requirements for December 2018 year-ends
Although there are no mandatory new requirements
for years ended 31 December 2018, there are various
areas of regulatory focus, set out below, where many
companies could improve their reporting. Companies
may also wish to look to the FRC's updated guidance
on the strategic report and the forthcoming changes to
narrative reporting, described further below.

Areas of regulatory focus

Narrative reporting is under increasing scrutiny - the
strategic report is the second most commonly raised
issue in the FRC's corporate reporting reviews. The
FRC is aware of concerns regarding a lack of trust in big
business and that expectations of corporate reporting
are rising, particularly in respect of:

1) recognising the importance for the long-term
success of the company of engagement with
employees, customers, suppliers and other
stakeholders. The FRC is encouraging companies to be
more transparent about how they are engaging various
stakeholders and distributing the value they create
amongst different groups of those stakeholders, such
as in the form of dividends, pay and benefits, capital
investments and tax; and

2) the need to communicate how a company generates
and preserves value.

The FRC's updated Strategic Report Guidance has been
enhanced to recognise the increasing importance of
non-financial reporting and encourages companies

to consider wider stakeholders and broader matters
that impact performance over the longer term. Future
changes to reporting requirements in this area are also
described below.

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

Annual report insights 2018 | Surveying FTSE reporting

* 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 and ensuring discussions
of performance and position are suitably
comprehensive and not omitting ‘bad news'.
Companies should also ensure that they provide a
fair and balanced assessment of performance and
prospects that covers both positive and negative
aspects.

Presentation of alternative performance measures
is still a significant focus area given the requirements
introduced by the ESMA Guidelines. In addition, the
identification of items excluded from APMs (often
described as ‘exceptional items') is also likely to

be an area of continued focus - see the financial
statements section of this appendix for more detail.

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. The FRC has
also highlighted' that they want companies to pay
attention to ensuring the links between the financial
statements and discussions of strategy, performance
including KPlIs, financial position and cash flows are
clear.

Ensuring that information provided is company-
specific and material to an understanding of the
business, its performance and prospects.

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 identified,
managed or mitigated. Linkage between risks and
strategic objectives and KPIs has been specifically
highlighted as needing to be clearly disclosed. There
is a particular focus on those systemic risks such as
climate risk, Brexit and cyber risk.
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* The FRC expects reference to be made to the
impact of climate change where relevant for an
understanding of the company'’s activities. Omitting
this would question whether the strategic report is
comprehensive.

* A number of suggestions for improvement of
disclosure of business models were made in
the FRC's Financial Reporting Lab's reportin 2016.
Companies should, therefore, expect more scrutiny
in this area, e.g. in respect of articulating the key
drivers of the business.

* Where in scope, ensure that the requirements for the
non-financial information statement are covered.

Identification of KPIs. Companies should consider
whether ratios that are discussed prominently in the
strategic report should be identified as KPIs, and that
where APMs are identified as KPlIs the information
required by the ESMA Guidelines is given. Where
KPIs have changed year on year, changes should be
explained.

Disclosure of dividend policy and practice (i.e. how
the policy is applied in taking decisions to declare
dividends) as well as the level of distributable reserves
will be an area of focus, especially after the FRC's latest
Financial Reporting Lab report on this topic (published
in October 2017) made a number of suggestions to
improve disclosure.

* The impact of the EU referendum decision has
been highlighted as an area where the FRC expects
to see more detailed disclosure as the economic and
political effects develop.

Looking further ahead

The government has published new reporting
requirements for private and public companies in
response to its consultation on corporate governance
reform. The Companies (Miscellaneous reporting)
Regulations 2018'¢ introduce the following new
reporting requirements for periods beginning on or
after 1 January 2019:
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e All large companies (private as well as public) must
include a section 172(1) statement in their strategic
report which describes how their directors have
complied with their duty to promote the success of
the company for the benefit of its members whilst
having regard to the matters set out in section 172(1)
(a)(f) (see above)

We looked for an indication that the s172 matters
were considered by those companies in our survey.
Most companies clearly considered employees and
environment. See section 4.

The directors’ report of all large companies (private
as well as public) must include more information on
how directors have had regard to the need to foster
the company's business relationships with suppliers,
customers and others, and the effect of that regard
on the principal decisions taken by the company
during the financial year. Requirements are also
added in respect of how directors have engaged with
employees, had regard to employee interests, and
the effect of that regard on the principal decisions
taken by the company during the financial year.

Section 4 of our survey discusses the trends
we are seeing with respect to engagement with
stakeholders.

* All companies of a “significant size” must disclose
their corporate governance arrangements in their
directors’ report and on their website, including
whether they follow any formal code (excluding
companies such as listed companies which are
already required to report on their corporate
governance arrangements - see below).

e All quoted companies must also comply with new
reporting requirements that have been introduced
in respect of CEO pay ratios and long-term incentive
outcomes.

Further details can be found in our Need to Know".
The FRC's updated Guidance on the Strategic Report
includes guidance on how companies might approach
the section 172(1) statement.



Corporate governance

This past year the main new requirement for premium
listed companies was the update to the DTR, requiring
companies to describe their diversity policy in

relation to the board, including aspects such as age,
gender, geographical diversity and educational and
professional background, in the corporate governance
statement (see section 10).

Much of the reporting focus for companies and the
Financial Reporting Council (the FRC) has been on
areas being explored for the purpose of improved
communication between companies and investors, in
particular viability statements (see section 8) and audit
committee reporting (see section 11).

New legislative requirements arising from the
Government's corporate governance reform agenda,
together with the fundamental changes built into the
2018 version of the UK Corporate Governance Code,
will come into effect for periods commencing on or
after 1 January 2019, with pressure from investors to
adopt certain of the disclosure requirements early,
particularly with regard to executive pay.

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) issued by the FRC.

This should be sufficient to enable shareholders to
evaluate how the principles have been applied. They
are also required to make a statement of compliance
throughout the year with all relevant Code provisions,
identifying provisions that have not been complied with
and explaining their reasons for this non-compliance.
The FRC has issued guidance' on what constitutes

a meaningful explanation. The Listing Rules also
require disclosures regarding certain provisions

of the Code, including those on the preparation of
financial statements on a going concern basis and the
preparation of a longer term viability statement.

During the period covered by this year's survey,
companies had to report on their compliance with
the 2016 Code, which is supported by the FRC's
Guidance on Board Effectiveness?®, Guidance on Risk
Management, Internal Control and Related Financial
and Business Reporting?', and by the Guidance on
Audit Committees??.
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The FRC's guidance documents include
recommendations regarding disclosure in the annual
report. Alongside the 2016 Code, a new FRC Ethical
Standard for Auditors also became effective for periods
commencing on or after 17 June 2016, which places
additional restrictions on the non-audit services that
can be provided by the external auditor. Disclosure
recommendations regarding non-audit services are
incorporated into the Guidance on Audit Committees.?

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

* 3 statement on how the company has applied the
main principles of the Code and a statement of
compliance with the detailed provisions of the Code
(see section 9), often with an introduction from the
Chairman of the board focusing on the principles of
accountability and effectiveness;

statements on the robust assessment of principal
risks and the longer term viability statement (see
section 8), which some companies include as part
of their corporate governance report, although
the majority have presented these as part of their
strategic report;

a report on the work of the audit committee, in
particular its role in oversight of effectiveness of
risk management and internal control systems, in
assuring the integrity of the company’s financial
reporting, such as its detailed consideration and
challenge of management regarding the significant
issues affecting the financial statements, and in its
oversight of relationships with both internal audit
and the external auditor, covering effectiveness and
scope and (for the external auditor) tendering and
non-audit services (see section 11 for more details);
and

reports from the other significant board committees,
in particular the nomination committee regarding
succession and diversity (see section 10 for more
details), the remuneration committee and, where
constituted, the risk committee.

Quoted companies reporting under the Act are
required to include a directors’ remuneration report.
This report must contain a statement by the chair of
the remuneration committee telling the story of the
year in respect of remuneration.
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The report is split into a policy report, which is not
subject to audit and is not required to be presented

in full in years where there will not be a vote on the
company's remuneration policy, 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 20162,

Updates to the DTR, reflecting the diversity
requirements of the EU Non-Financial Reporting
Directive, came into effect for periods commencing on
or after 1 January 2017.

These require companies within scope - public interest
entities that are not small or medium sized - to
describe their diversity policy in relation to the board,
including aspects such as age, gender, geographical
diversity and educational and professional background,
in the corporate governance statement. As well as
describing the policy, or providing a clear explanation if
no such policy exists, they must explain the objectives
of the policy, how it has been implemented and the
results of the policy in the reporting period. Where this
information is incorporated into existing disclosures
outside the corporate governance statement, a
suitable cross-reference should be provided.

New requirements for December 2018 year-ends
There are no new corporate governance requirements
this year for premium listed companies with years
commencing on or after 1 January 2018. This provides
a welcome opportunity for companies to focus instead
on embedding previous reporting requirements

and planning for the substantial changes for periods
commencing on or after 1 January 2019. However there
continue to be areas receiving regulatory focus which
we have set out below.

For companies on the Alternative Investment Market
(AIM), corporate governance disclosure requirements
have changed and will now require companies to
report on the application of a recognised corporate
governance code, with an implementation date of 28
September 2018. The Quoted Companies Alliance
has issued a revised version of the QCA Corporate
Governance Code to coincide with this change.?®
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Areas of regulatory focus

Corporate governance is currently an area of
substantial focus for Government, regulators such as
the FRC, and investors along with their representative
organisations. Much of the focus over the past year
has been on the corporate governance reform changes
implemented in July 2018 through legislative change
and a new 2018 UK Corporate Governance Code, all of
which will come into effect for periods commencing on
or after 1 January 2019.

The FRC has encouraged companies to consider and
bring some of the related disclosures in the strategic
report into effect early, through its revised Guidance
on the Strategic Report and guidance on implementing
non-financial reporting (see above).

Some of the other areas that the FRC is focusing on
include:

e Further improvements to viability statements, which
the FRC highlights is a priority for investors.?® One
of the key focus areas for the FRC and for investors
is the disclosure of prospects as well as viability.

The FRC has explained that it envisages a two stage
process to meet the Code provision with clearly
differentiated reporting on each stage - the first
being about the assessment of the prospects of the
company, including the resilience of the business
model, and the second being about the directors’
reasonable expectation of viability for the period

of their assessment. The FRC anticipates that the
period over which directors assess the prospects
of the company will be longer than the period for
the viability assessment. This is also consistent with
the Investment Association’s Guidelines on Viability
Statements?” and with the findings of the FRC's
Financial Reporting Lab'’s report on Risk and Viability
Reporting.?®

Succession planning and corporate culture
disclosures have each been the subject of recent FRC
projects and feature in the new 2018 UK Corporate
Governance Code (see below).

* The FRC is encouraging companies to review their
Brexit disclosures regularly. In particular, it calls
for companies to make their disclosures on the
uncertainties arising as a result of Brexit more
specific, identifying the nature of the likely risks and
ensuring the disclosure reflects their latest analysis of
the potential impact on the business.



The FRC has launched a new Lab along the lines of

the Financial Reporting Lab in order to foster dialogue
between audit committees, investors and auditors. The
Audit & Assurance Lab published its first report, Audit
Committee Reporting, in December 2017. This report
“focuses on the good practice elements of existing
audit committee reporting, and encourages audit
committees to consider adopting them."??

The report’s key recommendations on audit committee
reporting include:

Itis useful to bring out key messages, for instance in
an introductory statement from the chair.

More concise reporting is more likely to be read,
enabling key information to be identified by investors

Explain in the audit committee report why the
significant issues relating to the financial statements
were deemed to be significant, what challenges the
audit committee raised on those issues and what the
conclusion was. The disclosure on significant issues
should be easily identified and understood.

Sufficient emphasis should be placed on audit
quality and auditor independence, in particular
disclosure is useful when there is a planned external
audit tender.

Make it clear what the audit committee’s role is in
relation to internal control, risk management, and
internal audit, in particular where there are other
committees such as a risk committee that may share
responsibility in this area.

Looking further ahead

2018 UK Corporate Governance Code

Under the Government's corporate governance reform
initiatives, elements of reform are being brought in
through the 2018 UK Corporate Governance Code,
issued by the FRC in final form on 16 July 2018 and
accompanied by new Guidance on Board Effectiveness,
effective for periods commencing on or after 1 January
2019. The FRC took the opportunity to perform a
fundamental review and has also covered recent

hot topics including corporate purpose, s172 of the
Companies Act 2006 (described above), succession
planning, corporate culture and diversity.
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The changes to the Code are wide-ranging and
principles-based. They are aimed squarely at
companies achieving long-term, sustainable success.
Reporting under the Code and the associated guidance
is expected to demonstrate “how the governance of
the company contributes to its long-term sustainable
success and achieves wider objectives”°

In this context, the key new elements of reporting
requirements under the new Code are below.

On board leadership and company purpose, much of
which is likely to be covered in the strategic report:

* The board should describe how opportunities and
risks to the future success of the business have been
considered and addressed, the sustainability of the
company's business model and how its governance
contributes to the delivery of its strategy.

The board should assess and monitor culture and
ensure corrective action is taken where required.
Disclosure should explain the board’s activities, any
action taken, and an explanation of the company's
approach to investing in and rewarding its workforce.

Where there has been a 20 per cent or greater vote
against a resolution, the board should seek feedback
and provide a final summary on what impact this has
had on the decisions the board has taken and any
actions or resolutions now proposed.

The board should describe how the views of the
company's key stakeholders and the other matters
set out in s172 of the Companies Act 2006 have
been considered in board discussions and decision-
making. Whilst this is similar to the legislative
requirement explained in the narrative reporting
section of this regulatory overview, as it falls within
the Code it applies to all premium listed companies,
not only those that are UK registered.

If the board does not use one of the three methods
of workforce engagement described in provision

5 of the Code, it should explain what alternative
arrangements are in place and why it considers that
they are effective.
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On division of responsibilities:

* The board should provide a clear explanation where
it considers a non-executive director is independent
regardless of any of the circumstances outlined in
the Code which may impair independence, or other
relevant circumstances which may suggest that a
non-executive director’s independence is impaired.

* The reasons for permitting directors to undertake
other significant external appointments should be
explained.

On composition, succession and evaluation, including
nomination committee reporting:

* The papers accompanying the resolutions to elect
each director should set out the specific reasons why
their contribution is, and continues to be, important
to the company's long-term sustainable success.

(In practice, we expect this disclosure will generally
be in the annual report which accompanies the
resolutions.) Also see section 10.

e Aclear explanation should be provided where the
chair remains in post beyond nine years from the
date of their first appointment to the board (for
succession planning purposes).

* Enhancement of disclosures regarding board
evaluation, including the nature and extent of the
external evaluator’s contact with the board and
individual directors, the outcomes and actions taken,
and how it has or will influence board composition.

Diversity disclosures, including how succession
planning supports developing a diverse board,
and the gender balance of those in the senior
management and their direct reports.*’

On audit, risk and internal control, including audit
committee or risk committee reporting:

¢ Where there is no internal audit function, in addition
to explaining why this is the case, there should be an
explanation of how internal assurance is achieved,
and how this affects the work of external audit.

In addition to the existing disclosures regarding
principal risks, the board should carry out a robust
assessment of the company’s emerging risks and
explain what procedures are in place to identify
emerging risks.
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On remuneration, most disclosure requirements have
historically not been included in the Code. However,
the new Code requires a description of the work of the
remuneration committee, including:

the strategic rationale for executive directors’
remuneration policies, structures and any
performance metrics;

reasons why the remuneration is appropriate using
internal and external measures, including pay ratios

and pay gaps;

a description, with examples, of how the
remuneration committee has addressed the factors
affecting policy and practices: clarity, simplicity,

risk, predictability, proportionality and alighnment to
culture;

whether the remuneration policy operated as
intended and, if not, what changes are necessary;

what engagement has taken place with shareholders
and the impact this has had;

what engagement with the workforce has taken
place; and

to what extent discretion has been applied to
remuneration outcomes and the reasons why.

These changes will come into effect for periods
commencing on or after 1 January 2019.

Changes for large private companies

As mentioned above, the Secretary of State made

The Companies (Miscellaneous reporting) Regulations
2018% 0on 17 July 2018 in response to the Government's
corporate governance reform agenda.

This includes the requirement for all companies with
either 2,000 or more global employees, or a turnover
over £200m globally and a balance sheet over £2bn
globally, to disclose their corporate governance
arrangements in their directors’ report and on their
website, including whether they follow any formal code.**

This applies for periods commencing on or after 1

January 2019 and falls on individual companies that are

not otherwise required to make corporate governance
disclosures in the annual report, including AIM
companies and subsidiaries of listed businesses that
meet the size criteria.
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Financial statements

Listed groups are required to prepare consolidated accounts under IFRSs as adopted by the EU, although whether
and for how long the EU endorsement aspect will remain unaltered once the UK leaves the EU is at present unclear.
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 (FRS 102).

The separate financial statements of a ‘qualifying entity’ can be prepared under FRS 101 Reduced Disclosure
Framework (FRS 1071), 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. There is no longer a requirement for companies applying FRS
101 or reduced disclosures under FRS 102 to notify their shareholders in writing.

The past year saw relatively few changes coming into force for the reports covered by our survey this year - the
most significant was an amendment to IAS 7 Statement of Cash Flows, discussed in section 13.

New requirements for December 2018 year-ends
Below is a list of the new IFRS requirements coming into force for financial years ending between September 2018
and August 2019. Hyperlinks to further information are included in the table.

Title As issued by the IASB Per the EU adopting regulation,
mandatory for accounting mandatory for accounting
periods starting on or after periods beginning on or after

Amendments to IAS 7 (Jan 2016) - 1 January 2017 1 January 2017

Disclosure Initiative

Amendments to IAS 12 (Jan 2016) - 1 January 2017 1 January 2017
Recognition of Deferred Tax Assets for
Unrealised Losses

Annual Improvements to IFRSs: 2014-16 1 January 2017 1 January 2017
Cycle (Dec 2016) - IFRS 12 Amendments

IFRS 9 - Financial Instruments 1 January 2018 1January 2018
IFRS 15 - Revenue from Contracts with 1 January 2018 1January 2018

Customers (including clarifications)

IFRIC 22 - Foreign Currency Transactions 1 January 2018 1 January 2018
and Advance Consideration

Amendments to IFRS 2 (Jun 2016) - 1January 2018 1January 2018
Classification and Measurement of Share-
based Payment Transactions

Amendments to IFRS 4 (Sept 2016) - 1 January 2018 1 January 2018
Applying IFRS 9 Financial Instruments with
IFRS 4 Insurance Contracts

Amendments to IAS 40 (Dec 2016) - 1 January 2018 1January 2018
Transfers of Investment Property

Annual Improvements to IFRSs: 2014-16 1January 2018 1January 2018
Cycle (Dec 2016) - IFRS 1 and IAS 28

Amendments
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http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ntk-ias-7-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ntk-ias-7-amendments
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/ias-12-amendments
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/ias-12-amendments
http://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/ias-12-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
http://www.iasplus.com/en-gb/standards/ifrs-en-gb/ifrs9
http://www.iasplus.com/en-gb/news/2014/05/ifrs-15
http://www.iasplus.com/en-gb/news/2014/05/ifrs-15
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ifrs-2-need-to-know
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ifrs-2-need-to-know
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ifrs-2-need-to-know
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ntk-ifrs-4-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ntk-ifrs-4-amendments
http://www.iasplus.com/en-gb/publications/uk/need-to-know/2016/ntk-ifrs-4-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
https://www.iasplus.com/en/publications/global/ifrs-in-focus/2016/interpretation-amendments
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Areas of regulatory focus

In November 2017, the FRC published findings from its
thematic reviews into the disclosure of judgements and
estimates under IAS 13* and defined benefit pension
disclosures under IAS 19%. A report was also published
following a thematic review into the use of alternative
performance measures?®, focusing on application of
the relevant ESMA Guidelines, which only apply to
companies’ narrative reporting, but contain points
that may also be of relevance to non-GAAP measures
included in the financial statements. In all three areas
improvements had been noted in certain areas,
although the FRC set out areas they will continue to
challenge.

In respect of judgements and estimates, the FRC stated
that, amongst other items set out in their thematic
review, it will continue to challenge and expect change
by companies that do not:

e identify the assets and liabilities at significant risk of
material change in the next 12 months;

 quantify the specific amounts; and

e provide sensitivity analysis of the possible range of
outcomes.

In respect of defined benefit pension disclosures, the
FRC stated that, amongst other items set out in their
thematic review, it will continue to challenge and expect
change by companies that do not:

e disclose the information needed to support an
understanding of how pension-related risk may
affect the amount, timing or uncertainty of future
cash flows (including quantified information about
the level of funding of the pension scheme in future
years), or

clearly explain the basis on which different plan
assets have been valued.

In respect of APMs, the FRC will continue to challenge
and expect change by companies that display APMs
with greater prominence than IFRS measures or those
who default to identifying matters as ‘non-recurring’ or
similar in connection with items such as restructuring
or impairment charges. The FRC will also continue to
challenge apparent non-compliance with the ESMA
Guidelines more broadly.
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The FRC's thematic reviews for 2018/19 are:

e targeted aspects of smaller listed and AIM quoted
company reports and accounts;

¢ the effect of the new IFRSs on revenue and financial
instruments on companies’' 2018 interim accounts;

¢ the expected effect of the new IFRS for lease
accounting; and

the effects of Brexit on companies’ disclosure of
principal risks and uncertainties.

Priority sectors and areas of focus announced by the
FRC for reviews in 2018/19 are as follows:

* financial services, with particular emphasis on banks,
other lenders and insurers;

e oil and gas;
e general retailers; and
* business support services.

More generally in relation to financial statements, and
in addition to the items above, significant areas of
regulatory focus at the moment include the following:

* Appropriate application of the new IFRSs on
revenue recognition and financial instruments
in the full year financial statements, including clear,
comprehensive, entity-specific disclosures, including
relevant accounting policies.

* Tax accounting and disclosures remain a significant
area of focus, in particular:

- narrative around tax strategy, policy and governance;

- the completeness of disclosures of uncertain tax
positions and the risk of material change in the tax
liability;

- identifying the effective tax rate and discussing
what factors might affect that rate in future;

- explanation of major reconciling items between
profit before tax multiplied by an appropriate
tax rate and the total tax charge, including
distinguishing non-recurring items from those
expected to arise each year; and



- using an appropriate tax rate in the tax
reconciliation and not simply defaulting to the
domestic tax rate, e.g. where there are significant
multi-jurisdictional operations.

Disclosure and accounting for complex supplier
arrangements, including supplier financing
and presentation of associated cash flows in the
statement of cash flows.

Disclosure of accounting policies should avoid
unnecessary repetition of information, boilerplate
or irrelevant items. Accounting policies should
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* The impact of a low interest rate environment

and uncertainties around the macro-economic
environment mean that scrutiny can be expected on
issues such as impairments, recognition of deferred
tax assets and fair value measurements.

Whether future committed contributions under a
defined benefit pension scheme are in excess

of any deficit recognised and, if so, whether this
means any additional liability should be recognised.
On a related note, there is also a focus on providing
explanations where surpluses are regarded as
recoverable assets and recognised as such.

not be provided for items or transactions that are
immaterial, non-existent or no longer relevant. Looking further ahead

The table below shows other new standards and
amendments published by the IASB, along with their

effective dates and EU endorsement status.

* Appropriate accounting for and disclosure of
business combinations. Care should be taken to
distinguish between asset acquisitions and business
combinations, to identify arrangements that are
remuneration rather than consideration and not to
inappropriately aggregate disclosures for different
business combinations.

Title As issued by the IASB mandatory Per the EU adopting regulation,
for accounting periods starting  mandatory for accounting
on or after periods beginning on or after

IFRS 16 - Leases 1 January 2019 1 January 2019

IFRIC 23 - Uncertainty over Income Tax 1 January 2019 TBC
Treatments

Amendments to IFRS 9 (Oct 2017) -
Prepayment Features with Negative
Compensation

1 January 2019 1 January 2019

Amendments to IAS 28 (Oct 2017) - 1 January 2019 TBC
Long-term Interests in Associates and

Joint Ventures

Annual Improvements to IFRS 1 January 2019 TBC
Standards 2015-2017 Cycle (Dec 2017)

Amendments to IAS 19 (Feb 2018) 1 January 2019 TBC
- Plan Amendment, Curtailment or

Settlement

IFRS 17 - Insurance Contracts 1 January 2021 TBC
Amendments to IFRS 10 and IAS 28 Postponed TBC

(Sept 2014) - Sale or Contribution of
Assets between an Investor and its
Associate or Joint Venture
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http://www.iasplus.com/en-gb/collections/ifrs-16-resources-1
https://www.iasplus.com/en-gb/publications/uk/need-to-know/2017/ntk-ifric-23
https://www.iasplus.com/en-gb/publications/uk/need-to-know/2017/ntk-ifric-23
https://www.iasplus.com/en-gb/publications/uk/need-to-know/2017/ntk-prepayment-features-ifrs-9
https://www.iasplus.com/en-gb/publications/uk/need-to-know/2017/ntk-prepayment-features-ifrs-9
https://www.iasplus.com/en-gb/publications/uk/need-to-know/2017/ntk-prepayment-features-ifrs-9
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Companies Act 2006 s414CA
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pensions-judgements-and-estimates-apms
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6de689fd8f4b/Annual-Review-of-Corporate-Reporting-2016-17.PDF

https://www.frc.org.uk/getattachment/ff987c01-416f-4635-8dba-
fdda5530f4b5/091117-APMs-CRR-thematic-review.pdf

https://www.frc.org.uk/getattachment/e94631d1-69¢1-4349-8ce5-
780d4eca455f/LAB_Reporting-of-performance-metrics_june-2018.PDF
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https://www.iasplus.com/en-gb/publications/uk/need-to-know/2018/
ntk-s172-1

https://www.frc.org.uk/directors/corporate-governance-and-stewardship/
uk-corporate-governance-code

https://www.frc.org.uk/getattachment/a39aa822-ae3c-4ddf-b869-
db8f2ffe1b61/what-constitutes-an-explanation-under-comply-or-exIpain.
pdf

https://www.frc.org.uk/getattachment/11f9659a-686e-48f0-bd83-
36adab5fe930/Guidance-on-board-effectiveness-2011.pdf

https://www.frc.org.uk/getattachment/d672c107-b1fb-4051-84b0-
f5b83a1b93f6/Guidance-on-Risk-Management-Internal-Control-and-
Related-Reporting.pdf

https://www.frc.org.uk/getattachment/6b0ace1d-1d70-4678-9c41-
0b44a62f0a0d/Guidance-on-Audit-Committees-April-2016.pdf
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Governance in brief: The QCA updates its Corporate Governance Code
as AIM tightens rules - May 2018 https://wwwz2.deloitte.com/content/
dam/Deloitte/uk/Documents/audit/deloitte-uk-gib-aim-rule-qgca-code-
may-2018.pdf

FRC's advice for preparing 2017/18 Annual Reports, published October
2017, https://www.frc.org.uk/news/october-2017/advice-for-preparing-
2017-18-annual-reports

https://www.ivis.co.uk/media/12490/Guidance-viability-statements-final2.
pdf

FRC's Financial Reporting Lab project report, Risk and Viability Reporting
https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-
932e8a3fcle6/Risk-and-Viability-Reporting.pdf

Audit & Assurance Lab Project, Audit Committee Reporting https:/www.
frc.org.uk/getattachment/7f97f065-d912-4ca0-a96b-1f2fd4b0a565/LAB _
Final.pdf

https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-
d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.PDF

This is intended to be the same measure as in the Hampton-Alexander
review, which calls for the gender balance of the executive committee and
its direct reports

http://www.legislation.gov.uk/ukdsi/2018/9780111170298/contents

Governance in brief - BEIS issues legislation to deliver key corporate
governance reforms - June 2018 https://www2.deloitte.com/content/dam/
Deloitte/uk/Documents/audit/deloitte-uk-gib-beis-regulations-june-2018.
pdf

https://www.frc.org.uk/document-library/corporate-reporting-review/2017/
judgements-and-estimates-thematic-review

https://www.frc.org.uk/document-library/corporate-reporting-review/2017/
pension-disclosures-thematic-review

https://www.frc.org.uk/getattachment/ff987c01-416f-4635-8dba-
fdda5530f4b5/091117-APMs-CRR-thematic-review.pdf
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