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Welcome to our 2018/19 reporting season review

Foreword from William Touche

Dear Board Member,

This time last year we referenced growth, geopolitical concerns, business model disruption, 
and technology transformation as key features on the day to day board agenda. Of course, 
these matters remain ever present and perhaps even more challenging today. 

This year, however, it would be strange if we did not focus on the opportunity to enhance 
reputation and trust in business. We highlight the ever-increasing reporting requirements 
about the wide range of activities undertaken by companies as they go about their daily 
affairs. 

Although the regulatory and legislative vehicles may not be as joined up as they could be, 
taken together, and if addressed thoughtfully, they do represent a powerful combination with 
the potential for an exciting and very real step change in communication and transparency, 
the cornerstones of trust. 

The purpose of companies is being redefined – and each company will articulate theirs 
in their own way, based around a common premise that companies create wealth for 
shareholders by serving customers with essential products and services in an ever more 
innovative, efficient and responsible manner, with the goal of creating higher living standards 
for all. 

In addition to articulating their purpose, companies are required to report their own 
environmental impacts as well as the risks to their business from climate change. Not a week 
goes by now without an investment house or a regulator calling for more transparency in this 
area as the compelling case for the human race to address our impact on our environment is 
made around us on a daily basis. The UN’s Sustainable Development Goals are increasingly 
being adopted as core principles.

Business conduct is also becoming more transparent – building on the UK’s ABC legislation, 
the EU now demands not only disclosure of a company’s policies on anti-bribery and 
corruption, but Boards have to tell the world what due diligence they have done in relation to 
the effectiveness of those policies and the outcomes of their diligence.

Early in 2020, in their first annual reports under the 2018 UK Corporate Governance Code, 
directors of UK listed companies will be reporting on how the interests of key stakeholders 
and the other matters set out in section 172 have been considered in board discussions and 
decision-making. In the annual report there will be a new section 172 statement explaining 
the issues, factors and stakeholders considered relevant in fulfilling their duties as directors, 
the engagement methods used, and the resulting impact on decisions and strategies during 
the financial year. The GC100 has recently issued useful but far-reaching guidance for 
companies on this topic.
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With these developments in mind, we are structuring this year’s ‘On the board agenda’ 
differently and presenting articles under the following key themes:

•	 Responsible business

•	 Risk & viability

•	 Remuneration

•	 Year-end reporting & assurance

Responsible business
In this section we examine the famous section 172 of the 2006 Companies Act, the practical 
implications for boards and their management teams. We emphasise that boards must 
be careful to go beyond intent and describe the true experience of stakeholders. We also 
examine the potential reputational risks from social media and other public platforms for 
voicing stakeholder concerns.

Risk & viability
As we head into the reporting season, one of the most significant risks facing many 
companies is the continued uncertainty around Brexit. This means that forecasting, which 
underpins so much decision making, is more challenging than usual. The FRC and investors 
continue to call for the narrative in the annual report to distinguish between the prospects 
of your business over the longer term, and shorter term planning and viability periods. This 
will be a useful framework given the near term departure from the EU. We examine these 
challenges, and other topical risks, such as cyber and data risks, and how Red Team attacks 
should be embraced by the corporate world.

Remuneration
We review the 2018 AGM season and those remuneration trends and areas of focus for 
remuneration committees in the coming year, including holding periods, annual bonus trends 
and the extension of the remuneration committee remit.

Year-end reporting & assurance
The FRC’s Corporate Reporting Review Team has set out its areas of focus for the 2018/19 
reporting season. We summarise these and draw out some of the key changes from the 
updated Guidance on the Strategic Report.

With the increased focus on stakeholder information in annual reports, we ask if boards are 
confident that this information is produced within a robust control environment and how 
boards can be assured that this is the case. What enquiries should boards be making?

Once again, this review is a full read, as there is much to consider. To help pull it all together 
we have included, as an appendix, a checklist of some of the key questions you might ask as 
an active and engaged board member. Any questions for us, please do get in touch with your 
Deloitte partner or our governance team.

Yours faithfully,

William Touche 
Vice‑Chairman 
Leader of Deloitte UK Centre for Corporate Governance
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Deloitte opinion pieces
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These themes are challenging 
traditional thinking around 
how the board operates, and 
consequently the role of the 
Chair. On the face of it, some 
Chairs may now appear less 
formal and more accessible. 
In reality, operationally there 
has been a fundamental shift 
towards the professionalism  
of boards, led by the Chair. 
Chairs of today find themselves  
in a significantly more 
demanding role.

Who will a future Chair need to be? 
As our conversations turned towards the future, some of our 
interviewees reflected that the frame of reference for Chairs 
has changed. The more traditional descriptions of the role 
and responsibilities of the Chair considerably underestimate 
the actual demands and complexities of the job day to day. 
With the evolution and professionalisation of boards, there 
is strong recognition that the role of the Chair has changed 
over the years.

Based on the comments of the participating Chairs, we have 
designed a new framework for thinking about the role of the 
Chair of the future.

Chair

Chair of the Future
Supporting the next 
generation of business leaders

Who will be the Chair of the Future?

What skills, capabilities and experiences will be required to 
be a successful Chair in ten years? How will boards operate 
and what will be their priorities? 

Much has been written about the development of the role 
and responsibilities of the CEO and their executive team. 
However, there has been far less debate around one of the 
other most influential roles driving the impact and future 
success of businesses: the Chair of the board.

Through a series of interviews with some of the most 
experienced Chairs within British business, we have explored 
how the role will evolve to address the new demands and 
complexities of this most important role in our new paper – 
Chair of the Future. 

From those conversations, it’s clear that navigating an 
increasingly greater pace of change and uncertainty is at  
the heart of the Chair’s role; we see the emergence of five 
key themes which are influencing the board agenda:

1.	 The rise of inclusive capitalism and the need to become  
a purpose-led organisation

2.	 New technologies and new ideas: managing disruption

3.	 An upsurge in stakeholder management and balancing 
conflicting dynamics

4.	 The mounting burden of regulation

5.	 Capital shifts from West to East and, increasingly, from 
public to private

CHAIR

Company ambassador
Represents the company in society and engages with shareholders and stakeholders, including 
political and regulatory. Key messages include the need to adopt a narrative of responsible value 
creation for multiple stakeholders. 

Board conductor
Establishes the board composition with the right skills and experiences which are fit for the future. 
Sets the board agenda and facilitates effective board conversations by harnessing the talents and 
energy contributed by each of the individual directors.

Strategy provocateur  
Provokes and challenges the CEO and executive team to develop a longer term 
strategy with appropriate horizon scanning to ensure longevity of the company. 
Applies periodic reviews of both strategic and tactical plans to respond to pace of 
change and new disrupters. Ensures alignment between the board and executive. 

Guardian  
Guards stakeholder interests by protecting the company’s reputation, 
performance and shareholder value. Ensures a leadership culture that upholds 
a high standard of ethics and complies with good governance practices.

Culture and talent cultivator 
Ensures the company is led by a strong CEO and executive team by 
providing support and challenge. Keeps a pulse on company culture 
across the workforce vehicle providing deliberate support to leadership 
development and succession planning, beyond simply the CEO.
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While the terms of reference reflect elements of the role 
as it stands today, the areas outlined in the framework will 
significantly grow in importance over the next five to ten 
years.

It shows a profound shift underway in the boardroom 
mirroring the changing role of the corporation in society. 
Underpinning this is the overarching concept of the Chair, 
the ultimate guide and guardian of the direction and fortune 
of the company, described by one interviewee as ‘The Chief 
Reputation Officer’.

With all these demands to orchestrate an effective board, 
Chairs of the future will need to be increasingly willing to flex 
their behaviours and personal style. There are a number 
of vital skills, characteristics and success factors that will 
continue to be relevant, regardless of circumstances: Strong 
emotional intelligence, being innately curious, humility and 
an understanding of the business and competitive landscape 
in which the organisation operates – these elements will 
always be central to being an effective Chair.

“Deloitte’s leaders are 
constantly speaking with 
senior business leaders, board 
members and Chairs, and a 
recurring topic that we have 
heard again and again has 
been the opportunities and 
challenges for business brought 
about by the rapidly increasing 
pace of change in the world. 

This has led to a poignant 
question, what will be the 
future implications of this 
disruption for the Chair and 
the boardroom? How will they 
need to evolve and adapt in 
the coming years to be able 
to lead, operate and govern 
in this new evolving business 
landscape?”

Nick Owen, Deloitte Chairman

Contacts  

Nick Owen
020 7007 1841
nickowen@deloitte.co.uk 

William Touche 
020 7007 3352 
wtouche@deloitte.co.uk 

Sabine Benz 
020 7007 9147 
sbenz@deloitte.co.uk 
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Spotlight on audit
As Senior Partner and chief executive of Deloitte, the recent 
spate of inquiries and reviews into the British audit market has 
caused me to reflect on whether as a profession we have done 
enough to strengthen trust in our capital markets. If we have 
not, what do we need to do now to rectify that? This is not just 
a concern for auditors – many board chairs and members will 
have a keen interest, and be considering what the implications 
are for their business and shareholders.

We expect the report from Sir John Kingman into the overall 
regulatory structure for listed companies and for the accounting 
profession in the coming weeks. In addition, the Competition 
and Markets Authority has launched a separate review into 
competition in the UK audit market and how to prevent conflicts of 
interest in the sector, and most recently the BEIS Select Committee 
has announced an inquiry on the audit market which will begin in 
early 2019. In 2019, we also expect an independent review into the 
future of audit to examine how it should be adapted to be fit for 
the future. In our responses, Deloitte has and will apply a principle 
that any change must enhance audit quality, therefore improving 
trust and confidence in the UK's capital markets.

We propose banning all non-audit related services to FTSE 
350 and large public interest entity audit clients to address 
perceptions around conflicts definitively. As part of this, we 
need a clear definition of what audit related services are 
required by companies. All other services, with no exceptions, 
would then be banned. We therefore welcome the FRC’s 
review of the Ethical Standard which will cover this area.

We have also called for market share caps for the listed market 
- either taken as a whole or for particular subsets of the FTSE 
350 to encourage greater market participation. This will not be 
universally popular and won't provide immediate results. But over 
time and with additional supporting measures such as shared 
audits, it would address choice and competition issues and reduce 
barriers to entry. Strengthening independent governance for audit 
practices to monitor and report publicly on any potential conflicts 
and how they have been dealt with is also desirable.

But changes are required more broadly across financial 
reporting. We support a UK equivalent of America's Sarbanes-
Oxley act (2002), which sought to improve the accuracy and 
reliability of corporate reporting in the wake of the Enron 
scandal. Aimed at the UK's largest listed companies, this 
would place appropriate accountability on company boards 
and management to ensure the quality of financial reporting. 
Compelling management and directors to take greater 
responsibility for the quality of their companies' internal 
controls - coupled with the results of the Kingman review 
into the Financial Reporting Council launched in June - should 
lead to improvements in the quality of corporate financial 
reporting. Our soundings with investors and audit committee 
members lead us to believe that a thoughtful approach here 
would be welcomed.

I believe these remedies can deliver significant and lasting 
positive change. They will be challenging for us and boards, 
but change is needed if we are to rebuild the trust so 
fundamental to business and the economy. 

There have been calls to break up the Big Four accounting 
firms and for them to shed their non-audit businesses. But 
this is not the answer. Direct access to non-audit specialists 
is critical for businesses like ours. In the past financial year 
alone, over 55 per cent of all key matters included in Deloitte's 
audit reports of FTSE 350 companies required input from 
specialists. At Deloitte over 2,100 specialists from outside 
audit in areas from cyber risk and blockchain to property 
and pensions valuations, to specialists in banking regulation 
challenge management and enhance audit quality, supporting 
our 4,000 audit professionals.

This debate should not be conducted in a vacuum. The UK 
professional services sector is the envy of the world, a big 
exporter and one of the crown jewels of the UK economy. 
The debate over its future in the UK is being watched 
closely around the world. It’s critical that whatever the 
remedies chosen, they do not damage our international 
competitiveness. As we approach Brexit, maintaining the 
UK’s attractiveness as a place to invest, its financial services 
and deep, liquid capital market, and position in the global 
economy is crucial to our nation. The strengths of Britain’s 
audit market is fundamental to all and we need to keep our 
financial services structures looking reasonably similar to 
our nearest capital markets competitor – the USA. Breaking 
up the big four would be seriously detrimental to the UK, 
making the US capital markets much more attractive for 
international companies. We believe that all Boards should 
be giving attention to the audit debate and ensuring their 
views are heard – failure to do so could lead to unintended 
consequences we should all be concerned with.

Contacts  

David Sproul
020 7303 6641
dsproul@deloitte.co.uk

Jo Ouvry
020 7303 4820
jouvry@deloitte.co.uk
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Responsible business
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Section 172 in practice and on paper

In this article we remind boards about the requirements of the  
new Section 172(1) statement and highlight some practical  
guidance which has been issued to support them in discharging  
this duty effectively.

Section 172 - Duty to promote the success of the 
company
(1) A director of a company must act in the way he 
considers, in good faith, would be most likely to 
promote the success of the company for the benefit  
of its members as a whole, and in doing so have regard 
(amongst other matters) to —

a.	the likely consequences of any decision in the long 
term,

b.	the interests of the company’s employees,

c.	 the need to foster the company’s business 
relationships with suppliers, customers and others,

d.	the impact of the company’s operations on the 
community and the environment,

e.	the desirability of the company maintaining a 
reputation for high standards of business conduct, 
and

f.	 the need to act fairly as between members of the 
company.

The Deloitte Academy
October 2018 
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Headlines

 • GC100, the group of General Counsels of the FTSE 100, has issued updated guidance to help directors in performance 
of their duty under section 172 of the Companies Act 2006. The guidance is extensive and will require careful and 
thoughtful implementation at companies. There is a very helpful case study.

 • The Guidance reminds directors that their duty is to promote the success of the company for the benefit of the 
members, and that section 172 applies to all aspects of their role not just when making specific decisions. The duty  
is owed to the company not direct to shareholders or other stakeholders.

 • Six specific areas are recommended to help embed section 172 in decision making in the company, with the aim that  
it becomes a natural and automatic part of decision-making throughout the company:

 – strategy;

 – training;

 – information;

 – policies and processes;

 – stakeholder engagement; and

 – culture.

 • Remember that this is guidance on section 172 of the Companies Act, which applies to directors of all UK limited 
companies, including subsidiaries and joint ventures. Large companies which are obliged by law to prepare a strategic 
report must for accounting periods beginning on or after 1 January 2019 include a Section 172(1) Statement in their 
Strategic Report and on their website.

GC100 issues practical advice to directors on performance of their s172 duty

The Deloitte Academy
June 2018
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Governance in brief

Headlines

 • The legislative strand of the Government’s package of corporate governance reforms announced by BEIS in August 
2017 has been laid before Parliament.

 • Subject to Parliamentary approval, the new requirements will apply for financial years starting on or after 1 January 
2019. The first public reporting under the new regulations will be available early in 2020.

 • As expected the legislation introduces new reporting requirements on executive pay ratios, share scheme outcomes, 
and section 172 of the Companies Act, as well as new requirements for large private companies to report on their 
corporate governance arrangements.

 • The scope of companies affected by this legislation has changed from the Government’s draft corporate governance 
reform package issued in August 2017 and will affect more companies than initially envisaged.

 • As the regulations are complex to follow, we have included detailed practical examples.

Executive pay
Scope 

The legislation requires:

1)  Publication of the pay ratio – applicable to all companies that are both quoted and UK registered with more than 250 UK 
employees.

2)  Illustration of the effect of future share price increases on executive pay outcomes – applicable to all companies that are 
both quoted and UK registered

“Quoted” is defined by the Companies Act 2006 as meaning UK registered companies that are quoted on the UK Official List, 
the New York Stock Exchange, NASDAQ or a recognised, regulated stock exchange in the European Economic Area. It does not 
include companies listed on the Alternative Investment Market.

BEIS issues legislation to deliver key corporate governance reforms

Practical steps to help discharge the section 172 duty

The GC100, the group of General Counsels of the FTSE 
100, has issued updated guidance (Guidance on Directors’ 
Duties – Section 172 and Stakeholder Considerations) to help 
directors in the performance of their duty under section 
172 of the Companies Act 2006. The guidance is useful and 
extensive, requiring careful and thoughtful implementation 
at companies.

The Guidance focusses on practical steps which will help 
embed consideration of section 172 factors so that they  
are more likely to be a natural and automatic part of 
decision-making throughout the company. It is acknowledged 
that many business decisions are not made at board level  
but are delegated to all levels throughout the organisation.  
This means it is important to create a culture in the business 
where the broader implications of decisions are always 
considered.

The Guidance also makes the point that it is not the 
directors’ duty to balance the interests of the company and 
those of other stakeholders. Instead, after weighing up all 
the relevant factors, directors must ask themselves which 
course of action they consider best leads to the success 
of the company, having regard to the long term. This can 
sometimes mean that certain stakeholders will be adversely 
affected, but this does not invalidate the decision made as 
long as adequate and appropriate consideration of all the 
relevant factors has taken place.

“In short, your duty under section 172 involves both 
judgement and process: you should aim to have suitable 
processes in place for your company so that in taking 
decisions to promote the success of the company, you have 
considered one way or another the long-term consequences 
and the wider stakeholder considerations.”

There are a number of recommendations and practical steps 
suggested to help directors discharge their section 172 duty 
effectively:

Strategy

•• Consider the relationship between 
corporate vision and goals and 
stakeholder interests. There should be a 
clear understanding of your company’s 
dependencies.

•• Matters which are critical to the long 
term success of the business should be 
given sufficient time and focus by the 
board and management.

Training

•• Provide suitable induction training to 
all new directors (including subsidiary 
directors) and refresher courses from 
time to time. 

•• Make sure that management are also 
aware of the directors’ duties in the 
Companies Act as this may enhance 
their effectiveness in achieving the 
company’s goals in line with the board’s 
stakeholder and other duties.
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Information

•• Make sure the board is getting the 
information it needs to make informed 
judgements about the stakeholder 
interests and factors which are relevant 
for the company.

•• The metrics and reports the board 
receives should be broad enough to 
address the section 172 duty and not 
always focused on financial reports, 
current operational issues and market 
data. They should not obscure the 
things that really matter for the long-
term success of the company.

•• The information available to others, 
below board level, should be consistent 
in approach and message such that 
it supports the achievement of the 
company’s goals and the board’s 
responsibilities under section 172.

Policies and 
processes

•• Recognise the section 172 duty in the 
terms of reference of the board and 
each committee.

•• Ensure the company secretary attends 
all board meetings to advise directors 
as necessary on matters related to 
their duties and responsibilities under 
section 172.

•• Remuneration policies and incentives 
should reflect the section 172 factors 
where relevant, for example by 
including appropriate metrics and 
performance measures.

•• Stakeholder factors should be 
addressed in board papers where 
judged relevant. The impact of a 
decision should be proportionately, 
clearly and appropriately explained to 
the directors and the papers should 
include appropriate inputs to assess 
them.

•• There should be a consistent approach 
to minute taking, whether brief or 
detailed, and as to when section 172 
factors are minuted.

•• Implement specific company policies 
and processes on section 172 topics 
relevant to your company, allocating 
responsibility to the appropriate 
management functions.

Stakeholder 
engagement

•• Consider how stakeholder groups 
experience the company, its board 
and management through day to day 
business interactions, as well as through 
specific processes, structures or 
channels established for engagement.

•• Consider whether your company 
does what it says it does to and 
for stakeholders, and whether it 
is perceived as doing so by those 
stakeholders.

Culture

•• Focus on the development of your 
company’s culture so it is automatic 
that relevant stakeholder factors are 
built into the conduct of the company’s 
business.

When considering each of these steps, a key point to 
remember is that there is no one-size fits all: directors need 
to identify and re-assess over time the factors which are 
most important to the organisation and the activities being 
undertaken.

The Guidance includes a useful case study which takes 
readers through the various stages of the considerations 
around a decision to scale back a product line and sets out 
how the section 172 duty was exercised.

Hearing the stakeholder voice
Fostering genuine and meaningful dialogue with 
stakeholders, which is embedded within organisational 
strategy and governance structures, cannot be delivered by 
companies overnight.

Succesful relationships with a company’s workforce, 
suppliers, customers and the wider community rely on 
honest communication, trust, mutual respect and the ability 
to compromise. It is well-known that these values are of great 
importance to the millennial generation. Companies which 
demonstrate a genuine desire to listen to stakeholders and 
consider their interests, are likely to benefit in the long run.
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Establish a robust framework
A robust governance framework will be necessary to 
link engagement activities to board processes. This 
should include terms of reference, as well as policies 
and procedures to document the links with engagement 
activities.

Build capacity for effective 
engagement
Companies will need to build 
the knowledge and capacity 
necessary to conduct effective 
engagement activities. This will 
apply to the board, staff involved 
in planning and conducting 
engagement activities, as well as 
stakeholders themselves.

Plan and conduct engagement events
Companies may need to conduct engagement 
events using a range of channels in order to 
receive a reliable range of feedback, as well 
as to maximise the reach of engagement 
activities. When planning events, companies 
could adopt digital solutions for gathering 
views.

Analyse and act on feedback
Rigorous analysis of the feedback 
collected will be necessary in order to 
distil a wide range of views into clear 
findings for the board. Companies 
will need to develop realistic, practical 
actions which genuinely respond to 
feedback received.

Report on engagement 
activities
The new reporting 
requirements mean that boards 
will need to demonstrate to 
shareholders that directors 
have performed their duty 
under section 172. There will 
be a much greater focus on 
reporting the specific outcomes 
from engagement activities, 
as well as any impact on the 
decisions taken by the board.

Ke

y areas of work

For further detail on these areas and questions for companies to consider, please see our publication “Hearing the 
stakeholder voice”.

The Section 172(1) Statement
Scope
The legislation requires, for periods commencing on or 
after 1 January 2019, a statement in the Strategic Report of 
how directors have complied with their duty to have regard 
to the matters in 172 (1) (a)-(f) – all companies (listed and 
unlisted) qualifying as large under the Companies Act 2006, 
in addition to other complex scoping requirements.

As a reminder, companies qualifying as large under the 
Companies Act 2006 meet at least two of the following 
criteria:

•• Turnover of more than £36m;

•• Balance sheet total of more than £18m;

•• More than 250 employees.

Reporting requirements
In their Strategic Report, all companies qualifying as large 
under the Companies Act 2006 will be required to include a 
separately identifiable “Section 172(1) statement” describing 
how directors have had regard to the matters set out in 
section 172(1)(a) to (f) of the Companies Act 2006 when 
fulfilling their duties as a director.

BEIS has suggested that companies will probably want to 
include information on some or all of the following:

•• The issues, factors and stakeholders the directors consider 
relevant in complying with section 172 (1) (a) to (f) and how 
they have formed that opinion.

•• The main methods the directors have used to engage with 
stakeholders and understand the issues to which they 
must have regard.

•• Information on the effect of that regard on the company’s 
decisions and strategies during the financial year.

The supporting FAQs issued by BEIS suggests the following 
points to note in relation to the Section 172(1) statement:

The key areas of work, which companies will need to address in order to achieve effective engagement when engaging with 
stakeholders, are outlined below:
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Tailoring

•• The disclosures should be tailored to 
the individual circumstances of each 
company. The focus should be on 
matters that are of strategic importance 
to the company and should be 
consistent with the size and complexity 
of the business.

Subsidiaries

•• All qualifying companies, including 
subsidiaries, will need to meet the 
new reporting requirements. This is 
because, under the Companies Act, 
the duty of directors is owed to their 
company.

•• This approach to reporting by groups 
and their subsidiaries is not new. 
Qualifying subsidiaries already have to 
prepare their own strategic report, even 
where the parent company is required 
to prepare a “group strategic report” 
under s414A(3).

Website 
publication

•• The legislation states that this 
statement should be made available on 
a website. 

•• For quoted companies, that are 
required to make their annual 
report available on a website, this 
requirement will be met through the 
annual report. Unquoted companies, 
that are not required to publish their 
annual report on a website, will need 
to make arrangements to ensure 
that the Section 172(1) statement is 
available on a website. This can be a 
website maintained by or on behalf of 
the company (such as the website of a 
parent company) provided it identifies 
the company in question.

Guidance from the FRC
The FRC has included guidance to help companies meet 
these new reporting requirements in the updated Strategic 
Report Guidance. That guidance makes the following points:

•• There will be linkages and overlaps between information 
contained in the strategic report and that required to be 
included in the section 172(1) statement. Companies are 
encouraged to avoid repetition, maintain the cohesion of 
the narrative contained within the strategic report and 
incorporate information into the section 172(1) statement 
by cross-reference where appropriate.

•• The section 172(1) statement should focus on matters that 
are of strategic importance to the company. The level of 
information disclosed should be consistent with the size 
and complexity of the business.

•• The interests of one group of stakeholders may not always 
be aligned with the interests of other stakeholders or with 
the interests of shareholders. Where there are conflicts, 
or where the interests of one group have been prioritised 
over another, the section 172(1) statement could explain 
how the directors have considered the different interests 
and the factors taken into account in making that decision.

•• There should be consistency between the principal 
decisions discussed in the section 172(1) statement and the 
review of the business contained in the strategic report.

Section 172 in practice and on paper – aide memoire
1.	 Consider the areas drawn out in the GC100 Guidance and how well they are addressed at the organisations you are 

involved in – is there a clear plan of how these matters are being actioned?
2.	 Do you have a clear view on the key stakeholders for your organisation and the effectiveness of the engagement 

mechanisms being used – is there sufficient board visibility of this?
3.	 Has an exercise been done to confirm which entities within the group will be required to prepare the Section 172 

Statement – is there a clear process for development and review of these statements across the group which 
incorporates sufficient time for full consideration by the board and reflects the fact that the statement will be 
covering board activities for the full year commencing on or after 1 January 2019?
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Purpose and the Sustainable Development Goals 

In this article we focus on how the Sustainable Development Goals can be used as a 
framework for businesses to articulate their purpose and their role in society, as required 
under the 2018 UK Corporate Governance Code.

The focus on purpose in the UK Corporate Governance Code 
2018 is a welcome development and reflects the increased 
expectations of companies to clarify their intended 
relationship with the wider world and make a positive impact 
through their core business. 

For some, purpose is any reason to get out of bed in the 
morning. But for companies looking for long term success, 
an enduring and valuable purpose needs to articulate the 
intended role in society and its connection to the non-
negotiable elements of their business model. 

Making this link enables businesses to set clear guiderails 
for their choices across strategy and culture and allows 
them to benefit from the interdependency of a commitment 
to societal impact and enduring commercial success (see 
diagram).

Every day, we see stories that highlight demands on 
companies to be purpose-led, reflecting the wide spread 
changes in our collective consciousness. Social impact 
is an increasing consideration for consumers, investors, 
regulators and senior business leaders as all types of 
stakeholders increasingly expect businesses to make an 
authentic commitment to society.

Purpose and 
impact

Culture and 
values

Commercial 
ambitions and 

outcomes

Strategy and 
operating 

model

The response to this growing demand has been crystallised 
by the Code’s requirement on businesses to articulate their 
purpose. But it is a significant challenge for companies 
to call out their role in society in a way that highlights the 
interdependence of a commitment to the wider world 
and long term commercial outcomes. In a complex, 
interconnected world with multiple interwoven challenges, 
companies can struggle to demonstrate the mutually 
reinforcing benefit from addressing social needs through 
their core business.

We are fortunate that in the Sustainable Development 
Goals, we have a commonly accepted, broadly recognised 
and supported means of describing what we mean by social 
impact that cuts through the noise. 

The Sustainable Development Goals (or SDGs, or Global 
Goals) were ratified by all countries of the UN in 2015. With 
17 Goals, 169 targets and 232 indicators, the SDGs offer a 
common language for nations and businesses to define what 
impact they intend to make. 

Further, as a proxy for society’s future expectations, the 
SDGs provide a strategic framework for helping business to 
future proof their business model. 
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Where businesses choose to signal their intent to contribute 
to the SDGs they join a community of commitment amongst 
global businesses – indeed, more and more companies 
are recognising the benefits of doing so. But making such 
a commitment and placing it at the top of the organisation 
in corporate purpose is not the end of the story, but the 
beginning.

For businesses to truly make an impact, and to benefit from 
doing so, they need to live and breathe their purpose. To do 
so, there are lots of sources of support. Amongst these, the 
World Benchmarking Alliance is due to provide a means for 
companies to be properly recognised for their impact. 

Here in the UK, we are widely recognised around the world 
as pioneers in responsible business. The new requirement 
in the UK Corporate Governance Code to report on purpose 
and section 172 will help us to go even further and catalyse 
more companies to make a deeper commitment to the 
wider world, as framed through the SDGs. We expect the 
contribution of business to feature significantly when the 
UK Government presents our progress on the SDGs through 
voluntary submission to the UN in July 2019. 

As more companies use the SDGs as a tool to describe their 
role in society we are approaching a tipping point, where 
companies become increasingly expected to both recognise 
the obligation to act and to call out and drive towards the 
opportunities associated with being purpose-led.

Purpose and the Sustainable Development Goals – 
aide memoire
1.	 Do you have a clearly articulated company purpose?
2.	 Have the Sustainable Development Goals been 

examined in the context of your organisation’s role 
in society?

3.	 Are company purpose and societal impact evident 
in your strategy and business model?

Contacts – SDGs and Strategy 

Monitor Deloitte, our strategy consulting practice, 
works side by side with our clients to make the choices 
that will help stretch and sharpen their ambition. With 
purpose becoming an increasingly critical component 
of a sucessful business model, we help organisations 
discover their purpose, embed it across their decision 
making, measure the progress and demonstrate the 
benefits of a commitment to wider society. 

Sam Baker 
020 7303 7016 
sambaker@deloitte.co.uk 

Rafi Addlestone 
020 7303 7484 
raddlestone@deloitte.co.uk 
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Stepping up on climate change

In this article we detail the existing disclosure requirements for annual reports on climate 
change risk. We explore the developing pressures on companies from the PRA, FCA and 
investors to move towards incorporating the voluntary recommendations of the Task Force 
on Climate-related Financial Disclosure (TCFD) in the annual report. 

Introduction
Climate change has never been a more topical issue.  
In October the Intergovernmental Panel on Climate Change 
(IPCC) concluded that the existing target for global warming 
to be limited to 2% is insufficient and needs to be changed 
to 1.5% – which will require prompt and decisive action 
from governments, businesses and individuals alike. The 
alternative is a series of devastating environmental impacts. 
The BEIS Select Committee is now encouraging more precise 
and challenging ambitions for a low carbon future. 

In these publications we have highlighted several times now 
the importance placed by investors, investor bodies, proxy 
agencies, regulators and other stakeholders on attention to 
climate change and related annual report disclosures.

In this article we go through the existing disclosure 
requirements, possible future requirements – notably TCFD 
– and explain some of the pressures on companies to start 
making these disclosures now.

Existing disclosure requirements
For companies with material impacts on the environment 
and for whom the environmental factors represent principal 
risks, the reporting requirements are as follows:

Area 
(References 

are to sections 
of the 

Companies 
Act 2006)

Requirement Applicable for

Strategic 
report – 

trends and 
factors  

s414C(7)

To the extent necessary 
for an understanding 
of the development, 
performance or position 
of the entity’s business, 
the strategic report 
must include the main 
trends and factors 
likely to affect the 
future development, 
performance and position 
of the entity’s business.

Quoted 
companies

Principal 
risks and 

uncertainties

s414CB(2)(d)

The strategic report must 
include a description 
of the principal risks 
arising in connection with 
the entity’s operations 
and, where relevant 
and proportionate – a 
description of its business 
relationships, products 
and services which are 
likely to cause adverse 
impacts in those areas 
of risk, and a description 
of how it manages and 
mitigates the principal 
risks.

All companies 
preparing 
a strategic 
report. 

For quoted 
companies, 
the UK 
Corporate 
Governance 
Code also 
requires this 
disclosure 
(2018 Code, 
provision 28)

“For companies most directly impacted 
by climate change, we expect the whole 
board to have demonstrable fluency in 
how climate risk affects the business.  
The company should explain the board’s 
oversight of management’s approach 
to managing and mitigating the risk. 
Over the next few years, we expect that 
companies will enhance their disclosure 
related to climate change as awareness 
and understanding of the TCFD’s 
recommendations spreads.” BlackRock 
Investment Stewardship
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Area Requirement Applicable for

Non-financial 
reporting

s414C(7)(b)(iii)

s414CB(1), (2)
(b) and(c), (4)

To the extent necessary 
for an understanding 
of the development, 
performance or position 
and impact of an entity’s 
activity, the strategic 
report must include 
information relating to, as 
a minimum:

a.	 environmental 
matters (including the 
impact of the entity’s 
business on the 
environment);

b.	 the entity’s employees;

c.	 social matters; 

d.	 respect for human 
rights; and

e.	 anti-corruption and 
anti-bribery matters.

To the extent necessary 
for an understanding 
of the development, 
performance or position 
of the entity’s business, 
the strategic report must 
include information about 
community issues.

The strategic report must 
include a description 
of the policies pursued 
by the entity in relation 
to the matters and any 
due diligence processes 
implemented by the 
entity in pursuance of 
those policies. It must 
also include a description 
of the outcome of those 
policies.

If the entity does not 
pursue policies in relation 
to one or more of these 
matters, the strategic 
report must contain 
a clear and reasoned 
explanation for the entity 
not doing so.

The scoping 
requirements 
are complex, 
however all 
public interest 
entities with 
500 or more 
employees 
in the group 
must comply

Area Requirement Applicable for

s172(1) 
statement 

– The 
Companies 

(Miscellaneous 
reporting) 

Regulations 
2018

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). 

(The matters in s172(1) 
include the impact of the 
company’s operations on 
the community and the 
environment.) 

Applicable 
to all large 
companies 
and to 
medium 
companies 
that do 
not have 
exemptions 
available 

Applicable 
for periods 
commencing 
on or after 1 
January 2019

•• The organisation’s governance around climate-related 
risks and opportunities.

•• The actual and potential impacts of climate-related risks 
and opportunities on the organisation’s businesses, 
strategy, and financial planning.

•• How the organisation identifies, assesses, and manages 
climate-related risks. 

•• The metrics and targets used to assess and manage 
relevant climate-related risks and opportunities where 
such information is material.

A reminder of the recommendations of the Task Force 
on Climate-related Financial Disclosures (TCFD)
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Disclosure moves on – PRA/FCA 
discussion paper on climate change 
disclosure

Thinking allowed 
Climate-related disclosure
Integrating climate-related information in the annual report

For more information please see 
the following websites:

www.ukaccountingplus.co.uk

www.deloitte.co.uk

July 2017

Need to know
Task Force on Climate‑related Financial Disclosures issues its Final Report

GAAP: Drawing it together

In a nutshell

The Task Force on Climate‑related Financial Disclosure, established in 2015 by the 
Financial Stability Board, has issued its final recommendations, which aim to provide 
investors, asset owners, asset managers, lenders and insurance underwriters with 
consistent climate‑related financial disclosures that are useful in understanding 
material climate‑related risks.

The Recommendations encourage market‑led, industry‑focused initiatives within the 
financial reporting envelope, and address governance, strategy, risk management, 
and metrics and targets. They are applicable to all organisations.

The recommended disclosures focus on climate‑related risks (including physical 
and transitional risks) and opportunities (including better resource efficiency), and 
related financial impacts on cash flows, assets and liabilities, net income and other 
metrics.

Implemented effectively, they should result in greater transparency through more 
quantitative financial disclosures and, in particular, reporting metrics about the 
actual or possible financial impact of climate‑related risks. Financial statement items 
may also be affected directly.

The governance processes for the disclosures are envisaged by the Task Force to be 
similar to those used for existing public financial disclosures and involve review by 
the chief financial officer and audit committee.

Policy background: the financial implications of climate change
On 29 June 2017 the Task Force on Climate‑related Financial Disclosure issued its Final 
Report (the Report), a set of voluntary recommendations that seek to respond to their 
G20 mandate and are compatible with current capital market disclosure requirements. 
The Report was preceded by a consultation on the Task Force’s Recommendations, 
released in December 2016 and is largely consistent with it. 

Contents

In a nutshell

Policy background: the financial 
implications of climate change

Responsibility for the disclosures

Recommendations and Guidance

Primary users

Climate‑related risks, opportunities  
and financial Impacts

Financial Impacts

Recommended Disclosures

Changes since December 2016

Disclosure principles

“Climate change, and 
society’s response to it, 
presents financial risks... 
And while the financial risks 
from climate change may 
crystallise in full over longer 
time horizons, they are also 
becoming apparent now.” 
PRA consultation paper 
23/18, October 2018

During October, the FCA published a discussion paper, 
Climate Change and Green Finance, on how these matters 
might impact financial markets and whether reporting of 
climate change related matters by listed companies may be 
in the public interest. 

It highlights the relatively low take up of the encouraged 
disclosure of climate-related financial information flagged 
by the Financial Stability Board’s Task Force in its September 
2018 status report. Few companies disclosed the financial 
impact of climate change and provided only limited 
disclosure on the impact of climate change on company 
strategy in various scenarios.

In the light of this limited voluntary disclosure, the FCA’s 
discussion paper asks what can be done to ensure that 
sufficient disclosure is provided by companies and that 
investors are receiving what they need in the area of climate 
change. 

The FCA identifies four areas which it believes requires 
specific regulatory focus:

1.	 Climate change and the effect on pension investments, 
looking at the responsibilities of independent governance 
committees of pension funds and also of private pension 
funds. The long term nature of pension investments 
means the impact of climate change related risks is much 
more likely. The FCA will consult on changes in this area.

2.	 Innovation in specialist green products, ensuring these 
markets work well. The FCA is keen to enable further 
innovation in green finance and ethical investment. It 
has also set an Innovate FinTech Challenge for industry, 
calling for the market to develop innovative financial 
products and services to assist in the UK’s transition to a 
low carbon economy.

3.	 Disclosures regarding climate change by quoted 
companies. The FCA will consult on issuing guidance 
regarding the ways the current regulatory regime might 
be interpreted to apply to climate change-related risks. 
The FCA highlights and asks questions on how companies 
interpret the current regime and whether the materiality 
judgement is clear enough on climate-related matters. 
It also asks whether companies should be required to 
provide a statement to investors explaining whether or 
not they have followed the TCFD recommendations.

4.	 Finally, the FCA asks the following questions about public 
reporting of financial services firms in the context of 
applying the TCFD framework:

a.	 Do you think that a requirement for firms to report on 
climate risks would be a valuable measure? 

b.	 Do you have any suggestions for what information 
could be included in a climate risks report? 

c.	 Do you have any views on which regulated firms 
should be required to compile a climate risks report?

The FCA seeks responses to its discussion paper by  
31 January 2019. 

The PRA has published an accompanying discussion paper, 
setting out its high expectations of banks and insurers 
regarding how the approach managing the financial risks 
from climate change. Responses to the PRA discussion paper 
should be submitted by 15 January 2019. 

Example TCFD disclosure
HSBC summarised their response to climate change risk 
using the framework recommended by the TCFD in the 2017 
annual report:
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The FRC’s Financial Reporting Lab has launched a new 
project on climate change reporting, alongside workforce 
engagement reporting. The scope is not yet final, however  
it is likely to:

•• Explore how companies understand, measure and report 
on climate change and workforce issues, especially in the 
context of new reporting requirements.

•• Examine how investors use this information in their 
decision-making process and consider whether the 
emerging reporting meets investor needs.

•• Identify where best practice reporting of material 
information overlaps with relevant frameworks under 
which companies may develop their reporting, for example, 
the TCFD recommendations.

•• Discuss which areas of reporting are most challenging for 
companies.

•• Consider the extent to which lessons can be learnt from 
emerging international reporting practice.

•• Highlight best practice in company reporting.

•• The Lab encourages companies that are interested 
to participate to contact them by emailing 
FinancialReportingLab@frc.org.uk.

Stepping up on climate change – aide memoire
1.	 Do you have a good understanding of how climate-

related risks (extreme weather event, longer term 
physical changes, regulation, technology change) 
may impact your business?

2.	 Have you considered how these risks may 
differentially impact your supply chain, customers 
and competitors? Have you identified relative 
opportunity and relative threats?

3.	 Can your Board articulate the management and 
mitigation strategies your organisation is applying 
to the different areas of climate change risk?

4.	 Have you considered whether and how to 
incorporate the recommendations of the TCFD in 
the annual report and discussed with management 
whether any readiness activities need to be 
conducted?

5.	 Is there anything material you are aware of in 
relation to climate change that may impact your 
company’s longer term prospects and therefore 
should be addressed and disclosed to investors?

6.	 Are you sufficiently aware of the carbon footprint 
of your company’s operations, direct and indirect, 
so you have a feel for the potential areas of impact 
were a carbon tax to be introduced as a driver of 
change?

Contacts – Climate change 

Deloitte’s Sustainability team provides a comprehensive 
compliance framework with tools to assist companies 
in developing medium term strategies and action plans, 
training and maturity assessments. 

Mike Barber 
020 7007 3031 
mbarber@deloitte.co.uk 

Kat Lampen 
020 7303 8380 
klampen@deloitte.co.uk 

Financial Reporting Lab project
“The changing climate will impact our 
lives and the societies we live in. There 
are many calls to action for all parts of 
society to respond, and do so quickly. 
The Financial Reporting Council’s (‘FRC’) 
Financial Reporting Lab (‘the Lab’) is playing 
its part in calling for companies to be more 
transparent on how they are addressing 
climate risk.” Phil Fitz-Gerald, Director of the 
Lab, blog post, October 2018
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Talking about diversity

In this article we explore recent findings on board diversity from the FRC and others, 
together with gender pay gap reporting – now entering its second year – a new call for 
ethnicity pay gap reporting and the supporting actions organisations will need to take 
around self-reporting mechanisms. 

“There have been many actions to move the dial on gender diversity in the workplace over many 
years but these have failed to deliver significant movement. We need to try harder and tackle 
more fundamental issues to gain the traction required.” Amanda Blanc, Chair of the ABI 

Board diversity reporting
In recent years there have been  
numerous government initiatives around 
board diversity. The Davies Review on 
gender diversity has passed the baton 
to the Hampton-Alexander Review. The 
Parker Review focused on ethnic diversity 
at board level, supported by the  
McGregor Smith Review on broader  
BAME diversity in business. 

The reporting regime changed, of course, with the 
introduction of non-financial reporting regulations last year, 
with listed companies now required to report under the DTR 
on the board diversity policy with regard to aspects such as 
age, gender, educational and professional backgrounds, the 
objectives of the policy, how it was implemented and the 
results in the reporting period.

Our annual reporting survey of 100 
listed companies, Annual Report Insights 
2018, indicated that although 80% of 
annual reports referred to aspects 
of board diversity other than gender, 
only 29% of companies met these new 
DTR requirements (53% of FTSE 100 
companies). In general, boards are not as 
clear as they could be about measurable 
objectives on board diversity (disclosed by 
22% of companies this year, up from 16% 
in 2017). 

This has now become an area of significant attention for 
the regulator, which sees diversity as key to an effective 
boardroom dynamic, helping to avoid groupthink and 
complacency. 

In the 2018 UK Corporate Governance Code, diversity 
underlines Principle J, which calls for appointments and 
succession plans to “promote diversity of gender, social 
and ethnic backgrounds, cognitive and personal strengths.” 
Principle L calls for diversity to be featured in the board 
evaluation. 

Financial Reporting Council

BOARD
DIVERSITY 
REPORTING 
SEPTEMBER 2018

This is explored in several of the more detailed provisions, 
including Provision 23 asking for companies to describe 
the linkage between the diversity and inclusion policy and 
company strategy. This goes well beyond lip service and 
companies will need to put some thought to how they will 
apply the new Principles in practice. 

In September the FRC published a new report outlining its 
findings in respect of board diversity reporting in the FTSE 
350. Given the context of the new Code and the increased 
focus on board diversity, it is no surprise that the findings 
give plenty of room for improvement, although they do show 
substantial movement since the 2012 Code first introduced a 
requirement for boards to discuss diversity. 

The FRC flags the disappointing finding that, whilst some 
boards treat diversity as an opportunity and an issue of 
strategic importance, for many it appears to be a compliance 
exercise. We feel this reflects the findings of our annual 
reporting survey. 

Some interesting statistics and findings from the FRC’s report 
include:

•• 98% of FTSE 100 and 88% of FTSE 250 companies disclosed 
a policy on board diversity, a considerable improvement 
since 2012 when this disclosure requirement was first 
included in the UK Corporate Governance Code.

•• 15% of FTSE 100 companies reported against all four 
measures stated within provision B.2.4 of the current UK 
Corporate Governance Code which include describing their 
policy on diversity, the process for board appointments, 
their objectives in implementing the diversity policy and 
the progress on achieving these objectives.

Annual report insights 2018
Surveying FTSE reporting
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Gender diversity – the Hampton-Alexander Review
The Hampton-Alexander Review has published its 2018 
report, which is released annually in November.

The Review focuses not only on gender diversity on boards, 
but also gender diversity of the chair, of executive directors 
and of the executive committee, including the pipeline that 
helps to promote suitable candidates to those positions. 

Our Annual Report Insights 2018 shows that the 
comparatively easy ask of reporting on the gender diversity 
on the executive committee and their direct reports has 
been met by only 15% of companies in our full sample of 100 
listed companies, and only 25% of the FTSE 350 companies 
that have been the focus of the Hampton-Alexander Review.

In our survey sample we saw a small improvement in the 
proportion of the board that were women, from 20% in 2017 to 
22% this year. This was driven by increases in the FTSE 250 and 
smaller companies, offset by a small decline in women board 
members in the FTSE 100. 

Gender pay gap – a reminder
All employers with more than 250 or more relevant 
employees will need to publish their second gender pay gap 
report by 4 April 2019, based on data as at 5 April 2018. Last 
year over 10,000 reports were published. 

So far this year, six months on from the date on which the 
report is based, just over 300 reports have been published. 

In August, the BEIS Select Committee published a report, 
Closing the Gender Pay Gap. This highlights that median pay 
across the economy is 18% in favour of men, with 13% of 
employers having gender pay gaps in favour of men of over 
30%. 

The report also has some useful observations on improving 
gender pay gap reporting, and indeed help towards longer 
term efforts to reduce the gender pay gap itself. These 
include: 

•• Including details in the report of an action plan set by the 
organisation to close the gender pay gap and steps taken 
during the year.

•• Boards introducing KPIs for reducing and eliminating their 
pay gaps.

•• Remuneration committees, in reporting on pay policy, 
explaining how their commitment to reducing the pay gap 
is being reflected in their decisions.

2017 2018

20%

22%
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Ethnicity pay gap The challenge of self-reporting

In the wake of the attention and interest around 
gender pay gap reporting this year and some 
businesses choosing to voluntarily publish an ethnicity 
pay gap, the Department for Business, Energy and 
Industrial Strategy (BEIS) is consulting on views on 
ethnicity pay reporting.

The objective of the consultation is to ‘enable 
government and employers to move forward in a 
consistent and transparent way’, and to inform future 
Government policy on ethnicity pay reporting. It asks 
questions regarding what ethnicity pay information 
should be reported by employers to allow for 
meaningful action, who should be expected to report, 
and next steps.

Questions include what type of ethnicity information 
should be reported that would not place undue 
burdens on businesses. For example:

•• one pay gap figure comparing average hourly 
earnings of ethnic minority employees as a 
percentage of white employees; or

•• several pay gap figures comparing average hourly 
earnings of different groups of ethnic minority 
employees as a percentage of white employees; or

•• ethnicity pay information by pay band or quartile, 
showing the proportion of employees from different 
ethnic groups by £20,000 pay bands or by pay 
quartiles.

The consultation document notes that the Government 
is mindful of the existing requirements in place for 
gender pay gap reporting, and welcomes views on 
the extent to which employers would find it helpful 
to mirror parts of the gender pay gap methodology. 
It draws out that the recent McGregor Smith report 
suggests that ethnicity data should be reported for 
companies with more than 50 employees, whereas 
gender pay gap reporting is in effect for companies 
with more than 250 employees. 

Views are also invited on the most effective 
approaches for employers to improve employee 
self-reporting, which is recognised as a key area of 
challenge for companies in this area.

The consultation closes on 11 January 2019.

An area of real challenge for companies aiming to 
increase diversity is self-reporting – the need to 
ask employees to inform the company about their 
protected characteristics in order to analyse diversity, 
improve policies and publish information. This has 
been highlighted by the BEIS consultation regarding 
ethnicity pay. 

Employers tend to ask about protected characteristics 
– and in the case of public sector employees, are 
required to do so – but employees are not required 
to answer. There is a significant difference in level 
of reporting of different characteristics. This then 
becomes a barrier to tracking diversity and progress 
towards eliminating discrimination – sometimes called 
the “data deficit”. 

According to a report published in August by the 
Equality and Human Rights Commission (EHRC), 51% 
of employers report barriers to collecting data on the 
ethnicity of employees, and 52% to collecting data 
on disability. 13% of employers thought that nothing 
would overcome those barriers. 

The EHRC’s report suggests several good practice 
actions that can be implemented by companies and 
help towards reducing self-reporting barriers. These 
include:

•• Internal communications campaigns to highlight 
to staff how data collected will be used to support 
equality.

•• Collecting data at regular intervals and on a rolling 
basis.

•• Publishing equality reports that show workforce 
breakdowns of employees by protected 
characteristics.

•• Monitoring recruitment bias.

•• Establishing working groups or action plans to 
address ethnicity and disability pay gaps, for 
example leadership workshops targeted at staff 
from ethnic minority groups. 

It is worth bearing in mind that increasing levels of 
self-reporting will not necessarily result in finding 
a higher proportion of individuals with protected 
characteristics, but it will provide the vital data needed 
by companies to promote change and equality.
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Talking about diversity – aide memoire
1.	 Are you familiar with the board’s policy on diversity, 

how that relates to succession planning and 
whether it meets the new demands of the 2018 
UK Corporate Governance Code? Is the policy 
clearly reported in the annual report, together with 
objectives and outcomes?

2.	 Does your board treat diversity both at board level 
and throughout the organisation as an opportunity 
and a matter of strategic importance? Is it given 
sufficient time at board level?

3.	 Do you have a clear view on the diversity challenges 
throughout your organisation, the actions being 
taken to increase diversity where necessary, and 
this year’s gender pay gap results? Do you have an 
understanding of your ethnicity pay gap?

Contacts – Diversity 

Deloitte’s Sustainability team works with companies to 
identify any issues around diversity pay and equality, 
collect and consider relevant data, help them through 
the design and implementation of action plans to 
address any gaps and assist in developing reporting 
plans and the disclosures required for internal and 
external purposes.

Mike Barber 
020 7007 3031 
mbarber@deloitte.co.uk 

Kat Lampen 
020 7303 8380 
klampen@deloitte.co.uk 
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Your reputation in the hands of social media

In this article we consider how board members can be in the best position to help the 
organisations that they steward to understand the impact of social media and how to use it 
effectively to relieve reputational damage in a crisis.

This year has seen no let up in the number of 
organisations hit by a broad range of crises. 

These have stemmed from a variety of sources. Some have 
been fast-moving ‘incident-driven’ crises relating to safety 
failures or security breaches. Others have developed more 
slowly as organisations have been drawn into the spotlight 
because aspects of their performance have been subject to 
criticism or because their policies are at odds with public 
expectation. 

Whatever the cause, crises invariably lead to reputational 
damage for the organisations involved. And, in conversations 
about reputation damage, board members are quick to 
come to the topic of social media. 

An opportunity as well as a challenge 
Social media has, of course, dramatically changed the 
media environment and the way people engage with ‘news’. 
Timescales have been radically altered and the current 
expectation is that organisations are open, transparent and 
‘always on’. Social media has enabled everyone, regardless 
of their position, to share their experiences far beyond their 
immediate friends and family network. This empowers 
individuals and allows them to shape the wider news 
agenda.

But, fundamentally, social media for a company is just 
another communication channel which can support a wider 
crisis communication response. The tactics and context may 
have changed, but the principles of effective reputation 
management remain the same. 

In any crisis, an organisation will need to communicate to 
maintain trust and protect its reputation. It will need to 
find ways to explain what has happened, what it is doing 
in response to the situation and, frequently, how it feels 
about what has happened. The organisation must prioritise 
those affected – the victims - demonstrating that they will 
be supported in the long-term. Often this demands humility 
and contrition. And, as a working principle, the organisation 
should attempt to communicate these matters with the right 
tone before it is forced to do so and therefore ensure that its 
voice is heard. 

Social media, for all its challenges, can be a powerful tool  
to achieve all this. It allows an organisation to communicate 
directly with its stakeholders, bypassing traditional media 
and speaking straight to the people who really matter. 
Twitter, for example, allows an organisation to show it is 
listening, to provide helpful information about the crisis 
and to demonstrate what it is doing to resolve the situation. 
It can also be used to correct any inaccuracies, swiftly and 
effectively.

But none of this will happen without careful planning and 
consideration. A fast-moving crisis is not the time to start 
thinking about how social media should be used. In addition 
to building up a strong social media presence during day-to-
day business, so it is important to put social media front and 
centre of any wider crisis preparedness programme.

Below are a set of questions for board members to ask, to 
help the organisations that they steward use social media 
effectively to relieve reputational damage in a crisis. 

1.	 Does the organisation have a clear policy for how it 
will use social media in a crisis? 
•• A major crisis will generate interest and scrutiny in an 

organisation that is far beyond its usual stakeholder 
groups. Social media can quickly become vast and 
feel unmanageable. Consequently, the way that 
businesses aim to use social media in a crisis may 
need to differ significantly from business as usual. 

•• This increase in volume may mean it is simply not 
possible to respond to each Tweet individually, which 
might be the approach the organisation usually takes. 
Rather, it may use Twitter to sign-post and direct 
people to its main website. Similarly, the organisation 
must answer a number of questions: Who is 
responsible for drafting and approving content in a crisis? 
Which channels will be used and for what purpose? How 
will offensive posts will be handled?

•• This policy (or stated purpose) should be clearly 
summarised in wider crisis plans so that there is 
clarity throughout the organisation.
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2.	 Does the organisation have access to the necessary 
social media expertise and resources it will need in a 
crisis? 
•• Policies and processes don’t manage crises; people 

do. It is likely that additional people will need to be 
brought into the communication team to manage the 
anticipated volume of social media activity. These 
people will need to be identified in advance (from 
inside or outside the business), trained and given 
opportunities to practice and rehearse their roles. 

3.	 Does the organisation have the right listening tools in 
place to fully utilise social media? 
•• At its essence, social media is a series of conversations 

conducted in public. This allows communication 
professionals to listen in real-time to what previously 
closed groups are saying about your organisation: 
What do they think about you? What do they know 
about the incident or issue? What do they expect you 
to do in response?

•• The right listening tools can allow an organisation to 
identify a potential crisis early, allowing the business 
to take mitigating actions or to inform its response 
in the middle of a major incident. We recommend 
organisations use a combination of software solutions 
coupled with human analysis - a comprehensive 
listening and monitoring process giving a thorough 
analysis of online presence, assessing consumers, 
campaigns, influencers and ultimately reputation.  
This is the full service package which is desirable, 
either run in house or bought in as a service. 

4.	 Are board members (and senior management) 
taking steps to make sure they are not inadvertently 
escalating any crisis situation? 
•• In a crisis, journalists and other commentators will 

look to continue a story. LinkedIn accounts, Twitter 
feeds, Facebook and other channels will be pored 
over looking for a new angle. Board members need to 
take care that their own social media accounts do not 
inadvertently add to the situation. They should also be 
mindful of what they post - photos and opinions - and 
how they might look against the backdrop of a crisis 
with clear victims. This extends to family members 
too. 

In summary
Board members can certainly help drive an organisation 
to become better prepared to use social media effectively. 
But when the crisis strikes and it feels as though the 
business is being overwhelmed by criticism on social 
media and traditional media, board members can also 
offer a supportive and sensible voice. They can remind an 
organisation not to overreact and not to make the mistake  
of equating online sentiment with the wider offline world.

The rise and rise of social media:

1.	 The number of social media users in 2018 is 3.2 billion, 
up 13 percent year-on-year

2.	 44 million active social media users in UK (66% 
population)

3.	 33m in the UK use Facebook on a regular basis
4.	 47% of online adults in the UK use Twitter on a regular 

basis 

Sources: We Are Social: Digital in 2018 report

Unprepared: no capability to use social media

1.	 78% of companies consider that social networks will be 
extremely important in the next 3 years 

2.	 But 38% say they have no capability at all to use 
(normalise and enrich) information found on social 
media 

Sources:  
1) Harvard Business Review. Study of 628 companies, of which 57% have 
earnings over $5 billion, 32% between $1 -$5 billion and 11% between $50 
million and $1 billion. 
2) Unified report, “The New Age of Transparency” 2017

Your reputation in the hands of social media – aide 
memoire
1.	 Does the organisation have the right listening tools 

in place to fully utilise social media?
2.	 Does the organisation have a clear policy for how it 

will use social media in a crisis?
3.	 Does the organisation have access to the necessary 

social media expertise and resources it will need in 
a crisis?

Contacts – Reputation  

Deloitte Crisis and Resilience helps our clients not 
just through the good times, but also in the toughest 
moments of crisis, providing clients with the clarity and 
confidence for when it really matters. Our specialists can 
help you identify, assess, prevent, prepare, respond and 
recover from crises. Many of our clients have emerged 
from great challenges even stronger than before.

Tim Johnson 
020 7303 0746 
timjohnson@deloitte.co.uk 

Ben Overlander 
020 7303 4760 
boverlander@deloitte.co.uk 
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Risk & viability
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Identifying and addressing emerging risks

In this article we put forward some suggestions to help boards meet the new Code 
provision to perform a robust assessment of emerging risks in addition to the principal 
risks.

As innovation, technology, and regulation evolve, so the 
risk landscape also evolves to disrupt strategies, business 
models, markets, and customer behaviour. To protect and 
enhance long-term value, companies need to have a dynamic 
and active approach to risk. 

With a proactive approach to risk, leaders find themselves 
better positioned to navigate this disruptive environment, 
and leaders often discover new opportunities to create 
value for stakeholders, boost performance, and grow their 
businesses.

It is natural for management to focus narrowly on the “risk-
of-the-day” being pushed from the outside by the media 
or by regulators, or on the most pressing current risk to 
the organisation, identified from within. Yet this approach 
can obscure other risks and skew investments in risk 
management, as well as the organisation’s responses to 
risks.

Senior leaders need a panoramic view of risk—an integrated 
perspective that can lead to an understanding of the full 
risk landscape and its potential impact on the organisation. 
This is reflected in the FRC’s late addition to the 2018 UK 
Corporate Governance Code which calls for boards to carry 
out a robust assessment of the company’s emerging risks 
as well as the principal risks. Boards must now also describe 
what procedures are in place to identify emerging risks.

A recent research paper by the Institute of Risk Management 
provided the following helpful definition of emerging risks:

“Those risks that have not yet occurred but are at an early 
stage of becoming known and/or coming into being and 
expected to grow greatly in significance. They do not have 
the ‘track record’ of other better known, non-emergent, risks 
and usually arise in the longer term.”

We put forward some questions that boards could usefully 
be asking to help identify emerging risks:

•• In which areas is the business model vulnerable to 
disruption?

•• What is our exposure to technology disruption?

•• How could material environmental & social risks affect the 
company’s short and long term value?

•• What planning is the board doing around the implications 
of Brexit – both short and longer term (in whatever form it 
may take)?

•• What are the exposures to cyber & data security risks 
both directly and for key suppliers?

•• What are the drivers of productivity in the business and 
how are these managed?

To be effective at this type of horizon scanning, the board 
must ensure that there is an integrated risk management 
system that clearly ties the risk strategy to corporate 
strategy and delivers actionable risk intelligence to the people 
who need it, when they need it, to make and implement 
decisions. 

Here are two examples of tools which can be used to assist in 
this process:

Challenge 

Approach

Benefits

Economic crises, market movements, 
regulatory changes, social media backlash, 
and new technologies can present major risks 
in our interconnected world. While typically 
“unforeseen,” in hindsight the signs were there 
and the risks (if not the events) could have 
potentially been anticipated. 

Risk sensing platforms scan the external 
landscape for early signs of emerging risks. By 
combining human insight with data mining and 
cognitive technologies, risk sensing synthesises 
and analyses massive volumes of online and social 
media information on geopolitical, economic, 
regulatory, operational, and financial events 
to deliver predictive intelligence on relevant 
emerging issues worldwide. 

Risk sensing enables the enterprise to identify 
trends, anticipate risks, and seize opportunities 
based on the best information available. It 
supports strategic decision making, provides 
outside-in views of risks, and positions 
the organisation for first or second-mover 
strategies or preemptive tactics. It also assists in 
transforming emerging risks into opportunities.

Peek into the future: Leverage technology to sense risk
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The aim is to develop a more resilient and confident business 
with:

•• Strategic assumptions regularly stress tested.

•• Relentless focus on operational discipline and cultural soft 
spots in critical areas.

•• Continuous consideration of weak signals and 
unchallenged beliefs.

•• Prompt identification of, and rapid response to, emerging 
risks and disruption – internal and external.

Identifying and addressing emerging risks – aide 
memoire
1.	 Do we monitor our entire business ecosystem and 

the broader risk landscape for emerging threats to 
our strategy, operations, and reputation?

2.	 Do we have a process for monitoring the 
assumptions underlying our strategy and 
investment decisions and for enhancing those 
decisions accordingly?

3.	 Do we have a good understanding of our integrated 
risk management programme and are we able to 
provide comprehensive oversight?

4.	 Have we harnessed data and analytics to create an 
enterprise-wide view of risk and to deliver timely 
risk information to decision makers at all levels?

Contacts – Risk Advisory 

If you would like to discuss your organisation’s approach 
to identifying and assessing emerging risks, or other 
aspects of risk management, please reach out to the 
contacts set out below.

Hugo Sharp 
020 7303 4897 
hsharp@deloitte.co.uk

Raj Cheema 
020 7007 5860 
racheema@deloitte.co.uk 

Benoy Shankar 
020 7303 2626 
beshankar@deloitte.co.uk

Challenge 

Approach

Benefits

Strategic risks can undermine the organisation’s 
drivers of value and threaten its competitive 
position and ability to achieve goals and sustain 
performance. These disruptive risks create the 
need for rapid response and, potentially, rapid 
evolution.

Scenario planning gauges the impact of social, 
political, technological, and other trends on the 
organisation. It positions management to respond 
by adjusting strategies, capabilities, and risk 
management options. War-gaming enables the 
enterprise to rehearse, test, refine, and adjust 
strategies and enhance decision making amid 
uncertainty, and to consider second- and third-
order effects of decisions. 

Scenario planning and war-gaming exercises 
are designed to enhance risk intelligence by 
broadening management’s view not only of risks 
and its impacts, but also of the ways in which 
the enterprise experiences risks. This positions 
management to broaden the organisation’s 
choice-set of responses while better 
understanding the potential knock-on effects of 
specific responses. 

Practice makes perfect: Scenario planning and war-
gaming
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Brexit, viability statements and capital allocation 
decisions

In this article we explore the challenges directors face preparing their viability statements, 
including the assessment of future prospects, in the light of an upcoming Brexit. We also 
look at recent FRC guidance regarding capital allocation and dividends and FRC Lab analysis 
regarding business model, principal risks, and viability statement disclosures. 

Brexit and the viability statement
Article 50, the mechanism for leaving the European Union, was triggered on 29 March 2017, meaning that by operation of law, 
the UK will leave on 29 March 2019. 

The range of possible scenarios means that companies have struggled to know the best way to prepare for potential 
challenges. However, many have now established the nature of the most significant challenges. In some cases, contingency 
plans sit ready to be implemented. 

This is the backdrop against which companies are preparing annual reports, including their description of longer term 
prospects and the separate viability statement which normally looks out over 3-5 years. 

For December year ends, there may be no definitive answer on whether the EU and the UK have an agreed deal prior to the 
year end. However, there may well be more clarity before the annual report is signed – or if delays arise, even in the few days 
following the signature of the annual report.

Brexit timeline

What are the requirements?

Under the 2016 UK Corporate Governance Code, provision C.2.2. covers the viability statement:

Taking account of the company’s current position and principal risks, the directors should explain in the annual report how 
they have assessed the prospects of the company, over what period they have done so and why they consider that period to be 
appropriate. The directors should state whether they have a reasonable expectation that the company will be able to continue in 
operation and meet its liabilities as they fall due over the period of their assessment, drawing attention to any qualifications or 
assumptions as necessary.

12 Jul 2018

UK Government 
White Paper 

published

Potential 
transition period 
ends

Draft Withdrawal 
Agreement and 
outline of political 
declaration 
on framework 
for future 
relationship 
published, agreed 
at negotiator level

Special meeting 
of the European 

Council to approve 
the Withdrawal 

Agreement

Ratification of Withdrawal 
Agreement: Agreement at European 
Council meeting, vote in UK Parliament, 
UK ratification, EU ratification (Council 
of the European Union and European 
Parliament)

Negotiations on the future 
UK-EU relationship

Formal negotiations with 
non-EU countries on 
technical replication for 
existing EU agreements and 
Negotiations with non-EU 
countries on new FTAs

UK withdraws from the EU
 Potential transition period 
begins subject to the 
ratification of the Withdrawal 
Agreement

Finalisation and 
ratification

14 Nov
2018

25 Nov
2018

29 March 
2019 31 Dec 2020
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Key political signposts indicating direction of travel 

Our research shows that comparatively few companies have 
so far mentioned Brexit in their viability statement, either as 
part of the scenarios they have tested or as an assumption 
underlying their supporting analysis. Based on public 
disclosures alone, therefore, there is little evidence that 
companies have built the multiple uncertainties of a wide-
ranging Brexit impact into their forward-looking forecasts. 

With critical decisions and implementations so close at hand, 
directors will in all likelihood need to be mentioning Brexit 
this reporting season and explaining what assumptions have 
been built into their forecasts, especially when it comes to 
liquidity and cash flow issues. 

This is not merely a matter for management, but something 
that auditors will also need to consider, given their 
responsibility under auditing standards to confirm in their 
audit report whether they have anything material to add or 
draw attention to with respect to the directors’ reporting on 
risk and the longer term viability statement.

What should the board do?
The board should make sure that forecasting incorporates 
clear scenarios around the potential impacts of Brexit on 
their business. Management should be asked to run several 
scenarios which can be refined and finalised as critical 
milestones change or pass, and the audit committee chair 
should ensure that sufficient time has been allocated to 
challenge the forecasts and the sensitivities. 

Where sensitised forecasts show a short term impact on 
liquidity and cash flows, not only the longer term viability 
statement but also going concern should be examined with 
rigour. 

The audit committee should also pay close attention to the 
quality and clarity of reporting on the impact of Brexit, which 
is receiving special focus from the FRC.

Brexit and the viability statement – aide memoire
•• Do we truly understand the impact Brexit could have 
on our business – its strategy, business model and 
future viability? 

•• Has the board articulated the nature of the 
company’s Brexit risk and set its risk appetite in order 
to plan effectively?

•• Have we built into that assessment the broader risks 
to the economy and availability of workforce?

•• If Brexit has not been classified as a principal risk 
before, should it be classified as such this year? 
Are we satisfied that any contingency plans are 
sufficiently robust?

•• Has management modelled the impact of Brexit 
in a consistent manner to how other longer term 
viability statement scenarios are assessed? Does this 
include modelling Brexit impacts to materialise in 
combination with other principal risks?

•• Is the board satisfied that the modelling scenarios 
used by management for the impact of Brexit on the 
company are complete and that their impact upon 
the business is considered to be realistic? 

•• Have the assumptions underlying our assessment of 
the impact of Brexit been both validated and stress 
tested?

October 
2018

November 
2018

January
2019

March
2019

December
2018

19 October 
EU Summit

25 November 
Special meeting 
of the European 
Council to 
approve 
withdrawal terms

13-14 
December
Last EU council

21 January
Commons 
approval of 
deal?

29 March
End of exit 
negotiation 
period; UK 
leaves the 
EU
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(Lab report, October 2018)

The Lab has shared a series of findings and questions for 
boards on all three areas refined through its recent reviews 
of annual reports and its interactions with investors.

Business model
Investors have consistently highlighted that they are looking 
for particular information within a business model: how the 
company makes money, key sources of value and drivers of 
that value.

The Lab flags in this new report that investors appreciate 
the need for companies to structure their communications 
efficiently and do not necessarily require this information to 
be within the business model disclosure. Cross-referencing 
and good linkage would, however, be useful. 

The Lab found in its review that linkage was still lacking and 
changes to the business model had not necessarily helped 
add broad understanding nor company specific detail.

Business model disclosure – aide memoire
•• Does your business model clearly communicate how 
you create value (both in terms of cash generation 
and non-financial value) over the longer-term?

•• Is it clear for the reader as to what this longer-term 
period is?

•• Is your business model disclosure comprehensive, 
covering all elements investors find useful that are 
relevant to your business, either in a single disclosure 
or through clear and meaningful cross-referencing?

•• Does your disclosure include the business models 
of all your significant businesses, or refer to where 
that information is, and the value of combining them 
within one group?

•• Are the key drivers of your business model(s) clear?

•• Does your disclosure demonstrate how your business 
is unique?

•• Does the business model graphic improve the ability 
to understand the business model for those outside 
your organisation?

Principal risks – aide memoire
•• Does the description of principal risks identify how 
they are specific to the company?

•• Are the risk disclosures detailed and specific enough 
to understand why the risk is material and over what 
time period?

•• Is it clear to the reader how the company categorises 
and prioritises principal risks?

•• Are movements in principal risks, including 
movements into and out of the principal 
classifications, explained?

•• Do the mitigating activities include specific 
information that allows the reader to understand the 
company’s response and current stage of mitigation?

Principal risks
The Lab recognises that risk reporting is already well 
developed but continues to recommend more detail on risk 
tolerance, responsibilities and mitigating actions. Lack of 
linkage to the business model continues to be an issue. 

The Lab flags in this new report that investors are 
particularly focused on disclosures regarding the UK’s 
withdrawal from the EU. They seek detail on how prepared 
companies are, the stage of implementation of mitigating 
activities and enough numerical data to help them assess 
the impact. 

What the 
company 

does and how 
and why it 

does it

PurposeBusiness model

Principal risks 
and Viability

Strategy and 
Objectives

Performance 
metrics

Business 
environment

Business model, principal risks and viability statements
In October 2018, the FRC’s Financial Reporting Lab published 
an implementation study regarding company reporting on 
business model, principal risks and viability statements, 
following its reports on those topics during 2017. 

The Lab found that, whilst there have been improvements, 
investors consider that these disclosures could be more 
valuable still. There continues to be emphasis on the need 
for reporting to be more consistent in the following areas – 
what the company does and how and why it does it – and  
for linkage throughout the annual report to be improved
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In its Guidance, the FRC encourages companies to be more 
transparent about capital allocation decisions. This includes 
how companies are engaging with various stakeholders and 
how they distribute the value they create amongst different 
groups of those stakeholders, such as in the form of capital 
expenditure, investment in skills and training, research and 
development, and tax. The link should be made to how the 
allocation of resources supports the strategy of the business. 

Some companies have helpfully created diagrams such as 
pie charts so that users of the annual report can visualise 
their explanations of capital allocation decisions (examples 
include Centrica, Lonmin, Mondi).

Capital allocation and dividends – the FRC’s updated 
Guidance on the Strategic Report
In preparing its updated Guidance on the Strategic Report, 
published at the end of July, the FRC recognises concerns 
regarding a lack of trust in business. It also recognises that 
expectations of corporate reporting by investors are rising.

Companies cited by the Lab as examples of reporting where 
companies had enhanced the value of their disclosures were 
SSE, Vodafone and Essentra. 

The viability statement – aide memoire
•• Does the disclosure differentiate between the 
directors’ assessment of long term prospects and 
their statement on the company’s viability, and clarify 
why different time horizons are used?

•• When disclosing long-term prospects has the board 
considered their stewardship responsibilities, 
previous statements they have made (especially 
in raising capital), the nature of the business and 
its stage of development, and its investment and 
planning periods?

•• Does the viability statement disclose any relevant 
qualifications and assumptions when explaining the 
directors’ reasonable expectation of the viability of 
the company?

•• Is the link between the viability statement and 
principal risks clear to the reader, particularly in 
relation to the scenario analyses?

•• Are the stress and scenario analyses disclosed 
in sufficient detail (and quantification) to provide 
investors with an understanding of the nature and 
potential impact of those scenarios, and the extent 
and likelihood of mitigating activities?

Viability reporting
The Lab has previously reported on concerns that viability 
statement reporting was tending towards boilerplate and 
warned about this trend. 

In 2017 the FRC called for greater application of the two 
stage process of reporting on long term prospects and 
then the board’s statement of viability. This call to action 
was heeded and applied by some companies. The Lab flags 
that, because there is a lack of consistency in applying the 
process, viability statements are not always seen as useful  
to investors, so companies are encouraged to have another 
go at this. 

Mondi Group Integrated report and financial statements 2017

Companies cited by the Lab as examples of reporting where 
companies had enhanced the value of their disclosures were 
Informa, Tyman, Croda International, Burberry, Hastings 
Group Holdings, Nationwide and Superdry.

The FRC highlights that dividends are also a key part of the 
capital allocation decision and of course one that is critical 
to investors’ decision making. This is closely linked to the 
decision making process the directors must apply under 
s172 and will involve balancing the short and long term 
interests of shareholders. When companies come to apply 
the requirements of the new s172(1) statement, applicable 
for periods commencing on or after 1 January 2019, the 
important decision making processes around capital 
allocation in general, and dividends in particular, may  
be one area where companies could include useful detail. 
Clarity of reporting regarding dividends is also an area 
flagged for attention and potential future legislation by the 
Government.

The FRC also reminds companies that the narrative reporting 
and the financial statements must be cohesive and linked 
effectively 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.
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Preparing for the red dawn in cyber regulation

In this article we explore how the business world is moving towards “red team” testing for 
cyber preparedness and resilience to cyber attacks – and what your organisation can and 
should be doing.

TIBER-EU is a new framework from the European Central 
Bank (ECB), as a guide for adoption by national authorities 
and oversight bodies, intended to drive cyber preparedness 
and resilience to systemic cyber attacks, and consequently 
reinforce economic stability of their jurisdiction. Typically, 
what is seen as standard practice in financial and other 
systemically important institutions soon becomes standard 
practice elsewhere.

TIBER stands for Threat Intelligence-Based Ethical Red 
Teaming, essentially a cyber stress test for how robustly 
the firm’s prevention, detection and response capabilities 
perform during a cyber attack against a critical function and 
its supporting people and processes. This framework targets 
the harmonisation of such testing requirements, and follows 
successful schemes targeting top tier financial services 
organisations in the UK (CBEST), the Netherlands (TIBER-NL) 
and Hong Kong (iCAST). It is the result of consultation with 
industry, national authorities and relevant service providers 
for threat intelligence and red teaming. 

The red team test not only practically assesses the feasibility 
of a successful attack, and your ability to prevent, detect 
and respond, but also uses after-the-fact analysis with the 
organisation’s internal security teams. The terminology 
originates from the NATO practice of having friendly troops 
emulate the enemy during wargames for realistic training 
exercises, providing a live, intelligent adversary for combat. 

Threat intelligence is used to create realistic and credible 
cyber attack scenarios against your critical assets. These 
seek to emulate how real-world adversaries might attack 
your critical systems. The red team simulates the scenarios 
using controlled techniques and tactics replicating those 
used by threat actors. They are ethical in that the red team 
is not typically ex-hackers with the potential to do harm, 
but comprises qualified professionals under contract, who 
will act with integrity and discipline, and are experienced 
in simulating a real attack whilst effectively managing the 
associated risks.

The implications
The red team tests must be performed by external 
specialists, with minimal knowledge of internal resources. 
They are carried out against live production systems in 
order to most accurately replicate real-world attacks and 
assess real-life capabilities. This does introduce operational 
risk, however it eradicates any doubt over the relevance of 
deficiencies identified, increasing the assurance provided. 
TIBER-EU provides a standard methodology for delivery and 
defined qualifications for both the individuals and service 
providers. So accredited consultancies will be accustomed to 
operating within, and mitigating such risks accordingly.

Although currently voluntary, if your organisation operates 
a systemically important payment, clearing and settlement 
systems in the euro area, it is likely the ECB will now be 
expecting you to be able demonstrate you take cyber 
resilience seriously by undertaking intelligence-led red 
teaming on a regular basis. 

This framework now marks a clearly defined standard for 
how entities can demonstrate the level of cyber resilience 
expected. This is in combination with additional ECB cyber 
security requirements such as breach reporting, and a 
focus on cyber risk management. We believe this signifies 
a new era of transparency of board attention to cyber 
resilience. Regulators can more readily assess an individual 
firm’s relative investment, and level of proactivity, in the 
remediation of deficiencies identified. 

This arises from an ability to provide effective challenge 
to cyber security management, which in turn requires 
understanding of key cyber risk issues, cyber threats, and 
how to deal with them appropriately. This requires significant 
expertise, typically not found in the boardroom.

We are already seeing that where entities are found to 
be non-compliant, deficient or otherwise under-invested 
in cyber resilience, they can expect to see enhanced 
supervision or enforcement actions (such as external reviews 
or significant financial sanctions). 

All of this means no more excuses, if you are an entity 
the competent authority considers to be responsible for 
safeguarding critical functions. The ability to withstand cyber 
attacks, with the potential to impact the local and wider 
economies, is now considered a crucial capability.
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How should you prepare?
This approach of undertaking practical assessments to 
obtain empirical evidence that evidences your organisation’s 
cyber capabilities is being widely adopted by supervisors 
and oversight bodies across other sectors of nationally 
critical importance. In the UK, we have seen the original 
CBEST scheme be successful at raising the profile of cyber 
risk at the board. Regulators have taken the same approach 
in the telecommunications (TBEST), Nuclear (NBEST) and 
Government (GBEST) sectors, with many more set to follow. 
Coupled with the spread throughout Europe and the rest 
of the globe, it appears that regulators believe this to be 
an effective way of knowing exactly how resilient their 
constituents are to a cyber attack. 

With this focus on resilience in mind, we suggest 
ask yourselves the following:
1.	 Do you have an independent view of realistic cyber 

threats to your organisation? 
2.	 Do you know how effectively your security systems 

and processes would perform under such attacks?
3.	 Have you recently tested this in a robust way and 

learnt the lessons from doing so?

Finally, embrace the spirit of these exercises, and use them 
to get an honest assessment of your firm’s cyber security.  
Do this by getting credible threat intelligence to define 
realistic cyber attack scenarios, seeing how well your 
defences cope in a practical test (also an effective way to 
challenge operational teams), and cutting through the noise 
around internal cyber posture. After all, it’s better to be 
found wanting during a rehearsal, than in front of the world’s 
press in a real-life crisis situation

Preparing for the red dawn in cyber regulation – 
aide memoire
1.	 Do you have an independent view of realistic cyber 

threats to your organisation? 
2.	 Do you know how effectively your security systems 

and processes would perform under real world 
cyber attacks?

3.	 Have you recently tested this in a robust way and 
learnt the lessons from doing so?

Contacts – Cyber 
Deloitte’s Attack team helps our clients to challenge 
their status quo and explore the potential implications 
of a cyber attack, without the real-world business 
consequences. We enable them to proactively learn 
critical lessons and implement vital preventative 
measures. This allows clients to prepare to detect, 
respond and recover from attacks, while minimising 
the potential for escalation to a crisis. It also reinforces 
their ability to withstand the adversarial pressures they 
face continually, while defending our critical national 
infrastructure. 

Stephen Bonner 
020 7303 2164 
stephenbonner@deloitte.co.uk 

Tim Erridge 
020 7303 3872 
terridge@deloitte.co.uk

Steve Bates 
0117 9841091 
stebates@deloitte.co.uk
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Brexit: Assessing the impact on personal data flow

In this article we explore the impact of Brexit on personal data and highlight the importance 
of organisations understanding what personal data is moved between jurisdictions as part 
of everyday activities.

Information flow between an organisation and its suppliers 
is a fundamental part of any business operation. It enables 
daily activities such as managing staff, providing services to 
customers and meeting regulatory requirements. 

In the EU, free flow of personal information is taken for 
granted. For many decades, organisations have been 
building, shaping, growing and expanding their business, 
supported by the freedom to flow personal information 
across Member States. It was not been envisaged that this 
freedom would be disrupted. 

Since the introduction of the 1995 Directive on data 
protection, organisations in the UK have been using EU 
mechanisms to send personal information to locations 
outside the UK, to take advantage of low-cost locations and 
as part of the globalisation of their operations. 

Today, given the Brexit situation, it is time to consider how 
organisations can:

•• Adopt their strategy to flow personal information from the 
UK to locations outside the EU; and 

•• Continue to freely flow personal information between the 
EU and the UK.

Methods of flowing personal information to locations 
outside the EU (including UK post-Brexit) include:*
As a member of the EU, the UK was able to freely flow 
personal information to locations outside the EU using 
mechanisms, such as:

•• EU Model Clauses

•• Binding Corporate Rules (BCR)

•• Privacy Shield

•• Adequacy

These mechanisms do not generally equal the level of 
freedom to flow and share personal information that UK- 
and EU-based businesses have had to date. Most of these 
mechanisms come with additional operational, compliance, 
and financial implications.

Adequacy comes close to providing the current level of 
freedom enjoyed by businesses in the EU. However, it takes 
several years for the European Commission to conclude 
that a location is adequate. Whilst adequacy allows for free 
flow of personal information, it comes with conditions and 
limitations. Maintaining adequacy is an ongoing obligation 
on the UK’s part, and this means ensuring that privacy 
protections and rights of individuals are maintained to a 
standard that is acceptable to the EU Commission. If the 
UK fails to meet this standard, there is a risk that adequacy 
status can be revoked. 

Facilitating personal data flow after Brexit
The UK Government recognises the importance of 
undisrupted flow of data between the EU and the UK post-
Brexit. In May 2018, they put forward an ambitious request 
to the EU to grant the UK an ‘enhanced adequacy status’. 
This would distinguish the UK from other locations where 
the Commission has made adequacy findings. This unique 
status was sought on the basis of the historically close UK-EU 
alignment on privacy and data protection. 

The UK Information Commissioner’s Office (ICO) has been 
the most influential privacy regulator in the EU, and the UK 
Data Protection Act 2018 is almost identical to the General 
Data Protection Regulation (GDPR), thus allowing the UK 
Government to assert that it provides equal or on-par 
protection to EU citizens in the UK. However, this is only half 
of the equation, as obtaining an adequacy status requires 
the European Commission’s acceptance that UK provides an 
equal or on-par protection to EU citizens in the UK. 

Likelihood of an adequacy finding by March 2019
The UK Government and regulators remain quietly optimistic 
about the possibility of an adequacy status for the UK. The 
reality may be somewhat different. This is because EU has 
concerns over the UK’s bulk data collection laws, such as 
the Investigatory Powers Act 2016, and are likely to consider 
them incompatible with the protections offered by GDPR.

The outline of the political declaration on the framework for 
the future relationship between the UK and EU, published on 
14 November 2018, indicates that both parties will commit to 
a high level of personal data protection, with the Commission 
commencing its assessment on the UK’s adequacy, 
‘endeavouring to adopt decisions’ by the end of 2020 (the 
end of the proposed transition period), with the UK also 
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taking steps to ensure comparable facilitation of personal 
data flows to the EU. However, if the UK were to leave the 
EU without a delay, it is unlikely that such a decision will be 
reached by March 2019.

What happens if the UK is not granted an adequacy 
status?
The Commission has published a statement that the UK will 
be deemed a Third Country (non-EU member state) from 
29 March 2019. This means that personal information flow 
between the EU and the UK will need to be conducted on 
some other basis, such as EU Model Clauses, BCR, or other 
permitted grounds. Such arrangements will require careful 
planning and can be costly. In some circumstances, this may 
lead to relocation of data processing activities. 

What about personal information flow from the UK to 
countries outside the EU?
UK business that currently flow personal data to non-EU 
countries (based on the EU framework), will need to consider 
whether they are able to continue on those bases. For 
example, contracts incorporating EU Model Clauses may 
require reviewing and updating, and data transfers on 
the basis of Privacy Shield as well as EU adequacy findings 
may need to be revisited. As the UK leaves the EU, UK 
organisations will have a limited ability to rely on these 
arrangements. 

To date, the UK regulator and the UK Government have not 
offered guidance on the post-Brexit impact of data flows 
from the UK non-EU countries. This leaves organisations of 
all sizes in a difficult predicament. 

What should your organisation do next?
It is vital to understand the impact of Brexit on personal data 
flow and prepare to take the necessary steps to mitigate this 
risk. The degree to which your organisation is impacted will 
depend on whether existing data flow arrangements can be 
maintained. 

Brexit: Assessing the impact on personal data flow 
– aide memoire
1.	 Has your organisation mapped critical personal 

data flows to your entities and suppliers from the 
UK to locations outside the EU?

2.	 Has your organisation considered if existing data 
flow arrangements can be leveraged to continue the 
current data flows?

3.	 Do you know what if any additional steps are 
required to send and receive personal information 
in the UK?

•• EU Model Clauses: Standard data protection 
contractual terms adopted by the Commission.

•• Binding Corporate Rules (BCR): An internal code of 
conduct operating within a multinational group, which 
allows transfers of personal data from the group’s EEA 
entities to non-EEA group entities. 

•• Privacy Shield: A binding legal framework under 
European law which can be used to transfer personal 
data to the US (conditions apply).

•• Adequacy: This is a decision by the Commission that 
the law and how it is applied in that country provide 
sufficient protection for individuals’ rights and freedoms 
for their personal data.

* Glossary of terms

Contacts – Data protection 

Deloitte has been supporting clients to navigate privacy 
changes for over two decades. Our expertise is drawn 
from our team’s experience both within the industry and 
consulting across a range of sectors, around the world. 
We help our clients identify and understand privacy and 
data protection regulatory requirements. We define and 
produce practical, pragmatic and workable solutions 
to ensure compliance and risk management as well as 
support senior leaderships and board directors define 
organisational privacy strategy. 

Peter Gooch
020 7303 0972
pgooch@deloitte.co.uk

Stephen Bonner 
020 7303 2164 
stephenbonner@deloitte.co.uk 

Balavernie Sritharan 
020 7007 8330 
bsritharan@deloitte.co.uk 
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Admiral Sir James Burnell-Nugent, 
formerly Commander-in-Chief Fleet 
of the Royal Navy, now advises 
organisations on leadership. He is 
also chair, non-executive director 
and adviser to a range of small 
and large organisations including 
QinetiQ , Evercore and Risk 
Intelligence.

The board: Making a positive difference when an 
organisation is in crisis

The board is responsible for assuring business viability. A crisis calls that 
into question. Andrew Griffin, a partner in our Crisis and Resilience practice, 
spoke with Admiral Sir James Burnell-Nugent, formerly Commander-in-Chief 
Fleet of the Royal Navy and now a non-executive director.

Q: Sir James, what is your view of the role of the board and of individual  
non-executive directors in crisis management? 
The role of a board in peacetime is well understood – to oversee, assure and 
challenge the executive team. A board must scrutinise a wide dashboard of vital 
signs: market demand, innovation, regulation, leadership, sustainability, ethics and 
risk. Implicit is the ability of an organisation to withstand a crisis. But the role of 
the board in a crisis can be ambiguous. 

The Companies Act 2006 identifies the board’s “duty to promote the success 
of the company”. This isn’t just the success of a recent product launch, or even 
shareholder return. Success in this context is longer term – it’s about being a viable 
business in the future – with the capacity to respond to opportunities and risks. 

Crisis management should be an active concern for every board, whose ultimate 
responsibility is to state its confidence in the executive level. 

In addition to this mandate, the personal reputation exposure of board members 
is growing. Legal action and pressure from shareholders to remove board 
members, if they are deemed to have neglected a core or fiduciary duty, is on the 
rise.

Q: In Deloitte’s Crisis and Resilience practice, we think of the way crises evolve as having a “lifecycle”, with 
organisations going through the different phases of understanding the business and its risk landscape, which you 
mentioned earlier, the prevention and preparedness stage, then once a crisis is underway, the response stage and 
finally, recovery.

Clearly, non-executive board members will have a role in each of these stages. 
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Perhaps we could start by discussing your views of the 
role of the non-executive director in crisis prevention?
In my experience, the critical factor is the board’s remit 
to look at difficult issues and risks and to challenge the 
executive on how they are being managed, with the goal to 
prevent a crisis. 

Almost all potential crises have happened before in some 
way or another, whether to the organisation itself or a peer. 
Identifying them and putting mitigation strategies in place, is 
a must, and should have the close attention of the board. 

Boards can also ask the executive if they have spent time 
assessing crises suffered by their peers and if they have 
considered their potential exposure to the same issues.

Q: We see plenty of articles in the press about the impact 
of crises, such as cyber attacks. How can non-executive 
directors help companies be better prepared for crises? 
Crisis management is about being ready for anything. Crisis 
management plans should set out the structure, objectives, 
teams and information flows. At board-level there must be 
clarity on who will lead, how decisions will be made, who 
will talk to media and investors, and who will address the 
concerns of suppliers, customers and regulators. 

Plans should be rehearsed, tested and improved to ensure 
they will survive a crisis. Most organisations do test on a 
regular basis. In my opinion, too few boards are involved, 
or ask questions about these exercises, feeling this is an 
executive function. 

Q: After an organisation has started to suffer the effects 
of a crisis, how should non-executive directors be 
involved in the response? 
That careers can be made and broken under the pressure 
of a crisis is played out regularly on our TVs and in our 
newsfeeds: getting it right is a shared goal. The role of the 
board is crucial when the crisis has at its heart criticism of 
the performance of the executive. In corporate scandal 
crises, for example, the board is particularly likely to be 
needed.

In other circumstances, the board should encourage the 
executive team to get out early and address an escalating 
issue, however it should not be active in ‘putting the fire 
out’. Of course there may be some specialist expertise 
that a particular board member can bring to bear, but as a 
general rule, the board can better meet its responsibility by 
keeping a strategic focus and not having a tactical role in the 
management of a crisis. 

In supporting the executive, the board can keep focus on 

what is right, and in the longer term interest of the company, 
shareholders, other stakeholders and the wider public. This 
may be as important as determining whether there is still 
confidence in the executive team to discharge its duty.

Leading a crisis response can be a lonely place. The need for 
a sounding board and honest point of view is where the chair 
and board can add value also. This team can stand back, 
offer a considered point of view, spot stakeholders who are 
not being kept in the picture, or see an ethical dimension 
that might otherwise be missed. In an intensely busy period, 
make sure there is time for short, quality debriefs to happen. 

Q: And finally, is there a role for non-executives in the 
recovery phase?
Once a crisis has passed, the executive needs to return to a 
‘new normal’. A crisis is often hard to look back on with depth 
and scrutiny because of the personal and organisational 
difficulties that are inextricably wound up in it. 

In this aftermath, the board can play an important role. With 
the independence that it has, it is well placed to carry out a 
review of the crisis, how it was managed and how it can be 
prevented or managed better.

Contacts – Crisis and Resilience 

Deloitte Crisis and Resilience helps our clients not 
just through the good times, but also in the toughest 
moments of crisis, providing clients with the clarity and 
confidence for when it really matters. Our specialists can 
help you identify, assess, prevent, prepare, respond and 
recover from crises. Many of our clients have emerged 
from great challenges even stronger than before. 

Andrew Griffin 
020 7007 5344 
ajgriffin@deloitte.co.uk 

Admiral Sir James Burnell-Nugent 
jburnellnugent@deloitte.co.uk 
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Remuneration 
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Executive pay – in the spotlight

In this article we look at the 2018 AGM season and remuneration trends, recent Corporate 
Governance reforms in executive pay, and areas of focus for remuneration committees in 
the coming year. 

It has been over a year since the Government announced its 
intention to implement a package of corporate governance 
reforms including a number of proposals around executive 
pay, and we have now seen details of how these will be 
effected. The 2018 AGM season has shown that executive 
remuneration remains very much in the spotlight, and in an 
uncertain political climate, it is certainly an area where there 
appears to be cross-party consensus.

In addition to a requirement to publish CEO to employee 
pay ratios, the new UK Corporate Governance Code1 
includes a number of changes which are set to expand the 
remuneration committee agenda in the coming year. These 
include a widened remit around workforce remuneration, 
as well as a greater focus on how judgment is used to 
ensure that pay outcomes are justified and supported by 
performance.

2018 AGM season
Following a quieter AGM season in the FTSE 100 last year, in 
2018 we saw a much more challenging voting environment 
in particular for the top 30 companies. 15% of FTSE 100 
companies received ‘low votes’ (less than 80% in favour) on 
remuneration, compared to 8% las year, reflecting a tougher 
stance taken from proxy agencies, as well as a focus on 
companies receiving low votes in previous years.

A similar picture emerged in the FTSE 250 as investors and 
proxy agencies continued to demonstrate that they now 
expect the same standard of engagement and disclosure 
as in larger FTSE 100 companies. Despite a slight fall in the 
median CEO ‘single figure’ total pay compared to last year, 
around 10% of FTSE 250 companies received ‘low votes’ 
on the remuneration report, and three companies lost a 
shareholder vote on remuneration (annual remuneration 
report or policy), compared to just one the previous year. 
Around one-half of FTSE 250 companies receiving low votes 
did so for a second consecutive year, and the Investment 
Association has indicated that it is looking to develop 
proposals to address the issue of ‘repeat offenders’. 

Notwithstanding this, overall levels of shareholder support 
remained high, with a median vote of circa 96% in favour of 
annual remuneration reports, and this high level of support 
is often overlooked by commentators.

Key issues raised
In terms of key issues raised, these included specific 
high-profile cases involving exceptionally high pay-outs 
under one-off incentive plans. We also saw a number of 
low votes relating to pay arrangements for new hires, in 
particular where fixed pay and/or incentive opportunities 
were set at a level higher than the predecessor. In more 
recent months, we have seen shareholders oppose 
the provision of any compensation in lieu of reduced 
pensions – in particular, where there is an increase in 
salary alongside a reduced pension provision for a new 
hire. With a relatively high level of recruitment activity in 
the listed market, this is likely to remain an area of focus 
for investors.

We also saw investors take a tough stance on where 
there is a lack of clarity around how bonus arrangements 
operate. These issues are often exacerbated by targets 
which are not considered to be sufficiently stretching, or 
where overall awards are excessive or misaligned with 
the shareholder experience.

Remuneration trends?
Executive alignment and long-term features
In terms of remuneration trends, a key theme continued 
to be long-term accountability and executive alignment, 
in particular in the FTSE 250. Executive directors will now 
receive no shares until at least five years from the initial 
award in 74% of FTSE 250 long-term incentive plans, 
compared to just 29% of plans two years ago, when the 
typical time horizon was three years. This practice is now 
aligned with the FTSE 100 market, and is a trend that 
we expect to move further with the introduction of new 
requirements under the UK Corporate Governance Code.

1.	 To apply to all companies with a premium listing in the UK, in respect of 
accounting periods beginning on or after 1 January 2019.
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Innovation – end of ‘one size fits all’?
Despite the continued prevalence of a ‘one size fits all’ 
approach, we have seen early signs that shareholders can 
be supportive of more innovative incentive arrangements, 
when tailored in the right way and supported by a business 
rationale. Two FTSE 250 companies received the support of 
their shareholders in adopting restricted share plans. The 
new UK Corporate Governance Code Guidance on Board 
Effectiveness states that ‘remuneration committees are 
encouraged to be innovative and to work with shareholders 
to simplify the structure of the remuneration policy’. 

While we do not expect to see a significant shift in incentive 
market practice in the near term, companies may now have 
greater scope to engage with shareholders on how incentives 
can better support the diverse nature of businesses, 
provided there is coherence with the strategy and protection 
against rewards for failure.

Reduced executive pensions 
Nearly one-quarter of FTSE 100 companies reduced 
executive pension provisions in the last year, primarily 
for new hires, and we saw an emergence of this trend in 
the FTSE 250. The new Code requires that ‘the pension 
contribution rates for executive directors, or payments in 
lieu, should be aligned with those available to the workforce’, 
and we expect to see further reductions made in the coming 
year. Investor views and expectations in this area continue 
to evolve, and companies should focus on implementation 
in their specific circumstances, in order to avoid any 
unintended consequences.

The coming year – areas of focus
Widening the remit of the remuneration committee
The new UK Corporate Governance Code will expand 
the remit of the remuneration committee, with a view to 
ensuring that executive pay decisions are made through a 
broader lens, and outcomes are clearly explained to wider 
stakeholders. During the year we have seen that politicians, 
investors and the public expect remuneration committees to 
understand their workforce – how it is comprised, rewarded, 
and incentivised. 

Remuneration committees will now be looking at how best 
to adapt to an expanded remit in reviewing workforce 
remuneration and policies, as well as how they can 
effectively engage with employees on executive pay.

Pay ratios
While a relatively small number of companies published 
a CEO to employee pay ratio in 2018, we expect to see a 
significant number of companies voluntarily ‘go early’ in 
publishing their pay ratios in the coming year, now that the 
final methodology has been published. This is in line with 
guidance from the Investment Association in this area. 

Judgment and discretion
In 2018 we saw an increasing number of remuneration 
committees exercising discretion to reduce formulaic 
outcomes, typically to take account of specific corporate 
events or poor underlying performance. Around one in six 
FTSE 100 remuneration committees reduced formulaic out-
turns under incentive plans in 2018, and we expect this to 
increase with changes to the Code. 

Exercising discretion when determining incentive payouts 
can be fraught with difficulty, and using a methodical 
approach or framework to assess whether the formulaic 
outcome is fair is vital in order to reach a position which 
is robust from the perspective of both executives and 
shareholders. Now more than ever, executive pay must stand 
up to external scrutiny and, in particular, not be excessive 
where performance does not justify it.

Executive pay in the spotlight – aide memoire
1.	 Are you at risk of challenge in relation to the current 

investor hot topics, e.g. high pay-outs under one-off 
incentive plans or new hire packages coming in at a 
level higher than the predecessor?

2.	 Are you taking the opportunity to engage with 
shareholders on more innovative incentive 
arrangements?

3.	 Has there been a review of your executive pension 
arrangements in relation to the changes to the UK 
Corporate Governance Code and evolving investor 
guidance?

4.	 Is there a plan in place to address the other key 
remuneration changes in the Code for periods 
commencing on or after 1 January 2019, e.g. 
widening the remit of the Remuneration Committee 
and the ability to use judgment and discretion?

Contacts – Executive compensation 
Deloitte’s executive remuneration practice helps clients 
develop executive remuneration strategies in line 
with corporate objectives and advises remuneration 
committees on the corporate governance and regulatory 
framework that applies to executive remuneration in the 
UK.  

Stephen Cahill 
020 7303 8801 
scahill@deloitte.co.uk
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Year-end reporting & assurance
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The Non-Financial Information Statement – 
clarifying the requirements

In this article we set out a reminder of the requirements of the Non-Financial Reporting 
Regulations and also set the record straight on the need for there to be a separate Non-
Financial Information Statement within the Strategic Report.

It is fair to say that the implementation of the Non-Financial 
Reporting Regulations (NFRR) in the UK (mandatory for 
companies within scope (see below) for periods commencing 
on or after 1 January 2017) has caused some confusion 
around the exact nature and content of the disclosure. 

Initially the FRC had stated that the disclosures required 
by the NFRR did not have to be either a discrete element 
within the strategic report or a separate statement. 
Instead, companies were encouraged to consider how this 
information relates to other information in the strategic 
report and to weave it together.

This view was revised in July 2018 when the FRC issued an 
update to its Strategic Report Guidance which clarified the 
position and confirmed 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.

So now that we have a clear position from the FRC, for the 
2018/19 annual reports within scope (see below), preparers 
should ensure that they are meeting this requirement. 
For the avoidance of doubt, the non-financial information 
statement should contain the following information or 
include cross-references to where such information can be 
found in the main body of the strategic report:

•• the entity’s business model;

•• information, to the extent necessary for an understanding 
of the entity’s development, performance and position and 
impact of its activity, relating to: 

–– environmental matters, 

–– employees, 

–– social matters, 

–– respect for human rights and 

–– anti-corruption and anti-bribery matters;

•• a description of the policies pursued in relation to these 
matters and any due diligence process implemented in 
pursuance of those policies;

•• a description of the outcome of the policies;

•• if the entity does not pursue policies in relation to one or 
more of the matters, a clear and reasoned explanation for 
the entity’s not doing so;

•• a description of the principal risks arising in relation to the 
matters, arising in connection with the entity’s operations, 
and where relevant and proportionate – a description of 
its business relationships, products and services which are 
likely to cause adverse impacts in those areas of risk, and a 
description of how it manages the principal risks;

•• a description of the non-financial key performance 
indicators relevant to the entity’s business; and

•• where appropriate, references to, and additional 
explanations of, amounts included in the entity’s annual 
accounts.

A reminder on the scope of the NFRR

The NFRR scopes in all public interest entities (PIEs) that have 
over 500 employees, on average, in the financial year. Where 
a company is a parent company at any time in the financial 
year, a non-financial information statement is required 
where the aggregate number of employees for the group 
headed by that company was more than 500, on average, in 
the financial year.

A PIE is defined as:

•• a traded company (which means a company any of whose 
transferable securities 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.

This means that the scope of the Regulations is both 
narrower than all quoted companies (for example, because 
smaller quoted companies are excluded) and wider (in 
that large unquoted banking and insurance companies are 
included).
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The FRC Guidance states that entities are encouraged to meet the requirements of the non-financial information statement 
through a title and a series of cross-references, so as to maintain the coherence of the strategic report. Entities are 
discouraged from replicating information located elsewhere in the strategic report in the non-financial information statement. 
An example of such an approach was seen in the 2017 Lloyds Banking Group Annual Report and Accounts:

The Non-Financial Information Statement – aide memoire
1.	 Are all the elements of the Non-Financial Information Statement covered in your Strategic Report, including due 

diligence activities on key policies and the outcomes of those policies?
2.	 Is there a clear statement, or a plan to include a clear statement, which sets out (through cross-referencing) where all 

the elements of the Non-Financial Information Statement can be found in the Strategic Report?
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Key messages from the FRC’s Corporate Reporting 
Review Team

In this article we highlight the key themes from the FRC’s Annual Review of Corporate 
Reporting and annual letter to finance directors and audit committee chairs for 2018/19 
annual reports.

New accounting standards
The first area covered by the FRC, separated from other 
financial statement disclosure matters, is the importance 
of disclosing the impact of the two new accounting 
standards on the financial statements in this first year of full 
implementation.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 specifies how and when an IFRS reporter will 
recognise revenue as well as requiring such entities to 
provide users of financial statements with more informative, 
relevant disclosures. With a focus on identification of 
performance obligations, there is new guidance on whether 
revenue should be recognised at a point in time or over time, 
which replaces the previous distinction between goods and 
services. 

Companies are encouraged to invest sufficient time during 
their year-end preparation to ensure that: 

•• Explanations of the impact of transition are comprehensive 
and linked to other relevant information in the annual 
report and accounts.

•• Changes to revenue policies are clearly described and 
explained, reflecting company specific information – as are 
any associated management judgements.

•• Performance obligations, a new concept introduced by IFRS 
15, are identified and explained, with a focus on how they 
have been determined and the timing of delivery to the 
customer.

•• The impact of the standard on the balance sheet is also 
addressed, including accounting policies for contract assets 
and liabilities.

IFRS 9 Financial Instruments

IFRS 9 includes requirements for recognition and 
measurement, impairment, derecognition and general 
hedge accounting. The main impact here will be on financial 
reporting by banks but for other companies it is also 
important that they:

•• Have updated their hedging documentation and assessed 
the effectiveness of existing hedges on application of the 
new requirements.

•• Explain and, where possible, quantify material differences 
between IAS 39 and IFRS 9, including key assumptions 
adopted on implementation.

•• Remember that the scope of the impairment requirements 
has been extended to include, for example, IFRS 15 
contract assets, lease receivables, and will also apply to 
loans to subsidiaries and other undertakings in individual 
parent company accounts.

•• Take particular care when considering the application of 
the standard to embedded derivatives and the different 
treatment required where the host contract is a financial 
asset compared to where it is a financial liability.

•• Reconsider the accounting for previous debt modifications, 
such as refinancing, that did not result in derecognition.

•• Reflect the additional disclosure requirements of IFRS 7.

•• If relevant, explain why the impact is not material, 
particularly where significant financial instruments are 
recognised in the accounts.
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IFRS 16 Leases

IFRS 16 sets out a comprehensive model for the identification 
of lease arrangements and their treatment in the financial 
statements of both lessees and lessors. IFRS 16 applies a 
control model for the identification of leases, distinguishing 
between leases and service contracts on the basis of 
whether there is an identified asset controlled by the 
customer. As the standard is mandatory for periods 
beginning on or after 1 January 2019, in their December  
2018 annual reports companies are expected to: 

•• Provide meaningful information about the application 
of the standard with a focus on their specific facts and 
circumstances.

•• Disclose qualitative and quantitative information, 
identifying any lease portfolios that are significantly 
impacted by the new requirements.

•• Explain the specific judgements and policy changes 
prompted by the new model and provided detail about the 
structure of their implementation projects.

•• Identify the exemptions that companies intend to apply.

Other topical areas of reporting for attention

Area of focus Description

Critical 
judgements 

and estimates

•• A clear distinction needs to be made 
between judgements and estimates 
as different disclosure requirements 
apply.

•• Clear disclosure of the sensitivity of 
carrying amounts to the assumptions 
and estimates underlying a 
measurement calculation, or, if more 
meaningful, disclosure of the range of 
reasonably possible outcomes within 
the next year in respect of the carrying 
amounts of the relevant assets and 
liabilities.

•• Identification of any voluntary 
additional disclosures provided in 
respect of estimation uncertainty, 
for example, where the impact of any 
possible material change in estimate 
is not anticipated to have effect until 
a period outside the twelve-month 
window required by the standard. 

Area of focus Description

Risks 
associated 
with Brexit

•• Provide disclosure which distinguishes 
the specific and direct challenges to the 
business model and operations from 
the broader economic uncertainties 
which may still attach to the UK’s 
position at the time you report.

•• Particular threats should be clearly 
identified and management should 
describe any actions they are taking, 
or have taken, to manage the potential 
impact (this may include recognising 
or re-measuring certain items in the 
balance sheet).

•• Consider and explain a wider range of 
reasonably possible outcomes when 
performing sensitivity analysis on their 
cash flow projections.

•• Decide whether Brexit uncertainties 
impact your statements on viability and 
even your ability to continue as a going 
concern.

•• Incorporate a comprehensive post 
balance sheet events review in the 
year-end reporting plan, in order 
to identify both adjusting and non-
adjusting events and to make the 
necessary disclosures.

Complex 
supplier 

arrangements

•• The strategic report and the disclosures 
of financial instruments should 
describe the nature and amount of any 
material funding arrangement and the 
impact that it has on the company’s 
liquidity.

Risk and 
viability 

reporting

•• Provide a clear description of how the 
company has assessed its prospects 
and viability.

•• Apply a two-stage process to the 
viability statement: first, assessing 
the future prospects of the company; 
and, second, stating whether directors 
have a reasonable expectation that 
the company will be able to continue 
to operate and meet its liabilities as 
they fall due (potentially over a shorter 
period).
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Area of focus Description

Alternative 
performance 

measures

•• All companies that report alternative 
performance measures should apply 
the Guidelines produced by ESMA, i.e.:

–– definitions for all APMs used;

–– good explanations for their use;

–– reconciliations to IFRS amounts 
appearing in the financial statements;

–– no greater prominence for APMs than 
measures directly stemming from the 
financial statements; and

–– explanations for changes in APMs to 
be provided, which may include how 
they are defined or calculated.

Non-Financial 
Information 
Statement 
– required 
by the EU 

Non-Financial 
Reporting 
Directive

•• The Strategic Report should include a 
Non-Financial information Statement 
covering information (or references 
to where that information is disclosed 
in the strategic report) relating to 
environmental matters, employees, 
social matters, respect for human 
rights and anti-corruption and anti-
bribery matters.

•• For companies within the scope of the 
new requirements, disclosures should 
focus on the impact of its activities in 
respect of these matters, the policies 
it has in place, any due diligence 
processes introduced through which it 
assesses and tracks their effectiveness 
and the related outcomes.

Key messages from the FRC’s Corporate Reporting 
Review Team – aide memoire
1.	 Are the FRC areas of focus for the 2018/19 reporting 

season clearly on the agenda for consideration by 
the audit committee?

2.	 Is the audit committee satisfied that the control 
environment for compliance with financial reporting 
requirements is robust and fit for purpose?
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Articulating the board’s monitoring and 
assessment of corporate culture

In this article we consider how boards should be preparing to implement the new UK 
Corporate Governance Code provision requiring them to monitor and assess corporate 
culture.

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 in July 2016. The emphasis is on 
the importance of board focus on this topic in order to hold 
management to account. This has been further reinforced 
by the new provision in the 2018 UK Corporate Governance 
Code (applicable for periods commencing on or after  
1 January 2019) calling for boards to “assess and monitor 
culture” and “where it is not satisfied that policy, practices 
or behaviour throughout the business are aligned with the 
company’s purpose, values and strategy, it should seek 
assurance that management has taken corrective action”.

In our recent Annual Report Insights Survey, we found 
that as well as an encouraging 86% of companies discussing 
culture or values in their strategic report, 74% discussed 
board activities around culture in their corporate governance 
statements.

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. Almost a 
quarter of companies surveyed included some detail on the 
tools and techniques the board uses to monitor culture with 
8% disclosing 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.

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 
to this plan is the Global Employee Culture 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.

Croda International Plc provided 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.
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The FRC’s Guidance on Board Effectiveness makes it clear 
that the focus on culture needs to be continuous. Periodic 
reflection on whether the culture continues to be relevant 
in a changing environment can help the company adapt 
its culture to ensure it continues to support the company’s 
success. 

Monitoring culture involves regular analysis and 
interpretation of evidence and information gathered from a 
range of sources. Drawing insight from multiple quantitative 
and qualitative sources helps guard against forming views 
based on incomplete or limited information.

Articulating the board’s monitoring and assessment of 
corporate culture – aide memoire
1.	 How can we use technology to analyse, interpret and 

present information?
2.	 Do we need to invest in human resources or internal 

audit, develop skills and capabilities or encourage the use 
of multi-disciplinary teams?

3.	 Does internal audit have the degree of independence 
needed and a clear mandate to look at culture?

4.	 Is management using root cause analysis where cultural 
issues are found, examining not just what went wrong but 
why?

There is a particular focus on risk culture within prudential regulation and to help firms meet this challenge, Deloitte has 
developed Culture Conscious, an automated culture database that enables rapid client driven risk culture survey assessments 
with customised dashboard reporting, including benchmarking. It has been developed using our extensive industry experience 
and subject matter expertise. It includes human capital and risk management perspectives to give a ‘richer’ approach for 
assessing an organisation’s culture and risk intelligence of its people. For further information please contact Stephen Gould, 
stgould@deloitte.co.uk or 020 7303 6409

How the front half is compiled
The table below highlights some of the main sections of the front half of an annual report and the types of information 
normally presented, along with who typically has responsibility within an organisation for compiling the information:

Anglo American plc included an illustrative case study on values and culture, a technique to communicate culture that has 
been recommended by the FRC.
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Do you get enough assurance over the front half 
of your annual report?

In this article we challenge whether boards have sufficient understanding of how 
information provided by the company in the front half has been compiled and whether it 
meets today’s complex regulatory reporting requirements.

Today even just the front half of a premium listed UK 
company annual report can exceed 100 pages. It has to 
address extensive regulatory reporting requirements and 
deliver important messages about the long term strategy 
as well as its performance and financial position of the 
business. Of course recently there has been much focus on 
an assessment of its future prospects in disclosures such as 
the viability statement. 

However, although this may be addressed by reforms  
arising from the various reviews currently underway, the 
auditor continues to have a very limited remit in respect  
of information contained in the front half. 

The auditor’s main responsibility is to read the statements 
made by the directors in the annual report and consider 
whether anything they read is ‘materially inconsistent’ with 
financial statement disclosures or knowledge gained during 
the audit process. Judgement clearly has to apply here and  
it is not visible to readers of the audit report what that might 
be. As a result, the auditor provides very little meaningful 
assurance on the information contained in the front half.  
It is the directors who are responsible for the full annual 
report, including any ‘other information’ accompanying the 
financial statements.

Many stakeholders have observed that the ‘audit expectation 
gap’ between what stakeholders believe an audit covers 
and what it actually covers is widening. The FRC highlighted 
this in its Developments in Audit 2018 publication as did the 
Competition and Markets Authority’s Invitation to Comment 
on the audit market.

For directors, it is therefore important to understand clearly 
how information provided by the company in the front half 
has been compiled and whether it meets the necessary 
regulatory reporting requirements. Directors also need to 
determine whether they are happy the statements they are 
making can be fully supported – now more than ever this 
has importance given the ongoing media and public scrutiny 
faced by large companies.

This article focuses on key considerations for company 
directors in assessing:

•• How the front half is compiled.

•• Establishing the key information that different stakeholders 
focus on.

•• What levels of assurance are currently obtained around 
information disclosed in the front half.

•• What additional assurance you might seek to obtain.

From 2019, there will be further reporting requirements 
relating to company purpose, societal impact, and 
engagement with stakeholders other than shareholders, with 
companies encouraged to disclose early.

The Financial Reporting Council, in its October 2018 open 
letter to Audit Committee Chairs and Finance Directors, 
highlighted that they had identified an increase in the 
number of basic errors in the reports and accounts reviewed. 
They noted that the control environment around the report 
and accounts needs to be sufficiently robust to ensure the 
reporting remains free of basic errors which can detract from 
both the integrity of the company’s report and accounts and 
trust in management.

Analysis shows that the wide variety of key corporate 
information presented in the front half is often managed 
by different functions, drawing on information from a 
multitude of sources. A strong internal governance process 
with appropriate levels of checks and balances, and perhaps 
some form of assurance over critical areas, is important to 
prevent errors and inconsistencies from creeping in. 
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Area Information presented Function responsible

At a glance section
KPIs; and summary operational and 
financial results

Investor relations / Finance

Chairman/CEO statements
Operational analysis; KPIs; APMs; and 
financial highlights

Investor relations

Business model
Strategic priorities; operational 
statistics; and financial data

Investor relations / Strategy / FP&A

Key performance indicators Financial and operational measures Investor relations / Finance

CFO review KPIs; APMs; and financial analysis Finance

Divisional summaries
Strategic priorities; operational 
statistics; and financial data

Investor relations / Finance

Sustainability/corporate social 
responsibility (CSR)

Focus areas; strategic priorities; 
diversity statistics; policies; carbon 
emissions; pay ratios; and charitable 
activities

CSR team / Investor relations

Non-financial reporting information 

Policy, due diligence and outcomes for: 
environmental matters; employees; 
social and community; human rights; 
anti-bribery and corruption

CSR team / Investor relations / General 
Counsel / Company Secretariat / Human 
Resources

Principal risks and uncertainties Key risks and mitigating actions Head of risk / General Counsel / Finance

Corporate governance statement 
(including committee reports)

Financial and other operational data Company Secretariat

Remuneration report Key remuneration data; KPIs and APMs
Company Secretariat / Human 
Resources / Finance

How the front half is compiled
The table below highlights some of the main sections of the front half of an annual report and the types of information 
normally presented, along with who typically has responsibility within an organisation for compiling the information:
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Establishing the key information that different 
stakeholders focus on
Directors of a listed company have a good understanding 
of the information their institutional investors and analysts 
focus on to analyse financial performance and position, 
including key performance indicators. 

With increased focus on large companies from different 
stakeholder groups, we believe it is worth performing a 
structured exercise to refresh your views on which aspects 
of your front half might attract the most attention. This 
might include those disclosures most likely to get public 
scrutiny, such as directors’ remuneration, corporate social 
responsibility matters and the viability statement.

We recommend a five step process: 

1.	 identify all current stakeholders for your business (a 
“stakeholder map”);

2.	 determine what information in the annual report they 
might focus on;

3.	 assess the importance of that information to the various 
stakeholders;

4.	 consider ‘what could go wrong’ if that information was 
incorrect or misleading; and

5.	 rank that information using a ‘tiering’ system.

This exercise will provide the core information to assist in 
determining both whether current systems and processes  
in place are appropriate for the compilation of the necessary 
information for the annual report, and also whether you 
have the right oversight and challenge, or independent 
assurance on that information, or where you might want to 
see things done differently.

As stated above, it is worth remembering that the majority 
of the other information in the front half is only considered 
by the auditor in the context of knowledge already obtained 
through their audit and whether the information presented 
is materially consistent with that knowledge. The auditor’s 
responsibilities generally do not constitute an assurance 
engagement on other information or impose an obligation 
on the auditor to obtain assurance about the other 
information.

A reminder of the scope of the auditor’s 
responsibilities regarding other information 
presented with the financial statements
Some of the auditor’s key responsibilities in this area 
include:

•• Read the other information and in doing so:

a.	 Consider whether there is a material 
inconsistency between the other information and 
the financial statements; and

b.	 Consider whether there is a material 
inconsistency between the other information and 
the auditor’s knowledge obtained in the audit.

•• Consider whether, based on the work undertaken in 
the course of the audit, the information given in the 
directors’ report and strategic report appears to be 
materially misstated in the context of the auditors’ 
understanding of the applicable legal and regulatory 
requirements.

For companies applying the UK Corporate Governance 
Code:

•• Report by exception on matters including the 
directors’ statements relating to whether the annual 
report and accounts taken as a whole is fair balanced 
and understandable, the section describing the work 
of the audit committee, compliance with certain 
provisions of the Listing Rules and the Listing Rule 
requirement relating to going concern and long-term 
viability.

•• Comment if the auditor has anything material to add 
or draw attention to in respect of principal risks and 
uncertainties, and the viability statement. 
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What levels of assurance are currently obtained around information disclosed in the front half?
Companies should of course follow a robust process for the compilation of information in the front half of the annual report 
and produce a clear audit trail or “verification file”. 

Directors can obtain assurance about information in the front half from a variety of sources:

•• Assessing the internal control processes governing the compilation of the information.

•• Testing of those internal control processes by internal audit.

•• Third party specialists preparing information in discrete areas, such as carbon emissions.

•• Additional work performed by the external auditor within the current audit framework.

•• Additional assurance provided under separate engagement by your auditor or other third party, either directed to the 
process and control environment or perhaps direct testing of the information presented.

A simple matrix illustrates this neatly:

Assurance effort may be insufficient 
relative to reliance

Balance between reliance and 
assurance effort

Balance between reliance and 
assurance effort

Assurance level may exceed level of 
reliance

Order book value
Revenue

EPS

Operating 
profit

No. customers

Annual tax contribution

Employee 
engagement

Carbon emissions

Denotes no 
assurance obtained 
through the 
external audit

Management control Internal audit External assurance/report

Le
ve

l o
f r

el
ia

nc
e

Denotes assurance 
obtained through 
the external audit

Diversity
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What additional assurance you might seek to obtain
Once you have assessed both the importance of the 
information and the level of assurance you currently obtain, 
you can think about what else you might want to do. This 
might also be influenced by where you think future reliance 
may be placed – for example, sustainability metrics are 
becoming increasingly important as more ESG funds rely on 
these metrics.

Additional internal assurance

One way of providing assurance to the directors over 
information in the front half could be to work with your 
internal audit department to develop an assurance 
framework that could be applied to some of the key controls 
surrounding the preparation of the underlying information. 
Internal Audit could then perform work in those areas on 
a recurring basis to provide assurance the controls are 
operating effectively.

Additional independent external assurance

Generally, the types of additional engagements we 
see performed on other information in the front half 
are performed under ISAE 3000, which is a framework 
developed by the International Federation of Accountants 
(IFAC) to provide assurance over non-financial information. 
The most common area this is currently applied is around 
key non-financial metrics such as carbon footprint and other 
aspects of sustainability reporting.

However, ISAE 3000 can generally be tailored to most other 
types of non-financial information and the processes in place 
to arrive at this information, in order to provide separate 
assurance to the company and its directors.

Front half assurance – aide memoire
1.	 Are you clear on how the front half of the annual 

report is compiled?
2.	 Has an exercise been undertaken to establish the 

key information that different stakeholders focus 
on?

3.	 What levels of assurance are currently obtained 
around information disclosed in the front half?

4.	 What additional assurance would you like to obtain 
and over which parts of the front half?

Contacts  

If you would like further information to support your 
thinking in this area please contact: 

Stephen Craig 
020 7007 0890 
stecraig@deloitte.co.uk 

Tom Murray 
0118 322 2177 
tmurray@deloitte.co.uk
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The role of the audit committee in audit quality

In this article we examine the questions audit committees should be asking of their auditors 
AND management to drive delivery of consistent, high-quality audit. 

One of the FRC’s 2018/21 strategic objectives is to promote justifiable confidence in UK audit. This is because high quality audit 
promotes transparency and integrity and provides investors and other stakeholders with a significant level of assurance that 
financial statements give a true and fair view and provide a reliable and trustworthy basis for taking investment decisions.

There continues to be much debate about whether what audit is currently designed to do is sufficiently responsive to the 
needs and expectations of stakeholders. With this in mind the FRC has engaged with two key stakeholder groups, investors 
and audit committee chairs, to seek their current assessment of confidence in audit. And an interesting disparity has been 
observed: investors have reported that they are more concerned about audit quality than they were a year ago; whilst 
feedback from audit committee chairs is that they have a more favourable view of audit quality but do have concerns about 
the level of choice within the UK audit market.

So what were the specific quality issues identified by the FRC during their 2017 inspections? The following areas were 
identified as requiring particular focus and should be considered by all audit committees:

Lack of professional 
scepticism and challenge of 

management

Audit teams should be able to demonstrate how they have challenged management 
when auditing key judgement areas (for example, goodwill impairment or long-term 
contracts).

Bank audits
If you serve on the audit committee of a bank, then there should be a focus on the 
audit work done around loan loss provisions and related IT general controls.

Group audit oversight

The audit committee should challenge the group audit partner to demonstrate 
sufficient involvement, oversight and direction of the work of the component 
auditors. This is particularly important where the audit of significant components 
involves judgemental areas which may be subject to management bias.

Audit of pension balances

Pension scheme assets are significant balances and even small changes can have a 
material effect on company financial statements. Valuation judgements can be extremely 
complex and audit committees need to be satisfied that audit teams have provided 
adequate challenge to management assumptions.

Lack of consistency

The AQR inspections have revealed some inconsistencies in the quality of work 
performed within audit firms. To drive greater consistency, the FRC has asked firms to 
undertake rigorous Root Cause Analysis and to develop appropriate action plans to 
address any issues highlighted. Audit committees should ask the auditors about 
their Root Cause Analysis and related action plan, to gain confidence that this is being 
addressed appropriately.
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The areas set out above focus heavily on the role of the 
external auditor in delivering a high quality audit. It is also 
important to recognise the important role that management 
plays in audit quality. This is increasingly being recognised in 
the debate about the future of the profession, and whether 
the UK should introduce a UK equivalent of Sarbanes-Oxley 
to enhance management focus on financial reporting 
controls. For now, we recommend that audit committees 
should be considering the following:

The role of the audit committee in audit quality – aide 
memoire
1.	 Is the audit committee paying sufficient attention to 

the FRC’s thematic review reports?
2.	 Have you considered the issues raised in the CMA 

study?
3.	 Is the audit committee satisfied that management is 

playing its part in the effectiveness of the external 
audit process?

Competition in the UK Audit Market
Launched by the Competition & Markets Authority on 
8th October 2018, this six month study will examine three 
main areas: Choice, Resilience and Incentives.

This emphasis on the role of management was echoed 
by the Corporate Reporting Review Team’s recent Annual 
Report which made the point that companies need to avoid 
basic errors in reports and accounts caused by a poor 
control environment around compliance with reporting 
requirements.

The Future of Corporate Reporting and Audit
To respond to the challenges to the current model for audit 
in the UK, the FRC has launched two significant projects.  
The first looks at the future of corporate reporting, 
specifically how companies’ provision of information can 
best serve the needs of investors and other stakeholders.  
As part of this work, as investor and stakeholder 
requirements are clarified, the FRC will review the need for 
greater levels of audit and assurance for Boards and in the 
public interest. The review will look at whether audit should 
go beyond the financial statements and be more forward-
looking; and provide greater assurance on areas such as 
business probity, conduct, compliance and viability.

•• Are there clear and robust processes around the 
production of financial information such that information 
provided by management for the audit is timely, clear, 
complete and presented with a culture of “right first time”?

•• Are the accounting systems producing reliable information 
and audit trail, with particular emphasis on control over 
material judgements, adjustments and journal entries?

•• How seriously does management take weaknesses in 
internal control?

•• Have management (and internal audit) kept the audit 
committee informed about changes in or threats to  
the control environment and the technologies that 
underpin it?

•• Is there full transparency or resistance to providing certain 
information?

•• Is management fighting every audit adjustment?
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Reporting on tax

In this article we explain the current, rapidly changing environment for tax and mention 
some recent tax transparency developments in the UK and internationally. 

This is a brief run-down which will be supplemented by an upcoming Governance in Focus 
publication addressing these matters in further detail and drawing out other current areas 
of interest in tax and tax reporting.

This article assumes a steady state after 29 March 2019.

Changes to the tax environment
There continues to be widespread, rapid and significant 
change to the laws and practices governing the 
determination of tax liabilities and reporting requirements 
for any businesses with an international footprint, including 
UK headquartered businesses.

Specific examples of recent international changes include:

•• The OECD’s Base Erosion and Profit Shifting project 
(BEPS) is leading to the enactment, on a somewhat 
coordinated basis across many countries, of new rules on 
matters such as the tax deductibility of interest expense 
and the elimination of hybrid mismatches exploiting 
differences between national tax systems. The pace will 
be maintained in 2019 with the European Union’s “Anti-Tax 
Avoidance Directive” requiring member states to adopt 
common standards in a number of areas, and the OECD’s 
“Multilateral Instrument” imposing agreed modifications to 
many bilateral double tax agreements. 

•• The OECD also continues to publish new guidance on 
transfer pricing, with country-by-country reporting to tax 
authorities of financial results now mandatory for most 
large groups.

•• The US enacted sweeping reforms to its federal tax system 
in December 2017. The headline was a reduction of the 
corporate income tax rate to 35% to 21%, however this was 
accompanied by far-reaching and complex changes to the 
determination of taxable income, meaning that actual US 
tax liabilities for many companies may not in fact decrease.

In addition to this, it has been well publicised that in October 
2017 the European Commission opened an in-depth 
investigation into the so-called Finance Company exemption 
in the UK’s CFC rules. This exemption effectively permits 
only one quarter of certain intra-group interest income to 
be taxed under UK CFC rules, as opposed to a full inclusion 
which would otherwise arise. 

The Commission’s initial view is that this regime is 
discriminatory and represents unlawful State Aid. A final 
decision of the Commission is awaited. As at autumn 2018, 
numerous major UK PLCs had made disclosures in their 
financial statements indicating that they had benefited from 
the exemption and thus faced a risk of being demanded 
to repay the cumulative financial benefit in the event of 
a negative decision from the Commission. To add to the 
complexity, the UK is contemplating law changes which will 
introduce additional conditions for obtaining the Finance 
Company exemption (if it survives) from 1 January 2019 
onwards.

Public and media scrutiny of corporate tax affairs remains 
widespread, and tax authorities in many countries feel 
empowered to challenge robustly any perceived tax 
avoidance arrangements. 

In the UK, companies are considering the tax implications of 
Brexit. For most businesses, tax will be just one of myriad 
complexities that arise from the UK’s exit from the European 
Union (EU), but the tax issues that arise could be significant 
and so should be considered as part of the businesses’ 
overall Brexit readiness planning.

There is also an expanding range of UK tax rules focussed 
on internal tax governance which are becoming increasingly 
important to how HMRC manages taxpayers and directs its 
resources.

Tax transparency and reporting
Regular media reporting regarding the tax arrangements 
of well-known brands is maintaining high levels of public 
interest in the tax affairs of large businesses. A recent FRC 
targeted review showed increasing levels of disclosure on 
tax in annual reports and other company publications. These 
include additional numeric information on effective tax rates 
and narrative on tax governance and uncertain tax positions, 
including anticipated rule changes such as BEPS. 
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Country-by-country reporting 

Country-by-country reporting (of tax and accounting 
information) to tax authorities formed part of the OECD’s 
Base Erosion and Profit Shifting (BEPS) Action Plan in 2015. 
The new disclosure requirement addresses a perceived lack 
of transparency regarding the geographic split of business 
operations and associated taxes paid. 

The United Kingdom has implemented the country-by-
country reporting provisions and has signed the multilateral 
competent authority agreement for the automatic exchange 
of the reports between countries. Guidance has been issued 
by HMRC but uncertainties regarding the interpretation of 
the requirements remain. Companies are still refining their 
approach to compliance. 

There is an ongoing debate regarding whether the reporting 
should be made public – this would increase the level of 
scrutiny and put additional focus on the need for both 
accurate reporting, and a justifiable geography business 
model. 

Tax strategy publication in the UK

Large businesses and partnerships are also now required to 
publish a UK tax strategy online. For private businesses, this 
could involve unfamiliar external stakeholder scrutiny and 
some reputational risk. 

As there is public attention and therefore internal focus on 
taxation, agreeing an approach for companies that are newly 
reporting or changing their reporting in this area is likely to 
involve senior people from across the business.

Businesses’ strategies must include information on:

•• risk management and governance; 

•• tax planning; 

•• tax risk appetite; and 

•• approach to dealing with HMRC. 

HMRC guidance recommends specific content under these 
four headings that expand beyond the bare legislative 
requirements. Many businesses have also provided 
additional content voluntarily, such as quantum of taxes 
paid, in order to address the interests of regulators and 
other key stakeholders.

Financial penalties apply for non-compliance which increase 
if the strategy remains unpublished. HMRC is also likely 
to seek to challenge statements and scrutinise underlying 
tax governance frameworks as part of their Business Risk 
Review process which is to be relaunched in 2019. Businesses 
therefore are looking to ensure that they have appropriate 
internal documentation which sets out how they manage tax 
risks and make key decisions. Failing to assure HMRC that 
the strategy has been embedded within the business would 
be likely to result in increased scrutiny, greater exposure to 
tax-geared penalties and a deterioration of their relationship 
with HMRC.

Making tax digital
HMRC is aiming to become one of the most advanced 
tax authorities in the world, and the Making Tax Digital 
(MTD) initiative will enhance the way that it deals with its 
customers. 

MTD covers both individuals and businesses across a 
number of taxes. For businesses over the VAT registration 
threshold, VAT is the first tax selected for digitisation in the 
UK. This will take effect for many businesses from 1 April 
2019, although there are deferrals to later in the year for 
more complex organisations.

There are three key digital components to Making Tax Digital 
for VAT (MTDfV):

Digital records 
Businesses will need to store transaction data digitally, 
although that does not mean they will have to store each 
individual invoice and receipt. Data required includes an 
AP and AR transactional listing and a digital VAT account 
from which the VAT return is prepared.

Digital links 
VAT returns must have digital links to digital records – 
spreadsheets can remain, but they will needd ‘digital 
links’ to source system. HMRC has announced a soft 
landing period of 12 months, however digiital links will be 
mandatory from April 2010.

Digital Submission 
Most businesses currently submit their VAT returns 
through manually re-keying into HMRC’s online portal.  
In line with the move towards digital, the online portal will 
close and taxpayers will no longer be able to submit VAT 
returns this way. Instead, all submissions must be done 
digitally.
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To prepare for these changes, all affected businesses will 
need to ensure they have access to appropriate systems  
(e.g. for digital submissions). 

For some organisations this may be a simple task of licensing 
an off-the-shelf software product. Others will take this as 
an opportunity to transform their internal VAT processes, 
looking at how they might be able to automate VAT coding 
decisions in ERP systems; how they might use data analytics 
to test the accuracy of reporting and spot trends; or how 
they use the experience from VAT to prepare for similar 
changes coming to other taxes (e.g. Corporation Tax) in the 
coming years.

Reporting on tax – aide memoire
1.	 Is your board kept up to date with the key changes in 

the tax environment that impact your business and 
the jurisdictions in which you operate? Do you know 
how these will affect you, both in terms of tax impact 
and make-up of the tax function?

2.	 Is your current tax reporting clear and informative? 
Have you considered whether additional useful detail 
could be provided to explain tax disclosures, either 
in the financial statements themselves or in any tax 
strategy you publish?

3.	 Is the business preparing for digitisation of tax 
submissions in the UK and is the tax function planning 
to take advantage of the change to drive future 
process efficiencies? 

Contacts – Tax 

Deloitte offers clients a broad range of fully integrated 
tax services. Our approach combines insight and 
innovation from multiple disciplines with business and 
industry knowledge to help your company excel globally. 

Ed Wright 
020 7007 6065 
edwright@deloitte.co.uk 

Mark Kennedy 
020 7007 3832 
markennedy@deloitte.co.uk
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Subsidiary governance

It would be fair to say that until recently subsidiary governance has not been a topic of 
particular concern for many parent company boards. The governance frameworks in which 
many group companies have been operating have simply developed over time and typically 
have not kept pace with the changing regulatory landscape and the increasing globalisation 
of many businesses. What worked when a group was established or first started to grow, 
is often not fit for the present day. In this article we examine the importance of subsidiary 
governance.

So why is subsidiary governance under the spotlight 
now?
Technology has made the world a smaller place and 
made opening a business in even more jurisdictions 
possible. Organisations are becoming increasingly global 
and complex. The number of entities being acquired or 
established to facilitate expanding operations means 
group structures are constantly changing. Legal entities are 
being used to ring fence and mitigate risk, perhaps using 
special purpose vehicles at individual contract level, but, 
also at organisational level to separate out business lines 
within an organisation. Individual business lines within 
large organisations are increasingly operating as smaller 
standalone groups within the larger group. Therefore those 
subsidiary boards have more responsibility and influence 
and there is increasing concern with how they are governed.

There is also increasing interest from HMRC and local tax 
authorities in understanding how tax risk is managed and 
governed, and how that links to the wider governance 
framework. Tight control on the use of legal entities is 
integral to an organisation being able to substantiate the  
use of a particular entity within the group and identify those 
that are no longer required. 

Add this to the current political climate which has seen 
a significant amount of regulation in the years following 
the financial crisis in respect of corporate governance and 
stakeholder engagement. The recently introduced S172 
reporting requirement for large subsidiaries also shows 
that interest in subsidiary governance is very much on the 
increase. 

Why does it matter?
The risks are high. The failings of a subsidiary are seen as the 
failings of the group as a whole. Customers and stakeholders 
do not differentiate between the parent company and the 
operating subsidiary within a group. The news headlines 
and reputational damage do not discriminate. The onus is 
therefore on the board of the parent company to ensure 
that there is a robust and effective subsidiary governance 
framework in place to mitigate risks to the wider group, be 
they reputational, financial or operational, as well as to the 
subsidiaries in question. 

Good subsidiary governance is also good business. If done 
well it supports quick and effective decision making, creates 
value and drives efficiencies, both operationally and for 
communication internally within the group. If the parent 
company board, the subsidiary board and key stakeholders 
understand its value and it is truly embedded in to the 
culture of the organisation, good subsidiary governance can 
be a key success factor. 

What model is best? 
There are a variety of effective governance models with 
different components at their core. The approach that 
any given organisation takes has to depend on how that 
organisation is structured, where it operates and how it is 
managed. Groups which have a centralised operating model 
may favour owning subsidiary governance centrally and 
determining the core components, which are then adopted 
and adapted by each subsidiary dependent on its business 
line and the jurisdiction in which it operates. Groups which 
operate with a higher degree of decentralisation may permit 
key operating subsidiaries to establish their own governance 
frameworks, which are then subject to reporting and 
effectiveness reviews from the parent company. 
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That said, there simply is no ‘one size fits all’. The appropriate 
governance model will vary from one organisation to another 
and will depend on many factors, such as the industry in 
which it operates, its size and complexity. Importantly, it will 
also need to develop over time and be adapted to meet the 
needs of the organisation of the future. 

What does good subsidiary governance look like?
The following are the key components and characteristics 
that are typically found in stronger governance models. 

•• Strict control on the use, establishment and closure of legal 
entities, supervised by a strong central company secretarial 
function. 

•• Tiered entity structure that emphasises the strategic 
importance of the use of corporate entities therefore 
ensuring that the level of autonomy and control is 
appropriate.

•• Subsidiary Boards, where the composition has been 
carefully considered against a subsidiary’s strategic 
importance ensuring the correct balance between central 
representation, local expertise and non-executives (mostly 
found in regulated industries).

•• Shared support functions such as tax, legal and finance 
that implement regular and consistent review processes 
and provide transparency and control over devolved local 
headquarters.

•• Clear delegated authority matrix which manages the need 
for both central oversight as well as autonomy for local 
subsidiaries. 

•• Procedures for managing stakeholder engagement within 
the subsidiaries’ operations and the parent organisation.

•• Centralised annual reviews and sign off on corporate data 
and the effectiveness of subsidiary governance by those 
accountable for that subsidiary. 

•• Director inductions and training on the subsidiary 
governance framework and policies, as well as relevant 
local legislation. 

The organisations that demonstrate the most effective 
subsidiary governance have all of these components present 
to a lesser or greater degree, but at the heart of the success 
of the subsidiary governance framework is the culture and 
the extent to which the parent company and the subsidiaries 
understand the importance of getting it right. 

What next?
The boards of parent and subsidiary companies alike should 
be putting the issue of subsidiary governance firmly on 
the agenda. Those companies that want to demonstrate to 
their customers and stakeholders that they take corporate 
governance seriously should think about reporting on their 
subsidiary governance framework, explaining what its key 
components are and how the parent and subsidiary boards 
manage and review its effectiveness.

Subsidiary governance – aide memoire
1.	 When was the last time your governance framework 

was reviewed – are you comfortable that it remains fit 
for purpose?

2.	 How strong are controls on the use, establishment and 
closure of legal entities?

3.	 How much consideration is given to the composition 
and nature of Subsidiary Boards?

4.	 What level of accountability is expected of Subsidiary 
Boards?

Contacts – Deloitte Tax & Legal 

Daniel and his team have extensive experience of 
delivering global legal entity management and subsidary 
governance services across a broad range of UK and 
multinational clients. They also provide assistance 
to clients in designing legal and corporate secretarial 
operational models and technology roadmaps to 
help clients support their global expansion and drive 
efficiencies. 

Daniel Connell 
020 7303 6013 
dsconnell@deloitte.co.uk 

Emma Greenfield 
020 7303 5487 
egreenfield@deloitte.co.uk 
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Appendix: Key questions for this reporting season
Responsible business
Section 172 in practice and on paper
•• Consider the areas drawn out in the GC100 Guidance and 
how well they are addressed at the organisations you are 
involved in – is there a clear plan of how these matters are 
being actioned?

•• Do you have a clear view on the key stakeholders for your 
organisation and the effectiveness of the engagement 
mechanisms being used – is there sufficient board visibility 
of this?

•• Has an exercise been done to confirm which entities 
within the group will be required to prepare the Section 
172 Statement – is there a clear process for development 
and review of these statements across the group which 
incorporates sufficient time for full consideration by the 
board and reflects the fact that the statement will be 
covering board activities for the full year commencing on  
or after 1 January 2019?

Your reputation in the hands of social media
•• Does the organisation have the right listening tools in place 
to fully utilise social media?

•• Does the organisation have a clear policy for how it will use 
social media in a crisis?

•• Does the organisation have access to the necessary social 
media expertise and resources it will need in a crisis?

Stepping up on climate change
•• Do you have a good understanding of how climate-related 
risks (extreme weather event, longer term physical 
changes, regulation, technology change) may impact your 
business?

•• Have you considered how these risks may differentially 
impact your supply chain, customers and competitors? 
Have you identified relative opportunity and relative 
threats?

•• Can your Board articulate the management and mitigation 
strategies your organisation is applying to the different 
areas of climate change risk?

•• Have you considered whether and how to incorporate 
the recommendations of the TCFD in the annual report 
and discussed with management whether any readiness 
activities need to be conducted?

•• Is there anything material you are aware of in relation to 
climate change that may impact your company’s longer 
term prospects and therefore should be addressed and 
disclosed to investors?

•• Are you sufficiently aware of the carbon footprint of your 
company’s operations, direct and indirect, so you have a 
feel for the potential areas of impact were a carbon tax to 
be introduced as a driver of change?

Purpose and the Sustainable Development Goals
•• Do you have a clearly articulated company purpose?

•• Have the Sustainable Development Goals been examined 
in the context of your organisation’s role in society?

•• Are company purpose and societal impact evident in your 
strategy and business model?

Talking about diversity
•• Are you familiar with the board’s policy on diversity, how 
that relates to succession planning and whether it meets 
the new demands of the 2018 UK Corporate Governance 
Code? Is the policy clearly reported in the annual report, 
together with objectives and outcomes?

•• Does your board treat diversity both at board level and 
throughout the organisation as an opportunity and a 
matter of strategic importance? Is it given sufficient time  
at board level?

•• Do you have a clear view on the diversity challenges 
throughout your organisation, the actions being taken to 
increase diversity where necessary, and this year’s gender 
pay gap results? Do you have an understanding of your 
ethnicity pay gap?

Risk & viability
Identifying and addressing emerging risks
•• Do we monitor our entire business ecosystem and the 
broader risk landscape for emerging threats to our 
strategy, operations, and reputation?

•• Do we have a process for monitoring the assumptions 
underlying our strategy and investment decisions and for 
enhancing those decisions accordingly?

•• Do we have a good understanding of our integrated risk 
management programme and are we able to provide 
comprehensive oversight?

•• Have we harnessed data and analytics to create an 
enterprise-wide view of risk and to deliver timely risk 
information to decision makers at all levels?
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Brexit and the viability statement
•• Do we truly understand the impact Brexit could have on 
our business – its strategy, business model and future 
viability? 

•• Has the board articulated the nature of the company’s 
Brexit risk and set its risk appetite in order to plan 
effectively?

•• Have we built into that assessment the broader risks to the 
economy and availability of workforce?

•• If Brexit has not been classified as a principal risk before, 
should it be classified as such this year? Are we satisfied 
that any contingency plans are sufficiently robust?

•• Has management modelled the impact of Brexit in a 
consistent manner to how other longer term viability 
statement scenarios are assessed? Does this include 
modelling Brexit impacts to materialise in combination with 
other principal risks?

•• Is the board satisfied that the modelling scenarios used 
by management for the impact of Brexit on the company 
are complete and that their impact upon the business is 
considered to be realistic? 

•• Have the assumptions underlying our assessment of the 
impact of Brexit been both validated and stress tested?

Business model disclosure
•• Does your business model clearly communicate how you 
create value (both in terms of cash generation and non-
financial value) over the longer-term?

•• Is it clear for the reader as to what this longer-term period 
is?

•• Is your business model disclosure comprehensive, covering 
all elements investors find useful that are relevant to your 
business, either in a single disclosure or through clear and 
meaningful cross-referencing?

•• Does your disclosure include the business models of 
all your significant businesses, or refer to where that 
information is, and the value of combining them within one 
group?

•• Are the key drivers of your business model(s) clear?

•• Does your disclosure demonstrate how your business is 
unique?

•• Does the business model graphic improve the ability to 
understand the business model for those outside your 
organisation?

Principal risks
•• Does the description of principal risks identify how they are 
specific to the company?

•• Are the risk disclosures detailed and specific enough to 
understand why the risk is material and over what time 
period?

•• Is it clear to the reader how the company categorises and 
prioritises principal risks?

•• Are movements in principal risks, including movements 
into and out of the principal classifications, explained?

•• Do the mitigating activities include specific information that 
allows the reader to understand the company’s response 
and current stage of mitigation?

The viability statement
•• Does the disclosure differentiate between the directors’ 
assessment of long term prospects and their statement 
on the company’s viability, and clarify why different time 
horizons are used?

•• When disclosing long-term prospects has the board 
considered their stewardship responsibilities, previous 
statements they have made (especially in raising capital), 
the nature of the business and its stage of development, 
and its investment and planning periods?

•• Does the viability statement disclose any relevant 
qualifications and assumptions when explaining the 
directors’ reasonable expectation of the viability of the 
company?

•• Is the link between the viability statement and principal 
risks clear to the reader, particularly in relation to the 
scenario analyses?

•• Are the stress and scenario analyses disclosed in sufficient 
detail (and quantification) to provide investors with an 
understanding of the nature and potential impact of those 
scenarios, and the extent and likelihood of mitigating 
activities?

Preparing for the red dawn in cyber regulation
•• Do you have an independent view of realistic cyber threats 
to your organisation? 

•• Do you know how effectively your security systems and 
processes would perform under real world cyber attacks?

•• Have you recently tested this in a robust way and learnt the 
lessons from doing so?
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Brexit: Assessing the impact on personal data flow
•• 	Has your organisation mapped critical personal data flows 
to your entities and suppliers from the UK to locations 
outside the EU?

•• 	Has your organisation considered if existing data flow 
arrangements can be leveraged to continue the current 
data flows?

•• Do you know what if any additional steps are required to 
send and receive personal information in the UK?

Remuneration
Executive pay in the spotlight
•• Are you at risk of challenge in relation to the current 
investor hot topics, e.g. high pay-outs under one-off 
incentive plans or new hire packages coming in at a level 
higher than the predecessor?

•• Are you taking the opportunity to engage with 
shareholders on more innovative incentive arrangements?

•• Has there been a review of your executive pension 
arrangements and appropriate consideration for the 
arrangements for new hires in line with the changes to 
the UK Corporate Governance Code and evolving investor 
guidance?

•• Is there a plan in place to address the other key 
remuneration changes in the Code for periods commencing 
on or after 1 January 2019, e.g. widening the remit of the 
Remuneration Committee and the ability to use judgment 
and discretion?

Year-end reporting & assurance
Key messages from the FRC’s Corporate Reporting 
Review Team
•• Are the FRC areas of focus for the 2018/19 reporting  
season clearly on the agenda for consideration by the  
audit committee?

•• Is the audit committee satisfied that the control 
environment for compliance with financial reporting 
requirements is robust and fit for purpose?

The Non-Financial Information Statement
•• Are all the elements of the Non-Financial Information 
Statement covered in your Strategic Report, including due 
diligence activities on key policies and the outcomes of 
those policies?

•• Is there a clear statement, or a plan to include a clear 
statement, which sets out (through cross-referencing) 
where all the elements of the Non-Financial Information 
Statement can be found in the Strategic Report?

Articulating the board’s monitoring and assessment of 
corporate culture
•• How can we use technology to analyse, interpret and 
present information?

•• Do we need to invest in human resources or internal audit, 
develop skills and capabilities or encourage the use of 
multi-disciplinary teams?

•• Does internal audit have the degree of independence 
needed and a clear mandate to look at culture?

•• Is management using root cause analysis where cultural issues 
are found, examining not just what went wrong but why?

Front half assurance
•• Are you clear on how the front half of the annual report is 
compiled?

•• Has an exercise been undertaken to establish the key 
information that different stakeholders focus on?

•• What levels of assurance are currently obtained around 
information disclosed in the front half?

•• What additional assurance would you like to obtain and 
over which parts of the front half?

The role of the audit committee in audit quality
•• Is the audit committee paying sufficient attention to the 
FRC’s thematic review reports?

•• Have you considered the issues raised in the CMA study?

•• Is the audit committee satisfied that management is playing 
its part in the effectiveness of the external audit process?

Reporting on tax
•• Is your board kept up to date with the key changes in the tax 
environment that impact your business and the jurisdictions 
in which you operate? Do you know how these will affect you, 
both in terms of tax impact and make-up of the tax function?

•• Is your current tax reporting clear and informative? Have 
you considered whether additional useful detail could be 
provided to explain tax disclosures, either in the financial 
statements themselves or in any tax strategy you publish?

•• Is the business preparing for digitisation of tax submissions 
in the UK and is the tax function planning to take advantage 
of the change to drive future process efficiencies?

Subsidiary governance
•• When was the last time your governance framework was 
reviewed – are you comfortable that it remains fit for purpose?

•• How strong are controls on the use, establishment and 
closure of legal entities?

•• How much consideration is given to the composition and 
nature of Subsidiary Boards?

•• What level of accountability is expected of Subsidiary Boards?
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Throughout this publication we have mentioned some of 
our other publications where they offer a deeper dive on the 
governance topics of interest, or where we believe they can 
add insight to your role as a board member.

This section pulls together those additional resources with a 
brief introduction to each of them, so they are easier to refer 
to when required.

As always, do get in touch with your Deloitte partner or 
with us in the Deloitte governance team if you would like 
to discuss any areas in more detail. All our governance 
publications are available to read and download from  
www.deloitte.co.uk/governancelibrary. 

Governance in Brief

GC100 issues practical advice to 
directors on performance of their 
s172 duty explores the updated 
guidance issued by the GC100 to help 
directors in performance of their duty 
under section 172 of the Companies 
Act 2006, including the six specific 
areas they recommend to help embed 
section 172 in decision making, with 
the aim that it becomes a natural and 
automatic part of decision-making throughout the company.

FRC issues advice on annual reports 
for 2018/19 reporting season considers 
the FRC’s Annual Review of Corporate 
Reporting, the recommendations in the 
FRC’s year-end advice letter to preparers 
and the aspects of financial statements 
and broader corporate reporting that the 
FRC is looking to companies to focus on 
in the coming year.

FRC issues new UK Corporate 
Governance Code: the FRC published 
the new UK Corporate Governance 
Code together with revised Guidance 
on Board Effectiveness in July 2018. The 
changes are far-reaching in some areas 
and reflect the Prime Minister’s broad 
social reform agenda and desire to 
restore trust in UK business. The new 
Code applies for periods commencing 
on or after 1 January 2019.

Further resources
BEIS issues legislation to deliver 
key corporate governance reforms 
explores the changes laid before 
Parliament in The Companies 
(Miscellaneous Reporting) Regulations 
2018, including reporting requirements 
on CEO pay ratios, how directors have 
complied with section 172(1) of the 
Companies Act 2006, and corporate 
governance arrangements in large 
private and unlisted public companies. 
The regulations apply for reporting on financial years starting 
on or after 1 January 2019.

The QCA updates its Corporate 
Governance Code as AIM tightens 
rules considers the London Stock 
Exchange changes meaning that AIM 
companies now need to report on their 
application of a recognised corporate 
governance code on their website with 
effect from 28th September 2018. 
To coincide with the changes to the 
AIM Rules, the Quoted Companies 
Alliance (QCA) issued a revised and fully 
updated QCA Corporate Governance Code.

Other Deloitte publications

Chair of the Future asks: what skills, 
capabilities and experiences will be 
required to be a successful Chair in ten 
years? How will boards operate and 
what will be their priorities?

2030 Purpose: Good business and 
a better future explains that is 
increasingly evident that enduring 
commercial success is linked to 
a commitment to sustainable 
development. To fully benefit from 
this association, businesses need to 
encapsulate it in a clear purpose. That 
purpose should be compatible with the 
Sustainable Development Goals and 
needs to shape the way the business is 
both designed and run.

The Deloitte Academy
October 2018 
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Governance in brief

Headlines

 • GC100, the group of General Counsels of the FTSE 100, has issued updated guidance to help directors in performance 
of their duty under section 172 of the Companies Act 2006. The guidance is extensive and will require careful and 
thoughtful implementation at companies. There is a very helpful case study.

 • The Guidance reminds directors that their duty is to promote the success of the company for the benefit of the 
members, and that section 172 applies to all aspects of their role not just when making specific decisions. The duty  
is owed to the company not direct to shareholders or other stakeholders.

 • Six specific areas are recommended to help embed section 172 in decision making in the company, with the aim that  
it becomes a natural and automatic part of decision-making throughout the company:

 – strategy;

 – training;

 – information;

 – policies and processes;

 – stakeholder engagement; and

 – culture.

 • Remember that this is guidance on section 172 of the Companies Act, which applies to directors of all UK limited 
companies, including subsidiaries and joint ventures. Large companies which are obliged by law to prepare a strategic 
report must for accounting periods beginning on or after 1 January 2019 include a Section 172(1) Statement in their 
Strategic Report and on their website.

GC100 issues practical advice to directors on performance of their s172 duty

Chair

Chair of the Future
Supporting the next 
generation of business leaders

2030 Purpose: Good business  
and a better future 
Connecting sustainable development  
with enduring commercial success
January 2017

The Deloitte Academy
May 2018
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Governance in brief

Headlines

 • The London Stock Exchange has announced that all AIM companies will need to report on their application of 
a recognised corporate governance code on their website with effect from 28th September 2018.

 • The Quoted Companies Alliance (QCA) issued a revised and fully updated QCA Corporate Governance Code in April. 
The QCA Code is tailored to meet the needs of small and mid‑size quoted firms. It is referred to by a substantial 
number of AIM companies on their websites, and is also used by a number of privately‑owned companies.

Changes to AIM Rule 26
The updated AIM Rules for Companies state that each AIM company must from admission maintain a website on which the 
following information should be available, free of charge:

 • details of a recognised corporate governance code that the board of directors of the AIM company has decided to apply;
 • how the AIM company complies with that code; and
 • where it departs from its chosen corporate governance code an explanation of the reasons for doing so.

This information should be reviewed annually and the website should include the date on which this information was last 
reviewed.

Until now, AIM quoted companies have had the choice of either noting on their website which corporate governance code they 
followed, or merely stating they did not follow a code and setting out their own arrangements. The new rules mean that this 
second option is no longer available.

The implementation of this requirement will take effect from 28 September 2018. However, all new applicants from 
30 March 2018 will be required to state which corporate governance code they intend to follow but otherwise will have until 
28 September 2018 to comply.

The QCA updates its Corporate Governance Code as AIM tightens rules

The Deloitte Academy
October 2018 
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Governance in brief

Headlines

 • The FRC has issued its Annual Review of Corporate Reporting and annual letter to finance directors and audit 
committee chairs covering its perspective on key developments for 2018/19 annual reports.

 • Key areas for this year’s annual reports include:

 – The impact of new IFRS standards 9 & 15 and the likely future impact of IFRS 16;

 – Disclosure of critical judgements and estimates;

 – Reporting on the risks associated with Brexit;

 – Transparency of complex supplier arrangements; 

 – Risk and viability reporting;

 – Application of the ESMA Guidelines for reporting Alternative Performance Measures; and

 – Inclusion of a non-financial information statement in the Strategic Report – which many companies omitted in the 
first year of the new requirements.

 • The FRC has also stressed that companies need to avoid basic errors in reports and accounts caused by a poor control 
environment around compliance with reporting requirements.

FRC issues advice on annual reports for 2018/19 reporting season

The Deloitte Academy
July 2018
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Headlines

 • The FRC has published the new UK Corporate Governance Code together with revised Guidance on Board 
Effectiveness. The new Code applies for periods commencing on or after 1 January 2019.

 • The changes introduced are far reaching in some areas, and reflect the Prime Minister’s broad social reform agenda 
and desire to restore trust in UK business.

 • New Code principles on:

 – alignment of company purpose, strategy, values and corporate culture;

 – effective engagement with shareholders and stakeholders;

 – responsibilities of the board to ensure that workforce policies and practices are consistent with the company’s values 
and support its long-term sustainable success;

 – consideration of the length of service of the board as a whole and the need for regular board refreshment; and

 – alignment of remuneration and workforce policies to the long-term success of the company and its values.

 • New Code provisions on:

 – the board’s role in monitoring and assessing culture;

 – mechanisms for gathering the views of the workforce;

 – reporting on how stakeholder interests, and the other matters set out in section 172, have influenced the board’s 
decision-making;

FRC issues new UK Corporate Governance Code

The Deloitte Academy
June 2018
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Governance in brief

Headlines

 • The legislative strand of the Government’s package of corporate governance reforms announced by BEIS in August 
2017 has been laid before Parliament.

 • Subject to Parliamentary approval, the new requirements will apply for financial years starting on or after 1 January 
2019. The first public reporting under the new regulations will be available early in 2020.

 • As expected the legislation introduces new reporting requirements on executive pay ratios, share scheme outcomes, 
and section 172 of the Companies Act, as well as new requirements for large private companies to report on their 
corporate governance arrangements.

 • The scope of companies affected by this legislation has changed from the Government’s draft corporate governance 
reform package issued in August 2017 and will affect more companies than initially envisaged.

 • As the regulations are complex to follow, we have included detailed practical examples.

Executive pay
Scope 

The legislation requires:

1)  Publication of the pay ratio – applicable to all companies that are both quoted and UK registered with more than 250 UK 
employees.

2)  Illustration of the effect of future share price increases on executive pay outcomes – applicable to all companies that are 
both quoted and UK registered

“Quoted” is defined by the Companies Act 2006 as meaning UK registered companies that are quoted on the UK Official List, 
the New York Stock Exchange, NASDAQ or a recognised, regulated stock exchange in the European Economic Area. It does not 
include companies listed on the Alternative Investment Market.

BEIS issues legislation to deliver key corporate governance reforms
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Need to know — Task Force on 
Climate-related Financial Disclosures 
issues its final report discusses the 
final report recently issued by the Task 
Force on Climate-related Financial 
Disclosures. The recommendations 
aim to provide investors, asset owners, 
asset managers, lenders and insurance 
underwriters with consistent climate-
related financial disclosures that are 
useful in understanding material 
climate-related risks.

Your guide: Directors’ remuneration 
in FTSE 100 companies presents 
analysis and insights regarding 
executive directors’ remuneration in 
the FTSE 100, based on the 2018 AGM 
season.

Closing Out 2018 discusses the 
principal financial reporting issues 
in respect of current annual reports, 
covering areas of regulatory focus 
identified by the FRC and ESMA 
together with issues arising from 
the current economic environment 
and developments in reporting 
standards.

Annual report insights 2018 
gives a comprehensive picture of 
narrative and financial reporting 
trends for UK listed companies, 
together with ideas and examples 
to help them improve their annual 
reports.

Global Human Capital Trends 
2018 explores the rise of the social 
enterprise and why social capital 
has become just as important 
as human, financial and physical 
capital. In the social enterprise, 
good citizenship is a CEO-level 
strategy.

Hearing the stakeholder voice is 
a guide intended to help companies 
identify the key actions required to 
implement and report on effective 
engagement mechanisms, which 
will be a requirement of the UK 
Corporate Governance Code from 
2019, as well as exploring the 
challenges boards may face along 
the way

Thinking allowed: climate related 
disclosure explores how corporate 
reporting is evolving to meet the 
expectations of investors with 
regard to climate change. In this 
publication we look at some of the 
issues involved and how companies 
and audit committees might 
respond to the challenges, drawing 
on a report issued by the FSB Task 
Force on Climate-related Financial 
Disclosure, to integrate the implications of climate 
change in their corporate reporting effectively.

For more information please see 
the following websites:

www.ukaccountingplus.co.uk

www.deloitte.co.uk

July 2017

Need to know
Task Force on Climate‑related Financial Disclosures issues its Final Report

GAAP: Drawing it together

In a nutshell

The Task Force on Climate‑related Financial Disclosure, established in 2015 by the 
Financial Stability Board, has issued its final recommendations, which aim to provide 
investors, asset owners, asset managers, lenders and insurance underwriters with 
consistent climate‑related financial disclosures that are useful in understanding 
material climate‑related risks.

The Recommendations encourage market‑led, industry‑focused initiatives within the 
financial reporting envelope, and address governance, strategy, risk management, 
and metrics and targets. They are applicable to all organisations.

The recommended disclosures focus on climate‑related risks (including physical 
and transitional risks) and opportunities (including better resource efficiency), and 
related financial impacts on cash flows, assets and liabilities, net income and other 
metrics.

Implemented effectively, they should result in greater transparency through more 
quantitative financial disclosures and, in particular, reporting metrics about the 
actual or possible financial impact of climate‑related risks. Financial statement items 
may also be affected directly.

The governance processes for the disclosures are envisaged by the Task Force to be 
similar to those used for existing public financial disclosures and involve review by 
the chief financial officer and audit committee.

Policy background: the financial implications of climate change
On 29 June 2017 the Task Force on Climate‑related Financial Disclosure issued its Final 
Report (the Report), a set of voluntary recommendations that seek to respond to their 
G20 mandate and are compatible with current capital market disclosure requirements. 
The Report was preceded by a consultation on the Task Force’s Recommendations, 
released in December 2016 and is largely consistent with it. 

Contents
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Recommendations and Guidance
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William Touche
Tel: +44 (0) 20 7007 3352 
Mob: +44 (0) 7711 691591 
Email: wtouche@deloitte.co.uk

The Deloitte Centre for Corporate Governance
If you would like to contact us please email corporategovernance@deloitte.co.uk or use the details provided below:

The Deloitte Academy
The Deloitte Academy provides support 
and guidance to boards, committees 
and individual directors, principally 
of the FTSE 350, through a series 
of briefings and bespoke training. 
Membership of the Deloitte Academy 
is free to board directors of listed 
companies, and includes access to 
the Deloitte Academy business centre 
between Covent Garden and the City.

Members receive copies of our 
regular publications on Corporate 
Governance and a newsletter. There is 
also a dedicated members’ website 
www.deloitteacademy.co.uk which 
members can use to register for 
briefings and access additional relevant 
resources.

For further details about the Deloitte 
Academy, including membership, 
please email  
enquiries@deloitteacademy.co.uk.

Tracy Gordon
Tel: +44 (0) 20 7007 3812 
Mob: +44 (0) 7930 364431 
Email: trgordon@deloitte.co.uk

Corinne Sheriff
Tel: +44 (0) 20 7007 8368 
Mob: +44 (0) 7786 124892 
Email: csheriff@deloitte.co.uk
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This publication has been written in general terms and we recommend that 
you obtain professional advice before acting or refraining from action on any 
of the contents of this publication. Deloitte LLP accepts no liability for any loss 
occasioned to any person acting or refraining from action as a result of any 
material in this publication.

Deloitte LLP is a limited liability partnership registered in England and Wales with 
registered number OC303675 and its registered office at 1 New Street Square, 
London EC4A 3HQ, United Kingdom.

Deloitte LLP is the United Kingdom affiliate of Deloitte NWE LLP, a member firm 
of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee 
(“DTTL”). DTTL and each of its member firms are legally separate and independent 
entities. DTTL and Deloitte NWE LLP do not provide services to clients.  
Please see www.deloitte.com/about to learn more about our global network of 
member firms.

© 2018 Deloitte LLP. All rights reserved.
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