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Introduction 
The last major change to narrative reporting took place when the 2018 UK 
Corporate Governance Code (the Code) and the Companies (Miscellaneous 
Reporting) Regulations 2018 (MRR) came into force on 1 January 2019. 
In 2020, the Financial Conduct Authority (FCA) introduced a Listing Rule 
(LR) requirement for premium listed companies (followed by standard 
listed companies a year later) to include a statement in the annual report 
and accounts (ARA) setting out whether disclosures consistent with the 
recommendations of the Task Force on Climate-related Financial 
Disclosures (TCFD) have been made. Since then, the LR on the diversity of 
company boards and their executive management was issued, effective for 
financial years starting on or after 1 April 2022 and the Companies 
(Strategic Report) (Climate-related Financial Disclosure) Regulations 2022 
were introduced, effective for financial years beginning on or after 6 April 
2022. 

Companies are potentially looking at more significant changes in the two 
years to come. In May 2023, the Financial Reporting Council (FRC) 
published a consultation on its proposals to revise the Code, and the 
Department of Business and Trade (DBT) has proposed via secondary 
legislation (laid in Parliament in draft on 19 July 2023) four new reporting 
requirements1– the Audit and Assurance Policy (AAP), the Resilience 
Statement (RS), a distribution statement and a statement on steps taken 
to prevent and detect material fraud. 

In this publication, we provide an overview of the current state of narrative 
reporting by premium listed companies, share good practice and, in some 
areas, indicate how we expect reporting to evolve if the changes noted 
above are introduced. Our observations are supported by a review of 100+ 
FTSE350 ARAs, predominantly with 31 December 2022 year ends. We 
have also updated our acid test - a practical tool for preparers and boards 
looking to ensure the narrative within the ARA covers the key qualitative 
aspects of leading practice. Each chapter begins with relevant 
considerations from the acid test, and it is produced in full in Appendix B. 

We encourage companies to use the 23/24 ARA preparation process to 
streamline and refresh their reporting to the extent possible. This will 
ensure that their ARAs remain as concise as possible creating space for 
the changes to come in the next two years. Secondly, in areas of more 
significant change such as risk, internal controls and resilience reporting, 
existing reporting should be reviewed keeping in mind impending 
requirements. This will provide some early indications of what and how 
much will need to change in the near future. 

High-quality reporting, that strikes the right balance in accurately telling a 
company’s true story whilst meeting all the reporting requirements, 
requires significant effort to achieve. We hope that those involved in 
preparing ARAs will find this publication helpful and insightful as they 
embark on preparing their 2023/24 strategic narrative. 

We thank Luke Benson, Mithun Vijay, Rikta Ghosh, Muskaan Kumari and 
Bhavik Patel for all their help in producing this report. 
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1 Under the draft Statutory Instrument, these will apply to UK incorporated companies with turnover of £750m or above and 750 global employees. 

https://www.frc.org.uk/getattachment/a92c8f2d-d119-4c4b-b45f-660696af7a6c/Corporate-Governance-Code-consultation-document.pdf
https://www.legislation.gov.uk/ukdsi/2023/9780348250220/data.pdf
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1. Purpose 

► What is the company's purpose? Does it explain why the company exists? 

► Is the purpose bespoke or could it be for any company? 

► How did purpose influence any principal decisions the board has made?  

► Are there tangible examples of purpose in action? 

► Does the company's purpose clearly inform its strategy?  

► Is it clear to a reader how strategy delivery helps with realising purpose? 

The requirement for boards to establish the 
company’s purpose and ensure it is aligned to 
the values, strategy and culture was 
introduced by Principle B of the 2018 Code. 

Well established 
 

Four reporting cycles later, the concept of 
purpose is well established. Majority of 
companies state their purpose upfront, and 
many include summary visuals that bring 
purpose, strategic objectives, values and 
stakeholders together. NatWest (ARA 2022, 
pp12-13) does this as part of its ‘Purpose 
framework,’ Anglo American (Figure 1.1) as 
part of its ‘Purpose to value’ disclosure. Some 
companies like Howden Joinery (ARA 2022, 
pp8-9) and Rio Tinto (ARA 2022, pp10-11) 
also reference their approach to sustainability 
within these summaries. 

At the same time, the extent of the 
accompanying narrative has reduced 
substantially over time. This reduction is 
starker this year compared to 2020 — the first 
year of reporting during the COVID-19 
pandemic, when many companies had 
prominent disclosures on their response and 
actions in the context of realising their 
purpose. 

Avoiding a reporting “gap” 
 

This year’s reduction is a natural evolution 
given that on one hand purpose is now well 
embedded and, on the other, the pandemic is 
behind us. It can, however, create a reporting 
gap. This is often the case if the purpose 
statement reads like a marketing slogan or is 
not sufficiently bespoke, most notably 
impeding a meaningful articulation of 

alignment between purpose and strategy. 
Achieving this alignment is generally easier 
when, like Spire Healthcare (2022 ARA, p18), 
a company evolves its purpose and refreshes 
its strategy, thus providing a natural 
opportunity to explain the development to the 
reader. 

How to bring purpose to life 
 

To help bring purpose to life against a 
business-as-usual backdrop, we recommend 
that companies give tangible examples of 
purpose in action, for example by 
demonstrating how purpose influenced 
principal decisions, as done by Mondi  
(Figure 1.2).
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Figure 1.1 Anglo American: Summarising how purpose guides stakeholder value creation (2022 ARA, p10) 
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Figure 1.2 Mondi: Articulating the outcomes of a principal decision in the context of purpose and setting out trade-offs (2022 ARA, p34-35) 
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2. Culture 

► Why are the desired behaviours critical to the achievement of strategic objectives?  

► How does the board measure and monitor the extent to which the culture is embedded? 

► What actions are needed to close any identified gaps between actual and desired culture? 

► Is a clear update provided on progress against any past initiatives to close the gaps? 

In Engaging stakeholders, restoring trust, our 
review of narrative reporting issued in 
September 2019, we had included a 
framework for meaningful culture reporting  
(p16 of 2019 report). Whilst some aspects of 
the culture narrative have moved on 
substantially since then, other areas continue 
to lag and therefore the framework from this 
report continues to have relevance and we 
have re-produced it as Figure 2.1 below. 

Conveying how the desired behaviours 
support delivering strategy 

Companies struggle to convey why the 
espoused culture is right for what they aim to 
achieve. Values are not translated into 
behaviours, and even when they are, it is not 
clear why they are essential to the delivery of 
strategic objectives. Next (2023 ARA, p18) 
provides a very detailed explanation of the 
behaviours that its employees expect from 
one another. Ocado (Figure 2.2) indicates how 
culture supports each of its five strategic 
priorities. 

 

Improved narrative on sources of culture 
insight 

On the other hand, there has been significant 
progress in disclosing the sources of culture 
insights the board considers. This includes 
metrics which are being monitored, although 
the values of those metrics are not always 
provided. References to whistleblowing are 
becoming increasingly common, with 35% of 
companies going as far as disclosing the 
number of cases in a given year. BAE (2022 
ARA, pp76-77) goes as far as disclosing ethics 
enquiries by region, by type, by means raised 
and provides information on outcomes, 
including number of dismissals for reasons of 
unethical behaviour. WPP (Figure 2.3) 
discloses not only the number of cases, but 
also a metric of their risk impact. 

The number of companies that provide 
commentary on the findings of monitoring 
remains low. One exception is ITV  
(Figure 2.4), which not only sets out how the 
board monitors culture, but explains what 
insights were gained and the resulting 
outcomes. 

Follow up on actions/initiatives is rare 

Most commonly the conclusions from culture 
monitoring are that behaviours throughout 
the business are aligned with purpose, values 
and strategy, even when some of the 
highlighted culture indicators are showing a 
downward trend. 

On the rare occasions that actions needed to 
embed and promote culture are discussed in 
one year, they are almost never followed up on 
in next year’s reporting. 

This will need to change given the FRC’s 
consultation on the revised Code proposes to 
expand Provision 2 to cover reporting on how 
effectively the desired culture has been 
embedded.  

One company, whose reporting is worth 
following in this regard is Rio Tinto. In 2021, 
Rio Tinto commissioned an independent 
review of its culture and is now working to 
implement the 26 recommendations of the 
Everyday Respect Report. The 2022 ARA 
details the actions within this report that were 
accelerated during the year. It will also be 

https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/ey-annual-reporting-in-2018-19-engaging-stakeholders-restoring-trust.pdf
https://www.riotinto.com/en/sustainability/talent-diversity-inclusion/everyday-respect
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interesting to follow how Lloyds Banking 
Group reports on progress next year, given its 
new values launched in 2022. 

Culture vs DEI 

Many companies have started to dedicate 
substantial space within their culture narrative 
to diversity, equity and inclusion (DEI), 
emphasising the importance they place on this 
topic. Whilst this is a vital social dimension of 
overall workplace culture, it should not 
dominate over attributes and behaviours 
which are critical to strategic delivery. In some 
cases, DEI can logically fit better as part of the 
stakeholder narrative. 
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Figure 2.1 From establishing purpose to reporting culture — an overview 
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Figure 2.2 Ocado: Linking strategy and culture (2022 ARA, pp26-27) 
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Figure 2.3 WPP: Number of whistleblower reports and their risk impact (2022 ARA, pp88-89) 

 

 
  



 

EY  12 

Figure 2.4 ITV: Culture insights gained and resulting outcomes (2022 ARA, pp115-117) 
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3. Business model (BM) 

► How does the company generate revenues? 

► How and where are the company's key assets and resources engaged in the process of value creation? 

► What are the company's competitive advantages; does the BM differ from others in the sector? 

► How are environmental and social risks and opportunities being addressed to ensure the BM is sustainable? How is the BM evolving in response? 

► Is the BM adapting to long-term trends and factors? 

Business vs. operating model 
 

A BM is commonly understood to describe how 
a company creates and captures value 
through its products/services — its customer 
value proposition — and the broader 
stakeholder outcomes it targets.  

The operating model deals with how core 
processes are structured and how value chains 
are supported; it encompasses the 
organisation of people, processes and 
infrastructure (physical and non-physical 
including systems/technology and 
information) in support of the BM. Whilst the 
disclosure requirement relates to the BM, 
there are no clearly defined lines between the 
two, and disclosures often covers a mix. 

Visual roadmap 
 

Commonly, companies include a two-page 
visual BM overview. When done well, this can 
be an impactful, roadmap orienting the reader 
to further detail across the ARA, at the same 

time setting the tone for what is of material 
importance.  

Too often however these disclosures are either 
not company specific, omit aspects that are 
material to value creation or list topics 
without demonstrating how they fit into the 
BM. References to sustainability are one of the 
most common of these apparent bolt-ons, with 
very few companies integrating this aspect of 
the disclosure as Mondi (Figure App1.1) has 
done. 

The quality of these disclosures is also 
undermined when they cannot be ‘reconciled’ 
with the financial statements, such as when 
‘inputs’ omit material fixed assets; or when 
they fail to articulate how revenues are 
generated. Spirax-Sarco (Figure 3.1) and 
Rotork (2022 ARA, pp12-13) both provide 
meaningful overviews of their routes to 
market. 

Evolving the BM 
 

Another pitfall is ‘form over substance’ — 
companies request that their design agency 

creates a new BM visualisation simply because 
a year on year “refresh” is felt appropriate. 
This sometimes results in a visual that looks 
exciting at face value, but doesn’t aid 
comprehension, nor is it specific to the 
company. A simple, concise and specific 
explanation of “What we do”, like Croda’s 
(Figure 3.2) or Essentra’s (2022 ARA, p8) can 
be much more meaningful.  

That is not to say that companies should stick 
to the same disclosure every year. On the 
contrary, it is important to demonstrate how 
the BM is evolving. When LSEG first included a 
BM disclosure in its 2011 ARA, the main focus 
was on its role of bringing together companies 
seeking capital with investors. In its 2022 ARA 
(p36) the focus has shifted to being a leading 
provider of financial market data and 
infrastructure. It is such changes, including in 
response to the climate transition, that an 
effective BM disclosure needs to signal early. 
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Figure 3.1 Spirax-Sarco ‒ Concise explanation of core activities and routes to market by end user (2022 ARA, pp22-23) 
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Figure 3.2 Croda ‒ Concise summary setting out what the business does (2022 ARA, pp14-15) 
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4. Measuring strategic progress 

► What are the company’s strategic objectives? Are they clear and measurable? Is it clear why key performance indicators (KPIs) and other metrics used 
to measure progress against them were selected? 

► How did the company deliver against prior year goals and what are its priorities for the near and mid-term? 

► Do the remuneration policy outcomes appropriately reflect prominent metrics and KPIs? 

► Is the use of prominent financial and non-financial metrics balanced and reflective of their strategic importance? 

► Is there clarity on the level of assurance obtained over each of the KPIs and other prominent metrics? 

Reporting on achievement of prior year 
goals 

 

Demonstrating ability to deliver against goals 
and targets increases confidence among 
stakeholders. Most companies set out a 
general progress update on strategic delivery 
in the year and some go on to detail areas of 
future focus. It is rare to find companies who 
report back in a transparent way with 
reference to the commitments they made at 
the start of the year. Ideally this should set out 
what aspects were not achieved and why, with 
clarity on whether these would be focussed on 
in future periods or if not, whether this 
represented a change in strategic direction or 
sentiment. Fresnillo, 2022 ARA (pp26-29) 
has a disclosure that presents this. 

Choosing KPIs and prominent metrics 
 

Incorporating KPIs in the discussion of 
strategic delivery, especially when combined 
with targets is powerful. JTC (Figure 4.1) does 
this effectively. Some companies provide 

directional narrative on their aims for the year 
ahead, for example to grow the number of 
clients served, without noting a hard target. 
From our research, less than a third of 
companies presented targets or an outlook for 
at least some of their KPIs. Kingfisher (Figure 
4.2) uses “proof points” to demonstrate how 
they have progressed against key priorities. 
This also shows that there could be metrics 
beyond KPIs that demonstrate strategic 
progress. However, it is still common to see 
companies that label certain metrics as KPIs 
even though their relevance to strategic 
objectives is questionable. A little over half 
explained why particular metrics were chosen 
as a KPI, at least in respect of some of them. 

This commonly occurs with E&S metrics. 
Examples of this include companies using 
board gender diversity as a KPI without 
explaining why the number of women on the 
board is critical to success or including 
greenhouse gas emissions as a KPI despite the 
company not identifying climate change as a 

principal risk or operating in a carbon 
intensive industry.  

Conversely, many companies have “pay for 
performance” metrics set out in their 
remuneration reports, but these do not 
feature in front half either as KPIs or 
prominent metrics. This raises questions on 
whether the KPIs that are actually disclosed in 
the front half are relevant and meaningful i.e., 
represent true leading indicators that the 
board uses to judge delivery of strategic 
progress and incentivise executives. 

Assuring KPIs and prominent metrics 
 

Below we have set out our hallmarks for good 
KPI disclosure. One of these recommends that 
for metrics not derived directly from financial 
statements, companies should explain how 
data is obtained and its reliability. Only a 
handful of companies annotate on the KPI 
disclosure whether the metrics have been 
assured. 



 

EY  17 

As companies in scope prepare to produce an 
AAP under draft secondary legislation, it will 
be important to first have internal clarity on 
the rationale for obtaining assurance over 
certain KPIs and then secondly to disclose 
this. For example, it may be more appropriate 
to obtain assurance over KPIs which 
determine remuneration outcomes; or in 
which there have been errors in the past or 
which are linked to a covenant. Aviva (2022 
ARA pp1.31-1.32) is one of the few 
companies which sets both these aspects (link 
to remuneration and which KPIs are assured) 
clearly.

 

 

  

explain the reason for KPI 
choices

54% do not provide targets or 
outlooks for KPIs

72% 

Define KPI and explain the methodology for calculating it

For metrics not derived directly from financial statements, explain how data is obtained and its reliability

Link to strategic objectives/principal risks as relevant

Explain how KPI tracks progress against strategy (why the metric has been chosen) and whether it is a lead or a lag indicator

Set a target and explain how that target was determined, or provide an outlook for the following year

Provide 3 or more years of results

Briefly explain outcome for the current year and cross-refer to further detail

Make explicit the alignment between KPIs and executive remuneration

EY UK’s hallmarks of a good KPI disclosure
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Figure 4.1 JTC ‒ Key Performance Indicators with clearly articulated targets and performance tracked against them (2022 ARA, pp18-19) 
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Figure 4.2 Kingfisher ‒ Delivery against strategic priorities using proof points (2022 ARA, pp8-9) 
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5. Evolving strategy 

► Is there clarity on both short-term and longer-term market/industry trends impacting the business? 

► How is the company’s strategy responding to these market trends? How are they influencing principal and emerging risks? 

► Is it clear how sustainability commitments support the delivery of strategic objectives? 

► What is the directors’ approach to capital allocation beyond shareholder distributions? 

Response to market trends 
 

The January 2023 EY CEO Outlook Pulse2 
found almost all CEOs (97%) have altered their 
strategies in response to geopolitical 
challenges. For instance, 41% have 
reconfigured their supply chains, 34% are 
exiting businesses in certain markets and 32% 
have halted a planned investment. 

Under the medium-term section of the 
proposed RS, companies in scope will need to 
provide a summary of long-term trends and 
factors which could represent a threat to the 
company’s business model or operations and 
explain any plans in place or adaptations that 
the company is proposing to make to its 
business model or operations to meet the 
long-term challenges identified. This is 
discussed in Chapter 3, on the business model 
too. 

Many companies include a section on market 
trends, but the better reporters, such as  

 
2 Quarterly study of 1,200 CEOs globally  

AstraZeneca (Figure 5.1) illustrate how their 
strategy is responding to global trends. 

Integration of sustainability strategy with 
business strategy  

 

For a commitment to sustainability to ring 
true, it needs to be both integrated into the 
business model as demonstrated by Mondi 
(Figure App1.1) and form part of the 
overarching strategy. Where the ‘sustainability 
strategy’ touches on the same themes as its 
‘core strategy’ but is presented as something 
separate (and there are separate ESG metrics 
reported outside the KPI section), readers 
might infer that the company is paying lip 
service to the achievement of E&S objectives. 

Capital allocation 
 

The draft secondary legislation includes a 
proposed distribution policy statement which, 
among other matters, will require in-scope 
companies to “describe the directors’ 
approach to capital allocation including 
decisions on investment, capital expenditure, 

research and development, distributions and 
purchase of own shares”. 

Whilst it is very common for companies to 
reference a 'rigorous' or 'disciplined' capital 
allocation policy, less than half provide any 
insight into that policy beyond the approach to 
dividends. Of those that do (for example 
LSEG, 2022 ARA, p72), less than a quarter 
provide a robust narrative that explains the 
approach to, and choices made around 
allocation. Even of those, a fair few are 
focussed mainly on how capital was allocated 
during the year as opposed to forward looking 
policy statements. These findings suggest that 
in-scope companies may have to evolve their 
reporting significantly to address the 
requirements of the 'distribution statement' 
being introduced by the draft legislation. 

There is increasing expectation that climate-
related capital allocation decisions (i.e., 
investment to transition to a low-carbon 
economy) are reported — through both 
transition plan and broader TCFD disclosures. 
Whilst there is an increase in the number of 

https://www.ey.com/en_uk/ceo/ceo-outlook-global-report
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companies that reference capital allocation as 
part of their TCFD disclosures, other than in 
the extractives sector, this is very seldom 
acknowledged within the narrative that 
discusses the actual policy.  

Aside climate transition, any investments 
needed to sustain a company’s competitive 
advantage (maintenance capital); implement 
aspects of its current strategy (either 
maintenance capital or growth capital to drive 
future value) or evolve its business model 
(growth or investment capital) together with 
the rationale for these choices and how they 
are weighed up against shareholder returns 
ought to be reported clearly.  

The recent situation at some water companies 
where critics argue that dividends (including 
intra-group) and loan interest have been paid 
with money that could have been spent on 
improving infrastructure and service, only 
underlines this message. In March 2023, the 
regulator, Ofwat announced changes to water 
company licences to require that when making 
dividend payments, directors take account of 
service delivery for customers and the 
environment, as well as current and future 
investment needs and long-term financial 
resilience. Such regulation over capital 
allocation decisions emphasises the 
importance of clear capital allocation policy 
disclosures. 

Rolls Royce (Figure 5.2) presents its new 
capital allocation framework which shows both 
the criteria against which projects will be 
considered for investment purposes and the 
prioritisation of how available cash will be 
used.  
Howdens (Figure 5.3) also explain its 
objective to be able to operate through the 
annual working capital cycle without incurring 
bank debt and its expectation to return 
surplus cash to shareholders if year-end cash 
is in excess of £250m.

 

 

 

  

discuss capital allocation 
beyond dividend policy

43% 
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Figure 5.1 AstraZeneca ‒ Clear reference to how global trends impact strategic focus areas (2022 ARA, p15) 
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Figure 5.2 Rolls Royce ‒ Sets out its capital allocation framework (2022 ARA, p7, 15) 
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Figure 5.3 Howdens ‒ Explanation of the uses of cash and approach to capital structure (2022 ARA, p32-33) 
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6. Stakeholder engagement and s172 

► Is there a compelling explanation of who the identified key stakeholders are and how they have been grouped? 

► How did management, and separately the directors, seek to understand the views of and seek input from stakeholders? 

► Does the board articulate the feedback received or the insights gained from such interactions in the current year and any actions taken? 

► How did the board take such feedback and insights into account when making principal decisions? 

Disclosure evolution 
 

Our analysis of reporting in the year before 
MRR came into force indicated that whilst 
most companies were explaining who their key 
stakeholders were, disclosures on how the 
board engaged with these key stakeholders, 
the issues covered and, most importantly, the 
impact of engagement (if any) on the board’s 
discussions and decisions were nascent. 

This has evolved and improved significantly 
since. Companies appear to take the 
requirement seriously, recognising the 
benefits of demonstrating how they consider 
the interests of all those who play a part in 
their success. As discussed in the ESG and 
sustainability appendix (Appendix A), 
increasingly, the stakeholder narrative is being 
linked to sustainability-related disclosures. 

Stakeholder engagement 
 

Whilst the disclosure has matured, room for 
enhancement remains. For example, some 
stakeholders are disclosed on an 
amalgamated, homogenous basis. Yet it is 

evident that there are distinct sub-groups with 
potentially varying significance to the 
company and hence differing engagement 
methods as well as issues that matter. A 
common example of this is combining easily 
substitutable suppliers with strategic business 
partners that are integral to the business 
model. Similarly, not separating out a 
controlling shareholder from other investors 
might not adequately portray the differences 
in the intensity and topics of engagement. 

Unlike Ocado (Figure 6.1) and Spirax-Sarco 
(Figure 7.1) many companies still fail to 
provide meaningful disclosures of outcomes 
and actions arising from the feedback 
received. 

Stronger reporters continue to innovate their 
stakeholder engagement narratives. This year, 
we have seen examples of companies setting 
out future priorities (e.g., Taylor Wimpey, 
Ocado), challenges they faced (e.g., NatWest) 
and including metrics of engagement 
effectiveness (e.g., Barratt Developments - 
Figure 6.2, Taylor Wimpey). 

Principal decision reporting 
 

The July 2021 FRC Lab report recommended 
principal decision reporting. However, just a 
little over half of companies within our sample 
included, like Rentokil (Figure 6.3) clear 
disclosure of their principal decisions in the 
year, with a further 10% interweaving 
important decisions with other board 
activities. Typically, companies gave three to 
four examples, some provided just one 
illustration with the maximum being eight.  

Most common disclosure topics related to the 
ESG/sustainability strategy, core strategy and 
shareholder distributions, with many 
companies referencing the reinstatement of 
dividend payments. Major acquisitions and 
disposals as well as director appointments and 
succession plans were also frequently cited. 
Another theme that emerged was workforce-
related decisions, more than half of which 
related to supporting people through the cost-
of-living crisis. It was rare for companies to 
reference decisions not to proceed with a 
course of action, something quite common 
during the COVID-19 pandemic when boards 
were deciding to pause dividends. 

https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/ey-annual-reporting-in-2018-19-engaging-stakeholders-restoring-trust.pdf
https://www.frc.org.uk/getattachment/d0470ab4-f134-4584-9f54-a48a8bfdc62d/FRC-LAB-Stakeholders-Report-s172.pdf
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Good principal decision reporting — like done 
by Mondi (Figure 1.2) — setting out how 
stakeholder interests were considered and the 
trade-offs that were required, will be an 
important element of addressing the 
requirements in the proposed new Principle D 
(of the draft revised Corporate Governance 
Code). 

This states that reporting on governance 
activity should focus on outcomes so as to 
demonstrate the impact of governance 
practices. Annotating board activity 
disclosures with cross references to both 
principal decisions and other engagement 
outcomes could help achieve this. 
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Figure 6.1 Ocado ‒ Setting out engagement outcomes and priorities for the following year (2022 ARA, p16-22) 
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Figure 6.2 Barratt Developments ‒ Metrics of stakeholder engagement effectiveness (2022 ARA, pp40-41) 
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Figure 6.3 Rentokil ‒ Explanation of how principal decisions are defined, along with their examples (2022 ARA, pp86-88) 
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7. Workforce diversity and engagement 

► How has the board engaged with the workforce, what feedback or insights did it receive and how was this considered in the boardroom? 

► What actions are being undertaken to address low employee engagement scores, high turnover, culture misalignment or other relevant employee 
related indicators? 

► How successful are initiatives aimed at improving workforce diversity, equity and inclusion and how do these support the achievement of strategic 
objectives? 

► Does the workforce narrative tell a fair and balanced story of how the company has performed against its people commitments? 

Companies are dedicating increasing space in 
their ARAs to workforce related narratives. 
This includes both workforce engagement, 
(including as part of s172) and DEI. 

Workforce engagement 
 

The results of the 2022 Engage for Success 
UK employee engagement survey3 indicates 
that employee engagement significantly 
dropped during the pandemic. It also 
highlights that post-pandemic, the challenges 
of recruitment, retention, and productivity 
have become central issues again and that 
people’s expectations have shifted towards 
more flexibility and choice at work as well as 
their employers’ focus on inclusion, wellbeing 
and supporting them. In a supply driven 
labour market, this means that organisational 
success depends on people being more at the 
centre of the business agenda. 

 
3 Pass, S., Court-Smith, J., Liu-Smith, Y-L., Popescu, S., Ridgway, M. and Kougiannou, N. 2023. Engage for Success UK Employee Engagement Levels 2022: Exploring the impact of the pandemic 
on employee engagement.  

4 Indeed Hiring Lab and Glassdoor Economic Research team, 2023 

ARAs indicate that companies are responding 
to these trends: 

► Spirax-Sarco (Figure 7.1) set up a 
Colleague Engagement Committee in 
2019, to create a more formal and 
regular, two-way, direct dialogue between 
the Board and colleagues. Its 2022 ARA 
provides a clear summary of engagement 
activities, the feedback received and the 
resulting actions. 

► A number, like Metro Bank (Figure 7.2) 
included a call out or letter from the 
designated non-executive director for 
workforce engagement (DNED) 
emphasising the importance of 
understanding the views of the 
workforce. 

Workforce challenges are set to continue — 
whilst flexibility remains in high demand 

across the talent pool, companies are starting 
to re-evaluate remote and hybrid working 
amidst rising concerns about productivity and 
risks to cyber security and staving attacks. An 
increasing number of high-profile employers 
are requesting that people return to the office 
and ‘remote-washing’ is quickly becoming the 
new catch phrase. 

Against this backdrop and with around 77% of 
companies disclosing a talent-related principal 
risk, we do not expect the engagement 
narrative to be contracting in the near-term. 

Diversity, equity and inclusion  
 

The 2023 Hiring and Workplace Trends 
Report4 points out that DEI will remain top of 
mind, as employees continue to deeply care 
about these initiatives, as well as the progress 
employers are making, or not. Considering 
employee sentiment, alongside the increasing 

https://engageforsuccess.org/wp-content/uploads/2023/02/EFS-Engagement-Survey-Report-2022_FINAL-VERSION-.pdf
https://engageforsuccess.org/wp-content/uploads/2023/02/EFS-Engagement-Survey-Report-2022_FINAL-VERSION-.pdf
https://www.glassdoor.com/research/app/uploads/sites/2/2022/11/Indeed-Glassdoors-2023-Hiring-Workplace-Trends-Report-Glassdoor-Blog.pdf
https://www.glassdoor.com/research/app/uploads/sites/2/2022/11/Indeed-Glassdoors-2023-Hiring-Workplace-Trends-Report-Glassdoor-Blog.pdf
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emphasis on human rights, the recent 
announcement that the Taskforce on 
Inequality-related Financial Disclosures (TIFD) 
and the organisations preparing a Taskforce 
on Social-related Financial Disclosures (TSFD) 
are consolidating their efforts into a single 
initiative, investor guidelines and the new 
diversity listing rule which sets targets for 
board diversity, it is hardly surprising that the 
volume of the DEI narrative is expanding. 
However, its quality is not necessarily 
improving. In a May 2023 ECGI Working Paper 
on DEI, the authors argue that DEI initiatives 
have two motivations - financial (i.e. that DEI 
improves a company’s long term financial 
performance) or social (the belief that 
companies have a responsibility to contribute 
to societal goals). 

The focus of the narrative in ARAs seems to 
be the latter, with companies detailing often 
numerous, narrow initiatives that lack a clear 
or cohesive link to the organisation’s strategic 
objectives and instead seem to play into 
political agendas. Companies struggle to 
articulate how the actions they are 
undertaking to improve diversity are 
translating into opening up opportunities, 
reducing barriers and building the best teams 
that future-proof the organisation. 

 

They also struggle to demonstrate how they 
are moving beyond diversity to meaningful 
inclusion, where people with dissenting views 
are embraced and debate, which is so often 
the precursor to innovation, encouraged. 

Better narratives, like Rolls-Royce  
(Figure 7.3) are able to evidence the impact 
activities are having, e.g., demonstrating how 
outreach activities are inspiring future talent. 

 

 

 

https://thetifd.org/joint-statement-on-convergence-between-tifd-and-tsfd
https://thetifd.org/joint-statement-on-convergence-between-tifd-and-tsfd
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/corporate-governance-and-reporting/latest-insights/ey-reporting-against-the-new-diversity-listing-rule.pdf
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/corporate-governance-and-reporting/latest-insights/ey-reporting-against-the-new-diversity-listing-rule.pdf
https://www.ecgi.global/sites/default/files/working_papers/documents/diversity.pdf
https://www.ecgi.global/sites/default/files/working_papers/documents/diversity.pdf
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Figure 7.1 Spirax-Sarco ‒ Colleague Engagement Committee report providing a clear link between feedback received and action taken  
(2022 ARA, pp116-117) 
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Figure 7.2 Metro Bank ‒ Call out or letter from the designated non-executive director for workforce engagement emphasising the importance of 
understanding the views of the workforce (2022 ARA, pp115-117) 
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Figure 7.3 Rolls Royce ‒ Explaining how STEM outreach positively impacts future recruitment possibilities (2022 ARA, pp38-39) 
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8. Environment 

► How well is the company's sustainability strategy integrated into the overall business strategy and are environmental and social factors incorporated 
into the assessment of principal and emerging risks? 

► Does the narrative strike the right balance between providing insights into the business strategy versus sustainability strategy? 

► Does the narrative provide a fair and balanced overview of the company's impact on the environment and explain how changes to the environment are 
impacting the business model? Are these impacts quantified? 

► Is it clear which metrics and targets are materially important for managing environment-related risks and opportunities? Are these metrics relevant 
and meaningful?  

► What level of assurance was obtained over these metrics? 

 

Current climate reporting landscape in the 
UK 

 

The UK’s climate-related reporting landscape 
has evolved rapidly in recent years. Since the 
introduction of Streamlined Energy and 
Carbon Reporting (SECR) in 2018 and the 
requirement to report under MRR on how 
directors had considered various stakeholders 
and the environment to discharge their s172 
duties, a flurry of climate-related 
requirements has been introduced.  

In 2020, the FCA’s Listing Rule mandated 
premium (followed by standard) listed 
companies to report on a comply or explain 
basis on the 11 recommendations of Task 
Force on Climate-related Financial Disclosures 
(TCFD). This was followed in 2022 by the 
government introducing climate regulations 
mirroring TCFD to capture a wider scope of 
entities. 

International Sustainability Standards 
Board (ISSB) Standards 

 

IFRS S1 and S2 are the first IFRS 
Sustainability Disclosure Standards developed 
by the ISSB.  

► IFRS S1 ‘General Requirements for 
Disclosure of Sustainability-related 
Financial Information’ covers the overall 
requirements for disclosure of 
sustainability-related risks and 
opportunities over the short, medium, 
and long term. 

► IFRS S2 ‘Climate-related Disclosures’ sets 
out specific requirements for the 
identification, measurement and 
disclosure of climate-related financial 
information. It is designed to be used in 
conjunction with IFRS S1.  

IFRS S1 and S2 incorporate the 
recommendations of TCFD and as a result, the 

IFRS Foundation will take over the monitoring 
of climate-related disclosures from 2024.  

IFRS S1 and S2 also include additional detail 
that is not required by the TCFD, including 
disclosures regarding industry-based metrics, 
the planned use of carbon credits, and 
financed emissions. The metrics are not 
limited to greenhouse gas emissions and 
include for example, water withdrawn and 
consumed in water stress regions or metrics 
related to supply chain management.  

The International Organization of Securities 
Commissions (IOSCO) has already endorsed 
the standards. The UK government aims to 
make an endorsement decision on IFRS S1 
and S2 by July 2024. Following endorsement, 
decisions to require disclosure will be taken 
independently by the FCA for UK listed 
companies and by government for UK 
registered companies and limited liability 
partnerships.  

https://www.ifrs.org/news-and-events/news/2023/06/issb-issues-ifrs-s1-ifrs-s2/
https://www.ifrs.org/content/dam/ifrs/supporting-implementation/ifrs-s2/ifrs-s2-comparison-tcfd-july2023.pdf
https://www.iosco.org/news/pdf/IOSCONEWS703-Endorsement-Slides.pdf
https://www.iosco.org/news/pdf/IOSCONEWS703-Endorsement-Slides.pdf
https://www.gov.uk/guidance/uk-sustainability-disclosure-standards#:~:text=UK%20Sustainability%20Disclosure%20Standards%20
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Other international developments 
 

Demand from investors and other 
stakeholders for more standardised and 
comparable information about how climate-
related risks and opportunities are being 
addressed continues to grow. The UK is 
therefore not the only country where the 
climate reporting landscape is in flux.  

The US Securities and Exchange Commission 
(SEC) is developing rules to enhance and 
standardise climate-related disclosures closely 
aligned to the TCFD recommendations. Under 
this proposal companies will be required to 
disclose their direct and indirect greenhouse 
gas emissions, and climate-related risks. 
Companies that have developed transition 
plans, conducted scenario analysis, or set 
public climate-related targets or goals will also 
be subject to specific disclosures. The 
effective date is currently unknown, with the 
rules expected to be finalised in 2024. 

The Corporate Sustainability Reporting 
Directive (CSRD) is a new EU directive that 
will require large companies and certain other 
organisations to report on their sustainability 
performance across ESG topics. CSRD 
requires companies to use a common set of 
standards: the European Sustainability 
Reporting Standards (ESRS) which were 
finalised in July 2023. There are two cross- 
cutting ESRS (ESRS 1 and 2) and 10 topic- 
specific ESRS covering climate change, water, 
biodiversity, workforce and business conduct 
among others.  

Other than ESRS 2 (General Disclosures), 
disclosure requirements and data points 
within the 10 topic-specific ESRS will be 
subject to a materiality assessment. The 
materiality assessment process will be subject 
to external assurance in line with the CSRD. 

CSRD has a staggered implementation 
approach with some EU companies having to 
apply ESRS from January 2024. The final 
issued standards were adopted in July and 
clarify that, in line with ISSB standards, 
financial materiality focusses on investors as 
primary users. An explanation is also required 
if climate change is not considered to be a 
material topic.  

Some UK groups with substantial activity in 
the EU market are also caught by the 
requirements and will have to report as of 
January 2028 (refer to Appendix C for more 
detail). They will however be subject to a 
specific set of non-EU ESRS standards that are 
yet to be developed. 

EY’s overview comparing the various 
approaches to climate reporting and 
disclosures can be found here. 

Quality of TCFD reporting in UK plc ARAs 
 

There has been an overall improvement in the 
quality of TCFD reporting in the second cycle, 
although disclosure of actual or potential 
financial impacts remains lacking, as does 
therefore the connectivity to financial 
statements. Similarly, principal or emerging 
risks relating to climate are not always 

consistent with what is included in the TCFD 
section of the ARA.  

Another area that requires further refinement 
is moving away from generic industry or 
sector-based statements to company specific 
disclosures The better reporters, like ABF 
(ARA 2022, p85), explain which parts of the 
organisation are impacted by material climate-
related risks and opportunities, and disclose a 
wide range of metrics to measure and manage 
these. Such an approach helps the reader 
understand how climate change is influencing 
the business model, strategy, and financial 
planning processes of the company. 

The FRC’s July 2023 Thematic review of 
climate-related metrics and targets also found 
that many companies are struggling to 
present a clear message to investors about 
which metrics and targets are materially 
important for managing climate-related risks 
and opportunities and their transition plans. 

A growing number of companies are 
independently assuring some of their climate 
metrics. However, companies are also 
highlighting limitations, with scope 3 
emissions recognised as the most challenging 
area. 

For further insights into the global state of 
climate-reporting, look out for the 5th edition 
of EY’s Global Climate Risk Barometer – a 
comprehensive analysis of disclosures made 
by c.1,500 companies globally - due to be 
published this autumn.   

https://www.sec.gov/news/press-release/2022-46
https://www.ey.com/en_gl/ifrs-technical-resources/european-sustainability-reporting-standards-esrs-adopted-by-ec
https://www.ey.com/en_gl/ifrs-technical-resources/european-sustainability-reporting-standards-esrs-adopted-by-ec
https://www.ey.com/en_us/assurance/accountinglink/technical-line---how-the-climate-related-disclosure-proposals-fr
https://www.frc.org.uk/getattachment/5ecb5ecf-cb99-4085-918d-8fd767b4e594/CRR_Thematic_review_of_climate-related_metrics_and_targets_2023.pdf
https://www.frc.org.uk/getattachment/5ecb5ecf-cb99-4085-918d-8fd767b4e594/CRR_Thematic_review_of_climate-related_metrics_and_targets_2023.pdf
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Oversight of climate reporting 
 

Proposed changes to the Code are expanding 
the responsibilities of ACs beyond their 
traditional role of overseeing financial 
reporting to include non-financial reporting. 

Requesting clarity on this matter is sensible 
given that, similar to last year, only around 
60% of companies were explicit about who has 
oversight of TCFD reporting. 

It is less obvious, however, that the oversight 
should lie with the AC by default. In 72% of 
cases, the AC was responsible but in 13% it 
was a committee that had an 
ESG/sustainability-related remit. As many 
companies have specific committees in place 
to cover E&S topics, boards need to consider 
which committee(s) may be best placed to 
oversee particular aspects of non-financial 
reporting. 

From green washing to green hushing? 
 

In recent years, companies have made bold 
promises about achieving their environmental 
ambitions and targets such as achieving net-
zero within a certain timeframe or only 
working with suppliers who have made their 
own commitments. Meeting these targets 
requires significant investment in new 
technologies or more fundamentally for some, 
a shift in in business model.  

Many of these ambitions have turned out to be 
unsupportable or unachievable – at least not 
in the original timeframes envisaged - which 

has led to a backlash against companies and 
accusations of greenwashing. Given the 
backlash and the reduced confidence 
companies have in meeting targets, more 
recently, the pendulum seems to be swinging 
towards ‘green hushing’ i.e., staying quiet 
about their climate strategies and related 
goals, as well as suppressing or downplaying 
information about environmental impacts.  

Transition plans and adaptation 
 

This is why transition plan disclosures are 
essential i.e., translating strategic climate 
objectives into concrete short- and medium-
term steps setting out plans and actions to 
contribute to and prepare for a rapid 
transition towards a low-carbon/net zero 
economy. 

In the UK, the Transition Plan Taskforce (TPT) 
has been tasked with developing a ‘gold 
standard’ disclosure framework. Following a 
consultation which ran in early 2023, a 
finalised framework is expected by the end of 
2023, with a progress update issued in July 
2023. 

The UK government intends to consult on 
transition plan requirements for the UK’s 
largest companies in the final quarter of 
2023. As per Primary Market Bulletin 45 of 
August 2023, the FCA plans to consult in 
2024 on guidance that will set expectations 
for transition plan disclosures at the same 
time as its consultation on the adoption of 
IFRS S1 and S2.  

Even with commitments to cut emissions and 
transition to a low carbon or net zero 
economy, global temperatures are on the rise. 
Therefore, the need for adaptation solutions 
including new technologies and infrastructure 
is also growing as it is essential to protect 
lives, assets, and to ensure the economy can 
continue to function. We expect increasing 
emphasis on companies to disclose not just 
their transition but also their adaptation 
plans.  

Beyond climate 
 

Some companies are already reporting on 
other environmental areas beyond climate 
such as their water use and impact on 
biodiversity. BAT (Figure 8.1) does this as 
part of its ‘Strategic Management’ section, 
Unilever (ARA 2022, pp 32) does this as part 
of its ‘Planet and Society’ section. 

Extending the scope of environmental 
reporting beyond climate is likely to become 
more prevalent once the Taskforce on Nature-
related Financial Disclosures (TNFD) 
framework is finalised, regardless of whether 
it becomes mandated in the UK. On one hand 
the framework will provide companies with a 
clear and consistent way to report on their 
nature-related risks and opportunities, on the 
other it will drive investor expectations in this 
regard. Kao (Figure 8.2) has already applied 
the TNFD framework to its biodiversity report, 
which sets out how the relationship between 
Kao’s business and nature varies across three 
different scenarios.  

https://transitiontaskforce.net/
https://transitiontaskforce.net/wp-content/uploads/2023/07/TransitionPlanTaskforce-Update-July2023-FINAL.pdf
https://www.fca.org.uk/publications/newsletters/primary-market-bulletin-45
https://framework.tnfd.global/
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As noted in the UK government’s 2023 Green 
Finance Strategy, it will explore how best the 
final TNFD framework, due to be published in 
September 2023, should be incorporated into 
UK policy and legislative architecture. 

 

 

Review of UK’s non-financial reporting 
framework 

 

Whilst non-financial reporting helps create 
transparency on companies’ and boards’ 
approaches to managing their non-financial 
risks and their policies and actions to set 
strategy and allocate resources, thereby 
enabling more informed investment decision 
making, there is also recognition of the 
growing burden and cost especially given the 
steady and incremental growth in 
requirements over recent years.    

The Department of Business and Trade (DBT) 
is therefore conducting a review of the UK’s 

non-financial reporting framework to look at 
opportunities to refresh and rationalise it so 
that it is fit for purpose and delivers decision-
useful information to the market. A recently 
concluded call for evidence is the first phase 
of this review. government will use outputs 
from this phase to develop detailed proposals 
for public consultation in 2024 before then 
considering any legislative changes.  

 

 

 

  

do not state who oversees 
TCFD reporting

40% 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1149690/mobilising-green-investment-2023-green-finance-strategy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1149690/mobilising-green-investment-2023-green-finance-strategy.pdf
https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence/smarter-regulation-non-financial-reporting-review-call-for-evidence#:~:text=Through%20the%20non%2Dfinancial%20reporting,useful%20information%20to%20the%20market.
https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence/smarter-regulation-non-financial-reporting-review-call-for-evidence#:~:text=Through%20the%20non%2Dfinancial%20reporting,useful%20information%20to%20the%20market.
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Figure 8.1 BAT ‒ Evaluating the company’s impact on biodiversity and water stewardship (2022 ARA, pp 52-53) 
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Figure 8.2 Kao ‒ Application of the TNFD Framework, (Biodiversity Report Based on the TNFD Framework, pp8-9) 

 

https://www.kao.com/content/dam/sites/kao/www-kao-com/global/en/sustainability/pdf/biodiversity-tnfd.pdf
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9. Risks and viability 

► What are the principal risks to the successful delivery of the strategy and how might these manifest in the company? 

► What levels of risk is the board willing to take and how does this align with the related mitigating actions? 

► Are changes in the likelihood or impact of principal risks explained, together with the evolution of mitigating actions? 

► Which of these pose the greatest threat to the viability of the company? 

► Is the rationale for the timeframe over which the board has considered the viability of the company robustly explained?  

► What specific scenario and sensitivity testing has been performed on the model(s) supporting the viability statement and what was the outcome of this 
testing? 

Current risk reporting practices 
 

There are numerous sources of risk disclosure 
requirements and good practice guidance. 
Applicability varies depending on whether a 
company is UK incorporated, its listing status 
and size, with additional expectations of 
financial services companies. It is not 
surprising that practice is therefore varied 
too. 

Common practice is for companies to list their 
principal risks in a tabular disclosure. Some 
also provide a brief explanation/nature of the 
risk, including risk drivers. Few disclose the 
owner of each principal risk, or the specific 
governance oversight. This strengthens the 
narrative about accountability.  

Mitigating actions are typically disclosed in a 
generic manner, not specifying whether 
actions were undertaken in the year or 

whether they are available but had not 
necessarily been activated in the year. 

Additionally: 

► 90% disclose impact, of which 60% 
provide only a qualitative explanation 

► Around a third disclose likelihood, mainly 
using a heat map and sometimes using a 
risk radar, like Rotork (Figure 9.1). 

► Over 80% disclose changes to risks, 
although it can sometimes be unclear 
whether this is compared to the prior 
year, or whether this is an outlook. Only 
around 30% discuss changes to mitigating 
actions to some extent. 

► Less than a third disclose the level of risk 
appetite for each of the principal risks, 
with a few providing a risk appetite 
statement per risk. 

► Very few companies disclose risk velocity 
or interconnectivity. Only 11% annotate 
risks with a link to the viability statement, 
something that might be helpful in 
addressing the requirements of the RS. 
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Viability statement 
 

Based on the sample of companies we 
analysed, the average viability period was 3.6 
years, with 3 years being most common and 7 
years being the longest. Whilst the narrative 
supporting the rationale for choice of period is 
meaningful in around 43% of cases, the 
narrative about longer term prospects is 
seldom insightful, with Persimmon (2023, 
pp75-76) being one of the few exceptions. 
Only around a third of companies clearly link 
viability scenarios back to principal risks. 

The FRC has repeatedly emphasised that 
viability statement disclosures need to provide 
sufficient qualitative and quantitative detail in 
respect of the inputs and assumptions used, 
like done by Severn Trent (Figure 9.2).  

The detail and quality of disclosure increased 
significantly in early 2020 in response to 
investor demands in the context of the COVID-
19 pandemic. This was however a temporary. 

One conclusion that might be drawn from the 
swift contraction of reporting on viability and 
liquidity under COVID-19 is, that despite 
investor and wider stakeholder interest in the 
topic, companies prefer not to be overly 
transparent about their modelling and its 
outcomes if they can help it, potentially being 
worried about a negative market reaction that 
‘oversharing’ might bring in a business-as-
usual environment. It remains to be seen 
whether the introduction of a RS by draft 
secondary legislation will make a difference.  

Looking forward 
 

Under the FRC's draft revised Code, 
companies will need to disclose their emerging 
risks. Presently only 23% of companies do so, 
with a further 20% providing only a few 
examples.  

There will also likely be changes to risk 
reporting arising from the RS. The RS will 
require the following disclosures with respect 
to principal risks: likelihood, impact (either 
qualitative or quantitative), timeframe and 
mitigating actions alongside changes to all 
these categories. It will also emphasise the 
linkages between risk reporting and the 
viability assessment and introduce a 
requirement to perform and disclose a reverse 
stress test in the medium-term section.  

Currently 37% of companies from outside 
financial services make reference to having 
conducted a reverse stress test within their 
viability statement but across all sectors 
including FS, there is very little to no detail 
beyond this reference. Abrdn (Figure 9.3) is a 
notable outlier. 

Based on the limited information that is 
provided and our conversations with 
companies, it appears that understanding and 
practice on what constitutes a reverse stress 
test differs significantly between financial 
services and non-financial services companies. 
In the latter case, assumptions are 
successively flexed 

downward to “break the company” or a 
prolonged deterioration in trading is modelled 
as opposed to – in financial services - starting 
from the assumption that the company is non-
viable/has failed and qualitatively assessing 
the extreme scenarios/circumstances that 
could have led to this. 

It will be important that the FRC’s guidance 
underpinning the RS clarifies expectations in 
this respect.  
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Figure 9.1 Rotork ‒ Likelihood and impact disclosed using a radar visualisation. Tabular disclosure provides clear links to strategy, viability 
scenarios and sets out the risk trend. It also provides a risk appetite statement and focus areas for the upcoming year, including changes 
to mitigating actions (2022 ARA, pp91-97) 
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Figure 9.2 Severn Trent ‒ Details of risks and scenarios tested, including the stress tests applied (2023 ARA, pp81-83) 
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Figure 9.3 Abrdn ‒ Details of the reverse stress test (2022 ARA, p63) 
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10. Risk management and internal control 

► How is the effective management of risks and monitoring of the risk profile of the business embedded across different levels in the organisation? What 
are the key steps within the risk management cycle/process? 

► How does the board monitor the systems of risk management and internal controls on a regular basis during the year? Is the description of the process 
for their annual effectiveness review comprehensive? 

► What are the outcomes of this review? Has the board identified weaknesses or inefficiencies and are the resulting actions clear? 

► Has the company explained its definition of emerging risks and stated the procedures in place to identify them and how these differ from those relating 
to principal risks? 

Risk management reporting 
 

Disclosing a risk management framework is a 
common means of explaining how risks are 
managed. Additionally, some companies like 
Weir (Figure 10.1) provide an overview of the 
process itself, commonly including steps like 
risk identification, assessment, monitoring 
and response. 

When the 2018 Code introduced the 
requirement for boards to extend their 
assessment of risks to also cover emerging 
risks and to set out procedures in place to 
identify them and explain how they are 
managed or mitigated, many companies 
tended to add on ‘and emerging’ to existing 
disclosures on their approach to principal 
risks. Reporting has since evolved, but only 
around 27% of companies include a robust 
narrative about emerging risk identification. 
Companies like Balfour Beatty (2022 ARA, 
p88) or National Grid (2023 ARA, p19) 

provide more detail on the process, including 
how they define emerging risks, the timeframe 
over which they may become significant and 
specific aspects of the process relating to 
their identification, like utilising future 
scenarios and horizon scanning. 

Monitoring and reviewing risk 
management and internal controls 
systems 

 

In its November 2022 Review of Corporate 
Governance Reporting, the FRC provided a 
reminder of reporting expectations on 
monitoring and reviewing the effectiveness of 
the risk management and internal control 
systems, emphasising that “Good reporting 
should include details on how the board 
monitors these systems on a regular basis, in 
addition to a formal annual review. The annual 
report should describe any actions that 
companies have taken during the year to 
improve or strengthen the risk management 

and internal controls systems, even when the 
annual review of these has found no 
weaknesses or inefficiencies.” 

The issue of enhancing risk management and 
internal control systems has been much 
debated in the UK over the last four years as a 
result of corporate collapses and the various 
ensuing government-initiated inquiries and 
reviews. In May 2022, the government 
decided that a more incremental approach to 
strengthening these would be appropriate and 
invited the FRC to revise the Code to do so. 

The FRC’s proposals retain the existing 
requirements but expand them to include a 
declaration of whether the board can 
reasonably conclude that the company’s risk 
management and internal control systems 
(covering operational, compliance and 
reporting controls) have been effective 
throughout the reporting period and up to the 
date of the ARA. It will also need to set out the 
basis for that declaration, thereby implying 

https://www.frc.org.uk/getattachment/6a896f6b-8f4a-4a19-8662-f87a269ffce3/Review-of-Corporate-Governance-Reporting_-2022.pdf
https://www.frc.org.uk/getattachment/6a896f6b-8f4a-4a19-8662-f87a269ffce3/Review-of-Corporate-Governance-Reporting_-2022.pdf
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the need for both greater transparency on 
what the board did to reach its conclusion and 
supporting evidence for what is being 
reported. Boards will need to describe in the 
ARA any material weaknesses identified and 
the remedial action being taken, and over 
what timeframe. 

This will be a significant reporting step up for 
many companies which today confirm that 
monitoring takes place and that an annual 
review has been carried out, but, unlike 
Rentokil (Figure 10.2)l provide little to no 
detail about these activities or their outcomes. 

 

Forward look 
 

DTR 7.2.5 already requires companies to 
describe the main features of their internal 
control and risk management systems in 
relation to the financial reporting process, 
although these are seldom robust disclosures. 
We expect that FRC’s proposals will influence 
risk management and internal controls 
reporting ahead of the revised Code becoming 
effective, with granularity of disclosures 
increasing across all aspects of risk 
management and internal controls.  

Some companies, like Rolls Royce (2022 ARA, 
p43-47) already set out the key entity level 
controls over specific risks. Such disclosures 
are likely to aid with making the declaration 
and may provide a link to assurance 
considerations. We expect more companies 
may start providing such information. 
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Figure 10.1 Weir ‒ Key roles and responsibilities for risk management mapped against a three lines of defence model, along with a disclosure of the 
risk management cycle (2022 ARA, pp62, 64) 
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Figure 10.2 Rentokil ‒ Risk management and internal control narrative, with reference to controls beyond financial reporting and transparency on 
issues identified (2022 ARA, pp94, 101-102) 
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11. Governance 

► What did the board and its committees actually do in the year to govern the company — what specific governance issues arose and how were they 
addressed? 

► What, if any, changes were made to governance arrangements during the year and why? 

► What areas for improvement were identified from the board and committee evaluations and what progress was made against actions from the previous 
evaluations? 

► How is board and committee composition and succession planning being managed, giving due regard to the evolving strategy of the company, skills, 
experience, diversity, time commitment and tenure? 

► Has the fair, balanced and understandable (FBU) assessment adequately considered environmental and social aspects of the front half narrative? 

The ‘governance section’ 
 

While not dictated by law or regulation, it is 
standard practice for a set of UK plc accounts 
to have a separate governance section which 
more often than not, is part of the Directors’ 
Report under law. This section typically has a 
very different feel to the Strategic Report: it is 
much more text heavy; often has a different 
tone; and is dominated by a passive voice. 

This year there were quite a few ARAs, where 
the Strategic Report was in landscape format, 
whilst the governance section in portrait, 
creating an even greater divide between the 
two.  

Over recent years an increasing number of 
companies have started to disclose graphically 
the time allocated by the board on different 
activities (e.g., Hikma 2022 ARA, pp84-85); a 
skills matrix (e.g., Henry Boot 2022 ARA, 
p108); and the process followed to appoint 

directors (notably CEOs) in a fairly extensive 
way, (e.g., RS Group 2022 ARA, p101). 

During the COVID-19 pandemic, companies 
presented very detailed timelines of their 
meetings and topics covered. As boards 
moved to a ‘business as usual’ cadence, the 
level of detail has rightly reduced. 

One aspect that has remained largely 
unchanged, despite the increasing volume of 
environmental and social (E&S) content within 
the Strategic Report, is the description of the 
process supporting the board’s assessment of 
whether the ARA is fair, balanced and 
understandable (FBU). This continues to focus 
on the financial statements and the 
consistency of the front half narrative with the 
financials. 

Given the active and continual debate around 
determining what non-financial information is 
material for inclusion in the ARA this is a 

missed opportunity to explain disclosure 
choices, for example to omit certain TCFD 
recommended disclosures. We would go a step 
further and suggest that all of the board 
committees should comment on the FBU 
considerations relating to disclosures in their 
areas of remit. 

Comply or explain 
 

The FRC has continually emphasised the 
‘comply or explain’ nature of the Code and 
proposes to include it as a Principle in the 
body of the draft revised Code rather than just 
in its preface. A common approach is for the 
Code compliance statement and explanations 
of non-compliance to be provided at the 
outset of the governance section, with 
Admiral (Figure 11.1) being an exception, 
weaving this throughout the governance 
section, therefore increasing the connectivity 
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of this disclosure with the rest of the 
governance narrative. 

A research paper5 commissioned by the FRC 
on the influence of proxy advisers and ESG 
ratings agencies notes that all interviewed 
proxy advisors stated that the Code is one of 
the main sources for their respective UK 
benchmark policies (para 52). At the same 
time however, proxy advisors were perceived 
as taking a ‘box-ticking’ approach which failed 
to take into account individual companies’ 
specific circumstances which is inconsistent 
with the ‘comply or explain’ approach (para 
28). 

This is concerning especially as the Code is 
becoming increasingly prescriptive with some 
of its Provisions and it is likely that more 
companies will provide explanations for non-
compliance in the future. 

In order to meet the spirit of the Code, such 
explanations should clarify whether a 
departure is temporary (i.e., it is the directors’ 
intention to comply with the Provision in the 
near term) or whether the departure is more 
permanent in nature. In the latter case, the 
explanation should explicitly set out why the 
alternative governance mechanism(s) that has 
been adopted is more appropriate in the 
specific context of the company. 

 

 
5 Analytical report: The influence of proxy advisors and ESG rating agencies on the actions and reporting of FTSE350 companies and investor voting; research conducted by Durham University 
and Morrow Sodali 

6 March 2023 paper produced by the Institute of Directors Science, Innovation and Technology Expert Advisory Group 

The board’s agenda 
 

In September 2021 our Soaring to new 
heights series of reports focussed on what 
could be gleaned about board governance 
practices from narrative reporting. Although a 
lot has happened in the two years since, the 
themes we discussed in the publications 
remain relevant, even if some root causes may 
have changed (e.g., from the COVID-19 
pandemic to a cost-of-living crisis) or the 
emphasis on certain aspects has shifted. 

For example, issues related to the workforce 
haven’t reduced in significance since the 
pandemic but have taken a different slant (see 
Chapter 7), underlining even further the 
importance of embedding the right culture 
across the organisation and board-level 
workforce engagement. 

The rapid acceleration in the use of artificial 
intelligence (AI) is creating another burning 
platform for employee and broader 
stakeholder engagement. Getting a handle 
over its use will be fundamental for boards in 
the next few years. The Institute of Directors 
business paper “AI in the Boardroom”6 advises 
that impact assessments must be undertaken 
for all stakeholder groups including 
customers, suppliers, partners and 
shareholders. It advocates for an ethics 
committee which includes employee 

representatives to oversee AI proposals, 
including an evaluation of the transparency of 
the AI’s decision-making process. 

Environmental and social matters remain a 
societal priority, but boards face an 
increasingly complex dynamic in light of 
shifting investor sentiment on these matters 
in the USA (see Appendix A ESG and 
sustainability) and the slow development of 
UK government climate-related policies 
according to the June 2023 report from the 
Climate Change Committee. 

The one new theme that has clearly emerged 
relates to geopolitical volatility and tensions – 
with many boards dealing with resulting 
supply chain security issues, greater cyber 
threats from state-sponsored bad actors and 
increasingly restrictive regulatory 
environments in key markets. 

In a June 2023 survey organised by the 

Global Risks Initiative within the World 

Economic Forum’s Centre for the New 

Economy and Society, of the five areas where 

they were asked to gauge volatility, on 

average, chief risk officers expect the highest 

levels in geopolitical and geoeconomic 

relations, with a majority expecting upheavals 

on a global scale. 

 

https://www.frc.org.uk/getattachment/bdf7032b-ece1-436b-8429-fbe4ad704efc/Influence-of-proxy-advisors-and-ESG-rating-agencies-on-the-actions-and-reporting-of-FTSE-350-companies-and-investor-voting.pdf
https://www.ey.com/en_uk/assurance/uk-board-governance-and-corporate-narrative-reporting
https://www.iod.com/app/uploads/2023/03/IoD-The-AI-in-the-boardroom-3d69e07919bad710b0d29fb309e6d5ce.pdf
https://www.theccc.org.uk/publication/2023-progress-report-to-parliament/
https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/geostrategy/geostrategy-pdf/ey-2023-geostrategic-outlook.pdf
https://www3.weforum.org/docs/WEF_Chief_Risk_Officers_Outlook_2023.pdf
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Reporting on processes, activities and 
outcomes 

 

With so much on the board’s agenda and 
therefore clearly plenty to talk about, the 
FRC’s view (as noted in paragraph 18 of its 
Code consultation) that governance reporting 
still lacks in disclosing activities and 
outcomes, might seem counterintuitive. 

The narrative in governance section has 
traditionally been process oriented. Partly this 
has been driven by the current and 
predecessor Codes requiring narrative on 
“how” the board or its committees undertook 
a certain activity. 

In some cases, it does follow that a robust 
description of the how i.e., the process 
undertaken by the board, will give the reader 
confidence in the strength of the governance 
mechanisms. To a great extent, the proposed 
directors’ declaration on the effectiveness of 
risk management and internal control systems 
will likely lead to companies having to provide 
a more robust narrative about the process of 
monitoring and review (see Chapter 10) 
especially given the requirement to disclose 
the basis of the directors’ declaration. 

For reporting to be meaningful, it is not 
enough to describe a process in a passive 
manner – it needs to be translated into 
activities undertaken during the year along 
with their results (e.g., actions taken or 
decisions made), which we interpret to be 
‘governance outcomes’ referenced in the 
proposed changes to the Code. Those 

companies that continue to provide a 
calendarisation summary could, for instance, 
expand the disclosure by linking it to principal 
decisions and stakeholder engagement 
outcomes. 

What is most important however is for the 
governance reporting to demonstrate the 
directors’ active involvement in material 
matters across the year, like done by Johnson 
Matthey (Figure 11.2). 

One of the topics that the Code consultation 
seeks to address is the issue of director 
overboarding – a director sitting on an 
excessive number of boards potentially 
leading to insufficient time and attention to 
adequately discharge of their duties. It 
proposes that the ARA describes how each 
director has sufficient time to undertake their 
role effectively in light of commitments to 
other organisations. It is hard to see how this 
would not result in a boilerplate disclosure. 
Setting out the directors’ activities and their 
results is probably a better way for investors 
to get comfort about the level of attention 
being given. 

Role of the audit committee (AC) 
 

With the ever-expanding remit of the AC, 
overboarding might become an especially 
pressing issue for its members. 

The vast majority of AC reports in our sample 
talked about either monitoring or starting to 
take action in anticipation of secondary 
legislation to implement the government’s 

reforms on audit and corporate governance 
and/or changes to RM and IC requirements of 
the Code. In addition, the draft revised Code 
allocates responsibility for narrative reporting, 
including sustainability matters to the AC. This 
is despite many companies, like Severn Trent 
(Figure 11.3) already having different 
governance structures over E&S matters fit 
for their organisations and around a third of 
companies having a committee with a 
dedicated role related to E&S matters. 

In our view, whilst ACs may be best placed to 
assess the effectiveness of a company’s 
internal controls over non-financial reporting 
and monitor the accuracy of non-financial 
metrics, other committees may be better 
placed to oversee the accompanying narrative 
and feed into the overall FBU assessment. 

According to the 2022 UK Spencer Stuart 
Board Index, FTSE150 ACs already meet 5.4 
times on average a year. So, it will be 
interesting to see to whether these additional 
responsibilities will result in longer meetings 
with fuller agendas; or an increased number 
of meetings.  

Already in recognition of the importance and 
complexity of the AC’s role, and the likely 
increased focus by ACs on overseeing the 
external auditor, Institutional Shareholder 
Services’ (ISS) December 2022 Proxy Voting 
Guidelines, stated that for FTSE 350 
companies, it will note where four or fewer AC 
meetings had been held during the reporting 
period. 

https://www.spencerstuart.com/research-and-insight/uk-board-index
https://www.spencerstuart.com/research-and-insight/uk-board-index
https://www.issgovernance.com/file/policy/active/emea/UK-and-Ireland-Voting-Guidelines.pdf
https://www.issgovernance.com/file/policy/active/emea/UK-and-Ireland-Voting-Guidelines.pdf
https://www.issgovernance.com/file/policy/active/emea/UK-and-Ireland-Voting-Guidelines.pdf
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Board diversity 
 

The introduction of the Diversity Listing Rule 
has effectively codified the targets 
promulgated previously through the Hampton-
Alexander/FTSE Women and Parker Reviews. 
Around 50% of companies within our sample 
included early disclosure against this LR in 
their December 2022 ARAs. Although, as 
noted in our publication from April 2023, 
these disclosures were seldom fully compliant 
with the new requirements. 

 

The ‘G’ in ESG 
 

In the FRC’s research report about AC Chairs’ 
views on, and approach to ESG activities and 
reporting conducted by independent research 
agency YouGov, many AC chairs agreed that 
governance is the foundation of good business 
practice, encompassing company 
performance, risk, social and environmental 
activities. Importantly therefore, even though 
the outcome of the Code consultation is only 
expected around the end of 2023, boards and 
company secretaries could take the 
opportunity now to review their governance 
mechanisms and related reporting irrespective 
of the final outcomes of the Code 
consultation. There could be certain ‘no 
regret’ actions on key aspects of the proposals 
that enhance existing good practice and that 
are therefore worthwhile taking now. We had 
highlighted some of these in Part 2 of our 
Soaring to new heights series. 

 

 

 

 

 

https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/corporate-governance-and-reporting/latest-insights/ey-reporting-against-the-new-diversity-listing-rule.pdf
https://www.frc.org.uk/news/june-2023/audit-committee-chairs-show-keen-interest-and-unde
https://www.ey.com/en_uk/assurance/uk-board-governance-and-corporate-narrative-reporting#chapter-810254362
https://www.ey.com/en_uk/assurance/uk-board-governance-and-corporate-narrative-reporting#chapter-810254362


 

EY  55 

Figure 11.1 Admiral ‒ Compliance against Code Principles integrated across the governance section (2022 ARA, pp157, 171) 
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Figure 11.2 Johnson Matthey ‒ Board and committee outcomes (2023 ARA, p82-83, 89) 
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Figure 11.3 Severn Trent ‒ Climate Change Governance Framework (2023 ARA, p41) 
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Key questions to assess board and 
committee effectiveness 
Board 

1. Is there tangible evidence on how the organisation’s purpose guides 
board decision-making? Are ethics or ethical considerations given 
airtime in the boardroom? 

2. Is the board actively involved in shaping the company’s strategy? 
Does the debate on strategy incorporate a discussion on how 
emerging risks may impact the business model and resilience?  

3. Has the board engaged in defining or refining the risk appetite of the 
company in the year? 

4. Is the board able to articulate the material environmental and social 
impacts of the organisation? Are these embedded within the broader 
strategy and not treated separately as compliance matters or as 
corporate social responsibility topics?  

5. Does the board have reliable data to make decisions and measure 
strategic progress, including in relation to environmental and social 
matters? 

6. Has the board established the appropriate committees with terms of 
reference that reflect the governance issues and opportunities that 
need to be addressed for the future success of the business? 

7. Do the board dynamics enable dissenting views or is there an 
atmosphere of overwhelming consensus? 

8. Has both the extent and topics of direct engagement between 
directors and stakeholders been purposefully determined, taking into 
account both strategic objectives and stakeholder materiality 
assessments? Does the board actively hold management to account 
for dealing with material stakeholder feedback? 

9. With changes to cultural and working practice, is the board actively 
engaging in the debate on the future of work? 

 

The board and all its committees 

1. Do the board/committee’s terms of reference reflect not just the 
mandatory responsibilities as specified in regulations and Code, but 
also the de facto ones? 

2. Do directors feel they have enough time for their increasing 
responsibilities? 

3. Is there an effective induction programme for new board/committee 
members and on-going training thereafter?  

4. Are the number of meetings, time allocated to agenda items and 
content of the meeting pack sufficient to discharge the 
board/committee’s responsibilities? 

5. Is the meeting pack distributed with sufficient notice to allow the 
board/committee members to read and analyse the content and 
therefore have action-oriented meetings? 

6. Does the way in which management present at the board facilitate 
effective debate and discussion on material issues? 

7. Is there a clear framework for interaction between committees on 
overlapping topics, e.g., where human capital metrics impact 
executive remuneration?  

8. Do directors oversee how targets (within their areas of remit) are 
being set and monitor progress against them? Do they ensure 
actions are being taken to address the root cause for unsatisfactory 
progress?  

9. Does the board/committee have adequate, regular support from 
management committees or internal functions to discharge of its 
duties?  

10. Does the board/committee obtain independent insights on specific 
topics e.g., from external advisers, to allow for robust challenge of 
management? 

11. Does the committee oversee the transparency of ARA disclosures 
regarding the matters in its remit? 



 

EY  60 

Audit Committee (AC) 

1. Aside from meeting the composition requirements of the Code and 
DTR, is the AC considering and preparing for the future skills it will 
need for example, in light of changing circumstances of the company, 
its business model and the sector it operates in? 

2. Where there is a separate risk committee, is the division of 
responsibilities between the two clearly defined?  

3. Is the division of responsibilities regarding oversight of narrative 
reporting including on environmental and social matters clearly 
defined between the AC and any other relevant committee dealing 
with these topics? 

4. Is the documentation provided by management to the AC of 
sufficient detail and quality to allow the AC to challenge 
management’s views? Is the AC’s review and challenge of this 
documentation adequately minuted to withstand future regulatory 
scrutiny? 

5. Does the AC receive information with sufficient regularity to allow it 
to monitor the effectiveness of risk management and internal 
controls during the year?  

6. Is the AC satisfied that activities undertaken by management are 
sufficient to allow directors to make a statement on the annual 
review of effectiveness of risk management and internal controls? 

7. Does the AC have a complete and accurate picture of what assurance 
is obtained over disclosures in the ARA, the rationale for this and 
how this compares to the expectations of external stakeholders? 

8. Is there a structured process in place to assess the audit quality 
throughout the year with appropriate reference to audit quality 
indicators? 

9. Does the AC report in the ARA present a fair picture of the activities 
of the AC, including challenges raised and their resolution? 

 

Nomination and remuneration committees 

The practice for allocating responsibilities for oversight over human 
capital varies, and the remits of nomination and remuneration 
committees continue to evolve. The questions to assess effectiveness 
have therefore been structured to provide key questions regarding human 
capital oversight, remuneration and nomination considerations. 

Oversight of human capital matters 

1. Are directors challenging management on the appropriateness of the 
human capital metrics which are being monitored by reference to the 
link to overall business and sustainability strategy? 

2. Are directors holding management to account for conducting 
adequate workforce engagement to explain human capital targets 
and progress, including but not limited to planned actions to close 
any gender, ethnic or other form of pay gaps? 

3. Does the board/committee oversee the approach to surveys 
challenging their frequency, topics addressed and whether they 
provide insights that differentiate between engagement and culture? 
Does the board/committee challenge how surveys complement other 
forms of engagement? 

4. Are the sources of cultural insights used by the board/committee for 
culture monitoring sufficiently broad to evidence how effectively the 
desired culture is embedded? Is the board/committee receiving 
adequate explanations of the interactions between the various 
insights and proposed actions? 
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Remuneration matters 

1. Is the remuneration committee able to articulate to the workforce 
how the approach to executive pay is aligned with stated values and 
culture and how it promotes the right behaviours at the top? 

2. Does the remuneration committee robustly debate the stakeholder 
experience when considering outcomes and the application of 
discretion? Are the remuneration committee’s insights into that 
experience, independent from those shared by the executive, 
sufficient? 

3. Is the remuneration committee confident that the pay structures do 
not create undue pressure to prioritise returns in the short-term and 
give adequate weighting to non-financial value creation? If non-
financial metrics are included, are their link to strategy clear and 
transparently explained? 

4. Has the remuneration committee comprehensively considered the 
range of potential consequences of remuneration structures on 
behaviours and decision making? 

 

 

 

 

 

 

 

 

 

 

 

 

Nomination matters 

1. Has the nomination committee debated the most appropriate 
allocation of new and evolving responsibilities across the board and 
its committees and accordingly reassessed the skills, diversity and 
capacity at both the board and individual committee level? Does the 
nomination committee have a clear approach for determining how 
best to address skills gaps (through new appointments, advisors or 
training)? 

2. Has the committee considered how board and senior management 
composition helps bring the stakeholder voice into the boardroom? 
Are these considerations reflected in succession plans? 

3. Does the committee assess the cognitive diversity and culture of the 
board? Does it understand how the make-up of the board and its 
culture impact decision making? 

4. Does the committee look sufficiently deep into the organisation to 
identify future talent? Are steady-state succession plans regularly 
revisited? Is there a contingency plan for dealing with unexpected 
departures? 

5. Is the committee satisfied about the nature and quality of DEI 
initiatives such as executive development programmes? To what 
extent have such initiatives been factored into succession planning? 
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Appendix A ESG and sustainability 

 

Corporate reporting 

In its broadest sense, corporate reporting 
comprises information that a company 
publicly communicates about itself. With the 
annual report and financial statements at its 
heart, it includes, amongst others, RNS 
announcements, website disclosures and an 
increasing suite of stand-alone reports 
covering non-financial topics. 

Narrative reporting and non-financial 
metrics 

In its October 2020 Discussion Paper on the 
future of corporate reporting, the FRC noted 
that “non-financial reporting is becoming 
increasingly important and we expect this 
trend to continue in response to calls for 
responsible capitalism.” In May 2023, the 
Department for Business and Trade (DBT), 
working with the FRC, initiated a review of the 
non-financial reporting requirements.  

We consider non-financial reporting to 
encompass: 

► Narrative reporting – which often takes 
the shape of written ‘long-form’ reports – 
such as the front half of ARA, 
sustainability and climate reports 

► Non-financial metrics – metrics based on 
financial information, but not derived 

directly from the financial statement 
(e.g., banking capital ratios) and metrics 
related to non-financial topics (e.g., 
greenhouse gas emissions) often referred 
to as ESG metrics 

This makes sustainability and ESG reporting a 
sub-section of narrative reporting and non-
financial metrics.  

Changes to the Code are proposing to 
introduce explicit responsibilities for 
monitoring the integrity of narrative 
reporting, including sustainability matters; 
narratives within ARAs often refer to ESG and 
sustainability interchangeably – whilst these 
terms seem to have become almost 
synonymous, they deal with similar issues 
from very different viewpoints. 

ESG – the outside-in perspective 

ESG was first mentioned in the 2006 United 
Nation’s Principles for Responsible Investment 
(PRI) report. ESG is primarily a risk 
management and investment framework used 
to evaluate the financial risks that 
environmental, social, and governance factors 
pose to the business and its shareholders.  

The three dimensions are distinct and have 
measurable aspects. Reporting is a central 
feature - ESG metrics demonstrate how a 
company manages these risks to reduce their 

impact, increase economic resilience and 
protect the company’s value.  

The perspective is referred to as ‘outside-in’ as 
the focus is on the risks to the company, not 
on those the business creates for the outside 
world. 

Sustainability – the inside-out perspective 

Where ESG aims to minimise harm, 
sustainability relates to “doing well by doing 
good.” 

Emphasis is on the so called “triple bottom 
line” (people, planet, profit), and governance 
is typically not a relevant factor. 

When a company is operating ‘sustainably,’ it 
maintains an appropriate balance between 
making money and ensuring social and 
environmental wellbeing in the world today 
without compromising future generations. 

Sustainability adopts an “inside-out” 
perspective as it focusses on the impact a 
company has on society and the environment. 
Companies are increasingly disclosing their 
contribution to United Nation Sustainable 
Goals (UN SDGs) as a means of evidencing 
their positive impact. 

  

https://www.frc.org.uk/getattachment/90cb0ae1-b7ac-4f1e-8de0-8e63deaa0089/-;.aspx
https://www.frc.org.uk/getattachment/90cb0ae1-b7ac-4f1e-8de0-8e63deaa0089/-;.aspx
https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence
https://www.investopedia.com/terms/t/triple-bottom-line.asp
https://www.investopedia.com/terms/t/triple-bottom-line.asp
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Purpose – sustainably contributing to 
society 

Principles A and B of the Code stipulate 
amongst other things that the role of the 
board is to establish the company’s purpose and 
promote the long-term sustainable success of 
the company, generating value for 
shareholders and contributing to wider 
society. 

It therefore makes sense that sustainability-
related initiatives are used to provide 
examples of ‘purpose in action.’  

What makes less sense however is the way the 
broader narrative, rather than being 
integrated across the front half, tends to be 
included in the form of a standalone section or 
insert. 

Integrated reporting 

The problem with inserts is that they lend 
themselves to providing too much irrelevant 
detail – discussing aspects that neither 
mitigate material risks nor have the potential 
to make a meaningful contribution to the 
triple bottom line. 

Some inserts referred to as ‘ESG’ do not 
actually focus on risks but are used as a 
means to describe aspects of the company’s 

operations that are positively linked to the 
social dimension. A potentially more relevant 
alternative would be to link these themes to 
the relevant stakeholder within the s172 
narrative. For example, both modern slavery 
and scope 3 emissions can be discussed in the 
context of suppliers. Modern slavery is a 
common topic being referenced in supplier 
engagement disclosures, including by 
Whitbread; some companies, like CCEP, tier 
their suppliers by reference to the level of 
their emissions. 

For a commitment to sustainability to ring 
true, it needs to be both integrated into the 
business model as demonstrated by Mondi 
(Figure App 1.1) and form part of the 
overarching strategy. Where the ‘sustainability 
strategy’ touches on the same themes as its 
‘core strategy’ but is presented as something 
separate, readers might infer that the 
company is paying lip service rather than 
being truly committed to doing well by doing 
good. Similarly, when, unlike Rio Tinto 
(Figure App1.2) companies present their 
contribution to all UN SDGs, as opposed to just 
the ones they can truly make a difference 
towards, credibility can be lost. 

Rather than inserts, companies who want to 
demonstrate their commitments should 
integrate ESG risks into their principal risk 

disclosure and explain how their sustainability 
ethos contributes to delivering strategic 
objectives, as done by Rolls Royce  
(Figure 7.3). 

This approach will drive a clearer story — on 
one hand demonstrating the level of 
investment needed to mitigate risks and 
improve ESG scores, on the other explaining 
why an evolution of the business model to 
make it more sustainable is the right thing to 
be doing. 

If the changing investor sentiment and 
escalating political backlash against ESG 
investing in the US is anything to go by, 
getting the narrative right by focussing on 
what is of strategic importance and how 
social-impact initiatives contribute to broader 
value creation will become even more 
important. 

Already, according to the November 2022 EY 
Global Corporate Reporting and Institutional 
Investor Survey, 80% of investors claim that 
“too many companies fail to properly 
articulate the rationale for long-term 
investments in sustainability, which can make 
it difficult for us to evaluate the investment.” 

 

https://www.ey.com/en_uk/assurance/how-can-corporate-reporting-bridge-the-esg-trust-gap
https://www.ey.com/en_uk/assurance/how-can-corporate-reporting-bridge-the-esg-trust-gap
https://www.ey.com/en_uk/assurance/how-can-corporate-reporting-bridge-the-esg-trust-gap
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Figure App.1.1 ‒ Mondi: Comprehensive business model overview with effective use of diagrams, cross referencing and integrated sustainability 
considerations (2022 ARA, pp14-17) 
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Figure App1.2 ‒ Rio Tinto: Contribution to UN SDGs clearly differentiated between two lead SDGs where the company makes the most substantial impact, 
and further eight supporting goals (2022 ARA, pp47, 50). 
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Appendix B Acid Test 

Purpose 
 

► What is the company's purpose? Does it explain why the company 
exists? 

► Is the purpose bespoke or could it be for any company? 

► How did purpose influence any principal decisions the board has 
made?  

► Are there tangible examples of purpose in action? 

► Does the company's purpose clearly inform its strategy?  

► Is it clear to a reader how strategy delivery helps with realising 
purpose? 

Culture 
 

► Why are the desired behaviours critical to the achievement of 
strategic objectives?  

► How does the board measure and monitor the extent to which the 
culture is embedded? 

► What actions are needed to close any identified gaps between actual 
and desired culture? 

► Is a clear update provided on progress against any past initiatives to 
close the gaps? 

Business Model 
 

► How does the company generate revenues? 

► How and where are the company's key assets and resources engaged 
in the process of value creation? 

► What are the company's competitive advantages; does the BM differ 
from others in the sector? 

► How are environmental and social risks and opportunities being 
addressed to ensure the BM is sustainable? How is the BM evolving in 
response? 

► Is the BM adapting to long-term trends and factors? 

Measuring strategic progress 
 

► What are the company’s strategic objectives? Are they clear and 
measurable? Is it clear why key performance indicators (KPIs) and 
other metrics used to measure progress against them were selected? 

► How did the company deliver against prior year goals and what are 
its priorities for the near and mid-term? 

► Do the remuneration policy outcomes appropriately reflect 
prominent metrics and KPIs? 

► Is the use of prominent financial and non-financial metrics balanced 
and reflective of their strategic importance? 

► Is there clarity on the level of assurance obtained over each of the 
KPIs and other prominent metrics? 

Evolving strategy 
 

► Is there clarity on both short-term and longer-term market/industry 
trends impacting the business? 

► How is the company’s strategy responding to these market trends? 
How are they influencing principal and emerging risks? 

► Is it clear how sustainability commitments support the delivery of 
strategic objectives? 

► What is the directors’ approach to capital allocation beyond 
shareholder distributions?  
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Stakeholder engagement and s172 
 

► Is there a compelling explanation of who the identified key 
stakeholders are and how they have been grouped? 

► How did management, and separately the directors, seek to 
understand the views of and seek input from stakeholders? 

► Does the board articulate the feedback received or the insights 
gained from such interactions in the current year and any actions 
taken? 

► How did the board take such feedback and insights into account 
when making principal decisions? 

Workforce diversity and engagement 
 

► How has the board engaged with the workforce, what feedback or 
insights did it receive and how was this considered in the 
boardroom? 

► What actions are being undertaken to address low employee 
engagement scores, high turnover, culture misalignment or other 
relevant employee related indicators? 

► How successful are initiatives aimed at improving workforce 
diversity, equity and inclusion and how do these support the 
achievement of strategic objectives? 

► Does the workforce narrative tell a fair and balanced story of how the 
company has performed against its people commitments? 

 

Environment 
 

► How well is the company's sustainability strategy integrated into the 
overall business strategy and are environmental and social factors 
incorporated into the assessment of principal and emerging risks? 

► Does the narrative strike the right balance between providing 
insights into the business strategy versus sustainability strategy? 

► Does the narrative provide a fair and balanced overview of the 
company's impact on the environment and explain how changes to 
the environment are impacting the business model? Are these 
impacts quantified? 

► Is it clear which metrics and targets are materially important for 
managing environment-related risks and opportunities? Are these 
metrics relevant and meaningful?  

► What level of assurance was obtained over these metrics? 

Risks and viability 
 

► What are the principal risks to the successful delivery of the strategy 
and how might these manifest in the company? 

► What levels of risk is the board willing to take and how does this align 
with the related mitigating actions? 

► Are changes in the likelihood or impact of principal risks explained, 
together with the evolution of mitigating actions? 

► Which of these pose the greatest threat to the viability of the 
company? 

► Is the rationale for the timeframe over which the board has 
considered the viability of the company robustly explained? 

► What specific scenario and sensitivity testing has been performed on 
the model(s) supporting the viability statement and what was the 
outcome of this testing? 
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Risk management and internal control 
 

► How is the effective management of risks and monitoring of the risk 
profile of the business embedded across different levels in the 
organisation? What are the key steps within the risk management 
cycle/process? 

► How does the board monitor the systems of risk management and 
internal controls on a regular basis during the year? Is the 
description of the process for their annual effectiveness review 
comprehensive? 

► What are the outcomes of this review? Has the board identified 
weaknesses or inefficiencies and are the resulting actions clear? 

► Has the company explained its definition of emerging risks and 
stated the procedures in place to identify them and how these differ 
from those relating to principal risks? 

Governance 
 

► What did the board and its committees actually do in the year to 
govern the company — what specific governance issues arose and 
how were they addressed? 

► What, if any, changes were made to governance arrangements 
during the year and why? 

► What areas for improvement were identified from the board and 
committee evaluations and what progress was made against actions 
from the previous evaluations? 

► How is board and committee composition and succession planning 
being managed, giving due regard to the evolving strategy of the 
company, skills, experience, diversity, time commitment and tenure? 

► Has the fair, balanced and understandable (FBU) assessment 
adequately considered environmental and social aspects of the front 
half narrative
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Appendix C Regulatory and legislative developments impacting narrative reporting  

a. UK reporting requirements which are final and already effective 

These impact September and December 2023 year ends for the first time.   

Reporting development and scope Effective date Detail 

The Companies (Strategic Report) (Climate-related Financial 
Disclosure) Regulations 2022 and non-binding guidance  

Scope 

► UK companies with more than 500 employees and which 
have either transferable securities admitted to trading on a UK 
regulated market or are banking companies or insurance 
companies (namely those UK companies that are currently 
required to produce a ‘Non-Financial and Sustainability 
Information Statement’. 

► UK registered companies with securities admitted to AIM, 
and which have more than 500 employees. 

► UK registered companies not included in the categories above, 
which have more than 500 employees and a turnover of more 
than £500 million. 

Financial years 
beginning on or 
after 6 April 
2022 

This expands the non-financial information statement within 
the Strategic Report to a ‘Non-Financial and Sustainability 
Information Statement’ and requires in-scope companies, to 
publish climate disclosures similar to TCFD. Details of what 
is required are covered in the non-binding guidance. 

Companies that to date included their TCFD disclosures in a 
report other than the ARA will need to consider what 
material information will need to be brought into the 
strategic report in FY23. 

In June 2022 the FRC revised its ‘Guidance on the Strategic 
Report’ to reflect the above requirements. 

 

 FCA new Listing Rule (LR 9.8.6 (9)) and enhanced Disclosure, 
Guidance and Transparency Rule (DTR 7.2.8) in relation to diversity 
on boards and executive committees 

Scope 

LR – UK and overseas issuers with equity shares, or certificates 

representing equity shares, admitted to the premium or standard 

segment of the FCA’s Official List, excluding open-ended investment 

companies and ‘shell companies’ but including closed-ended 

investment funds.  

DTR - certain UK issuers with securities admitted to UK regulated 
markets and, through the Listing Rules, to certain overseas listed 

Financial years 
beginning on or 
after 1 April 
2022 

Three new ARA disclosures:   

► A comply-or-explain statement confirming whether board 
diversity targets have been met 

► New numerical data tables in a prescribed format on 

► Sex or gender identity, and  

► The ethnic diversity  

of members of boards and executive management.  

► Expanded disclosures on board diversity policy (under 
DTR) to cover supplementary factors such as ethnicity, 
sexual orientation, disability, and socio-economic 
background (in addition to previously listed factors such 

https://www.legislation.gov.uk/uksi/2022/31/contents/made
https://www.legislation.gov.uk/uksi/2022/31/contents/made
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1056085/mandatory-climate-related-financial-disclosures-publicly-quoted-private-cos-llps.pdf
https://www.handbook.fca.org.uk/handbook/LR/9/8.html
https://www.handbook.fca.org.uk/handbook/DTR/7/2.html
https://www.handbook.fca.org.uk/handbook/DTR/7/2.html
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Reporting development and scope Effective date Detail 

companies subject to existing exemptions for small and medium 
companies 

 

The FCA will review the rules in 2025 to make sure they are working 
and to check if the diversity targets are still appropriate. 

as age, professional/educational background). See 
further detail in EY’s April 2023 publication. 

b. Impending UK developments subject to finalisation 

Reporting development. Scope and status Effective date Detail 

The Draft Companies (Strategic Report and Directors’ Report) 
(Amendment) Regulations 2023 

Scope 

UK incorporated companies with a high level of employees and 
turnover (minimum of 750 employees and a minimum annual turnover 
of £750 million). The associated guidance notes provide additional 
information on scoping considerations.  

Status- Draft subject to approval 

The regulations were laid before Parliament on 19 July 2023 with the 
expectation that they will come into law before the end of 2023.   

In the meantime, the FRC is developing guidance, informed by 
stakeholder outreach and a public consultation, to help companies in 
complying with the new reporting requirements. The FRC expects to 
publish the guidance no later than Q1 2024. 

1 January 2025 - 
for in-scope 
companies with 
equity share 
capital admitted 
to trading on a 
UK regulated 
market for the 
whole of the 
financial year  

1 January 2026 – 
for other 
companies in-
scope 

Four new disclosure requirements:  

► Triennial Audit & Assurance Policy Statement and 
annual implementation update  

► Annual Distribution Statement, with an accumulated 
realised profits figure, or minimum figure, to be shown 
as a note to the accounts.  

► Annual Fraud Statement 

► Annual Resilience Statement 

Revised UK Corporate Governance Code  

Scope 

Premium listed companies (UK and non-UK incorporated) and 
companies voluntarily applying the Code.  

Status – Draft subject to finalisation 

1 January 2025 Details on the proposed reporting requirements for the UK 
Corporate Governance Code are set out in our publication.  

The revised Code will be supported by updated guidance, 
and work is currently underway to revise the ‘Guidance on 
Audit Committees’ and ‘Guidance on Board Effectiveness’ 
so they are aligned with the revised Code and Audit 
Committee Standard.  

https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/corporate-governance-and-reporting/latest-insights/ey-reporting-against-the-new-diversity-listing-rule.pdf
https://www.legislation.gov.uk/ukdsi/2023/9780348250220/contents
https://www.legislation.gov.uk/ukdsi/2023/9780348250220/contents
https://www.gov.uk/government/publications/new-transparency-over-resilience-and-assurance-for-big-business/corporate-reporting-the-draft-companies-strategic-report-and-directors-report-amendment-regulations-2023
https://www.frc.org.uk/getattachment/a92c8f2d-d119-4c4b-b45f-660696af7a6c/Corporate-Governance-Code-consultation-document.pdf
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/assurance/corporate-governance-and-reporting/latest-insights/ey-uk-corporate-governance-code-2023.pdf
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Reporting development. Scope and status Effective date Detail 

The FRC’s consultation closes on 13 September 2023 and a final version 
of the revised Code is expected to be issued by the end of 2023.  

 

The FRC is also planning to amend the ‘Guidance on Risk 
Management, Internal Control and Related Financial and 
Business Reporting’, so that it is aligned with the specific 
changes in the Code relating to risk management and 
internal control. 

c. UK developments companies should keep a watching brief on - likely to impact reporting in the ARA  

Development Implications 

Green Finance Strategy 2023 

This does not, by itself, introduce new reporting requirements. It does, 
however, indicate specific initiatives, the outcomes from which are likely to 
impact environment related reporting for UK incorporated companies and 
financial institutions.  

 

Examples of sustainability-related reporting developments include: 

► Exploring explore how the final TNFD framework, due to be published in 
September 2023, should be incorporated into UK policy and legislative 
architecture; 

► UK Green Taxonomy – to introduce mandatory company disclosures 
against a future green taxonomy; and  

► ‘Call for Evidence’ in Q3 2023 on Scope 3 Emissions reporting, nature-
related financial risks, dependencies, and effects.  

TPT Framework and Guidance on 'gold-standard' climate transition 
plans. 

TPT was launched by HM Treasury in April 2022 and has a two-year 
mandate to develop a “gold standard” for private sector climate transition 
plans applicable to the UK. 

The TPT plans to publish the final Disclosure Framework and Technical 
Annex in October 2023. At the same time the TPT will publish an initial 
version of the Implementation Guidance, this will be updated further over 
coming months with a final version published by February 2024. 

The final Disclosure Framework will be supported by sector-neutral 
Implementation Guidance and a suite of sector-specific guidance. Updated 
sector neutral guidance will be published alongside the Framework and then 
expanded in the coming months. Sector-specific work will be published for 
consultation later in 2023 and finalised in early 2024. 

Once the TPT framework is finalised, the UK government intends to begin a 
consultation on transition plan requirements for the UK’s largest 
companies in the final quarter of 2023. As per Primary Market Bulletin 45, 
the FCA will consult on guidance that will set expectations for transition 
plan disclosures at the same time as its planned consultation on the 
adoption of IFRS S1 and S2.  

  

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1149690/mobilising-green-investment-2023-green-finance-strategy.pdf
https://transitiontaskforce.net/wp-content/uploads/2022/11/TPT-Disclosure-Framework.pdf
https://www.fca.org.uk/publications/newsletters/primary-market-bulletin-45
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International Sustainability Standards Board’s (ISSB) two new reporting 
standards launched in June 2023:  

► IFRS S1 ‘General Requirements for Disclosure of Sustainability-related 
Financial Information’ covers the overall requirements for a reporting 
entity to disclose its sustainability-related risks and opportunities over 
the short, medium, and long term.  

► IFRS S2 ‘Climate-related Disclosures’ sets out specific requirements for 
the identification, measurement and disclosure of climate-related 
financial information and is designed to be used in conjunction with 
IFRS S1.  

These two standards fully incorporate the recommendations of TCFD and 
as a result, the IFRS Foundation will take over the monitoring of climate-
related disclosures from 2024.  

The Secretary of State for Business and Trade will consider the 
endorsement of the standards, to create UK Sustainability Disclosure 
Standards (UK SDS) by July 2024. UK endorsed standards will only divert 
from the global baseline if absolutely necessary for UK specific matters. 

Following endorsement, decisions to require disclosure will be taken 
independently by the FCA for listed companies and by government for UK 
registered companies and limited liability partnerships  

As noted in Primary Markets Bulletin 45, the FCA’s aim is to finalise its 
policy position by the end of 2024, with a view to bring new requirements 
into force for accounting periods beginning on or after 1 January 2025. It 
also expects to consult on moving from the current comply or explain 
compliance basis to mandatory disclosures for listed issuers. 

Government statutory review of the Reporting on Payment Practices 
and Performance Regulations 2017.  

Large UK companies and LLPs are required to report (via a government 
portal) on their payment practices, policies, and performance every six 
months.  

The government is yet to decide whether to amend the expiry date of the 
current Regulations, so it is extended beyond 6 April 2024, or introduce 
legislative requirements for companies to include a summary of their 
payment practices in the annual report and accounts.  

Modern Slavery Bill 

The 2022 Queen’s Speech included the announcement of a Modern 
Slavery Bill. The intention is to build on the requirements of the Modern 
Slavery Act 2015.  

Among other things, the Bill if enacted may mandate and enhance the 
reporting to be covered in modern slavery statements. It may introduce a 
legal requirement for organisations to publish their statements on a 
government-run registry.   

https://www.ifrs.org/issued-standards/ifrs-sustainability-standards-navigator/
https://www.ifrs.org/issued-standards/ifrs-sustainability-standards-navigator/
https://www.gov.uk/guidance/uk-sustainability-disclosure-standards#:~:text=UK%20Sustainability%20Disclosure%20Standards%20
https://www.gov.uk/guidance/uk-sustainability-disclosure-standards#:~:text=UK%20Sustainability%20Disclosure%20Standards%20
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1132949/amendments_payment_practices_and_performance_regulations_2017.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1074113/Lobby_Pack_10_May_2022.pdf
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d. EU and SEC developments with potential relevance to certain UK companies 

Development Effective date Commentary 

Corporate Sustainability Reporting Directive 
(CSRD) 

Scope (as it applies to non-EU undertakings) 

UK companies with ‘substantial activity’ in the EU 
market (more than €150m annual net turnover in 
the EU) and which have at least one subsidiary 
(large or listed) or branch (net turnover of more 
than €40m) in the EU. 

Status - Final 

The Directive came into force in January 2023, with 
reporting standards applicable to non-EU 
undertakings to be developed by June 2024. 

For non-EU 
undertakings: 1 
January 2028 

EU undertakings (this includes EU-incorporated subsidiaries of UK groups, 
or UK groups listed in the EU) caught by CSRD will be required to produce a 
sustainability report using European Sustainability Reporting Standards 
(ESRS) on a phased implementation basis. The ESRSs are intended to 
establish a framework that will bring sustainability reporting to the same 
level as financial reporting, and to facilitate the standardisation and 
comparability of sustainability information among companies. Annex I 
contains the final first set of twelve ESRS as adopted by the European 
Commission. Annex II includes a glossary and a list of acronyms. 

However, separate EU reporting standards (i.e., not the ESRSs referenced 
above) will apply to UK companies with substantial activity in the EU market 
that are not themselves EU undertakings. These are expected to be 
developed by June 2024, and they will focus on impact, not risks.  

The sustainability report produced by the UK parent, covering the EU 
operations, will require an assurance opinion. 

Securities and Exchange Commission (SEC) 
proposes rules   

Scope 

SEC registrants with shares valued at over $250M, 
including EU and UK based SEC registrants 

Status – Draft  

The SEC has been considering whether to scale-back 
requirements on Scope 3 disclosures, and 
consequently the final publication of the climate 
disclosure rules is not expected before the autumn 
of 2023.  

TBC In March 2022 the SEC proposed new climate-related reporting 
requirements.  

Under this proposal companies will be required to disclose their direct and 
indirect greenhouse gas emissions, and climate-related risks. Companies 
that have developed transition plans, conducted scenario analysis, or set 
public climate-related targets or goals will also be subject to specific 
disclosures.  

The rules are expected to introduce assurance over Scope 1 and 2 
emissions only, first subject to limited assurance one year after emissions 
disclosures are required and 2 years later subject to reasonable assurance. 

  

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022L2464
https://www.ey.com/en_uk/assurance/how-the-eu-s-new-sustainability-directive-is-becoming-a-game-changer
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsites.ey.com%2F%3Ab%3A%2Fr%2Fsites%2FCorporateSustainabilityReportingDirective%2FShared%2520Documents%2FESRS%252031%2520July%25202023%2FAnnex%25201%252012%2520standards%252031%2520July%252023.pdf%3Fcsf%3D1%26web%3D1%26e%3DnmGYTY&data=05%7C01%7Cmkepa%40uk.ey.com%7Cf54d027f6f664b2d348008db975a5ab4%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638270186554326109%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=3vKgdbzp%2B5Dtknwhb%2B7MDQRTwXaRlaN3dlxg6KwwpSE%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsites.ey.com%2F%3Ab%3A%2Fr%2Fsites%2FCorporateSustainabilityReportingDirective%2FShared%2520Documents%2FESRS%252031%2520July%25202023%2FAnnex%25202%2520Acronyms.pdf%3Fcsf%3D1%26web%3D1%26e%3Djf2261&data=05%7C01%7Cmkepa%40uk.ey.com%7Cf54d027f6f664b2d348008db975a5ab4%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638270186554482337%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=%2BXZQEhg9nniaLEsJThx8WQBqpiFC1CpgRb%2FZEgJaH1E%3D&reserved=0
https://eygb.sharepoint.com/sites/UKCorporateGovernance-2022_23ARAproject/Shared%20Documents/2022_23%20ARA%20project/Publication%20docs/In%20March%202022%20the%20SEC%20proposed%20new%20climate-related%20reporting%20requirements.
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Development Effective date Commentary 

SEC has adopted new rules on the reporting 

of cyber security risks and incidents 

Scope 

The rules apply to nearly all registrants that 

are required to file periodic reports (e.g., 

Form 10-K, Form 20-F) with the SEC, 

including smaller reporting companies (SRCs) 

and foreign private issuers (FPIs). 

Status - Final 

The rules were adopted in July 2023 

FPIs must comply with 
the requirements in 
Form 20-F beginning 
with annual reports for 
fiscal years ending on 
or after 15 December 
2023. 

The SEC announced in July 2023 that it will be adopting new rules to 

enhance and standardise disclosures regarding cybersecurity risk 

management, strategy, governance, and incidents by public companies that 

are subject to the reporting requirements of the Securities Exchange Act of 

1934. 

EY’s summary of the rules sets out the risk management, strategy and 

governance disclosures as well as those related to incident reporting.  

SEC is considering whether to adopt two new 

rules on human capital disclosure 

Scope - TBC 

Status – Expected  

TBC Whilst proposals from the SEC on human capital reporting were expected in 

April 2023, they had not been issued as of August 2023.The SEC has 

indicated its intention to introduce such disclosures such as human capital 

metrics (e.g., workforce turnover, skills and development training, 

compensation and benefits) and workforce demographics (e.g., diversity). A 

separate draft rule on corporate board diversity was also mooted, but its 

release is not expected until October 2023.  

Further information on the SEC’s considerations relating to new rules on 

human capital reporting can be found in the EY publication ‘SEC top four - 

What public companies, boards and investors should watch for in 2023.’   

 

https://www.sec.gov/files/rules/final/2023/33-11216.pdf
https://www.sec.gov/files/rules/final/2023/33-11216.pdf
https://www.ey.com/en_us/assurance/accountinglink/to-the-point-sec-adopts-disclosure-requirements-for-cybersecurity-incidents-and-risk-management-and-governance#:~:text=The%20SEC%20adopted%20rules%20to,F.%20Calendar%2Dyear%20registrants%20must
https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=202304&RIN=3235-AM88
https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=202304&RIN=3235-AM88
https://www.ey.com/en_us/public-policy/four-key-sec-priorities-in-2023
https://www.ey.com/en_us/public-policy/four-key-sec-priorities-in-2023
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