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Introduction Then came the COVID-19 outbreak, introducing 
an extra, unexpected dimension which has tested 
corporate governance and reporting frameworks 
in new ways. It has forced companies into action, 
bringing purpose, culture and stakeholders — all new 
aspects of the 2018 Code — to the fore. 

From intent to action 
From our review this year, FTSE 350 companies have 
made a good start at implementing the changes, but 
more is needed to turn the dial from intent to action. 
Florence Nightingale thought that “feelings waste 
themselves in words; they ought all to be distilled into 
actions which bring results”. I find this particularly 
poignant at the current time. It not only resonates  
with the global response to the pandemic, but also  
aligns with our view that reporting should not be  
solely focused on the processes a company has in  
place or its good intentions: it needs to give real  
insight into the actions taken, as evidenced by the 
outcomes that have been achieved.

UK companies began feeling the impact of the 
pandemic by early March, just as the December 2019 
year-end reporters were starting to publish their 
ARAs. Our review of FTSE 350 reporting this year 
therefore includes a number of March and April 2020 
ARAs, to provide insight on how companies were 
initially responding to the crisis. The crisis has tested, 
for example, how boards have been discharging their 
duties under section 172 of the Companies Act 2006 

2019/20 annual reports and accounts 
(ARAs) were set to be characterised by 
first-time implementation of the revised 
UK Corporate Governance Code (the 2018 
Code) and by compliance with the new 
Companies (Miscellaneous Reporting) 
Regulations 2018 (MRR). These place 
significant new requirements on companies, 
and their repercussions stretch beyond just 
reporting: in order to report meaningfully 
under these, companies had to revise their 
underlying processes.
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(s172) at a time when many have faced difficult 
decisions involving trade-offs between competing 
interests — the impact on their stakeholders, long-term 
success and reputation. Companies are already being 
judged on their actions. If they can report now in a 
transparent and balanced way, this will stand them in 
good stead during any post-COVID-19 analysis.

We see such transparent and balanced corporate 
reporting as a vital cog — alongside governance and 
stewardship — in the accountability framework needed 
to build and maintain trust in business. It is one of the 
key mechanisms by which investors and significant 
stakeholders hold directors to account. The ARA 
remains a pivotal document to enable this.

Stakeholder dimensions and  
the need for comparability 
As well as investors, other stakeholders are seeking 
increased corporate accountability too. The tragic 
events leading up to the Black Lives Matter movement 
have shaken up the social and business landscape. 
Employees want their companies to be candid about 
their current diversity status and to take concrete 
actions to improve it. Public reporting — and the ability 
to hold companies to account based on that reporting 
— is important for achieving momentum and progress, 
as demonstrated by the substantial strides made in 
improving gender diversity on boards. 

“The report and accounts provide fundamental assured 
information which underpins the contract between  
the shareholders and the directors of a company —  
the importance of which is evidenced by a formal  
vote of approval at the General Meeting. 

As asset owners, asset managers and society at large 
turn their attention to a wider definition of long-
term sustainability, the role of the ARA will become 
more vital than ever. The report will need to adapt to 
provide a compelling narrative which can inform a 
genuine understanding of purpose and sustainability 
that extends beyond financial characteristics.”

Andy Griffiths, Executive Director, The Investor Forum
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The demand for multi-stakeholder, non-financial 
reporting creates a new challenge — the need for clear, 
comparable metrics. At present, the environmental, social 
and governance (ESG) reporting arena is supported by 
numerous — sometimes competing — frameworks. Greater 
comparability would help users of reports to understand 
a company’s relative ESG performance better and hold 
boards to account. I hope there will be some settlement 
on commonly accepted frameworks, as has happened 
in climate change reporting through the Task Force on 
Climate-related Financial Disclosures (TCFD). This is why 
the World Economic Forum’s International Business  
Council project on developing core metrics related to  
the UN Sustainable Development Goals (SDGs), which  
EY is part of, is so important (see more on page 57).

Change ahead 
The Financial Reporting Council’s (FRC) Future of Corporate 
Reporting Project may also drive change in this area. In the 
report due to be published for consultation in the autumn, 
the FRC is seeking to present a new corporate reporting 
model that moves away from the focus on a single user — 
the shareholder — and a single document such as the ARA, 
in order to meet the information needs of a wider variety 
of stakeholders via a network of reports. Given this likely 
direction of travel, our view is that the importance of the 
s172 statement will only grow. It has the potential to be 
the cornerstone of reporting — providing an opportunity for 
a company to distil its key messages and to highlight the 
connectivity within its network of reports.

Trust in business relies 
upon an effective 

accountability 
framework

Stewardship

Reporting

The safe investment 
of capital to create 

sustainable value for 
the long-term

Officially promoted and 
documented communication  
from companies intended to 

provide a comprehensive  
picture of their  

performance and  
position to interested  

external parties

Governance

The system by which 
companies are directed  

and controlled
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Various regulatory reforms still in play may bring yet further 
enhancements. The Brydon Review’s proposal1 for directors to 
publish an annual public interest statement couldn’t be more timely: 
COVID-19 has been a real test case for what it means for companies 
to act in the public interest. 

It also proposes a resilience statement to replace the current going 
concern and viability statements. While much criticism has been 
levelled at viability statements, COVID-19 has resulted in companies 
including welcome detail about scenarios and stress testing. In our 
view,this has created a new benchmark from which to build  
any new frameworks to report a resilience statement.

Change in the governance and reporting arena and adapting to 
it seems to be set as a constant fixture for some years to come. 
But there is also benefit in regulators adopting a cohesive and 
phased approach to allow companies to emerge from the aftermath 
of COVID-19, learn from the existing round of reporting and, 
where appropriate, co-develop the new requirements to allow for 
meaningful, outcome-oriented reporting.

I hope that those involved in preparing ARAs will find this publication 
useful in achieving this objective. In line with previous years, we 
have kept it practical by including insights and guidance not only 
on disclosure requirements, but also on underlying governance 
processes. Your feedback is welcome.

1 �Assess, assure and inform improving audit quality and effectiveness, report of 
the independent review into the quality and effectiveness of audit, Sir Donald 
Brydon CBE, December 2019.

Mala Shah-Coulon, EY UK, 
Head of Corporate Governance

5 Acid Test Introduction  Key Themes Appendices 5



Acid test

Our acid test — created six years ago and 
regularly updated — is a practical tool for 
preparers and boards looking to ensure  
the narrative within the ARA covers the  
key qualitative aspects of leading practice.  
In light of the COVID-19 crisis, we supplemented 
it to cover matters that we believe boards and 
management should address in the narrative 
within their ARA to explain the impact of the 
crisis on the company and its response. Points 
related to COVID-19 have been highlighted  
by yellow side bars.

Throughout this publication we provide further insight to a  
number of these topics.

Purpose, strategy and culture
•	� What is the company’s purpose? Does it explain 

why the company exists and how it contributes to 
wider society?

•	� How are some of the difficult decisions the board 
has made/will make aligned to the company’s 
purpose? Are there any that may challenge the 
company’s purpose in the long term? 

•	� Has the company’s purpose remained relevant or 
has this pandemic indicated that the board may 
need to reconsider it?

•	� Does the company’s purpose clearly inform  
its strategy?

•	� What are the company’s strategic objectives?  
Are they clear and measurable?

•	� How has (or will) the pandemic impacted the 
company’s strategic direction? What do you expect 
the longer-term impact of COVID-19 to be on your 
business?

•	� How does the board make decisions regarding 
how capital is allocated across the short and long-
term priorities? For example, capital investments, 
research & development (R&D), pensions and 
shareholder distributions.

•	� How are decisions around capital allocation being 
impacted by COVID-19? Have you articulated the 
longer-term consequences of these decisions?

6 Acid Test Introduction  Key Themes Appendices 6



•	� Which aspects of the company’s culture are critical 
to the operation of the business model and/or the 
delivery of its strategy?

•	� How does the board measure and monitor the 
extent to which the culture is embedded? 
How has the board adapted its approach to such 
monitoring given remote working?

Business model
•	� How does the company make money? 

•	� What are the company’s key inputs, processes and 
outputs (for shareholders and other stakeholders)?

•	� What are the company’s competitive advantages 
and how are these sustained over time?

•	� How are the company’s key tangible and intangible 
assets engaged in the process of value creation?

•	� How does the business model help deliver the 
strategy and how is it different from others in  
the sector?

•	� How is the company adapting its normal ways of 
operating to ensure it remains solvent in the short 
term and viable and sustainable in the medium to 
long term?

•	� How are customer needs and priorities changing 
in light of COVID-19 and how is the company 
responding? Have new upside opportunities arisen 
as a result of COVID-19 (e.g., e-commerce growth) 
and how has management capitalised on these?

•	� How are the company’s competitive advantages 
being impacted by COVID-19? How is the 
competitive landscape changing?

Key performance  
indicators (KPIs)
•	� What are the key metrics the board uses to  

measure progress against its strategic objectives? 
Are these leading indicators which truly measure 
performance against strategy over the long term 
rather than just output measures?

•	� How has the company performed against its 
metrics over time and how has this influenced the 
remuneration of senior executives? 

•	� Are alternative performance measures (APMs) and 
exceptional items clearly defined and explained?  
Is the audit committee satisfied that they have 
been used in a manner that reflects a fair and 
balanced view of the performance and position of 
the business?

•	� Which new metrics (if any) have been established  
to assess performance during this crisis? 

•	� Where costs have been apportioned to a  
COVID-19 related exceptional item, is this objective 
and reliable?

Risk appetite and principal risks
•	� What levels of risk is the board willing to take in 

pursuit of its strategy and how is this monitored by 
the board?

•	� Has the board’s risk appetite for certain principal 
risks reduced as a result of COVID-19? If so, what 
additional mitigating measures are being taken?

•	� What are the principal risks to the successful 
delivery of the strategy and operation of the 
business model?
How has the board’s assessment of principal risks 
evolved in light of COVID-19? 

•	� What are the risks that pose the greatest threat 
to the viability of the company i.e., solvency and 
liquidity risks?

•	� How, specifically might these manifest in the 
company as opposed to generically in the sector?
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Risk management and  
internal control disclosures
•	� How are the principal and emerging risks mitigated 

and controlled by the company’s systems of internal 
controls and risks management and how does the 
board monitor these controls?

•	� What did the board’s review of the effectiveness of 
these systems and controls encompass and what 
were the findings?

•	� Has the board identified significant failings or 
weaknesses and is it clear what actions have 
been or will be taken to address these failings or 
weaknesses?

•	� What has the current crisis taught management 
about its risk identification and management 
processes? What adaptations have been made e.g., 
seeking additional assurance, increasing scope of 
monitoring etc.?

•	� What enhancements and changes have been made 
(or will be) in internal controls resulting from the 
pandemic and new ways of working? Consider  
the resilience and security of the IT environment  
in particular.

Viability statement
•	� Over what timeframe has the board considered 

the viability of the company and why? How has 
the period been rationalised especially where the 
company is making investment decisions over 
longer periods?

•	� How confident is the board on maintaining the 
previous timeframe to assess the viability of the 
company? Is the level of uncertainty so high, that 
the period should be reduced?

•	� What process did the board use to assess viability?
Given the pandemic, how did the board’s 
involvement in the assessment process change? 

•	� Does the board understand which, if any, severe 
but plausible risks (or combination of risks) would 
threaten the viability of the company and has 
appropriate disclosure been provided?

•	� 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?
How have the viability scenarios from previous 
years changed to reflect COVID-19? 

•	� What assurance did the board obtain over relevant 
elements (e.g., stress testing)?

•	� What assumptions and caveats did the board use 
in reaching its conclusion, for example around 
expected operational restrictions, ability to meet  
debt covenants or assumed duration of COVID-19 
crisis etc.?

•	� What is the board’s view of the longer-term 
prospects of the company beyond the period of the 
viability statement?

Stakeholder engagement  
and s172
•	� Are the key stakeholders of the company  

clearly identified?

•	� How did the board seek to understand the views 
of and seek input from both shareholders and 
stakeholders during the year? 
How are management and the board adapting their 
engagement strategy in light of the crisis?

•	� How is the board engaging with the workforce 
during the period of remote working?	

•	� Does the board articulate the feedback received 
from such interactions and any actions taken?  
How has the board had regard to these groups in 
the principal decisions they made?

•	� How is COVID-19 influencing the views/priorities 
of key stakeholders and how is the board factoring 
these in to its approach on decision making, its 
consideration of stakeholder outcomes and its 
efforts to mitigate/minimise adverse consequences  
for stakeholders?
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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 issues have taken precedence given the crisis?

•	� What, if any, changes were made to governance 
arrangements during the year and why? 
How has the board adapted its way of working to 
govern and communicate effectively in the year?

•	� How is the board being kept updated on both  
the changing regulatory framework as well as the 
various temporary measures and relaxations that 
regulators have extended so as to oversee and 
monitor the company’s compliance with these? 

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

•	� What additional work has the audit committee  
done to address the key areas of judgement  
(in light of COVID-19) in the financial statements  
e.g., impairment, valuations, going concern?

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

•	� Have any lessons been learnt regarding the 
different skill sets required to govern effectively 
through the crisis? How is the nomination 
committee considering these in future succession 
planning?

•	� How is the board considering the potential impact of 
COVID-19 on the implementation of remuneration 
policies and executive remuneration in the year?
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1
From intent to action
Making balanced and transparent disclosures and using the ARA as a pivotal document to 
make commitments and track the progress against those over time is key.

Follow up on commitments 
made in the previous year’s 
ARA. Set and use financial 
and non-financial targets  
and metrics to measure 
progress against the 
commitments made.

Shift the focus of  
disclosures from process 
towards outcomes.

Challenge whether the 
ARA is fair, balanced and 
understandable (FBU) based 
on your experience as a 
board member or member of 
the management team. Does 
it paint the same picture of 
the company you discussed 
in the boardroom? Be open 
about what did not go 
according to plan, as well as 
what did.

1 2 3

Reminder — The 2018 Code (page 2) emphasises 
the importance of reporting meaningfully, avoiding 
boilerplate statements and instead disclosing how the 
Principles have been applied, the action that has been 
taken and the resulting outcomes using signposting 
and cross-referencing where relevant. This should 
help investors to evaluate a company’s governance 
practices. 

What do we mean by  
meaningful reporting? 
Meaningful reporting cuts to the heart of the concept 
of ‘from intent to action’. It is about following up on 
commitments — demonstrating that they were more 
than signals of good intentions and have been carried 
forward throughout the year. It links to the concept 
of FBU in encouraging an open and honest account of 

Meaningful 
reporting 
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the year in review. It reflects the reporting  
journey companies have been on — moving from 
process descriptions towards more outcome-
orientated disclosures.

This year presented a good opportunity for 
companies to rethink their reporting in light of the 
2018 Code and the MRR. Some companies did take 
that opportunity. We particularly noticed some 
improvements in the reporting of KPIs and examples 
of thoughtful reporting, such as the inclusion of 
relevant and linked case studies within the narrative. 

In 2020/21, reporters will face a further challenge of 
having to discuss the impact of COVID-19 at a time 
when the full impact is not yet known. The FRC has 
been clear that this is not a reason to avoid reporting 
on it. According to the FRC’s Chief Executive, Sir 
Jon Thompson: “Reporting where outcomes are 
uncertain is difficult, but we expect companies to rise 
to the challenge to avoid situations where helpful 
information could have been in the public domain and 
was not.”2 Even where previous commitments cannot 
be met or are no longer feasible, it is important for 
companies to be consistent and refer to them with 
an adequate rationale for any new approach e.g., 
dividend decisions that don’t align with a previously 
disclosed dividend policy or changes to the business 
model or strategy.

 
2 �COVID-19 – Resources, action, the future: Reporting in times of uncertainty, Financial Reporting Lab, FRC, June 2020.

Compliance with the 2018 Code 
When it published the 2018 Code, the FRC was keen 
to re-emphasise the requirement within the 2018 
Code and the Listing Rules to apply the Principles 
of the 2018 Code rather than simply comply with its 
Provisions alone in a strict ‘tick box’ manner.

Most companies provide little evidence of how they 
applied the Principles — perhaps in part due to the 
conceptual and behavioural nature of some of them. 
In the absence of illustrative disclosures or worked 
examples, companies find it challenging to report  
in a manner that would enable shareholders to  
evaluate how these Principles have been applied.  
As a result, companies end up repeating the Principles 
as statements of fact. Examples of Principles that are 
challenging to report against include the following:  

•	� Principle A — A successful company is led by an 
effective and entrepreneurial board, whose role is 
to promote the long-term sustainable success of the 
company, generating value for shareholders and 
contributing to wider society.

•	� Principle B (second sentence) — All directors must 
act with integrity, lead by example and promote the 
desired culture.

•	� Principle F (second sentence) — They (the 
chair) should demonstrate objective judgement 
throughout their tenure and promote a culture of 
openness and debate. 
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Some companies, such as Derwent London plc 
(Figure 1), indicate how they have applied the 
Principles by using the 2018 Code to structure their 
ARA’s governance section, and by linking the Code’s 
Principles to the relevant parts of the governance 
section and the Strategic Report. InterContinental 
Hotels Group plc (ARA 2019, page 94) provides a 
clear overview and uses signposting to demonstrate 
where disclosures relating to each Principle are 
located within the report. 

Compliance with the Provisions

Figure 1: Derwent London plc, ARA 2019, page 102

61%

80%

comply with every 
Provision of the 
2018 Code

comply with all 
but one Provision

Compliance with the 2018 Code
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When the FRC published the 2018 Code, it recognised 
that companies had largely been trying to comply with 
all the Provisions in a tick-box manner, rather than 
face the challenge of explaining their rationale for any 
non-compliance. This was partially driven by proxies 
and the behaviour of some investors, who have been 
criticised in the past for automatically penalising 
companies that didn’t comply with every Provision. 
Companies still seem largely focused on meeting all 
the Provisions of the 2018 Code: 80% of our sample 
complied with all but one of the Provisions. This seems 
high in the first year of applying the 2018 Code’s 
new requirements, especially when these involve 
not just changes to reporting, but most importantly 
implementing the underlying governance mechanisms 
and processes as a basis upon which to report. 
As shown in Table 1, most of the Provisions that 
companies did not comply with were newly introduced 
in the 2018 Code, with companies explaining their 
plans for compliance in the following year. 

Provision Description % of companies 
that do not comply

38 Pension contribution rates aligned with 
those available to the workforce

9

19 Chair tenure 8

11 At least half the board should be 
independent 

6

32 Remuneration committee independence 6

9 Chair not independent upon appointment 6

36 Remuneration schemes promoting long-
term shareholdings

5

41 Engagement with the workforce to 
explain the alignment between executive 
remuneration and company pay policy

4

Table 1: Rate of non-compliance with 2018 Code Provisions
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However, it is important to remember that full 
compliance with the Provisions has never been the 
objective of UK corporate governance codes. Since its 
publication, the FRC has been reminding companies 
that: “Full strict compliance has never been the aim,  
nor has it reflected the spirit, of the Code due to 
the ‘comply or explain’ approach on the Provisions. 
Detailed and comprehensive explanations offer 
the reader a greater insight into how the company 
operates.”3 

DS Smith plc (ARA 2020, page 65) shows 
understanding of the FRC’s approach in a section 
called ‘Governance in action’. It states: “In the 
introduction to the Code the FRC recognises that 
high-quality reporting on the Provisions of the Code 
may include an explanation of how the spirit of the 
Principles has been applied, which in some cases may 
be by a different route from that suggested in the 
Code’s Provisions... in three specific instances, our 
approach to the Provisions differs from the Code’s.”

We also observed some good explanations for specific 
cases of non-compliance. For example, Rolls Royce 
Holdings plc (Figure 2) provides a convincing and 
detailed explanation, giving readers clear insight into 
the situation at hand and the reasons behind the 
actions taken.

Figure 2: Rolls Royce Holdings plc, ARA 2019, pages 59 and 60

 
3 �Annual review of the UK Corporate Governance Code, FRC , January 2020. 
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Figure 3: Lloyds Banking Group plc, ARA 2019, pages 72 and 73 
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Bringing governance to  
life through reporting
Promisingly, we observed many companies making 
improvements to and innovating in their reporting 
this year. However, while progress continues to be 
made in the strategic report, governance reporting 
mostly remains ‘boilerplate’ and the area most ripe for 
improvement. This seems like a missed opportunity. 
Applying the new requirements of the 2018 Code 
could have led to more thoughtful reporting. 

A good way to do this is by removing many of the 
boilerplate process descriptions and replacing them  
with details about the actions taken in the year by 
the board (as outlined in the Derwent London plc 
example earlier). Information required by law can be 
moved to the back of the governance section so as 
not to interrupt the narrative. Lloyds Banking Group 
plc (Figure 3) provides a really clear overview of the 
board’s focus in the year. It demonstrates the breadth 
of the board’s role, the topics discussed and how they 
link to stakeholders and the strategy.  

Bunzl plc (ARA 2019, pages 70 and 71) uses case 
studies to illustrate ‘The board in action’, including 
coverage of the board’s overseas trips and the 
new CFO’s induction. When used appropriately, 
case studies can be a great way of shifting focus 
from intent to action by bringing descriptions of 
what happened to life. However, there has to be 
substance over form — case studies need to be 

used in a meaningful way to add detail and colour 
to reporting topics. BP plc (ARA 2019, pages 25-
31) does this with case studies linked to each of its 
strategic priorities. Drax Group plc (ARA 2019, pages 
22, 46 and 70) uses case studies across a range of 
areas such as strategy, diversity and board activity. 
Throughout its ARA, The Vitec Group plc includes 
short quotes from various employees relevant to the 
specific section. 

Fair, balanced and 
understandable
In the ARAs we reviewed, FBU statements tend to be 
process orientated. Some provide interesting detail on 
how the board made its assessment, such as Aggreko 
plc (ARA 2019, page 60): “Full draft provided to 
the Committee and Board seven days prior to the 
February 2020 meetings to enable time for review  
and comment and to provide a final opinion”. 

Few companies go beyond a process statement to give 
more detail as to what the board or audit committee 
looked at, what challenges were raised and how 
these were addressed or what changes were made 
to the ARA. In a year full of change in all respects — 
regulatory as well as macro-economic as a result of 
the pandemic — we would expect more such detail. 
For example, Derwent London plc (ARA 2019, page 
127) provides an insight into the approach taken in 
reviewing the ARA to ensure it was FBU, as well as an 

overview of the changes made to the ARA in the year. 
HSBC Holdings plc (ARA 2019, page 174) gives an 
overview of the areas of focus of the FBU assessment 
at a high level: “In particular, the Committee gave 
careful consideration to the key performance 
metrics relating to the strategic priorities to ensure 
transparency and consistency throughout the 
financial reporting disclosures.”

Encouragingly, we feel that companies have improved 
their KPI disclosures, with many now including more 
non-financial metrics. This is important progress 
towards disclosing some of the value not reflected in 
financial metrics that give an indication into aspects 
such as brand loyalty, employee sentiment and 
customer service, showing stakeholder outcomes 
more clearly. 

Barclays plc (Figure 4) is unique in that it presents 
its KPIs split by stakeholder group and includes a 
wide range of internal and external financial and 
non-financial measures to assess performance. 
Rentokil Initial plc (Figure 5) provides rich KPI 
disclosure across many metrics — both non-financial 
and financial. For each, the company includes an 
assessment of the progress made, a five-year trend, 
the link to strategy and remuneration and a detailed 
overview of the performance. 

17 Acid Test Introduction  Key Themes Appendices 17



Figure 4: Barclays plc, ARA 2019, pages 18 and 19
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Figure 5: Rentokil Initial plc, ARA 2019, pages 12-15 Figure 6: EY’s July 2020 report, How will ESG 
performance shape your future?, page 9

EY’s July 2020 report, How will ESG performance 
shape your future? found that the number of investors 
embracing structured reviews of non-financial 
disclosures has gone up significantly — to 72% from 
32% in 2018 and 27% in 2016. 

However, only two companies in our ARA analysis 
mention that they have reviewed KPI disclosures as 
part of the FBU assessment. Given the investor interest 
in such non-financial metrics and the likely direction 
of travel of the Brydon Review, we recommend that 
more boards, as part of their overall FBU assessment, 
consider whether their KPIs provide the right snapshot 
for measuring stakeholder outcomes and describe the 
progress to be made in key areas. 
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A number of FBU statements did reference a review 
of APMs, but only at a high level, explaining little 
more than that they were an area of focus. IMI plc 
(ARA 2019, page 73) provides more detail, as follows: 
“The Committee’s review included in particular the 
consideration of alternative performance measures 
and the classification and presentation of adjusting 
items in accordance with the Group accounting 
policy. The Committee received a detailed account of 
the restructuring costs disclosed as adjusting items 
and was satisfied that these were appropriately 
categorised given the nature, scale and purpose of the 
relevant projects.” 

Response to COVID-19
It is imperative that companies report on COVID-19 
in an open and honest way, as its impact likely 
permeates throughout the ARA and tests many of the 
commitments made. In addition, boards will typically 
have played a large role in overseeing and guiding 
their companies’ responses during these challenging 
times, and this should be reflected in governance 
disclosures. 

We have observed some good disclosures from March 
and April 2020 year-end reporters. For example,  
Marks and Spencer Group plc (Figure 7) provides 
a detailed overview of the company’s response to 
COVID-19 alongside an event timeline and specific  
detail about the board’s involvement. DS Smith plc 
(Figure 8) uses a CEO interview in a Q&A format to  
draw out lessons from COVID-19 which it links 
effectively to the company’s purpose, as well as  
other pertinent issues. 

“The lockdown has had a profound impact on social 
behaviours and mindsets and this will not be 
fully reversed when society normalises. Company 
disclosures need to evidence that they are on top 
of these trends such as stakeholder management, 
technology, and adjustment to business practices.”

Nathan Leclercq, Head of Corporate Governance, Aviva Investors
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Figure 7: Marks and Spencer Group plc, ARA 2020, pages 51-53 
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Figure 8: DS Smith plc, ARA 2020, page 20 Our review of March 2020 reporters found little 
reference being made to boards’ consideration of 
COVID-19 exceptional items as part of their overall 
FBU assessment. We expect increased disclosure 
in 2020/21 reports given the subjectivity of such 
items, their potential materiality and the likelihood 
that they will come under more scrutiny by 
regulators and stakeholders at large.4 It is  
important for companies to explain whether the 
pandemic represented a blind spot that the board 
had not considered or whether it manifested in 
the way the board had previously discussed when 
modelling black swan events in relation to the 
viability statement.

As we have seen with previous corporate 
governance code updates, it usually takes about 
three reporting cycles for best practice to evolve. 
Overall, in our view companies have made a good 
start with the 2018 Code but we expect to see 
further improvements and evolution of reporting in 
the coming years.

 
4 �“Company Guidance (Updated 20 May 2020) (COVID-19)”, 

FRC, May 2020.
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1 
Hold a debriefing session to assess last  
year’s process soon after publishing the ARA. 
Include a review of last year’s ARA to identify 
opportunities for removing redundant or repetitive 
content and for ‘moving the narrative on’ to focus 
on outcomes from the year, rather than processes. 

2 
Appoint one owner to coordinate the ARA 
process. The role should involve more than 
project management and keeping to deadlines. 
Such process owners need to draw on their 
understanding of the company and its business  
in order to orchestrate how the ARA is put  
together, clarify its key messages and achieve 
consistency between sections and authors. 

3 
Start early: reporting relies on robust  
underlying policies and processes  
(e.g., stakeholder engagement), which may  
need adjusting early in the year if the ARA  
is to include meaningful narrative on progress  
and outcomes. 

4 
Get audit committee and senior leadership  
buy-in for aspects such as the strategic  
narrative and the governance report.

5 
Ensure sufficient collaboration between relevant 
teams e.g., ESG or sustainability, finance, investor 
relations and company secretarial. Given the 
linkages between sections, build peer reviews 
(performed by someone other than the author)  
into the timeline. 

Spotlight on the ARA process 

More than words, the ARA is a point-in-time snapshot of a company’s underlying processes and progress. 
In today’s ARA, almost every topic is linked or co-related, so how can a meaningful ARA be put together?

Top five considerations 
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Purpose2
Reminder — The 2018 Code introduced the 
requirement for boards to establish the company’s 
purpose and ensure it is aligned to the values, 
strategy and culture. 

•	� Purpose is the ‘why?’ Why does the company  
exist? What value is created and for whom?

•	� Vision articulates what the company will look like  
or where it is heading.

•	� A company’s strategy should outline a plan for  
achieving its vision, in line with the company’s 
purpose. 

From intent to action
Most companies now disclose a purpose statement and, in some form, refer to having a 
purpose-led strategy and culture. However, more needs to be done to evidence this — to show 
that organisations have really moved from intent to action.

Discuss your purpose and 
beliefs in a way that an 
outsider can understand and 
provide tangible examples of 
your purpose in action.

Succinctly explain the 
alignment between  
purpose and strategic 
objectives. 

Set targets and KPIs that will 
indicate how successful you 
are in realising your purpose.

1 2 3
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The importance  
of purpose 
The importance of organisational purpose 
has been rapidly gaining pace in recent 
years.  Organisational context and purpose 
are the first steps in EY’s Long Term Value 
framework, while ‘governing purpose’ is the 
first theme in the consultation on common 
metrics issued by the World Economic 
Forum (WEF).5 Professor Alex Edmans 
notes: “The studies find that… it is purpose 
that leads to profit, rather than profit 
allowing a company to pursue purpose.”6 
It is therefore hardly surprising that the 
number of companies articulating a purpose 
has increased to 86%, up from 41% in our 

•	� Burberry explains its journey in the year to articulate  
its purpose statement ‘Creativity Opens Spaces’ based on the 
beliefs that have guided the business from its early days under 
its founder, Thomas Burberry.

•	� The etymology of the statement ‘Creativity Opens Spaces’ is 
explained and linked back to the manifesto of Thomas Burberry 
in which he set out his vision for the brand and shared early 
customer testimonials. The meaning of the succinct statement 
is unpicked so that its ethos can be understood by the reader.

•	� Details of the activities undertaken to arrive at the purpose 
statement are set out, including the following: 

	 -	� The company combined traditional methods e.g., researching 
archives, running surveys and holding focus groups with 
more creative ones e.g., creating a doodle wall. Almost half 
of the organisation’s employees offered their opinion. 

	 -	� A Purpose Box — a letterbox where employees could ‘post’ 
their thoughts about the purpose — travelled around Burberry 
locations and collected 2,000 handwritten note cards. Board 
members also submitted cards to the box based on an early 
discussion on purpose. 

	 -	� Experts, long-standing partners, industry luminaries and 
customers were consulted.

	 -	� Feedback on findings was shared regularly.
	 -	� Senior executives and the board took part in an immersive 

working session, reviewing the global findings and shaping 
the final output.

•	� Learnings are shared, including how the journey to articulate 
purpose led to the identification of four values introduced 
alongside purpose.

Figure 9: Articulating Burberry’s purpose (ARA 2019/20, pages 15-19)

41%86%
in our 2016/17 
review

up from

Number of companies disclosing their purpose

2016/17 review. This is despite the fact 
that, strictly speaking, the 2018 Code does 
not require such disclosure: read literally, it 
requires companies only to have a purpose. 

Confidence in the assertion that purposeful 
companies perform better comes through  
most strongly in the narratives of those 
companies that either articulated their  
purpose for the first time this year or 
revisited their previous purpose. It is 
encouraging to read the level of employee 
consultation and involvement in establishing 
and articulating purpose by companies such 
as Burberry plc (ARA 2019/20, pages 15-19, 
summarised in Figure 9), Croda International 
plc (ARA 2019, page 10) and Informa plc  
(ARA 2019, pages 30-37). 

5 �Toward Common Metrics and Consistent Reporting of Sustainable Value Creation, World Economic Forum.  
January 2020.

6 �Professor Alex Edmans, “Pursuing purpose, not profit, could help businesses grow a bigger pie for all of us”,  
CITY A.M., 27 March 2020.
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Implementing and  
embedding purpose
To an outsider, many purpose statements can read like 
a marketing slogan that is interchangeable between 
companies and industries. Few companies translate 
their purpose statement into something that is truly 
relatable. Although much time is spent (anecdotally) 
on crafting purpose statements, arguably the wording 
is less important than the ability to demonstrate how 
the purpose has been implemented. To this end, we 
are encouraged by the work of the Enacting Purpose 
Initiative — a multi-institution partnership led by the 
Saïd Business School at the University of Oxford — 
which recently published guidance to help boards and 
senior executives to put purpose intent into practice.

To evidence the veracity of their commitment, some 
companies have started making the purpose narrative 
an integral part of their story: Lloyds Banking 
Group plc (ARA 2019, page 27) includes an upfront 
summary of its contribution to Britain; Greggs plc 
(ARA 2019, pages 2-3) explains what it does for 
society as part of its business model disclosure; 
Tate & Lyle plc (ARA 2020, pages 16-17) discloses 
targets and commitments for each of the three pillars 
supporting its purpose. Some companies that changed 
their purpose in 2019 were clear that this meant their 
strategy also had to change: Reckitt Benckiser plc  
(ARA 2019, pages 6-19) redefined its purpose and 
overhauled its strategy, as well as establishing a  
new set of KPIs that clearly link back to purpose.  
The Weir Group plc (ARA 2019, pages 2-5) put 
sustainability at the heart of its new purpose and 
adapted its strategy to match.

Linkages between purpose and strategic objectives  
form a fundamental aspect of a company’s equity  
story. However, articulating these in a clear and  
succinct manner remains a challenge and the  
alignment often only becomes clear on more in-depth 
reading. For readers who dip in and out of ARAs,  
making this connection can prove onerous. To avoid  
this, National Express Group plc (Figure 10) not only 
provides an overview of its purpose in the context 
of its vision, belief and strategic objectives, but also 
states how it will judge success in realising it. 

Anglo American plc (Figure 11) explains the 
alignment using a one-page graphic, supported 
by narrative in the CEO’s statement. The purpose 
statement uses the term “re-imagining” — suggesting 
new ways of thinking — which intuitively maps to the 
“innovation” element of its strategy. It also mentions 
“improving people’s lives”, which clearly links to the 
“people” element of strategy.“Investors are concerned by the possibility of ‘purpose-washing’ by 

companies, i.e., defining a purpose as a mere marketing slogan, a 
façade to hide behind. In other words, companies will need to ‘walk the 
talk’ regarding their purpose as their shareholders expect consistent 
disclosure regarding how the purpose has been fulfilled and reviewed by 
the board.”

Ali Saribas, Partner, SquareWell Partners Ltd7

7 �SquareWell Partners surveyed investors representing US$22.1 trillion assets under management on their views about corporate purpose — Making Corporate Purpose Tangible, June 2020.
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Figure 10: National Express Group plc, ARA 2019, page 69
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Figure 11: Anglo American plc, ARA 2019, pages 14-15
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Beyond shareholder value
Principle A of the 2018 Code refers to a company’s 
contribution to wider society, giving a clear indication 
that boards should look beyond just financial 
shareholder value when establishing a company’s 
purpose. The expectation that a company’s purpose 
should benefit all its key stakeholders has now 
become mainstream. This view was given a strong 
impetus by the Business Roundtable (BRT) statement 
which, in August 2019, announced a move away from 
stakeholder primacy.8

“Stocks that ‘make the world a better 
place’ were already on decent valuations 
benefiting from positive legislation 
drivers but they have now started to  
re-rate further as more money is  
flowing into ESG funds.”

Andrew Neville, Fund Manager,  
Allianz Global Investors

Rather more quickly than expected, COVID-19 became 
a test case not just for the BRT signatories but for any 
company that made a bold statement about ‘doing 
the right thing’. In light of the global crisis, intent had 
to be turned into action, or lip service risked being 
exposed for what it was. 

Many businesses held true to their word. As lockdowns 
progressed, the narrative on how companies were 
realising their purpose for the benefit of society  
evolved: it began to shift from explaining how  
companies earmarked funds to support the plight 
caused by COVID-19, to detailing how they were 
contributing to fighting the virus in the context of 

their business. This was already the case in the 
31 March and 30 June interim reports of many 
companies and in a number of the ARAs of 31 March 
2020 year-end reporters, such as Burberry plc 
(Figure 12). 

Albert Camus wrote: “What is true of all the evils in 
the world is true of plague as well. It helps men to rise 
above themselves.”9 We hope that in years to come, 
society will look back at the COVID-19 pandemic and 
see it as a pivotal moment that cemented the belief 
that a “company serves not only its shareholders, but 
all its stakeholders — employees, customers, suppliers, 
local communities and society at large.”10

8 �Business Roundtable Redefines the Purpose of a Corporation to Promote ‘An Economy That Serves All Americans’, The Business Roundtable, August 2019.
9 �Albert Camus, The Plague.
10 �“Davos Manifesto 2020: The Universal Purpose of a Company in the Fourth Industrial Revolution”, World Economic Forum website, August 2020.

Figure 12: Burberry plc, ARA 2019/20, pages 56-57
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11 �How do you value your social and human capital? EY, August 2019.
12 �Novartis in Society — ESG Report 2019, Novartis website.

Leading purpose-driven companies are taking long 
term value to the heart of their organisations, 
making it a genuine focus of the c-suite. Over 
the past year we have worked with organisations 
in different industries intent on revisiting their 
strategy to ground it firmly in a purpose that 
creates value for all stakeholders, not just 
shareholders. This can be achieved through 
focussing on better stakeholder outcomes,  
be that accelerating the energy transition, 
achieving improved health outcomes, or giving 
communities improved access to prosperity  
through upskilling of talent, digital connectivity  
or access to basic utilities. 

Using our Long-term Value framework, we have  
helped these companies to look closely at how what  
they do creates positive outcomes for stakeholders,  
and how that impact can best be monitored. 
New metrics are then reflected in management 
reporting, performance and capital allocation 
frameworks, going beyond margin and traditional 
return on capital measures towards other 
indicators of value, such as employee engagement 
and diversity, consumer trust and societal and 
environmental impacts. 

We also see increased interest from companies  
in outcome measurement11. Some are developing 
measurement frameworks to quantify their impact 
on society in financial terms, thus providing 

greater insight on the intangible value they create. 
Novartis, for example, measures their social impact 
at $67bn based on the estimated value of health 
benefits to patients.12

“The metrics which a business selects to monitor and demonstrate success 
in today’s stakeholder centric environment are frequently non-financial. 
They must be closely linked to intended outcomes if they are to demonstrate 
contribution to long-term value. Unfortunately, a strong linkage between 
strategy, intended stakeholder outcomes, and relevant metrics is rarely 
made in ARAs. Given the interest in non-financial value and investors’  
new responsibilities under the FRC’s Stewardship Code this is likely  
to become an increasingly important narrative.”

Case study: EY’s long-term value framework in action 

Navigating the shift from shareholder to stakeholder value 

Rebecca Farmer, Partner,  
EY Long Term Value Lead
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Culture3
Reminder — Provision 2 of the 2018 Code introduced  
a requirement for the board to assess and monitor 
culture, and to ensure it is aligned to the company’s 
purpose, values and strategy, as well as to the  
approach taken to reward. 

•	� Purpose informs the desired values.

•	� The desired values are translated into behaviours.

•	� The behaviours support the achievement of  
strategic objectives. 

Culture matters 
The conviction that culture is fundamental to  
creating and protecting long-term value is widespread. 
The right organisational culture should help to ensure 
that employees follow the North Star of purpose and 
their behaviours support the achievement of strategic 
objectives, even when policies and procedures can’t  
keep up with the pace of change. The COVID-19 
pandemic is a real test for culture — control 
frameworks, especially those more heavily dependent 

From intent to action
Culture was already the watchword of the corporate and regulatory world in 2015, when 
fewer than 10% of companies attempted to discuss how they measured it. Four years on, 
the majority of companies make some reference in their ARA to how culture is monitored,  
but very few discuss exactly how they do this or the resulting actions.  
To progress what has been done, companies should: 

Explain why the desired 
behaviours are critical  
to the achievement of 
strategic objectives.

Lift the bonnet and be 
transparent about the 
metrics used to assess  
the actual culture.  

Articulate the actions that 
need to be taken to close  
any identified gaps and 
report on progress.

1 2 3
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“While leaders want their company to be great at everything, a company’s 
strategy will call for a specific orientation in the market (e.g., the innovator, the 
best brand, the most efficient), and the culture should be intentionally designed 
by management in the context of that orientation. Doing so will help shape 
decisions and behaviours, e.g., what kind of people are hired, what workplace 
policies and processes are put in place, what behaviours are rewarded. Research 
shows that companies generally fall into one of five culture archetypes that 
defines who they are: innovation, brand, customer, efficiency and quality.”

EY US Centre for Board Matters13

on manual controls, have been disrupted and regular 
engagement structures have ceased to exist. Time 
will tell whether companies with the right culture 
were able to withstand the crisis and adapt better and 
more quickly to their changed work environments. 
Furthermore, the actions that companies are taking 
in response to COVID-19 will not only impact culture 
temporarily, but also shape it for years to come. 
These actions need to be aligned to the stated values 
and desired behaviours — or the narrative in the ARA 
simply won’t ring true.

It may be that COVID-19 becomes a catalyst for 
companies to raise their game on culture reporting. 

The do’s and don’ts  
of describing culture
There is no perfect formula to describe a company’s 
culture in a compelling way. The vast majority of 
companies attempt this by setting out their values,  
but too often these read like slogans and the 
description of the ‘unique culture’ quickly becomes 
boilerplate. The challenge is to bring values to life 
using tangible examples and explain how the related 
behaviours guide decision making in the context of the 
organisation: ‘always doing the right thing’ will mean 
something different for a mining company than for a 

13 �Stephen Klemash & Joe Dettmann, PhD, “Five ways to enhance board oversight of culture”, EY US Center for Board Matters.

professional services firm. Smith & Nephew plc (ARA 
2019, pages 24 and 25) achieves this by including a 
double-page spread explaining what its culture pillars 
of care, collaboration and courage mean in practice, 
both at the top and cascading down across all ranks 
of the organisation. Land Securities Group plc (ARA 
2020, pages 68 and 69) explains its culture through 
four themes, with examples of relevant activities 
undertaken during the year and supporting indicators. 

It is equally important to articulate how culture 
supports strategy and creates a competitive 
advantage. Despite culture being discussed in the risk 
section rather than as part of the broader cultural 
narrative, companies have been making progress 
in explaining how culture helps to protect value. 
However, they continue to struggle to articulate how 
culture supports the achievement of their  
strategic objectives. 
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One company that has done this well is  
Rentokil Initial plc (Figure 13). It includes an 
interview with the CEO focused on the importance of 
innovation, expressing views on what sets Rentokil 

apart from other industry players that also claim  
to be highly innovative.  
There are cross-references to innovation case studies 
and the broader culture narrative. The employee 

survey includes a specific question as to whether 
employees (colleagues) agree that the company is 
innovative, and the results are reported. This question 
is clearly linked to one of Rentokil’s strategic priorities 
set out on page 28. 

Figure 13: Rentokil Initial plc, ARA 2019, pages 4, 5 and 28 “Absent meeting people from within 
an organisation, can reporting fully 
bring a company’s culture to life? 
Potentially not, but disclosures 
would be more helpful if instead of 
relying only on irrefutable concepts 
and words like integrity, excellence, 
honesty, transparency they focused 
on outcomes and treated culture 
as an asset. Boards should explain 
why the culture is right for what the 
company intends to achieve and how 
it contributed to the success (or not) 
of the business in a given year.”

Freddie Woolfe, Global Equities,  
Jupiter Asset Management
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Measuring and  
monitoring culture
As required by the 2018 Code, culture monitoring 
has moved up the board’s agenda. Glencore plc 
(ARA 2019, pages 96 and 105) established a new 
ethics, compliance and culture committee in order to 

focus on culture and stakeholder engagement, along 
with ethical and compliance matters. It is therefore 
not surprising that the accompanying narrative is 
relatively extensive this year compared to last. Balfour 
Beatty plc (Figure 14) sets out the actions taken by 
each director to monitor culture and explains how 
these contributed to delivering insights on culture.

Figure 14: Balfour Beatty, ARA 2019, page 94
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Tesco plc (Figure 15) takes a unique approach to 
discussing how the board monitors culture — using 
each of its three values as a lens and at the same time 
explaining the link between that value and  
the strategy. 

In 2017, only 9% of companies 
indicated how their board measured 
culture. Although most companies 
now state that they do measure 
it — unsurprisingly, as it is required 
by the 2018 Code — they appear to 
be keeping their cards close to their 
chests, and do not voluntarily reveal 
concrete data points. 

Where disclosed, the more common metrics to  
measure culture include whistleblowing cases, 
training completion rates, safety metrics and, 
to a lesser extent, turnover or resignation rates. 
Without concrete metrics, it is difficult to identify 
underlying issues or drive actions by incentivising the 
management team via its executive remuneration. 

To this end, Rio Tinto plc’s (ARA 2019, page 22) 
disclosure is informative, as it sets out the company’s 
direction of travel. The ARA explains that “non-
financial metrics for measuring the people strategic 
pillar have been developed, including the development 
in 2019 of a culture and values scorecard” and states 
that in 2020 the company will consider “which of 
these internal metrics will be used as published KPIs in 
future annual reports”.

Some companies are silent on whether metrics have 
been established or identified and their narrative  
on culture monitoring focuses instead on the review  
of policies and procedures. Although important,  
this is limited to assessing only the desired culture,  
not the actual one.

Generally, companies are more transparent about 
employee survey results. This is useful, but survey 
results may not give the full picture. For example, 
a high employee engagement score coupled with a 
rising turnover rate tells a different story than the 
high engagement score alone. See our ‘Spotlight on 
employee surveys’ on page 38 for more analysis.

A balanced approach that takes into account  
internal metrics, survey results and external data 
points is fundamental to effective monitoring. 
AstraZeneca plc (ARA 2019, page 107)  
introduced a new workforce trends report,  
which is reviewed by the board twice a year.  

It contains a summary metrics dashboard compiled 
from data across the global workforce, including 
scores from employee surveys and promotion and 
resignation rates, as well as references to other 
relevant reports. Taylor Wimpey plc (Figure 16) 
demonstrates a balanced approach to culture 
monitoring, which includes a survey, internal metrics, 
external data points and compliance initiatives,  
and sets out the actions undertaken by the board  
as a result. 
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Figure 15: Tesco plc, ARA 2020, page 26
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Figure 16: Taylor Wimpey plc, ARA 2019, pages 69 and 71
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years of data, and shares conclusions drawn  
in the form of next year’s priorities.

However, it is only by measuring values and 
behaviours, the cultural ‘inputs’, that an 
organisation can truly understand what is driving its 
culture. An example of a company that transparently 
shares insights obtained through a culture survey  
is Polymetal International plc (Figure 17).

EY has been working with companies across 
different sectors to develop their approach to 

assessing and monitoring culture, moving their 
focus away from a traditional employee engagement 
survey to one that provides better evidence of 
the values and behaviours that are both driving 
performance and reducing risk.

Spotlight on employee surveys — a measure of culture? 

Simon Manterfield, EY Culture, 
Diversity & Inclusion

Figure 17: Polymetal International plc, ARA 2019, page 99

Employee engagement is a useful output measure of  
an organisation’s culture, in the same way as attrition 
rate or a customer satisfaction score. However, a 
typical employee engagement survey does not  
provide information on values and behaviours. 

Encouragingly, an increasing number of companies 
present the results of their engagement 
surveys, including historical trends. For example, 
InterContinental Hotels Group plc (ARA 2019,  
page 45) includes the bi-annual employee  
engagement survey score as a KPI, provides five  
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Outcomes and actions
The way that companies identify gaps between the 
desired and actual culture and explain the actions  
taken to close them could be improved.

Many companies acknowledge the 2018 Code 
requirements by stating that, where the board had 
concerns, it asked management to undertake remedial 
action. Few, however, are transparent about what these 
concerns were or the actions needed to address them. 
HSBC Holdings plc (ARA 2019, page 176) refers to 
the need to improve the ‘speak-up’ culture in order to 
develop and maintain a culture where employees can 
raise issues and concerns without fear of punishment, 

embarrassment or rejection. Taylor Wimpey plc (ARA 
2019, page 69 and see earlier example) summarises 
the initiatives to be undertaken, while Polymetal 
International plc (ARA 2019, page 99 and see earlier 
examples) sets out the board’s focus areas for the 
following year. Even fewer companies, if any, explain 
what targets have been set and how the board will 
monitor the efficacy of actions taken to improve culture.

Clarity on tracking progress and action monitoring is 
especially important for companies that have outlined 
initiatives to change or transform culture or introduce 
new values. It is difficult to articulate progress in a 
credible way if no targets have been set. 

“My role complements our internal work on improving culture. Following 
a cultural survey, my engagement is used to probe deeper into certain 
questions with the workforce — getting to understand what the issues are 
behind the survey data.”

Designated Non-Executive Director, mutual financial institution

Fewer than 20% of companies in our sample 
referred to the role of internal audit in monitoring 
culture, and even fewer indicated that specific 
culture audits may have been conducted. This 
implies that the main unfiltered source of culture 
insights available to the board is through direct 
workforce engagement — even further amplifying 
its importance. Many boards were only starting  
to think about their approach to monitoring  
culture prior to COVID-19. Now they will have  
to adapt to doing this in the current remote  
working environment.

39 Acid Test Introduction  Key Themes Appendices 39



Managing risk 
and viability  4

From intent to action: risk
Although the 2018 Code requirement seems to have led many 
companies to increase their focus on emerging risks, more 
insight needs to be provided to evidence that a company has 
proper risk management procedures in place to identify and 
manage emerging risks.  

From intent to action: viability  

Explain how the risk 
management processes  
were adapted to identify 
emerging risks — or what  
is already in place to  
identify them. 

Describe how emerging risks 
are monitored through the 
organisation.   

1 2
Give an overview of the 
changes made to viability 
scenarios in light of  
COVID-19 (and any other 
significant events or 
challenges faced in the year) 
and disclose the results of 
the scenario testing in a 
quantitative manner. 

Disclose the  
interconnectivity  
between principal and 
emerging risks when 
assessing the company’s 
long-term prospects. 

Provide insight into any 
changes in the company’s 
risk appetite and explain how 
changes in appetite today will 
help you remain competitive 
over the long term. 

1 2 3
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Reminder —

•	� Provision 28 requires companies to complete a  
robust assessment of the company’s emerging and 
principal risks, describe what procedures are in  
place to identify emerging risks and explain how  
these are being managed or mitigated.

•	� The 2018 Code does not define emerging  
risks. Companies are not required to disclose  
their definition, nor what emerging risks have  
been identified.

•	� In our view, emerging risks are those that are likely 
to materialise or have an impact over a longer 
timeframe. This timeframe can vary, although we 
recommend it should be no less than three years. 
Emerging risks generally do not have much of a 
‘track record’ or previous known experience against 
which their impact or probability can be considered. 
Therefore, it is likely that different ‘scales’ such as 
vulnerability, velocity and preparedness may need  
to be used to help assess, track and monitor them.

The growing importance  
of emerging risks 
The COVID-19 crisis has tested organisations’ risk 
management processes and led to enhancements.  
The pandemic is proof of how threats that may  
have been seen as distant or ‘off the radar’ can  
rapidly evolve and affect almost every aspect of a 
company’s business. It has really brought home the 
requirements introduced by the 2018 Code regarding 
emerging risks. 

As noted in last year’s ARA review, boards should first 
define what an emerging risk is and ensure that the 
term is understood throughout the organisation.14 
Companies’ ARAs should then explain clearly what 
procedures are in place to identify emerging risks and 
be transparent about the frequency of assessment. 

Emerging risks 

In line with Provision 28 of the 2018 Code, some 
December 2019 reporters have meaningfully  
explained the changes they made to their risk 
assessment processes in order to identify emerging 
risks. For example, Fresnillo plc (ARA 2019, page 88) 
summarises the activities undertaken to strengthen 
its risk management process: it has defined the 
emerging risk concept, deployed effective monitoring 
mechanisms, carried out horizon scanning (including 

the use of third party information from global risk 
reports and academic publications) to consider 
disruptive scenarios, and implemented mitigating 
control actions. The company has also enhanced its 
risk awareness culture. Balfour Beatty plc (Figure 
18) explains that the new requirement has been 
embedded within the group’s risk management 
reporting process. It describes its treatment of 
emerging risks, explaining that these risks are subject 
to discussion between the group, the strategic 
business unit and the enabling function. Relevant 
emerging risks are escalated to the Executive Risks 
Steering Group for further analysis and validation.

Disappointingly, the vast majority of companies 
only make generic references to emerging risks 
when describing their risk management processes. 
They provide little insight into whether existing risk 
management processes were sufficient to identify 
emerging risks or whether they had to flex or amend 
these processes to do so. They give little information 
about how emerging risks, once identified, are treated 
and monitored.  

Where companies clearly explain changes made from 
a process perspective to identify emerging risks, there 
are references to workshops, meetings, surveys, third 
party information and — in the case of Rolls Royce 
Holdings plc (ARA 2019, page 50) — the use of an app 
to collect insights from a diverse stakeholder group. 

14 �Annual reporting in 2018/19: engaging stakeholders, restoring trust, EY, 2019.
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Defining emerging risks 

Although not required by the 2018 Code, an 
increasing number of companies disclose what they 
consider to be emerging risks in the context of their 
organisation. When doing so, companies often refer to 
them as unpredictable events and explain that those 
risks could have a material impact on their business,  
strategy or financial strength. 

Not all companies refer to a timeframe. Those that  
do, such as Reckitt Benckiser Group plc (ARA 2019, 
page 75) and Balfour Beatty plc (Figure 18), tend to 
consider a range between two and five years. 

Reckitt Benckiser Group plc (ARA 2019, page 75) 
defines emerging risks as: “an event that has the 
potential to significantly impact RB’s financial  
position, competitiveness and reputation, specifically; 

•	� When the nature and value of the impact is not  
yet fully known or understood, giving the emerging 
nature of the risks; and/or

•	� With an increasing impact and probability over  
a longer time horizon (i.e., 5+ years)” 

Emerging risks disclosures — climate change

This year, an increasing number of companies  
disclose the specific emerging risks they have 
identified. The most common ones relate to 
environmental and technology issues, followed 
by geopolitical issues. Companies that refer to 
technology issues often focus on the risk of being 
unable to embrace new technology, which may put 
them at a competitive disadvantage. 

Figure 18: Balfour Beatty plc, ARA 2019, page 75
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Some companies disclose climate change as both a 
principal and an emerging risk. This might be because 
it is such a broad term, with some aspects that are 
well known and understood — leading to its inclusion 
as a principal risk, and others that are still unknown —  
hence an emerging risk to the company. 

National Grid plc (Figure 19) has elevated climate 
change from an emerging risk to a principal risk.  
It makes effective use of a case study to illustrate  
its approach and conclusion that, this year, climate 
change is a principal risk.

Companies will be affected by climate change in different 
ways and their approach to considering climate-related 
challenges will also vary, depending on organisational 
context. However, there is an expectation that 
companies will at least describe how they have assessed 
the impacts and are managing them.

The Brydon Review of December 2019 
recommends that “the board should make 
a Resilience Statement that incorporates, 
enhances and builds on the Going Concern 
and Viability Statements”. This resilience 
statement would be broken into three 
sections: short term resilience, medium 
term resilience and long-term resilience. 

When addressing long term resilience, 
paragraph 8.1.3.3 of the report states 
that “… directors would reference the sorts 
of threats that the company may face — 
climate change may provide a particularly 
good example — and describe either why 
they believe the company is resilient in the 
face of such threats or what processes are 
in place to enable the company to plan its 
reaction to these threats.”

We therefore see a natural link between  
emerging risks and the proposed resilience 
statement. We encourage boards to start 
thinking about the alignment between 
their emerging risk timeframe and the 
extant requirement to consider and 
disclose “long term prospects” (as part 
of the viability statement), and also 
potentially in future resilience statements.

Spotlight on resilience 
statements — the link 
with emerging risks? 

An EY survey published in  
July 2020, How will ESG performance 
shape your future?, found that the 
number of investors dissatisfied  
with environmental risk disclosures 
has increased by 14% since 2018. 
86% of the investors dissatisfied with 
the environmental risk information 
they receive say it is “critical” that 
disclosures in this area improve. 

Further information on climate change can be found  
on page 49 of this report. 

“In general, investors believe that more companies should be assessing 
climate change as a risk, or at least as an uncertainty, in their reporting of 
principal risks and uncertainties. However, investors are also interested in 
which risks companies have themselves identified. There is an expectation 
that how a company assessed the materiality of climate risk should be 
reported even where it has not been considered a principal risk.” 

Climate-related corporate reporting: Where to next? Financial Reporting Lab, October 2019
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Figure 19: National Grid plc, ARA 2019/20, page 23
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Figure 20: The Weir Group plc, ARA 2019, page 52

Risk appetite 
Only 18% of companies indicate their risk appetite for each 
specific principal risk identified. This is unsurprising as the 2018 
Code does not require any disclosures on risk appetite.   

Provision 1 of the 2018 Code states: “The board should assess 
the basis on which the company generates and preserves value 
over the long-term. It should describe … how opportunities and 
risks to the future success of the business have been considered 
and addressed, the sustainability of the company’s business 
model and how its governance contributes to the delivery of its 
strategy.” 

Given this, in our view meaningful explanations on the level of risk 
companies are willing to take provide useful information on how 
the organisation will create a sustainable business over the long 
term. The pandemic will undoubtedly have changed the overall 
risk profile of many organisations and tested their risk appetite — 
and investors will clearly want to understand such impacts.15

It is therefore encouraging that some companies are providing 
meaningful risk appetite disclosures. For example, The Weir Group 
plc (Figure 20) includes a risk appetite statement using a tabular 
format explaining the risks it is willing to take in order to achieve 
its strategic priorities, and those that are deemed unacceptable. 

We recommend that companies explain whether COVID-19 has led 
their board to reassess risk appetite and how changes in tolerance 
today will help the company remain competitive in the long term. 

18%
of companies indicate 
their risk appetite for 
each specific principal 
risk identified

15 �COVID-19 – Going concern, risk and viability, Financial Reporting Lab, FRC, June 2020. 
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16 �Global Risks 2014 Ninth Edition, World Economic Forum, 2014.  

“COVID-19 acts as a reminder that significant disruptions require risk-
based contingency planning. It is essential that companies consider 
interdependencies and plan for a range of scenarios. The way a board 
responds to these events — both during and after — will have a lasting 
impact on stakeholder confidence in the company’s brand and reputation.” 

Emma Price, Associate Partner,  
EY Enterprise Risk Services  

Interdependencies  
between risks 
Given that risks are unlikely to occur in isolation, 
assessing the correlation between risks is critical. 
A lesson from the current crisis is that, although a 
pandemic was reasonably foreseeable (it had been  
an emerging risk for over 10 years) and could have  
been well planned for, what was not predictable was  
the level of interconnected events, nor the depth 
and longevity of the crisis. Therefore, taking a more 
considered approach to risk interdependencies is 
essential for assessing enterprise risk. 

The importance of interdependencies for risk 
management was already noted by the WEF in 

2014: “To manage global risks effectively and build 
resilience to their impacts, better efforts are needed 
to understand, measure and foresee the evolution 
of interdependencies between risks, supplementing 
traditional risk-management tools with new concepts 
designed for uncertain environments.”16

Few companies voluntarily disclose the interconnectivity 
between their principal risks or the links between 
emerging and principal risks. Some exceptions include 
Vodafone Group plc (ARA 2020, page 63), which 
explains its collective risk landscape using a diagram. 
This exercise informs its scenario analysis, which is 
then used to prepare the viability statement. Reckitt 
Benckiser Group plc (ARA 2019, page 67) includes 
a graphic showing the interconnectivity between its 
principal and emerging risks.
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“Given the company specific nature of Covid-19, we expect companies to 
consider the specific resources, assets and relationships that are most under 
threat and the steps being taken to protect them when setting out their 
principal risks and uncertainties.” 

Covid-19 Thematic Review: Review of financial reporting effects of Covid-19, FRC, July 2020.

17 �The Global Risks Report 2020, World Economic Forum. 
18 �COVID-19 — Going concern, risk and Viability, Financial Reporting Lab, FRC, June 2020.

With the advent of artificial intelligence and smart 
algorithms, companies should be able to understand 
more clearly the way in which different risks interact 
and correlate. They could then consider such 
interactions and correlations to model different 
plausible scenarios when assessing viability. 

Responding to COVID-19
The WEF’s Global Risk Report 2020 published in 
January 2020 included infectious diseases among 
the top 10 risks in terms of impact, but not in terms 
of likelihood.17 Despite this, COVID-19 has upended 
the entire global economy. Some organisations 
warned that countries were not prepared to handle an 
epidemic or a pandemic. 

Although only a few December 2019 reporters 
refer to health epidemics or COVID-19 specifically 

within their principal risk narrative, unsurprisingly 
a significantly higher proportion of March 2020 
year-end reporters do so. In line with investors’ 
expectations, companies have started to explain how 
COVID-19 impacted their risks and how management 
responded.18

Pennon Group plc (ARA 2020, pages 61 and 62) 
explains how COVID-19 has impacted its principal 
risks using a one-page graphic to show how its risks 
have evolved, including and excluding COVID-19. Its 
principal risk table provides detail and gives additional 
mitigating steps that have been taken in response to 
the pandemic. Johnson Matthey plc (ARA 2020, page 
69, 70-74, Figure 21) describes how the company has 
responded to COVID-19. It explains its decision not to 
treat COVID-19 as a new principal risk, articulating 
its impact on each of the previously identified 
principal risks. The company also explains that it has 

reassessed its risks in light of COVID-19, identifying 
which specific risks have been impacted. 

This latter approach was generally favoured by most 
of the March 2020 year-end reporters in our sample 
and by the majority of companies that released their 
30 June 2020 interim announcements by the first 
half of August. 

Assessing how COVID-19 has impacted risks is a 
natural response. However, the pandemic should 
also cause companies to reflect on whether their risk 
management processes are adequate for spotting 
similarly disruptive events or risks in the future. It also 
underlines the importance of monitoring emerging 
risks more frequently. For some companies, COVID-19 
seems to have acted as a wake-up call about the 
importance of having a robust risk management 
process in place.
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Figure 21: Johnson Matthey plc, ARA 2020, page 69 
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Climate change and 
the UN Sustainable 
Development Goals5

Reminder — The expectations for companies to explain 
how they are considering climate change and its impact 
over the short, medium and long term, as well as how 
they seek to minimise their own negative impacts on the 
environment, have never been stronger. As last year, 
this has been evidenced by strengthened shareholder 
action and continued public interest.

•	� The Task Force on Climate-related Financial 
Disclosures (TCFD) provides a voluntary framework for 
reporting on climate-related risks and opportunities 
and is structured around four areas: governance, 
strategy, risk management, and metrics and targets.19

19 �”Final Report: Recommendations of the Task Force on Climate-
related Financial Disclosures (June 2017)”, TCFD, 2017.

Climage change:  
the urgency for action

From intent to action
There is significant and due stakeholder focus on how organisations address 
sustainability challenges through their strategy and operations. The majority of 
companies in sectors most affected by climate change now acknowledge that climate 
change forms a material risk or opportunity for their company, but there has been 
limited progress in improving the quality of climate-related disclosures.  

Assess how climate change impacts  
your organisation and describe how it  
has been integrated or considered in  
your strategy. 

Report back meaningfully on company-
specific climate change targets, associated 
timelines and what actions have been taken 
to reach those targets. 

1 2
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•	� Reporting in line with the framework indicates that  
a company has considered how climate change  
may impact the organisation and the implications  
of the low carbon transition.

•	� There is a strong possibility under the Government’s 
Green Finance Strategy20, with support from the  
FRC, the Prudential Regulatory Authority, the 
Financial Conduct Authority and the Pensions 
Regulator, that TCFD reporting will gain a 
mandatory footing and that listed companies and 
large asset owners will have to disclose in line with 
the TCFD recommendations by 2022.21

•	� Under the new Streamlined Energy and Carbon 
Reporting requirements (SECR) which apply for  
years beginning on or after 1 April 2019:

	 -	� Quoted companies (as defined in the Companies  
Act 2006) must report on their global energy  
use in addition to greenhouse gas emissions in  
their directors’ report.

	 -	� Large unquoted companies and limited  
liability partnerships must disclose their annual 
energy use and greenhouse gas emissions and 
related information.

The Government’s previously issued environmental 
reporting guidelines were updated in March 2020  
to reflect SECR. Given the focus on climate change, 

entities subject to SECR should demonstrate 
leadership by considering the new requirements 
holistically rather than as just another reporting 
requirement. For example, they could use the data 
points to gain a better understanding of their impact 
on climate change and capture the link between 
environmental and financial performance (e.g., via 
performance metrics to show the impact of lowering 
energy usage on costs). 

“We need to close the ‘commitment’ 
gap between what we say we will do 
and what we need to do to prevent 
dangerous levels of climate change. 
Governments cannot afford to wait. 
People and families cannot afford to 
wait. Economies must shift to a 
decarbonization pathway now.” 

Emissions Gap Report 2019, UN Environment 
Programme, November 2019.

20 �Green Finance  Strategy. Transforming Finance for a Greener Future, HM Government, July 2019.
21 �In August 2020, the Department of Works and Pensions issued a consultation which (among other things) invites responses on 

proposals to disclose the assessment and management of climate risks and opportunities in line with the recommendations of TCFD.
22 �The Global Risks Report 2020, World Economic Forum.   

The COVID-19 crisis has amplified the reality of 
natural threats and our vulnerability to them.  
In a similar vein, despite scientific warnings and 
political commitments, greenhouse gas emissions 
continue to rise. For the first time in the history  
of the WEF’s Global Risk Perception Survey, 
environmental concerns dominate the top 10  
risks in terms of likelihood and impact.22 There is 
increasing recognition of the need to integrate  
climate and environmental factors into decision 
making and strategy. 

Investors are seeking a better understanding of how 
climate change may impact the company’s business  
over the short, medium and long term. They also 
want to know about the company’s planned response, 

including how it may need to change its strategy. 
However, according to EY’s July 2020 report ‘How 
will ESG performance shape your future?’, based 
on a global institutional investor survey, companies 
are failing to meet investors’ expectations on 
environmental, social and governance factors when 
compared with 2018.
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Companies need to enhance their disclosures on 
climate change and demonstrate they are moving 
from intent to action. 

Based on our research, 41% of companies state 
that they adopt or partially adopt the TCFD 
framework. A few of these say they will seek to 
align their climate change disclosures to the TCFD 
framework by 2022. EY’s 2019 Global Climate 
Risk Disclosure Barometer, which assessed the 
TCFD disclosures of the largest public companies 
in high-risk sectors, found “limited progress 
in addressing the quality of climate-related 
disclosures”.23 We are clearly in the early stages of 
this particular reporting journey.

“As part of our climate change policy issued in January 2020, Brunel set ambitious expectations of our investment managers 
— they must demonstrate to us reduced exposure to climate risk and effective corporate engagement that puts companies and 
portfolios on a trajectory to align with a 2°C economy. Effective engagement by our investment managers is reliant on good 
quality corporate reporting. Companies must explain transparently how aligned their business is with the goals of achieving a 
net-zero carbon future, their supporting efforts to keep global temperature increase to well below 2°C, and on the actions they 
are taking to ensure this alignment. We also challenge them to explain how they are adapting their businesses to ensure they 
are resilient to the impacts of climate change. Such disclosure helps us, and our investment managers proactively engage with 
companies that are not delivering substantial progress in these areas.”
Faith Ward, Chief Responsible Investment Officer, Brunel Pension Partnership Ltd

23 �For further details on the methodology of this research, please see page 20 of the 2019 EY Barometer report. 

61%12%

27%

41%

state that they have 
fully adopted the TCFD 
framework in their ARA.

state that they have fully adopted 
the TCFD framework, although this is 
disclosed in a separate report to the ARA. 

state that they have started 
implementing the TCFD framework 
in line with the UK Government’s 
Green Finance Strategy and will seek 
to align their disclosures with the 
TCFD framework by 2022.

of companies state in their 
2019 ARAs that they adopt 
or partially adopt the TCFD 
framework. Of this 41%:

59%
of companies have 
not adopted the TCFD 
framework or are silent.

23%
of these state that 
they are aware of it 
and will look to align 
their climate change 
disclosures to the TCFD 
framework by 2022. 
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Spotlight on EY’s work with Climate Action 100+ 

24 �Climate Action 100+ calls for net-zero business strategies & sets out benchmark of largest corporate emitters, Climate Action 100+, September 2020.

TCFD has elevated climate risk to one of the 
key risks facing many organisations, affecting 
business models. Companies need to assess how 
aspects such as the cost of carbon emissions and 
energy, exposure to extreme weather events and 
shifting demand resulting from climate change 
and environmental trends will influence their 
financial performance and longer-term prospects. 
They then need to transparently report on what 
they are doing to respond to these risks as 
well as to harness any opportunities. Based on 
EY’s review of over 900 companies globally – 
including 30 in the UK – most organisations are 
not doing this particularly well. The findings are 
summarised in our recent publication – Climate 
Risk Disclosure Barometer 2020. 

The TCFD has received significant support from 
a large number of governments, regulators and 
investors. For example, Climate Action 100+, an 
influential investor initiative, has highlighted that 
implementation of the recommendations is one 
of the strategic priorities to accelerate corporate 
action on climate change. Companies that are not 
able to articulate how climate change factors into 
their strategy are starting to look less credible in 
the eyes of investors.

“In the first half of 2020, EY worked with Climate Action 100+ and a range of 
stakeholders to gain insight into how investors are engaging with the world’s 
largest corporate emitters including in the energy, transportation and 
agriculture sectors. These insights have helped develop The Climate Action 
100+ Net Zero Company Benchmark that clarifies investor expectations on 
climate change and the indicators which will be used by investors to evaluate 
company action and ambition demonstrated in tackling climate change.  
The new expectations were announced in September 202024 and companies 
should review these carefully ahead of their next reporting and annual 
general meeting cycle given the investor focus.”

Doug Johnston, Associate Partner, EY UK 
Climate Change & Sustainability Services 
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absolute or intensity based, and the methodologies 
used to calculate targets. In this year’s ARA review, we 
found that more than half of companies are disclosing 
targets related to climate change. We encourage 
companies to be transparent when disclosing these 
targets, in line with the TCFD recommendations.

Companies that are transparent include Hammerson 
plc (ARA 2019, pages 34 and 35), which provides 
detail on how it will reach its targets in phases and 
the progress made during the year is. ITV plc (Figure 
23) provides granular detail on its targets and 
performance in reaching them. International Airlines 
Group (ARA 2019, pages 48, 50-54) uses a graphic 
to illustrate how the company intends to meet a clear 
2050 target of net zero emissions (e.g., through 
new aircrafts, new types of fuel and offsets). It also 
explains how it calculates values and shows whether 
they have improved against their targets. BP plc 
(Figure 22) explains its three specific aims supporting 
its ambition to become net zero in 2050 or earlier. 

The TCFD framework recommends that companies 
disclose the actual and potential impacts of climate-
related risks and opportunities on strategy and 
financial planning where such information is material. 
Companies are encouraged to describe the resilience 
of the company’s strategy considering different 
climate-related scenarios. However, according to EY’s 
2019 Global Climate Risk Disclosure Barometer, ”10 
or fewer of the companies assessed disclose the use 
of climate scenarios”. 

As noted by Mary Schapiro, Special Advisor to  
the TCFD Chair and Vice Chair for Global Public  
Policy at Bloomberg LP, in June 2019: “A company 
that communicates its climate resiliency to its 
investors will have a competitive advantage over 
those that don’t.”25 

The TCFD recommends disclosing metrics and targets 
used to assess and manage relevant climate-related 
risks and opportunities where such information is 
material. Companies should explain the timeframes 
over which the targets apply, whether the targets are 

25 �Task Force on Climate-related Financial Disclosures: overview, TCFD, March 2020.

Figure 22: BP plc, ARA 2019, page 40 
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Figure 23: ITV plc, ARA 2019, pages 46 and 47
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The TCFD framework also recommends that 
companies disclose their governance around climate 
change. Although companies increasingly recognise 
climate change as a principal or emerging risk, they 
often fail to explain how climate change is integrated 
within their governance framework. Those that 
do often explain that responsibilities have been 
assigned to a specific committee. This is frequently 
a sustainability committee, a corporate social 
responsibility committee or some equivalent, but 
increasingly the terms of reference of other existing 
committees, such as a risk committee, also now refer 
to climate change. 

Derwent London plc (Figure 24) clearly describes its 
climate change governance. It explains how climate 
change responsibilities have been delegated to its 
Sustainability Committee and the sustainability 
team, but also shows how the Responsible Business 
Committee is kept abreast of developments.

Figure 24: Derwent London plc, ARA 2019, page 90  

“Expectations of institutional investors are shifting rapidly with respect 
to ESG risk and impact management. The 2020 Stewardship Code 
has set a much higher bar for investors. All of this is transforming 
investors’ interest in corporate ESG reporting. This year, COVID-19 
has driven issues like public health and workforce resilience into 
greater focus for investors, but the interest in climate-related risks is 
here to stay. There are real opportunities to win loyal support from 
investors for companies that commit to high quality disclosures and 
actions that address material ESG issues in their businesses.”

Catherine Howarth, Chief Executive, ShareAction
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UN Sustainable  
Development Goals

Reminder  —  In 2015, all United Nations 
member states adopted the 2030 Agenda  
for Sustainable Development — a global 
agreement to eradicate poverty and strengthen 
universal peace.26 

As part of this, there are 17 SDGs focused on 
addressing economic, environmental and social 
impacts and these are underpinned by 169 
targets to help define progress. 

Governments around the world have the 
ultimate responsibility for delivering on the 
goals and the UK is currently reviewing its 
progress towards the SDGs. 

Progress towards meeting the targets by 2030 
cannot, however, be made by governments 
alone — individual businesses must also play 
their part. Equally, the SDGs relate to much 
bigger issues than one company’s sustainability 
efforts — some require industry and sector-wide 
collaboration and transformation.  

We found that 56% of companies reference 
the SDGs in their ARAs. The most commonly 
referred SDGs are: Good health and well-being 

26 �Resolution adopted by the General Assembly on 25 September 2015, General Assembly, United Nations, September 2015. 

From intent to action
Although the majority of companies now reference 
the UN SDGs, more needs to be done to evidence 
companies’ progress in achieving the SDG targets.     

Once you have identified  
SDGs relevant to your company, break 
them down into the underpinning SDG 
targets and set out quantitative metrics 
and qualitative ambitions to monitor and 
communicate progress.  

Explain how the commitment to meet 
SDGs is integrated into the company’s 
strategy and the governance system.   

Show how the SDG targets have been 
incorporated into operations and values 
and explain what progress has been  
made towards reaching the identified 
targets over time.  

1

2

3

56%
of companies reference 
the SDGs in their ARAs

(SDG 3) and decent work and economic  
growth (SDG 8), followed by climate action  
(SDG 13), gender equality (SDG 5) and 
responsible consumption and production  
(SDG 12). Unfortunately, not all companies  
that mention SDGs in their ARAs explain the  
actions they have taken or plan to take to  
meet their commitments.   
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27 �Hywel Ball, “How changing the way we measure value helps 
companies focus on the long-term”, EY website.

EY’s July 2020 report ‘How will ESG performance 
shape your future?’, found that that 59% of investors 
are making significant use of disclosures related to 
SDGs. However, one of the challenges is the lack 
of consistency by which organisations measure 
and report on SDGs. Such disclosures will only be 
valuable for investors if they are of high quality and 
if companies report on their progress on a consistent 
and comparable basis. 

To this end, and in light of the demand for increased 
convergence in non-financial reporting, the WEF’s 
International Business Council (IBC) coordinated 
a project — developed by EY and other firms — to 
identify a core set of metrics that are directly relevant 
to achieving the SDGs and are universal across 
industries.  

The WEF IBC report issued in January 2020,  
Toward Common Metrics and Consistent Reporting of 
Sustainable Value Creation, consulted on a proposed 
baseline set of metrics. It also recommended 
disclosures that companies could use to align their 
mainstream reporting and, in so doing, reduce 
fragmentation and encourage faster progress towards 
a systemic solution. The consultation period has now 
closed, and an updated, refined set of both core and 
more progressive, expanded metrics is expected to be 
released shortly. 

As EY’s own Long Term Value framework 
demonstrates, societal value is a vitally important 
component of the holistic value that business 
delivers to its stakeholders.27 Without a direct 
linkage to strategy, measurable ambitions, and a 
clear understanding of the value levers (financial, 
consumer, human and societal) that a business 
intends to use to deliver those outcomes, companies 
are vulnerable to accusations of green-washing or 
purpose-washing.  

We therefore encourage companies that mention the 
SDGs to set out clear targets (either quantitative or 
qualitative) to monitor and communicate progress and 
disclose what specific actions they have taken towards 
achieving those goals. Companies already doing this 
include Croda International plc (Figure 25), which 
clearly sets out targets aligned to SDGs, ITV Plc  
(ARA 2019, pages 46 and 47) and Polymetal 
International plc (Figure 26). 
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Figure 25: Croda International plc, ARA 2019, page 30
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Figure 26, Polymetal International plc, ARA 2019, pages 56 and 57
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6 Stakeholder 
engagement 
and s172

Reminder of key requirements 

MRR

•	� Section 172(1) statement: A statement in the 
strategic report to explain how directors have had 
regard to the matters set out in s172(1) (a)-(f). 

•	� Employee engagement: The directors’ report must 
detail how directors have engaged with employees, 
and the effect of their regard for employee interests 
on principal decisions taken by the company. 

•	� Other stakeholder interests: The directors’ report 
must summarise how directors have had regard  
to the need to foster the company’s business 
relationships with suppliers, customers and others, 
and the effect of that regard on principal decisions 
taken by the company.

2018 Code

•	� Describe how key stakeholder interests and s172 
matters have been considered in board discussions 
and decision making (Principle D and Provision 5). 

28 �Stakeholder outcomes are the fundamental dimensions of 
performance that matter to different stakeholders and are 
therefore most material to the business.

From intent to action
Now, more than ever, businesses need the trust of their stakeholders. Although most 
companies disclose their key stakeholders and the key engagement mechanisms at a 
high level, more insights are needed on how stakeholder engagement and other s172 
matters are considered and influence the board’s strategic thinking. This has been brought 
into sharp focus during the pandemic as board decisions face even more scrutiny by 
stakeholders, regulators and the public at large.

Explain how the board 
engaged with key 
stakeholders, on what  
topics and the decisions and 
actions taken in response to 
feedback received.

Provide a balanced view of 
the principal decisions and, 
in respect of each principal 
decision, explain how  
s172 matters have  
been considered.

Set out stakeholder 
outcomes28 and the impact 
that engagement has had  
on changing them.

1 2 3
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the information flow to the board and direct board 
engagement for each stakeholder group. For instance, 
in relation to suppliers, the information flow to  
the board included the review of payment  
practice reports.

Impact of stakeholder 
engagement 
Some companies disclose more about the impact of 
stakeholder engagement. Barclays plc (ARA 2019, 
pages 16 and 17) outlines the feedback received from 
stakeholders e.g., that customers and clients would 
like to find Barclays easy to deal with. HSBC Holdings 
plc (ARA 2019, pages 17 and 18) provides examples 
of actions taken in response to feedback the company  
has received. For example, in response to customer 

feedback around improving processes, the bank made 
it easier for international customers to secure  
a mortgage.

While many companies explain areas of concern and/
or topics engaged on at a high level in respect of key 
stakeholders, few cover the impact of stakeholder 
engagement on board decisions, as required by the  
MRR and 2018 Code. Closing the feedback loop 
— reporting on the outcomes of matters raised as 
part of engagement — is key to building trust with 
stakeholders. 

As encouraged by initiatives like the Embankment  
Project for Inclusive Capitalism (EPIC)29, many 
companies include measures of value or impact for 
stakeholders e.g., customer satisfaction scores, 
employee turnover rates and amounts of community 
investment, such as Pennon Group plc (ARA 2020, 

“Reporting must cover the concerns raised by stakeholders, how companies have 
understood the issues, and how they have thought carefully about how these 
impact on the long-term success of the company.” 

Annual Review of the UK Corporate Governance Code, FRC, January 2020.

How the board engaged 
Most companies are not starting from scratch on 
stakeholder engagement. Previous years’ disclosures 
placed a greater focus on the engagement activities 
undertaken by management — rather than by the  
board. However, given that the new requirements 
elevate the importance of s172 for boards, we expect 
that boards also have some direct engagement 
with material stakeholders (in addition to direct 
engagement with employees — which is already a 
requirement). 

It is not easy to decipher from many of the 
disclosures whether the board was involved directly in 
engagement e.g., when a passive voice is used or the 
disclosure refers to ‘we’ rather than specifying who 
was involved. 

However, some companies clearly explain who 
was involved with engagement. Lloyds Banking 
Group plc (ARA 2019, pages 20-27) differentiates 
between the board’s direct and indirect engagement 
for each key stakeholder group. For example, in 
respect of customers, the chairman and a number 
of Non-Executive Directors (NEDs) attended monthly 
customer insight sessions (direct engagement) and 
reviewed customer complaints to understand areas 
for improvement (indirect engagement). Rentokil 
Initial plc (ARA 2019, pages 76 and 77) details 

29 �EPIC established metrics to help companies better articulate and illustrate their long-term non-financial value. Created by the Coalition for Inclusive Capitalism and EY, 
this project brought together a collection of participants, representing US$30 trillion of assets under management and almost 2 million employees around the world.
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pages 26-28) and Taylor Wimpey plc (ARA 2019, 
page 33). This is insightful and, in our view, the next 
step would be to disclose a correlation i.e., whether 
the engagement activities and resulting actions 
contributed to better stakeholder outcomes over time. 
For example, what impact did customer engagement 
have on customer satisfaction scores? This would 
allow boards to flex their approaches to stakeholder 
engagement over time. 

Principal decisions
The MRR requires companies to explain how directors 
have had regard for stakeholders on principal 
decisions, as well as how s172 matters have been 
considered. Most companies disclose three or four 
principal decisions. However, 45% do not clearly 
identify principal decisions or provide any narrative 
e.g., by way of case studies, making it difficult to 
understand how stakeholder considerations impacted 
decisions and actions taken by the company.

The principal decisions most often identified relate  
to capital allocation (e.g., around dividend policy),  
board appointments, mergers, acquisitions and 
restructuring, remuneration policy changes, 
collaboration with business partners, approval of 
strategic business plans and budgets, refreshing 
company purpose, and a new ESG strategy. 

Although companies take differing approaches 
to principal decision reporting, most focus on 

stakeholder considerations. For example, when 
Pearson plc (Figure 27) explains its decision to 
acquire Lumerit Education, it includes detail on the 
board’s consideration of the impact on stakeholders 
such as learners, shareholders and educational 
institutions.

We found few examples of companies addressing the 
broader s172 factors beyond stakeholders, such as 
the long-term consequences of decisions and their 
impact on a company’s reputation and standing. 
However, National Express Group plc (Figure 28)  
is a good example of how this can be done,  
explaining holistically how s172 matters, including 
those beyond stakeholders, were considered in its 
principal decisions. 

Unsurprisingly, most companies tend to focus on 
positive impacts of decisions. Companies need to  
be more balanced in their reporting by signalling 
potential adverse consequences of decisions on 
stakeholders and the long-term success of the 
company, as well as the relevant mitigating actions 
and strategies. This is especially relevant for 2020/21 
reporting due to the pandemic. 

Legal & General Group plc (ARA 2019, pages 62 and 
63) explains its decision to sell its general insurance 
business, including the risks to key stakeholders and 
mitigating actions. It discloses that employees may 
be negatively impacted and how, as part of the deal 
negotiations, employees would be transferred to the 
purchaser with protection of their contractual terms  
and conditions and continuity of service. 

45%
of companies do not disclose principal 
decisions to demonstrate how directors 
considered s172.

The average number 
of principal decisions 
disclosed is between

3 and 4
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Figure 27. Pearson plc (ARA 2019, page 61) 

For further examples and insights, see our emerging 
observations on s172 reporting based on a review of over 
60 FTSE 350 companies with December 2019 year-ends.30 
This analysis follows on from our reporting framework 
outlined in a preceding EY report published in 2019, 
‘Deconstructing the Section 172(1) statement’.

30 �Section 172(1) reporting: Emerging observations from December 2019 reporters, EY, April 2020.
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Figure 28: National Express Group plc, ARA 2019, pages 66 and 68
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COVID-19 considerations
As with purpose (see page 24), COVID-19 has served  
as a real test case in bringing stakeholder voice and 
boards’ s172 duties to life — and some of this comes 
through in reporting.

A number of reporters with year-ends on or after 
March 2020 explain how they engaged with and 
considered stakeholders who were hardest hit by 

COVID-19. These included customers who struggled 
to pay or who were due refunds, as well as suppliers 
e.g., in relation to any delays in payment. Some 
companies comment on their contribution to society, 
particularly in fighting the virus. 

For example, British Land Company plc (ARA 2020, 
page 97) describes its decision to release certain 
customers from their rental obligations for three 
months and to defer around £35m of rental payments 
for the quarter ended March 2020. United Utilities 
Group plc (ARA 2020, page 102) explains that it 
has been engaging with its supply chain to better 
understand their financial difficulties and is committed 
to temporarily altering payment terms with suppliers in 
the short term, paying them within seven days where 
possible to support their cash flow. Vodafone Group plc 
(ARA 2020, pages 54 and 55) describes its five-point 
plan to help communities e.g., by providing network 
capacity and services for critical government functions, 
facilitating working from home, helping small and 
micro businesses within its supply chain, and improving 
governments’ insights in affected areas. 

In addition, many companies refer to the principal 
decisions taken when dealing with COVID-19, such 
as capital allocation decisions (including whether to 
pay dividends) and changes to workforce terms and 
conditions. For example, Royal Mail plc (ARA 2020, 
pages 110 and 111) explains why a final dividend  
should not be recommended and discloses the 

“… a short-term economic crisis such 
as the one induced by the coronavirus 
outbreak reveals which companies 
truly embodied the stakeholder  
model, and which only paid lip  
service to it […]. The Covid-19 crisis  
is a litmus test that shows who 
has been ‘swimming naked’ while 
endorsing stakeholder capitalism.”
Klaus Schwab, WEF Founder and Executive Chairman

“40% of people have already convinced 
others to stop using a brand that they 
felt has not responded appropriately in 
response to the pandemic.”
Edelman Trust Barometer Special Report: Brand Trust 
in 2020

temporary enhanced sick pay terms for colleagues 
who experienced or showed symptoms of COVID-19 
(even those with less than one year’s service). It also 
reports that it is paying a recognition award of up to 
£200 to frontline colleagues who worked through the 
crisis since March. Johnson Matthey plc (ARA 2020, 
pages 9 and 33) describes the board’s donation to 
the company’s science education fund equal to 20% 
of board members’ salaries and fees, and pledges 
to make no member of staff redundant and not to 
furlough staff until June.

As companies continue to grapple with and emerge 
from the crisis, we expect to see disclosures on how 
boards adapted their stakeholder engagement and 
considered s172 when making decisions.
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Workforce engagement 
and diversity7

From intent to action: 
The 2018 Code and related MRR heightened the focus on workforce engagement. Having completed the first cycle of 
implementing these changes, companies could further improve their reporting as they move from intent to action.  

Communicate the importance  
of your workforce: if the 
workforce is considered a  
key strategic asset, explain  
how it underpins the operation 
of your business model and  
the delivery of your strategy. 

Identify how the board  
engages with the workforce,  
the resulting feedback and  
input it has received and how 
this was considered in the 
boardroom. 

Describe the feedback loop  
to the workforce, including  
an explanation of decisions  
or actions taken.

Disclose (using data and  
metrics where possible)  
whether workforce  
engagement mechanisms  
are effective, and the changes 
being considered to ensure  
that the voices of all significant 
parts of the workforce will be 
heard in a meaningful way. 

Set targets for gender and 
ethnic representation at board 
and senior leadership levels. 
Establish plans to achieve  
these and report on progress  
at least annually.   

1 2 3 4 5
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Reminder —

Alongside the requirements introduced on stakeholder 
and employee engagement through the MRR, under 
the 2018 Code boards have to adopt one — or a 
combination — of the following mechanisms to engage 
with the workforce, or explain what alternative 
arrangements  
are in place:

•	� A director appointed from the workforce

•	� A formal workforce advisory panel

•	� A designated non-executive director (DNED)

The 2018 Code also requires the remuneration 
committee to engage with the workforce to explain  
how executive remuneration aligns with wider  
company pay policy.

Communicate the composition  
of your workforce and why it  
is a key strategic asset 
Though many companies identify their people as a key 
strategic asset, there is often lack of follow through 
in the accompanying narrative as to why this i.e., 
how the workforce is essential to the operation of the 
business model or the delivery of strategy. Investors 
are keen to see expanded information on aspects such 

as risks and opportunities related to the workforce, 
how the business is investing in the workforce, what 
changes need to be made and how the company 
measures the contribution of its workforce.31

We encourage companies to explain who their 
workforce is through a mixture of quantitative and 
qualitative information. Quantitative data could 
include input metrics to describe the workforce 
e.g., on the basis of employment type, gender or 
nationality. It could also include output metrics that 
demonstrate the value of the workforce as a strategic 
asset or indicate the outcomes or value created for 
the workforce e.g., retention rates, investment in 
training or action on whistleblowing cases. 

We found that most companies report a small  
selection of input metrics, with few reporting output 
metrics. Companies should assess what would  
enable readers to build a picture their workforce. 
Reporters showing specificity include mining  
companies, Anglo American plc (ARA 2019,  
page 50) and Antofagasta plc (ARA 2019, page 95),  
which provide granular detail on the composition of  
their workforces, such as how many individuals are  
from local mining or disadvantaged locations.

31 �Workforce-related corporate reporting, Financial Reporting Lab, FRC, January 2020.

Who do you engage and  
how do you engage them?
The 2018 Code emphasises that boards should 
engage with the workforce rather than just a 
company’s employees (which is a requirement of 
the MRR). The Code’s reference to the workforce is 
a deliberate attempt to capture not only those on 
traditional employment contracts, but also a wider 
pool including contractors or those with alternative 
working arrangements. In our ARA review we found 
that some companies clearly define their workforce. 
Examples include AstraZeneca plc (ARA 2019, page 
107) and Reckitt Benckiser Group plc (ARA 2019, 
page 47). However, from our discussions  
with board members and company  
secretaries, to date the focus has  
been mainly on employee engagement.  
This is partly because the engagement  
requirement is still bedding in,  
so companies chose to  
start with their  
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discussions we hosted in May 2020 acknowledged 
that the workforce feedback gathered to date has 
had limited impact on strategic board decisions, as it 
has often centred on more operational matters. This 
is largely because the mechanisms are new and also 
due to some initial scepticism from the workforce. 
Trust should build over time so that the issues raised 
provide more meaningful insights. Our 2020 paper, 
Designated NEDs: The journey from scepticism 
to meaningful insights, includes ideas to raise 
conversations up to a strategic level.

Some topics are particularly challenging in terms  
of achieving meaningful workforce engagement.  
This may be because they are complex, such as 
executive remuneration policy, or are not seen to be  
of direct relevance to the majority of the workforce.  
We encourage companies to think of alternative 
methods e.g., podcasts or internal newsletters,  
to explain and engage on these topics, as done by Man 
Group plc (ARA 2019, page 80) and Prudential plc 
(ARA 2019, page 164). There is a need to invest  
time and break down certain subjects to enable the 

Designated NEDs: The 
journey from scepticism to 
meaningful insights

This paper summarises the 
key themes and insights from 
our May 2020 roundtable 
discussions with DNEDs, 
company secretaries and 
HR directors on workforce 
engagement. It provides 
practical thoughts on how to 
approach it and aims to help 
DNEDs evolve and become 
more effective in their role.

immediate employee pool; but it also reflects some 
anxiety around blurring the lines in terms of legal 
responsibilities for non-employees. It is likely to take 
a few iterations before boards land on a more final 
engagement approach, but companies with a large 
proportion of staff on arrangements other than standard 
employment contracts should consider this carefully. 

In terms of how engagement has been approached,  
the DNED has been the most popular mechanism.32  
In many cases this has been implemented in conjunction 
with existing mechanisms, such as employee forums. 
Employee engagement is not a new concept — s172 is a 
long-standing directors’ duty — so companies have been 
keen not to reinvent the wheel. We advise companies  
to review existing engagement mechanisms and look  
to see how these can be improved or expanded. 
Companies that have provided a good explanation of 
their chosen engagement mechanism include Prudential 
plc (ARA 2019, page 99), William Hill plc (ARA 2019, 
page 65) and BAE Systems plc (ARA 2019, page 95).

Ensuring engagement  
is meaningful 
Many disclosures concentrate on the processes around 
workforce engagement. However, it is more important 
for companies to give insights into the engagement 
outcomes and, crucially, the impact of those outcomes 
on board decisions. Participants at DNED roundtable 

32 �Annual Review of The UK Corporate Governance Code, FRC, January 2020.
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The ‘new normal’ of working
The COVID-19 pandemic has resulted in extensive 
remote working and engagement, with the  
result that communication has never been more 
important. Companies such as Taylor Wimpey plc 
and The Weir Group plc have held regular employee 
pulse surveys and virtual townhalls to stay in touch 
with employees. We heard in our DNED roundtable 
discussions how virtual engagements have worked 
surprisingly well. With everyone engaging virtually, 
the playing field has been levelled, often leading to 

better overall participation. Many DNEDs have been 
pleasantly surprised by such outcomes and hope to 
continue with some virtual engagement, even when 
social distancing restrictions are lifted. 

As companies continue to adapt their engagement 
mechanisms and meet the challenges presented by  
the COVID-19 pandemic, we encourage reporting 
in the next cycle to be open about the changes that 
have had to be made and reflect on what has  
and has not worked.

wider workforce to contribute to conversations.  
This could help the 4% of companies we found not 
to be complying with the 2018 Code’s Provision 41, 
which requires the remuneration committee to  
engage with the workforce to explain the alignment 
between executive remuneration and wider company 
pay policy. 

Reporting on what  
has been done
Insightful disclosures clearly explain the engagement 
mechanisms in place and why they were chosen.  
This is useful in the first year of reporting against any 
new governance requirement. Companies that report 
well in this area include Aggreko plc (ARA 2019, 
pages 50 and 55), BP plc (ARA 2019, pages 88 and 
89) and Elementis plc (ARA 2019, page 63). 

Given the often relatively informal nature of workforce 
engagement, the better disclosures include case 
studies or personal viewpoints from the DNED or 
participating board members e.g., Reckitt Benckiser 
Group plc (ARA 2019, page 47) and Essentra plc 
(Figure 29). These help to bring the engagement 
to life, giving colour to the disclosure. We suggest 
viewpoints could focus on the feedback heard and how 
it has been influencing board decision making.
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Figure 29: Essentra plc, ARA 2019, pages 76 and 77
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Looking beyond gender diversity
Gender diversity has received due attention for the 
best part of the last decade. Although we cannot rest 
on our laurels just yet, much action, transparency 
and accountability has been driven by the Hampton-
Alexander Review, and the statutory reporting of 
gender diversity and gender pay gap metrics. But 
what about diversity beyond gender?

It has always been a requirement of UK corporate 
governance codes for boards to consider diversity 
in its widest sense. There has also been a growing 
recognition of the benefits of a diverse workforce and 
its ability to drive competitive advantage. Even so, 
broader diversity issues have not received the same 
attention as gender until recently. There has been less 
accountability, resulting in fewer concrete actions. 
However, this year the sad events leading to the Black 
Lives Matter movement have sparked a drive to create 
real change. Companies can no longer ignore these 
social calls and must be both bold and transparent 
about the actions they are taking.

Reporting on board diversity: 
adding specificity and 
accountability
In this year’s ARA review, 56% of companies report 
board diversity metrics around the composition 
of their board (beyond the requirement to report 

the board’s gender diversity). The most frequently 
reported metrics are nationality, tenure and age.

Surprisingly, only 12% of companies currently report  
the ethnic diversity of their board. More will need to 
be done to meet the recommendations of the Parker 
Review, including its aim to achieve ‘One by 2021’ in 
FTSE 100 companies (2024 for FTSE 250 companies).  
ARAs should describe the board’s policy on diversity  
and the company’s efforts to increase, among other 
things, ethnic diversity within its organisation, 

The National Equality Standard (NES) is 
the UK’s leading diversity assessment 
framework. It enables organisations to 
measure diversity and inclusion (D&I) 
across their regions, business units and 
departments. The NES was founded by  
Arun Batra, EY Partner, in partnership  
with the UK Government and in 
collaboration with 20 public and private 
sector organisations that are market 
leaders in attracting, recruiting, developing 
and retaining diverse top talent. 

The NES takes a holistic approach to 
incorporate all aspects of D&I into a single 
national standard. It addresses all nine 
protected characteristics and broader  
D&I considerations (e.g., social mobility). 

Participation in NES assessment ensures 
long-term sustainable change and a 
beneficial impact on productivity and 
growth. It also provides a detailed 
roadmap with recommendations to help 
organisations improve their diversity.

To find out more on how EY can  
provide NES assessments visit:  
www.nationalequalitystandard.com 

Spotlight on UK National  
Equality Standard 

“The Black Lives Matter movement has 
sparked long-needed conversations 
about the roles all businesses play 
in creating change. Executives have 
woken up to the impact that staying 
silent can have on customer loyalty, 
brand, reputation and, in some cases, 
investor confidence.”  

Arun Batra OBE, Partner, EY 
Culture, Diversity and Inclusion 
and CEO and founder of The 
National Equality Standard
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including at board level.

Some companies disclose broader aspects of the diversity of their 
board, usually reported using tables or graphs. Examples include 
British American Tobacco plc (ARA 2019, page 81) and Ocado 
Group plc (Figure 30). Some such as Standard Chartered plc (ARA 
2019, page 104) also report transparently on the board diversity 
policy, providing progress updates on the policy’s objectives.

The 2018 Code introduced a requirement for the ARA to reflect 
how the board evaluation has or will influence board composition. 
Companies signal their positive intentions to improve diversity 
through future board appointments. However, this intent should be 
accompanied by detail on how it will be put into action.  
In particular, companies should include:

•	� Measurable objectives for board diversity with a link to a 
commentary of performance against them.

•	� An explicit reference to the requirements of the Parker Review 
e.g., one director from an ethnic minority background by 2021 
for a FTSE 100 company (or 2024 for FTSE 250).

•	� How diversity has been incorporated into director  
succession planning.

•	� How diversity is considered within the board’s evaluation.

•	� Initiatives for achieving ethnic diversity at senior  
management level.

Figure 30: Ocado Group plc, ARA 2019, page 77 12%
Although companies are more openly discussing the challenges 
to increasing diversity, there isn’t much accountability — only 12% 
report the ethnic diversity of their board.
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Figure 31: ITV plc 2019 ARA, page 48 and 49Wider company diversity
The reporting of broader D&I below board level remains light and 
limited to policies and commentary on initiatives. More could be done to 
increase transparency by broadening the metrics reported, particularly 
on ethnicity. ITV plc (Figure 31) demonstrates how companies can 
create accountability by reporting on their progress against a spectrum 
of diversity targets across the company. 

Another way to improve insight into diversity issues is to highlight 
particular initiatives e.g., through case studies evidenced with relevant 
progress statistics. Glencore plc (ARA 2019, page 33) presents a case 
study on its #SheRocks campaign, describing the initiative to encourage 
more women into the mining industry. Statistics on the number of 
women students in the company’s programmes, as well as prior-year 
comparisons, are quoted. Man Group plc (ARA 2019, page 45 and 
46) includes Q&As with employees who have taken up flexible working 
policies around caring and parental responsibilities. The disclosure 
from Balfour Beatty plc (ARA 2019, pages 44 and 45) provides 
detail on key achievements and external recognition of its diversity 
progress, including around gender. Fresnillo plc (ARA 2019, page 70) 
demonstrates how it is encouraging greater gender diversity, stating 
what has and will be done to achieve improvements. It considers many  
aspects that might unconsciously influence gender bias e.g., in 
performance appraisal practices and the use of role models.

There is a drive for increased accountability to help meet broader 
diversity objectives. This may come through future iterations of the 
2018 Code or legislative measures e.g., ethnicity pay gap reporting. In 
the meantime, companies should be proactive and transparent about 
their actions and progress on the diversity agenda.
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Appendices

Appendix 1: Resources
EY’s Corporate Governance team provides practical 
guidance and thought leadership on governance and 
narrative reporting matters for management and 
boards. It also contributes to wider discussions on good 
governance, based on our research and engagement with 
investors, boards and regulators. Our services include 
bespoke reviews of narrative reporting, governance 
diagnostics and board training.

The reports highlighted on page 75 and further  
resources are available on our website:  
https://www.ey.com/corporategovernance 
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Preparing your interim 
narrative under COVID-19

This paper provides an  
overview of the trends in  
interim (or half-yearly) reporting 
based on a review of a sample  
of interim reports of UK  
issuers with a March or  
June 2020 period end.

Section 172 (1) reporting: 
Emerging observations from 
December 2019 reporters

Observations on the s172 
reporting based on a review of 
over 60 published annual reports 
and accounts of 31 December 
2019 FTSE 350 reporters. 

Deconstructing the  
Section 172(1) statement

Practical guidance including 
our suggested framework  
for companies to report  
a separately identifiable s172. 

Governing culture: Practical 
considerations for the  
board and its committees 

This paper is designed to 
help boards and committees 
consider the decisions they 
make and the oversight  
they exercise through the  
lens of culture.

Designated NEDs: The journey from 
scepticism to meaningful insights

Following a series of virtual discussion 
roundtables with DNEDs, company 
secretaries and HR directors, this paper 
provides practical thoughts on how  
to approach workforce engagement.  
It will help DNEDs evolve and become 
more effective in their role. 

Assessing the quality and 
effectiveness of the external audit 
— A practical tool for  
audit committees 

Toolkit for audit committees 
to assess audit quality and 
complementary questionnaires to 
help audit committees get feedback 
from management and their auditor.
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About EY
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EY refers to the global organization, and may refer to one or more,  
of the member firms of Ernst & Young Global Limited, each of which is a 
separate legal entity. Ernst & Young Global Limited, a UK company limited 
by guarantee, does not provide services to clients. For more information 
about our organization, please visit ey.com.
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The UK firm Ernst & Young LLP is a limited liability partnership registered 
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not intended to be relied upon as accounting, tax or other professional advice.  
Please refer to your advisors for specific advice.
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