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Examples used

Our report highlights examples of current
practice that were identified by the Financial
Reporting Lab (Lab) team and investors.

Not all of the examples are relevant for

all companies, and all circumstances, but

each provides an example of a company

that demonstrates an approach to useful
disclosures. Highlighting aspects of reporting
by a particular entity should not be considered
an evaluation of that entity’s annual report

as a whole.

Investors have contributed to this project

at a conceptual level. The examples used

are selected to illustrate the principles that
investors have highlighted and, in many cases,
have been tested with investors. However,
they are not necessarily examples chosen

by investors, and should not be taken as
confirmation of acceptance of the company's
reporting more generally.

If you have any feedback, or would like to
get in touch with the Lab, please email us at:



Quick read

There are increasing calls for better information on how companies are having regard Such reporting may be of interest to a range of stakeholders, but this Lab report sets
for their stakeholders and how key decisions take their perspectives into account. out what investors are looking for in reporting on these areas and how companies
New regulatory requirements, including the introduction of the Section 172 statement can improve their reporting to better meet their needs. In light of what we have

and changes to the UK Corporate Governance Code and the Guidance on the heard from investors, this report has been divided into three sections to address
Strategic Report in particular, have driven companies to increase reporting on their the overarching need for information on how a company is progressing towards its
stakeholders. Discussions with investors on reporting on stakeholders and Section purpose and long-term success:

172 statements highlighted that they are ultimately interested in understanding how
a company is progressing towards fulfilling its purpose and achieving long-term
success. Information on stakeholders and information on decisions can help
with that understanding. With consideration of stakeholders and consequences of
decisions being part of the Section 172 duty, the Section 172 statement is then a
helpful bridge between the two types of information.

« In the first section, we highlight that investors view information on a company's
key stakeholders as critical to understanding the company and its prospects. We
outline how investors want to see information on stakeholders’ relevance to the
business model and strategy, the strength of stakeholder relationships, risks and
opportunities, and performance and metrics.

« In the second section, we highlight that investors want to know what the strategic

. . . decisions were during the period, how such decisions were made, including how
Information that investors need in order to understand how a company stakeholders were considered in reaching them, the difficulties encountered,
is progressing towards its purpose and long-term success includes: and the outcomes of these decisions.

« The final section addresses better practice Section 172 statements, highlighting that

00 — the statements are not just about stakeholder engagement, but should reflect all

G@ | l aspects of the Section 172 duty to allow a better understanding of how a company
is progressing in its pursuit of its purpose and long-term success.

Information on Information on

stakeholders decisions Each section includes gxarpples whi(?h reflect possible helpful ways of addressing
some of the aspects highlighted by investors.

Co

P

Section 172
statement
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Information on stakeholders

Many investors believe they currently do not get sufficient information on
stakeholders from companies themselves and, when information is provided, investors
are concerned about “social washing” and too much generic information, without
sufficient discussion of what really matters to the company and of any negative issues.

Investors we spoke to wanted companies to set out clearly:

« who are the stakeholders relevant to a company's success and how they influence
the operation of the business model and delivery of strategy — this includes
information on:

— who the key stakeholders are, i.e. identify the stakeholders the business model
depends on, including those who become more relevant over a longer time
horizon;

— why these key stakeholders are important, including how the business model
and strategy depend on them, how they have been considered strategically, and
what value is created through the stakeholder relationship; and

— what is important to the company’s key stakeholders, including the value the
company creates for them and what encourages the stakeholder group to
maintain a relationship with the company or discourages them from it.

* how the company builds and maintains strong relationships with its stakeholders
and understands their interests, needs and concerns to enable it to pursue long-
term success — this includes information on:

— the actions the company is taking to build and maintain strong relationships with
its key stakeholders, including how it engages and the feedback mechanisms it
uses;

— the board's role in engagement, as well as the information the board receives
about stakeholders and engagement; and

— the feedback received and the outcomes of engagement, including the actions
the company took in response and how it affected decisions.

what could affect the company'’s relationships with its stakeholders and how
these relationships could affect the company’s pursuit of success — this includes
information on:

market factors and trends or regulatory changes that have affected or could
affect the company’s key stakeholders;

— the risks that could affect key stakeholders and the company’s relationship with
them, as well as the risks that the stakeholder relationships give rise to;

the mitigating actions taken to address these risks; and

the opportunities arising from key stakeholders which the company is
considering strategically.

what is measured, monitored and managed in relation to stakeholders, to
understand the strength of a company’s relationships with its stakeholders and
how they are contributing to the company’s success — this includes:

— metrics used by management and the board to monitor and assess stakeholder
relationships;

— prior-years' comparatives, targets and industry benchmarks to allow trend
analysis; and

— explanations of what affected the performance, whether a trend is likely to
continue, and related actions to address performance issues.
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Information on decisions

To understand how a company is progressing in meeting its purpose and its pursuit of
success, investors want information on the decisions taken by management and the
board since decisions link directly to the company's strategy and will have implications
for the company’s future. Investors told the Lab they expect decisions, and disclosures
on those decisions, to:

 be connected to the company’s purpose;

 be aligned with the business model and strategy;

« take into consideration risks and opportunities; and

- consider how different stakeholders will be impacted.

Investors we spoke to wanted companies to set out clearly:

« the significant decisions taken during the year and how they link to the company's
purpose and strategic priorities, and for each significant decision:

— how the board or management reached the decision, including information used
to back it up and any long-term considerations;

— how stakeholders were considered in reaching the decision, including
consideration of feedback and engagement activities, and the impacts of the
decision on different stakeholders;

— the difficulties or challenges in making the decision, including how different
stakeholder needs or concerns are balanced, and any short-term negative
consequences which are offset by long-term benefits; and

— the expected and/or actual outcomes of the decision, including how they are
reflected in current performance and metrics, and the long-term implications
on the company.

It is also helpful for investors to understand the process undertaken by the board
for reaching principal decisions and its oversight when decisions are delegated to
management. This helps them assess the board's role in challenging and overseeing
that decisions are conducive to the success of the company.

Section 172 statements

The Section 172 statement requirement has led many companies to reconsider how
they engage with their stakeholders and has prompted them to specifically discuss
significant decisions during the year. With the requirement having come into effect
for annual reports published in 2020, investors expect to see companies report more
significant and difficult decisions than usual, in light of the COVID-19 pandemic.
Investors expect companies not to shy away from discussing thorny issues and to
discuss how impacts and consequences on different stakeholders were considered.
So far, investors have seen too many statements that just focus on stakeholder
engagement and that are process-oriented without a consideration of outcomes.
Instead, the statement should tackle what the company is doing to be successful for
the long term and highlight the board's role in this. Section 172 statements should
address a company's route to long-term success and reflect all of the (a-f) aspects of
Section 172, with a particular focus on decisions.

The Lab's tips on Section 172 statements, published in October 2020, provide a basis
for what companies need to consider including in the statement and how to present
it. In our discussions, investors emphasised that more useful Section 172 statements:

 do not only focus on stakeholder engagement, but consider the other aspects of
Section 172;

- discuss principal decisions (linking to the long-term success of the company) and
how stakeholders and other factors were considered in making those decisions;

« bridge information on stakeholders and decisions by considering them in a two-
way approach, and incorporate both in the statement even if by cross-referencing;

+ can be a standalone source of information which is still concise if cross-referencing
is used well; and

- fit into a connected narrative linking to business model, strategy and how business
is done (through consideration of governance and culture), demonstrating how the
company is progressing in its pursuit of its purpose and long-term success.
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Conclusion

This project has highlighted that investors are interested in how a company is
progressing in fulfilling its purpose and achieving long-term success. Understanding
how the company has considered its stakeholders and other Section 172 aspects
strategically, including the company’s impact on the stakeholders it relies on, as well
as understanding what and how decisions were taken in the interest of the company’s
success, will help investors assess this progress. Currently, investors do not typically
obtain sufficient insight from companies’ reporting on these areas, which is often
considered generic.

Investors also emphasised the importance of a connected narrative throughout,
whether the company is reporting on stakeholders, its decisions or its Section 172
duty. Such information is seen in the context of the whole annual report and investors'
knowledge of the company from other sources. Therefore, investors will be looking
for consistency of message and alignment with the company’s purpose and discussion
of business model and strategy. Companies need to also remember not just to

focus on the positives, and to discuss more the outcomes of both engagement with
stakeholders and of decisions, for both stakeholders and the company.

Finally, although this report reflects on reporting under UK requirements, these are
matters of global interest which provide companies with the opportunity to improve
practice across different jurisdictions. In addition, this information, while targeted at
investors, may also be of interest to stakeholders themselves.

Examples used in the report

Information on stakeholders

Relevance to business model
and strategy

Relationship with stakeholders
Risks and opportunities

Performance and metrics

Spotlight on suppliers

Information on decisions

Barratt Developments plc, SSE plc,
Handelsbanken, Fresnillo plc

Fresnillo plc, National Grid plc
Next PLC, Diageo plc

Taylor Wimpey plc, International Airlines Group (IAG),
Barclays plc, Safestore plc, First Group plc

International Airlines Group (IAG), Next PLC,
Spirax-Sarco Engineering plc,
Associated British Foods plc (ABF), Pentland Brands

Significant decisions
Consideration of stakeholders
Difficulties in making decisions
Decision outcomes

Section 172 statements

BAE Systems plc, SSE plc
Fresnillo plc, Taylor Wimpey plc
Taylor Wimpey plc, BAE Systems plc

Fresnillo plc

Statements addressing (a)-(f)
aspects

Specific aspects of S172 duty:
act fairly as between members

Specific aspects of S172 duty:
communities

BT Group plc, Derwent London plc

Man Group plc

Fresnillo plc

FRC LAB | Reporting on stakeholders, decisions and Section 172 | July 2021

Quick read 6



Introduction

The requirement for a Section 172 statement introduced by The Companies
(Miscellaneous Reporting) Regulations 2018, the UK Corporate Governance
Code, the Guidance on the Strategic Report and other recent regulations have
driven UK companies to increase reporting on their stakeholders (see Appendix
2 for more detail). In parallel, recent events, including the COVID-19 pandemic,
and an increasing interest by investors and civil society alike, have also meant
that treatment of stakeholders has been brought into sharper focus.

Calls for “stakeholder capitalism” are not just driven by stakeholder groups or their
representatives, but also by investors who recognise that considering stakeholders
is in the interest of the company and its shareholders in the long term. Asset
managers and asset owners that sign up to the UK Stewardship Code and/or the
UN Principles for Responsible Investment (PRI) need to integrate environmental,
social and governance (ESG) issues into their investment process and, therefore,
need to understand how the companies they invest in consider stakeholders.

“Companies that seek to build long-term value for their
stakeholders will help deliver long-term returns to shareholders”
Larry Fink, Blackrock CEO, 2021 letter to CEOs

Given these requirements and developments, and in response to companies’ demand
for guidance on reporting that best addressed investors’ needs, the Lab launched

this project addressing Section 172 statements and reporting on stakeholders more
broadly, i.e. beyond the statements. As part of this project, the Lab spoke to companies
of differing sizes across a variety of industries to understand their approach to reporting
on their stakeholders and the Section 172 duty. We also spoke to both institutional and
retail investors to understand how they currently obtain information on stakeholders
and what is missing or could be improved. In the course of our discussions, investors
highlighted how they are seeking to understand how a company is progressing towards
fulfilling its purpose and achieving long-term success. Besides information on how
stakeholders are being considered strategically, they are interested in how the Section
172 duty of promoting the success of the company is being met, particularly the
aspect concerning decisions and their consequences for the long term. The discussions
further highlighted that the Section 172 statement should be a helpful bridge between
information on stakeholders and on decisions.

Recent and upcoming developments

Numerous sustainability and ESG reporting frameworks and initiatives address
stakeholders to a greater or lesser extent. As noted in a BEIS report on frameworks
for standards for non-financial reporting, these include:

» Task Force on Climate-related Financial Disclosures (TCFD) recommendations,
on which research by CDSB on how the four pillars could be applied to reporting
on social factors, including stakeholders, is ongoing.

« Sustainability Accounting Standards Board (SASB) standards by industry, which
include stakeholder metrics where relevant.

The FRC has already encouraged public interest entities to report under TCFD and
SASB.

In 2020, the IFRS Foundation announced the proposed establishment of the
International Sustainability Standards Board. Although the initial focus will be
on climate reporting, it is expected that any new board will later address broader
sustainability reporting with an investor focus. In the meantime, the International
Accounting Standards Board has published an Exposure Draft on Management
Commentary, which includes guidance on addressing stakeholders through its
discussion of resources and relationships.

In October 2020, the FRC published a discussion paper on the Future of Corporate
Reporting, where it considered the need to report to a wider set of stakeholders.
Responses are being analysed and proposed next steps will be published later this year.

Information that investors need in order to understand how
a company is progressing towards its purpose and long-term
success includes:

69 A
Information on Information on

stakeholders decisions

c®

To reflect these
discussions, the

Lab's report is
structured around
these two distinct

but interrelated
strands of information
and Section 172
statements.

Co

Section 172
statement
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Section 1

Information on stakeholders

Investors want to understand:

who are the stakeholders relevant to the
company’s success, and how they influence
the operation of the business model and
delivery of strategy

how the company builds and maintains
strong relationships with its stakeholders
and understands their interests, needs
and concerns to enable it to pursue
long-term success

what could affect the company’s
relationships with its stakeholders, and
how these relationships could affect the
company's pursuit of success

what is measured, monitored and managed

in relation to stakeholders to understand the
strength of the company’s relationships with
its stakeholders and how they are contributing
to the company's success



Section 1: Information on stakeholders

The investor view

To understand how a company is progressing in meeting its purpose and its pursuit of
success, investors need information on stakeholders. While much of this information
is currently used for stewardship purposes, an understanding of a company’s
stakeholders is critical to an understanding of that company’s business model and
strategy, and the likelihood of its success. The COVID-19 pandemic has only further
highlighted the importance of stakeholders and companies’ dependency on them

and the need to improve reporting in this area.

“It's one thing to report, but it's another thing to actually do. Some
companies have poor relationships with stakeholders but this is usually
not reflected in reporting. It has to be authentic reporting.” Investor

Investors are looking for an honest dialogue and assessment of where the company
stands with its stakeholders. A concern shared by many investors is that there is too
much generic information, without sufficient discussion of what really matters to the
company and its stakeholders and of any negative issues.

“Stakeholder sections tend to be very descriptive and paint a
picture which is acceptable but not enlightening. These sections
seem to be more of a policing health check - you won’t read
anything that’s bad.” Investor

A few investors commented how the information they seek in order to understand
how a company is pursuing success is aligned with the four pillars in the TCFD
recommendations that were also found to be a useful structure for workforce
reporting as set out in the in the Lab’s report on Workforce reporting. Those four
elements (governance, strategy, risk management and metrics and targets) were
raised by a range of investors, alongside the importance of a connected narrative
across stakeholder issues.

Investors told us that when considering the business and its stakeholders, they are
trying to understand and assess the following:

 Relevance to business model and strategy — who are the stakeholders relevant to
a company'’s success and how they influence the operation of the business model
and delivery of strategy.

+ Relationship with stakeholders — how the company builds and maintains strong
relationships with its stakeholders and understands their interests, needs and
concerns to enable it to pursue long-term success.

- Risks and opportunities — what could affect the company’s relationships with its
stakeholders and how these relationships could affect the company’s pursuit of
success.

 Performance and metrics — what is measured, monitored and managed in relation
to stakeholders to understand the strength of a company’s relationships with its
stakeholders and how they are contributing to the company’s success.

In addition, investors are interested in the governance and oversight that the board
and management exercise across all the above elements. Reporting on the processes
undertaken in considering and engaging with stakeholders can indicate to investors
whether the company has the capability to detect particular issues through its
monitoring and engagement, and the level of importance the company attributes

to stakeholder matters.

However, while investors are interested in the "how”, what they are truly interested
in and would like to see more of in the annual report is the why and the outcomes
of processes, implementation of policies and engagement.

Investors told us they use a number of different sources for information on
stakeholders. These include the company’s annual report, website and sustainability
report, as well as data aggregators and providers. For some investors, the annual
report is the first indication that a company’s board is engaged on stakeholder issues
and they will use the information within the annual report, or lack thereof, as an
engagement tool to drill for more information.

FRC LAB | Reporting on stakeholders, decisions and Section 172 | July 2021

Section 1: Information on stakeholders


https://www.frc.org.uk/getattachment/59871f9b-df44-4af4-ba1c-260e45b2aa3b/LAB-Workforce-v8.pdf

However, access to management and direct engagement, as well as some information
from data providers, is often not easily available to retail shareholders, which is why
publicly available information from the company itself, particularly within the annual
report, is considered so important.

Yet, some investors believe they currently do not get sufficient information on
stakeholders from companies themselves and so they look at external sources such as
customer review sites, as well as using Al-driven data scraping tools. Such information
is helpful for investors to corroborate what companies are reporting. This is especially
relevant due to concerns of “social washing” or that reporting on stakeholders ends
up being more of a public relations or marketing exercise.

The company view

Although many companies say that consideration of stakeholders has been part

of “business as usual” for many years, the recent wave of new regulations has led
companies to reassess, formalise and articulate how they think about and engage
with stakeholders. Companies highlighted that in the past some stakeholders were
viewed through a corporate social responsibility lens but they are now being assessed
more strategically. Some companies have undertaken stakeholder mapping exercises
to identify their stakeholders and the issues that matter to them. Companies have
updated their board papers and minutes templates to remind both those preparing
and those reading the papers to consider stakeholders. Some companies also told us
they are seeing a better feedback loop as engagement feedback is now more visible
to the board.

“Having to report on stakeholders is leading to improved practice and
better engagement” Company

Responsibility for reporting on stakeholders varies by company. Due to the nature of
the requirements and the board duty, company secretarial teams are often managing
the process but are collaborating with investor relations, sustainability, talent,
remuneration and procurement teams to compile the information.

Companies noted the following challenges in reporting on stakeholders, including:

« identifying what is most important to report;

* balancing the need to provide useful information with not disclosing commercially
sensitive information; and

« distinguishing between what the board and management does.

“There is a new level of transparency — we had to get the necessary
buy-in on what needs to be communicated” Company

Tips for approaching stakeholder-related

considerations and disclosures

« Assess stakeholders strategically. Whilst some companies felt that they were
already doing this, the new regulations forced them to reassess.

+ Really consider which stakeholders are most pertinent to the company.
Disclosure on other stakeholders may be relevant and useful, but investors want
to understand which stakeholders are considered to be most important by the
board and management.

+ Consider whether board paper templates and discussions need updating.
However, this should not be the only way to evidence the company's
consideration of stakeholders. While the Section 172 duty, which includes
consideration of stakeholders, is the directors’ duty, investors expect that
stakeholders will be considered throughout the company, and not just by the
board. Therefore, consider whether other processes and templates need to
be updated too.

+ There is not one right ‘owner’ of stakeholder relationships and reporting for
every company. Integration and coordination is key.

« Consider highlighting key information through use of graphics and tables
to help time-poor investors.
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What investors want to see reported

In this section, we explore further what investors want to see included in information
on stakeholders and identify some examples from current reporting practice which
address particular aspects.

Relevance to business model and strategy

Who are the company’s key stakeholders?

Investors want to know who the company has identified as its key stakeholders, that
is those stakeholders on which the company’s business model depends. Although
there is a general expectation that the workforce and customers are likely to always be
key and reported on, investors expect the key stakeholders to vary by company and
want companies to reach their own conclusions in identifying the ones that are most
important. Some investors told us that they are interested in management'’s process
for identifying stakeholders and how they decide why particular stakeholders are
more important than others. One example of this is reporting on how the company
conducted its stakeholder mapping exercise and a review in the current year (Rentokil
Initial plc — page 24 of its 2020 annual report). Investors also expect companies to
consider the following when identifying their key stakeholders:

 There are many possible stakeholders, not just those listed in Section 172. These
could include future generations, lenders, governments and regulators. Some
consider nature also to be a stakeholder.

 There are stakeholders that are relevant for the long term and those who become
important if there is a problem — these need to be monitored regularly, and as a
result, prioritisation of stakeholders may vary over time.

 Key stakeholders will be ones the company impacts, but also ones the company
may want to avoid impacting.

« Companies also need to consider the connectivity between stakeholders, for
example, employees are future pension holders and communities hold potential
customers or future employees.

“Without employees you cannot run the company but without
customers you cannot sustain the company.” Investor

“There is no harm in not talking about a stakeholder group if it is
genuinely not applicable - companies should set out how they thought
about the impacts and explain why they are not key (if they would
generally be expected to be).” Investor

Investors also need information to assess who makes up each stakeholder group.
Although information about the identity of stakeholders may not be possible due to
commercial sensitivity or practical reasons, information about the number of individuals
or organisations within a stakeholder group and where the stakeholder is located would
be helpful. Such information can be valuable in enabling investors to assess associated
risks and how the stakeholders could influence the company’s success.

Companies should also consider whether information about key stakeholders applies
across a whole group or whether there are significant differences in regions, business
units or segments. Investors want sufficient granularity and disaggregation so that
underlying issues cannot be masked.

“Stakeholder relationships are often a key source of value that help to ensure
that an entity’s success is sustainable over the longer term. It is important that
boards identify [the company’s] key stakeholders and the importance of those
stakeholders to the long-term success of the company.” paragraph 8.16, Guidance
on the Strategic Report

Why are these stakeholders important?

Investors want to know how the key stakeholders fit in with the operation of the
business model and the delivery of strategy, and ultimately, purpose and the
company'’s long-term success. They want to understand how stakeholders have
been considered strategically and what the related strategic long-term priorities
are. Information on the implications of loss, damage or reduction of a stakeholder
relationship, such as loss of skills or intellectual capital, reputational damage or fines
should also be provided. In this way, investors can be reassured that such issues

are being considered by management but can also assess the implications on the
company's success.
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“There will be instances where it really matters to focus on certain What is important to the company’s key stakeholders?

stakeholders - you also need to realise that they impact each other By recognising and providing information on what is important to their key

besides also considering them individually.” Investor stakeholders, investors can assess how value creation for stakeholders affects value
and success for the company. The value created is not necessarily quantifiable. What
is important to stakeholders should ultimately link back to why they are important for
the company. If these matters affect the continuity of the relationship, they then have
an effect on the company’s business model and strategy. A possible way of reporting
this is by depicting the company’s materiality assessment.

“Companies need to consider the circular impact of stakeholders and
cannot just focus on one particular stakeholder group, as an emphasis
on just customers for example, giving priority to speed of low-cost
delivery could be detrimental to employees and suppliers if the

. ) The examples on pages 13-16 reflect possible ways of addressing some of these aspects,
counter effect is not considered.” Investor

and below we set out some questions for companies to consider when reporting who
the key stakeholders are and their relevance to business model and strategy.

To help investors understand who are the stakeholders relevant to the company’s success and how they

influence the operation of the business model and delivery of strategy, companies should ask themselves:

Who are the company’s key stakeholders? Why are these stakeholders important? What is important to the company'’s key
stakeholders?
» On which stakeholder groups does the business * How does the business model depend on these
model depend? stakeholders? « What value does the company create for its key
stakeholders?
« Are there different relevant stakeholders for « What role do these stakeholders play in enabling
different business units, segments or locations? the company to achieve its strategy? - What encourages or discourages the stakeholder
group in maintaining its relationship with the
* Are there stakeholders who become more relevant » How does the continuity and strength of the company?
over a longer time horizon? relationship affect the company’s ability to deliver
on its strategy?
« Who makes up each stakeholder group and where
are they located? « How are these stakeholders considered
strategically?
« How does the company identify its key stakeholders
and is this appropriate? » What value is created for the company through the
stakeholder relationship?
« How often are key stakeholders reviewed, including
consideration of whether new stakeholders have « Which stakeholders could detract value from the
emerged or will become key? company?
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Barratt Developments PLC

Being a trusted partner

Our principles

Housebuilding is a long term business and the
development of sustained partnerships with
landowners, local authorities, suppliers and sub-
contractors is critical to our success.

Strategic priority

We build meaningful, long term relationships that make us the developer of choice for
our partners. We are innovating in our supply chain to drive efficiency and meet our

customer needs.

Our objectives

Value created for
stakeholders

Short term

* Continue the deployment of our
strategic supplier capability
assessment, a process designed
to work with our suppliers in
highlighting and addressing potential
supply performance risks to ensure
deliverability and reliability.

* Highlight and address potential supply
performance risks, including through
our strategic supplier capability
assessment.

Medium term

*  Work with our suppliers on ways we can
manage and reduce embodied carbon
in our supply chain.

= Adapt our business and supply chain

requirements to meet the Future
Homes Standard.

Long term

*  Work with our offsite partners on more
advanced forms of MMC.

* Investigate, develop and grow
industrialised offsite solutions to meet
housing demand through our AIMCH
project.

Short term

* DOngoing engagement with suppliers,
particularly as the impact of COVID-19
evolves, is important to help them
identify risks and plan accordingly to
ensure they can meet our demand.

Medium term

= We engage with local authorities and
other key Government agencies to
understand their priorities and needs
and ensure we build quality homes in
the right locations.

+ We are developing offsite solutions to
reduce embodied carbon and make cur
operations efficient and effective.

Long term

= Suppliers and sub-contraclors are
critical to our business success, carrying
out the majority of construction on our
sites and providing the materials and
services we require, It is essential for us
to build good, long-lasting relationships
that make us the developer of choice 1o
work and partner with.

Progress

Working with our partners
to build homes

We are committed to delivering high quality,
sustainable, energy efficient places to

live that satisfy the needs of customers

and communities. Key to this is ensuring
we provide quality housing in the right
locations. It is vital that we have good
relationships with landowners and other
partners to ensure we are their developer
of chaice. We have a comprehensive Group
Partnerships Policy lo ensure proper
engagement with our key land partners and
stakeholders.

Working with our suppliers and
sub-contractors

We recognise our suppliers and sub-
contractors are critical to the delivery of
our strategic objectives and we invest in our
relationships with them. We continuously
communicate with our suppliers, holding
regular performance and business reviews
focusing on our ongoing relationship

and health and safety. This engagement
has become vitally important during the
COVID-19 pandemic. We are committed

to providing a safe place in which our
employees and sub-contractors can work
We engaged with our suppliers throughout
the lockdown and remobilisaticn periods
of our site operations to ensure we had
clear visibility of each other’s plans. This
exchange of business planning information,
such as our build programmes and

their manufacturing plans, enabling a
smooth transition between our respective
operational phases.

The procurement for the majority of our
construction materials, site equipment
and business consumables is centralised.
This arrangement enables us to manage
supply, cost, sustainability specifications
and supplier relationships effectively.

We believe it is important to engage
openly with our suppliers regarding the
challenges they are facing and to help
them identify and address opportunities
and mitigate risk. Through the COVID-19
pandemic we have been able to leverage
our investment in supplier relationships
to ensure we have appropriate supply

of scarce resources such as PPE and
other consumable material requirements
directly related to new COVID-19 operating
protocols. We have also been able to ensure
that whilst our supply chain returns from
hibernation and material supply in some
areas is constrained, they support our build
requirements as required.

Barratt Developments plc

Annual Report 2020 pg 64

What is useful?

For each of its strategic priorities and
principles, Barratt Developments outlines
the objectives and (qualitative) value created
for the relevant stakeholders over the short,
medium and long term and the progress

so far.

<

©

Barratt Developments plc

Annual Report 2020 pg 38-48

What is useful?

As part of its S172 statement, Barratt
Developments’ stakeholder engagement
section includes Venn diagrams for each
stakeholder group’s interests and concerns,
highlighting how these have changed from
before and during the pandemic, and what
they expect them to be after lockdown. For
each stakeholder group they also include the
outcomes of engagement and the effect on
board decisions.

Interests and concerns

pre-lockdown

* Medium term targets
[completion growth and
margin potential]

= Dilution of

shareholding tLand

* Housetype market
range
* Dividend

policy

* Housing market
* Cladding and
“ fire safety
*ESG % e Land bank
* Directors” ' o Economy

* Land buying

+ Business remuneration suspension
response to * Health, safety
COvID-19 and wellbeing « Dividend
| * Salesand reinstatemnent
build levels
» Order book « Cancellation rates
asilionée * Redundancies « ROCE * Government
* Liguidity funding
% * Cash flow
* Resilience J'o Productivity » Cost
* CCFF and structure
CJRS funding « Cornpletion

volume recovery

Lockdown Business resta™

Outcomes from engagement

* Shareholders kept fully informed of the performance of
the Group.

* Full understanding of the Board’s decisions as a
consequence of COVID-19 and the subsequent business
restart and how this impacts them.

* Reassurance that the Group continues to be in a strong
position and remains a good investment opportunity.

« Better understanding of shareholder expectations in
respect of ESG matters particularly climate change risks
and opportunities and how we relate to the UN SDGs.

Effect of engagement with shareholders

on Board decisions

* Return of CJRS grant income.

*  Review of future office space requirements.

* Cancelled the interim dividend scheduled for payment in
May 2020.

* Decided to not recommend a final ordinary or special dividend
for FY20 in order to conserve cash.

* Committed to science-based carbon emission targets and
disclosures in line with the TCFD.

* Satisfied share schemes via market purchase rather than
new issue.
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SSE plc SSE's stakeholder relationships

Annual Report y/e 31 March 2020 pg 12 SSE aims to have a two-way constructive relationship with the following six key stakeholder
groups. By considering their perspectives, insights and opinions, SSE seeks to ensure
q 2 outcomes of operational, investment or business decisions are more robust and sustainable.
What is useful?

SSE’s introduction to the stakeholder engagement section includes a diagram
highlighting the inputs and outputs (i.e. a two-way consideration) of the
relationships for its key stakeholders, addressing the benefits that the company
and stakeholders obtain respectively.

SHAREHOLDERS
AND DEBT PROVIDERS
Engagement is designed

to ensure confidence
and support from those that
investin, and lend to SSE.

ENERGY
CUSTOMERS
Dialogue aims to support
the transitionto a

EMPLOYEES
Engagement helps
SSE attract, retain

and develop a talented
workforce now and
for the future.

decarbonised energy
system that represents
value for money.

Provision of finance,
strategic direction
and stewardship

Sustainable return
on investment

I

Customer priorities,
expectations and
ultimate remuneration \
Reliable and inclusive

provision of energy &

and services

Talent, skills, values
and output

Inclusive, fulfilling
/ and high-performing
= workplace

Quality goods and services /

and investment

& Public policy and

regulatory frameworks
Sustainable relationships, ~ )
value creation and \ Considered a_nd
partnership expertise expert sector views

SUPPLIERS, T l

CONTRACTORS Distinctive social, Robust social GOVERNMENT AND
AND PARTNERS environmentaland contract through REGULATORS
Fostering good relationships energy-related which value Constructive engagement

helps SSE to ensure it perspectives is shared aims to ensure fair energy
achieves the greatest sector frameworks for
all-round value from energy customers and
its investments. NGOS, investors.
COMMUNITIES AND
CIVIL SOCIETY

Working openly and
progressively seeks to
support the achievement
of shared goals with &—— Input
societal benefit.
——— OQutput
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Handelsbanken
Annual and Sustainability Report
2020 pg 42

Ca

What is useful?

Handelsbanken discloses distribution of
economic value creation amongst different
stakeholders across five years, allowing for
comparison with prior years, and clearly
highlights where no distributions (e.g.
dividends) were made during the year.

Distribution of economic value

SEK bn
50
40 l
30 .
2020
SEK bn
20 W Salaries 9.4
Allocation to profit-sharing scheme 0.2
M Social security costs 57
io M Suppliers 8.0
B Tax expenses 4.5
Fees resolution fund, etc. 1.4
M Dividend -
0 B Reinvested economic value 12.9
-10
2016 2017 2018 2019 2020

The preliminary allocation to the Oktogonen profit-sharing scheme made in
2018 and reversed in the first quarter of 2019, is not shown in the above

diagram.

Economic value creation

By being cautious in our approach to running
a bank, we can support our customers in all
financial situations. By sharing our knowledge,
we can help improve our customers' financial
abilities. When we meet our undertakings we
can make a positive difference in the commu-
nities we serve. The Bank's decentralised
ways of working, with trust and respect for
individuals, permeates our whole corporate

culture. This applies regardless of where we
conduct operations. Our staff have great
responsibility and authority to make decisions
in all kinds of matters that concern our
customers.

It is also vital that a bank makes a profit. Not
only does the profit generate tax revenue for
the community and a return for shareholders,
the remaing part can be reinvested in the
operations. In this way, economic value can

be created and we can grow and meet cus-
tomers’ future needs, such as for loans. In

the same way as a manufacturing company
must have sustainability in focus when pro-
cessing its raw materials, a bank must have a
sustainability perspective when working with
money — in other words when we invest our
customers’ savings capital and when we work
with financing.
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MATERIALITY 2020 MATERIALITY 2030

1 Safety
2 Health
3 Workforce wellbeing
50 4 504 e
Significantly Significantly 4 Humaqnghtsnnthewomplace
49 relevant & @ 49 relevant 5  Work-life balance
6 Genderpaymentgap
48 ee @ 43 @ 7  Fairremuneration
o AT w47 8 Forcedlabour
[} 4 % @ @ 7 9 Diversity, Equity and Inclusion
% 6 Moderately % 6 Moderately 10 Comglaancewﬂh|nternat|onallabours.tandards
£ 45 relevant o £ 45 relevant 11 Recruitment, developrnent and retention of talent
2 @ 2 12 Daily working hours
D 44 % 36 £ 44 Union relations
5 i 19 5o 5 13 COMMUNITIES
2 9 14 Respect the culture and traditions of communities
£ 4 @ @ L 42 15 Human rights of communities
g o 5] 16 Human rights of indigenous people
c 4 c 41
g @ g 17 Localemployment
&= 40 = 40 e 18 Landacquisition and resettlement
& e = 19 Community health
B 37 e % 20 Engage and inform communities about new projects
g 38 e g 38 21 Localsuppliers
3 Slightly 2 Slightly Effectiveness of the mining fund
37 | relevant @ 37 | relevant ETHICS & INTEGRITY
36 36 @ 23 Ethicsandintegrity
24 Community relations
35 @ 35 25 Transparency and accountability
34 34 m 26 Briberyand corruption
@ 27 Transparency of government payrments
2 33 28 Government relationsand lobbying
33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 ENVIRONMENTAL STEWARDSHIP
Issue materiality for the business Issue materiality for the business 29 Safe cyanide management

30 Responsible mineral waste management
31 Soil pollution

32 Waterstewardship

33 Conservation of natural resources.

34 Acid Mine Drainage

35 Non-mineral waste management

Fresnillo plc 36 Biodiversity
37 Mineclosure

Annual Report 2020 pg 80 38 Airemissions
39 Energy

40 Climatechange

What is useful?

As part of its materiality assessment, Fresnillo identifies issues by stakeholder
group or topic and the degree of relevance to the company. Fresnillo provides a
materiality map not only for the current year but also for 10 years ahead, showing
how issues change in importance.

Material issues in grey
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Relationship with stakeholders

What actions is the company taking to build and maintain strong relationships
with its key stakeholders?

Investors want information on the actions that a company is taking to build and
maintain strong relationships with its key stakeholders. This is not only about
engaging with stakeholders, but also about monitoring the relationship and how
management and the board use information to understand the stakeholders’
interests, needs and concerns.

When it comes to reporting on engagement, investors note that companies tend to
discuss the engagement mechanisms in detail, particularly for employees. However,
many companies do not sufficiently discuss the outcomes of the engagement,
including the feedback received, how the company responded to it, and what
implications it has on strategy and decisions. As highlighted in the FRC's 2020 Annual
Review of Corporate Governance Reporting, there needs to be a two-way process of
engagement which ensures that stakeholders’ views are being heard (and reflected in

reporting), as some engagement seems to be more about just informing stakeholders.

See Fresnillo for a discussion of actions and outcomes as a result of engagement.

“Companies are good at saying what engagement they’ve done but
not what they’ve learnt from it.” Investor

“There is a lack of strategic interpretation of engagement surveys.”
Investor

Investors also highlighted that discussion of feedback or outcomes often did not
sufficiently address negative feedback or problems. Investors expect honest disclosure
on disappointing feedback which then includes the actions that the company is taking
to address such issues.

“Negative news needs to be presented with how the company is
planning to address it if it is reasonably significant - it is important to
reassure stakeholders that it’s a problem under control and that there

are plans in place.” Investor

Investors recognise that the majority of engagement is undertaken by management,
but they do expect the board to engage where relevant (including through designated
non-executive directors and committees). They also expect the board to have
oversight of the engagement and receive insights, which together are considered

in decision-making and in assessing whether any actions are needed to improve
stakeholder relationships. Disclosure which distinguishes between engagement at

a company/management level and the board's role, including assigned director
responsibilities, board oversight and direct engagement, is helpful (e.g. by Fresnillo).
National Grid also distinguishes between board and company level, and breaks down
the latter at regional level where relevant.

Especially in light of the COVID-19 pandemic, investors are also interested in

actions that a company is taking to support its stakeholders to ensure a continuing
relationship and sustain the pursuit of the company’s success. Evidence of supporting
stakeholders in difficult circumstances, and doing the right thing by them, indicates
that the company is more likely to in turn have supportive stakeholders enabling it
to create value and be resilient and successful.
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To help investors understand how the company builds and maintains strong relationships with its stakeholders and
understands their interests, needs and concerns to enable it to pursue long-term success, companies should ask themselves:

What actions is the company taking to
build and maintain strong relationships
with its key stakeholders?

« How does the company engage with its key
stakeholders?

+ Does engagement differ across business units,
segments or locations?

« What is the board's role in this engagement?
» Where the board does not engage directly, what

information does the board receive about the
stakeholders and the engagement with them?

» What feedback mechanisms are used?
» What was the feedback received from stakeholders?
+ What are the outcomes of this engagement?

- How did the company respond to feedback
received?

- What actions has the company taken to
address the feedback or in response to other
information about the stakeholder group?

- Has the company made any changes to its
strategy in response to stakeholder feedback?

« How do management and the board get comfort

that appropriate and sufficient engagement is
taking place and that the company is acting on
feedback received?

How do management and the board get comfort
that appropriate policies around stakeholder
relationships are in place and that these have
been reliably followed?

Has the company taken any actions to support
stakeholders in view of difficult circumstances or
other factors?

(D
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Fresnillo plc
Annual Report 2020 pg 28-31

Ca

What is useful?

In its section “Relationships with key
stakeholders”, Fresnillo distinguishes
between what management does and what
the Executive Committee and Board do

in terms of engagement. In addition, they
include governance activities and, where
relevant, highlight the designated non-
executive director and their activities. The
section also discusses actions taken during
the year and what's planned based on the
engagement undertaken.

COMMUNITIES

How the Board complements the
engagement efforts:

Metrics

- Social and environmental incidents.
Local employment and procurement.
Social investment.

28 - FRESNILLO PLC
ANNUAL REPORT AND ACCOUNTS 2020

How we engage our communities

What management does:

- Raise awareness on the measures to
prevent Covid-19.
Engage with formal and informal leaders,
local and regional authorities to understand
and discuss their concerns and aspirations.
Preventive measures were implemented to
safely conduct interviews and to limit the
number of participants in meetings.
Operate grievance mechanisms to address
community concerns and questions.
Conduct social studies every two years to
identify and evaluate issues that matter to
our communities. The next round of studies
may be conducted in the second half of
2021 or postponed, depending on the
Covid-19 risk.
Suppoert our social investment portfolio
with emphasis on education, health and
sports, capacity building and water access.
During Covid-19, some programmes were
postponed and others adapted to be
conducted online, while a number of
new initiatives were launched.

Visits from Board members to communities
to gain further insights into the Company’s
social projects. Visits were postponed in
2020 to mitigate the Covid-19 risks.
Visits/appointments of the Chairman, the
Deputy Chairman and other members of
the Board with key Government officials,
both at the federal and local level.

Governance activities of the Board Actions and Decisions Outcomes
and Board Committees (A - Actions undertaken, D - Decisions) «  Noconflicts with communities affecting
«  Gaininsights into the corporate citizenship + A-Engaged our communities on our ability to operate.

expectations of society during Covid-19.
Moniter community engagement and
social investment portfolio in order to
collaborate with communities to address
the impacts of Covid-19.

notably the use of masks.

A - Supported the most vulnerable
members of the community, including
supplying food so they could stay at
home during lockdowns.

A - Shared rapid testing of Covid-19
with the communities.

A - Adapted our education and
entrepreneurship programmes to be

preventive measures to contain Covid-19,

Community engagement and programmes
were adapted to the new dynamic of
Covid-19.

Social investment (KPI).

Local employment (KPI).

Formore information
See pages 105-109

delivered online. To address the digital gap
in remote communities, we launched a pilot
project to test technologies and content for
educational internet services.

A - Partnered with INNOVEC and the
Smithsonian Science Education Centerto
create Covid-19 training, based on science,
for children and their parents.

D - Toincrease donaticns of personal
protection equipment and ventilators to the

regional hospitals that serve our communities. 59 FRESHILLO LG

ANNUAL REPORT AND ACCOUNTS 2020
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Stakeholder

National Grid plc group

How we engage and communicate

How stakeholder interests have influenced decision-making
and the execution of our strategy

Ca

Annual Report 2019/20 pg 45-47

What is useful?

National Grid's S172 statement
distinguishes between company and board-
level engagement and, where relevant,

it also distinguishes engagement at a
divisional level (UK and US).

Our regulators

Company engagement

UK - regular interactions with Ofgem and the Health and Safety
Executive. The Company also organises stakeholder fora and
consultations with stakeholders, including members of the public,
our suppliers and customers around specific projects and
proposed business plan submissions for RIIO-2.

We work with other networks and organisations outside of the
energy industry to identify good practice.

US - regular interface with both federal and state regulators and
customers on an ongoing basis, as well as the pre-filing
stakeholder engagement programme in the build-up to and during
any rate case process. Specific engagement was undertaken
regarding the decarbonisation pathways and the Niagara Mohawk
Power Corporation advanced metering infrastructure.

Board-level engagement

The Board met with the Chair, CEO and incoming CEO of Ofgem in
November 2019. The topics of conversation included our net zero
ambition, with a focus on practical solutions to move the agenda
forward. The discussions also covered RIIO-2.

The outcomes of engagement activities are reported to the
appropriate forum and ultimately to the Executive Committee and
Board. In the US, any rate case engagement is reported up to the
Executive Committee and the ordering of Executive Committee and
Board as appropriate.

The Board met with the Governor of Massachusetts and a member
of the Governor’s office in March 2019. Recognising the severity of
the adverse reaction of various stakeholders to the gas moratorium
that was enforced by the Company in downstate New York, the
Board commissioned two external reviews to understand how the
US business had made the original decision. Long-term solutions
are being implemented.

In the UK, discussions with our regulators have contributed to the
productive outcome of key business issues such as:

* the 9 August 2019 power outage: the Company had regular
engagement with Ofgem and the UK government, and the Board
regularly discussed the outcome of investigations and reports
focused on this, including the response to Ofgem on the findings
from the investigation. In January 2020, the Board welcomed
Ofgem'’s report on this incident which confirmed that our actions
did not cause the outage.

following legal separation last year.
* RIIO-2 business plans: for the development of the RIIO-2

business plans, we have followed Ofgem’s enhanced stakeholder

engagement process, which is based on greater engagement
with our industry and end consumers to prioritise their needs in
our RIIO-2 business plans. Three independent groups were
established to provide challenge throughout this process - two

independently Chaired User Groups, (one for the ESO and one for

the transmission businesses) and an Ofgem Challenge Group.
Regular discussions were held at the Executive Committee and
the Board on progress with stakeholder engagement, the
develcpment of the RIIO-2 business plans and on interactions

with the challenge groups. On invitation, the Chairs of the Chaired

Independent User Groups met with the Board in 2019.

Following a period of engagement with Ofgem, we submitted

our final business plans for RIIO-2 in December 2019. Thereafter,
engagement has continued with Ofgem evidencing various aspects
of the Company’s RIIO-2 business plans such as the formal
guestion and answer process to explore our RIIO-2 business plan
submission ahead of its draft and final determinations later in 2020.

In the US we refined the Company’s regulatory strategy and
business planning for rate cases and other US regulatory priorities.
The Company'’s rate case pre-filing stakeholder engagement
programme has become a major contributor to the Company'’s
successful rate case outcomes.

The external reviews conducted on the gas moratorium have
highlighted lessons and recommendations which are already being
implemented. In the short term, all affected customers have been
contacted and plans are in place to make sure that they are
connected to a gas supply in the near future. Medium- to long-term
solutions that are in the best interests of our customers and
regulators continue to be progressed. The Board is closely
monitoring the output of these developments.

Views of other stakeholder groups considered
Customers, Investors, Communities and governments, Suppliers,
Our colleagues.

the future of our ESO business, which will be reviewed by Ofgem
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Risks and opportunities The COVID-19 pandemic highlighted that certain risks affecting stakeholders,
particularly customers and suppliers, were not sufficiently considered and disclosed.

What could affect key stakeholders and how do they affect the company? Investors hope that this increased awareness will lead to better practice and reporting,
Investors want information about what could affect a company’s relationships with including an honest depiction of the uncertainties and consequences for the business
its stakeholders and how these relationships could affect the company's pursuit of model. Some investors are concerned that disclosures can still be too positive, even
success. Investors will be aware of trends and factors that could affect a company’s when discussing implications of new government-imposed restrictions and changes
stakeholders and will be forming an opinion on related risks and opportunities. in people’s attitudes which could drastically affect the way stakeholders interact with a
However, they want to understand the board and management’'s own assessment. company and how a company operates.

They want information on:

“It's a shame it took a pandemic to bring certain stakeholders and risks

« how management makes its risk assessment and monitors risks, which is in part . .
into focus.” Investor

addressed by how management understands who its stakeholders are and what
their concerns are;

This information could be included either in the risk section or in the stakeholder
section in the annual report — what is important is that there is good linkage between
the different sections where these issues are relevant, including discussion of business
model and strategy. We set out some helpful examples of reporting on trends and
opportunities on pages 22-23. Disclosures of risks and opportunities will be addressed
in the Lab’s upcoming project report on reporting of risks and uncertainties, which will
be published later in the year.

- factors that are affecting or could materially affect stakeholders, such as market
trends, economic factors, technological change, social movements and new
legislation and the resulting risks or opportunities;

« what are the risks and opportunities associated with stakeholders and how the
company is responding to them.

To help investors understand what could affect the company’s relationships with its stakeholders and how these

relationships could affect the company’s pursuit of success, companies should ask themselves:

What could affect key stakeholders and » What are the risks that could affect the stakeholders « What are the opportunities that the key

how do they affect the company? and the company’s relationship with them? stakeholders give rise to that the company is
considering strategically?

- What risks do the stakeholder relationships give

« How does the company, including the board,
rise to?

monitor what could affect its key stakeholders over

different time horizons? ) ) ) )
- What mitigating actions are being taken to

+ What market factors and trends or regulatory address these risks?

changes have affected or could affect the
company's key stakeholders?
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Uncomfortable Truths and Difficult Decisions

In many ways the last ten years have been about adapting to the simple truth that, initially, we did
not want to believe: Retail stores were, and will remain, at a fundamental and irreversible
disadvantage to online competition. This is not being driven by price or even home delivery, but by
the scale of the choice websites can offer relative to any physical store. The annual decline in Retail
like-for-like sales has become the new normal, and looks set to remain that way for many years.

The moment we reconciled ourselves to that fact was, in some ways, a new beginning. Managing
the transition was harder than fighting it, but much more productive. It allowed us to follow the
new money rather than defend the old.

Following the money can be uncomfortable, because new ideas often pose a threat to existing
businesses. The decision to compete with ourselves through selling third-party brands and, more
recently, the opening up of our sourcing skills to other brands through licensing were not entirely
uncontroversial. We have learned to embrace these and other opportunities nonetheless.

Our view is simple: there is nowhere to hide on the internet, and we are better to collaborate with
other brands to our mutual benefit, than cling on to past advantages in the vain hope our customers
will not find the competition. And of course, the broader our product offer, the more relevant our
website becomes to an increasing number of customers.

OUTLOOK FOR THE YEAR AHEAD

Uncertainty on Many Levels

It is hard to think of a year where the outlook has been so uncertain. The health of the consumer
economy, the future course of the pandemic and the prospects for Retail stores remain unknown. It
also remains to be seen how many of the product preferences and shopping trends induced by the
pandemic will persist once life returns to normal. The following paragraphs set out our thinking on
the main uncertainties facing the business and our guidance for the year ahead.

Assumptions About the Consumer Economy and Future Lockdowns

Our best guess is that the consumer economy, at least in the short term, will be healthier than many
presume. It seems likely that a combination of pent-up demand along with a healthy overall increase
in personal savings will serve to keep the consumer economy moving forward.

Whether or not there will be further lockdowns this year is impossible to predict. We have (perhaps
optimistically) assumed that the rollout of COVID vaccines will result in stores remaining open for
the year, once the current lockdown has passed. If this assumption is not correct, it is unlikely we
will meet our central guidance for sales and profit.

Structural Change and the Future of Retail Stores

There remains a big question mark over the level of sales our stores will achieve when they reopen.
The pandemic has served to accelerate a pre-existing social trend - the move to more online
shopping. History has been given a shove and, having moved forward, seems unlikely to reverse.

That said, the steady reduction in Retail occupancy costs, the continued relevance of our stores to
online shopping through collections and returns and (perhaps) the closure of competing shops, mean
that the battle to keep our stores relevant in an online world is far from over.

So our base case for the year ahead is that store sales will decline, on a like-for-like basis, by -20%.
At this level (after reversing out the effects of the current lockdown) our store network would remain
marginally profitable (see page 49).

Post Pandemic Retention?

It is impossible to say with certainty how many customers, who shopped Online as a result of the
pandemic, will remain shopping Online once stores reopen. Our instinct is that retention rates for
customers acquired in 2020 are likely to be similar to those gained in more normal times, though we
recognise that might be optimistic.

One thing appears to be certain, the longer the pandemic encourages online shopping, the more
likely it is that customers will keep shopping that way. What might start as an experiment or
lockdown necessity, over time, becomes increasingly normal and convenient.

The graph below demonstrates this point. It shows the percentage probability of a customer placing
a future order relative to the times they have ordered in the past. The horizontal axis shows the
average number of months between orders. So, for example, on average a customer places their
second order after 2.5 months and has a 53% probability of ordering again. As time goes on,
remaining customers are likely to order more frequently.
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Next PLC

Annual Report January 2021 pg 11, 13, 16

What is useful?

Next discusses the difficulties and uncertainties affecting the company because of
the pandemic and changing customer behaviours affecting retail, particularly its store
strategy. Next also provides an analysis of online customer ordering patterns and
insight into sales opportunities.
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Diageo plc
Annual Report
June 2020

pg 14-16, 24-25

What is useful?
Diageo includes a
detailed discussion

of market trends and
consumer behaviours
(including interest in the
company's treatment
of other stakeholders),
which addresses how
each trend affects the
company and what the
related response is. The
trends are also linked
to relevant strategic
priorities. In discussing
the strategic priority,
which is linked directly
to market dynamics and
consumer behaviour,
Diageo provides further
detail on its response
and future goals.

Y

. Promote positive drinking

We want to change the way the world drinks for the better, by promoting moderation and addressing the
harmful use of alcohol. Our goal is for people to ‘drink better, not more’ - because we are proud of our brands
and we know that the best way for them to be enjoyed is responsibly.

Market dynamics

~ Consumers want to
‘drink better’

— Acomplex regulatory
environment
Consumers expect
businesses to act
responsibly
Consumers are changing
how they buy
Consumers are increasingly
ch g spirits
An emerging middle
class who can afford
international-style spirits

Strategic outcomes

Credibility and trust,

Engaged people

Alignment to UN SDGs
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s
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) For more det: 33

Progress in 2020

- Met our 2025 target on
reaching 200m people with
moderation messages from
our brands
Responded to Covid-19
through online
combating
drinking, tackling

driving and promoting

moderation in lockdown

Looking ahead to 2021

~ Continue to promote
positive drinking by
promoting moderation
and reducing underage
drinking, drink driving
and h drinking

- Go beyond our 2025 targets
as we develop our strategy
for 2030

Qur brands have been part of people’s celebrations
for generations. We take huge pride in them and we
want people to continue enjoying them responsibly
in the future.

We want everyone at Diageo to be an advocate
for positive drinking and we have long campaigned
to reduce alcohol-related harm. We know that for
rmost people who drink alcohol, drinking responsibly
is common sense — but we also know that harmful
drinking causes significant issues for individuals
and for society.

Promoting moderation is the right thing to do

and itis an essential part of our Performance Ambition.

QOur commercial success depends on us creating a
positive impact on society, wherever we live, work,
source and sell.

We aim to lead our industry in reducing underage
drinking, drink driving and heavy drinking. We are
working to empower our people and brands to make
moderation the norm and we advocate improved
laws and industry standards around the world,

We aim to reinforce the message of moderation in
everything we do.

We want our people to be ambassadors and
we are using the reach and influence of our brands
to carry moderation messages to consumers. For
example, we continued to build on the success of
our ‘Guinness Clear' moderation campaign in the
United Kingdom and Ireland through television and
video on demand. Further campaigns bringing home
the message of moderation to sports fans were run by
Bundaberg, Captain Morgan and Crown Royal.

- Change the way the world drinks for
the better
— Lead the industry in reducing underage
drinking, drink driving and heavy drinking
- Empower our people and brands to
advocate moderation
We have set ourselves stretching targets
toreach by 2025.

For more details see pages 30 and 33

These campaigns enabled us to meet our target of
reaching 200 million people with moderation
messages from our brands five years early. We are
proud of this achievement and we look forward to
building on this commitment.

We have a longstanding commitment to tackling
underage drinking. It is never acceptable for people
underage to drink alcohol and we welcome the fact
that fewer young people are drinking under age in
many countries. Qur programmes aim to ensure this
downward trend continues and they have reached

more than 375,000 people this year, across 20 countries,

They include our flagship ‘Smashed’ education
programme, which combines a live theatre production
presented by professional actors with interactive
workshops, evaluation and teaching resources
for schools. In May 2020, we launched an online
version of Smashed in the United Kingdom, making
it available to more than a million school children,

We have a longstanding commitment to addressing

drink driving through a range of interventions.

We invest in partnerships with police, local authorities

and other agencies that support enforcement;

we provide education for drivers and law enforcers;

and we support safe rides and public transportation.
One of our key partnerships is with UNITAR, the

United Nations Institute for Training and Research.

The partnership supports road safety events

aimed at reducing traffic deaths and injuries and

improving road safety globally. It has a particular focus

on high-visibility enforcement in Latin America, Asia

and Africa. In April 2020, in response to Covid-19,

we collaborated with UNITAR as it launched a series

of online training resources in English and Spanish for

government officials responsible for road safety and

law enforcement.

Consumers, like all stakeholders, are increasingly challenging businesses
to show how they make a positive impact on society and to demonstrate
their commitment to protecting the environment. Stakeholders rightly
expect to see that businesses are generating wealth, fostering inclusion
and diversity, respecting human rights, supporting their communities and
acting on important environmental issues, including climate change and
water stress.

Impact

Earning trust and respect is fundamental to achieving our ambition,
Any business that relies on agricultural raw materials and water has

both a responsibility to the environment around it and an exposure to
environmental risks. Our future success depends on us continuing to
reduce our environmental impact and promoting inclusive economic
growth, while making sure we do business with integrity and respect for
human rights.

Our response

Qur environmental programmes reduce carbon emissions and improve
water efficiency throughout our value chain, and address waste and
sustainable packaging, including the use of plastic. With the oversight of
our Climate Risk Steering Group, we are integrating the management of
climate-related issues into our business. Our Water Blueprint defines our
approach to water stewardship and prioritises our actions in areas we have
defined as water-stressed.

We have a strategic commitment to inclusion and diversity within and
beyond our business, while our community programmes are designed to
empower women, help people develop their skills and increase access
1o clean water, sanitation and hygiene (WASH). Respect for human rights
throughout our value chain, including the right to a safe workplace,
underpins everything we do.

73%

Sustain quality growth,
f \ Invest smartly, Promote
v positive drinking,
Champion inclusion
and diversity, Pioneer
grain-to-glass
sustainability

Kantar Global Monitor, 2019.
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Performance and metrics

As part of this project, investors reiterated their desire for information about
performance and progress against strategic objectives and targets. In respect of
stakeholders, this will primarily be non-financial information but could also relate

to financial metrics, such as spending on employees or revenue from customers.
Performance information is useful where it helps investors assess the strength or
otherwise of a relationship with a stakeholder and see how that affects the pursuit

of strategy, and ultimately the company's success. Investors also want to understand
the metrics that management and the board are using to monitor, understand and
manage their stakeholder relationships and assess where improvements are necessary.

The principles for reporting metrics identified in the Lab’s report Performance
metrics — principles and practice are still relevant and apply to metrics in relation to
stakeholders too:

Aligned to strategy: Investors want to know how metrics tie into the strategy,
reflecting what is being monitored by the board and management for their
assessment on the delivery of strategy, but they also want the metrics which give
insight into the capability of meeting and delivering the strategy. These should
ultimately be the same, which is why it is useful for companies to explain why the

key performance indicators (KPls) and metrics chosen are important to the company
(e.g. Taylor Wimpey). An alternative presentation is a dashboard view such as
Barclays' table of KPIs by key stakeholder group, which in turn are linked to strategy
and the business model. Linking to remuneration is another way of highlighting the
importance of KPIs but as noted in the FRC's May 2021 research on remuneration
reporting, although many companies used non-financial KPIs such as diversity or
health and safety KPIs in executive pay formulas, they often did not explain why these
were chosen or how they were formulated. More granular metrics can indicate the
current success of strategy and plans, e.g. customer and employee satisfaction scores,
and/or provide insight into the future “health” of the drivers of value and any related
risks, e.g. diversity, training and turnover metrics. We noted reporting that included
detailed breakdowns of employee departures, including dismissals, by country,

and average remuneration by categories of seniority, age and gender. While these
disclosures can be helpful as data builds up over subsequent periods, companies
should provide their interpretation of the results and discuss any actions to address
related performance issues or stakeholder matters reflected by the metrics.

Transparent: Transparency in metrics is achieved through genuine explanations of
what is driving the performance and through consistent application. This is particularly
relevant in the context of COVID-19 where there is the potential to either use the
pandemic as an excuse for poor performance or to ignore its effect if the result is
positive. An example of where the effects of COVID-19 have been addressed is IAG's
discussion of its net promoter score. A consistent concern we hear from investors is
over-emphasis of the positives and insufficient discussion of the negatives. Providing a
trend analysis for a metric is undeniably helpful in identifying whether something has
gone wrong, but companies need to be transparent and upfront on the reasons why.
It is also helpful to explain what went wrong, even when it is not evident within the KPI
or there has been an improvement in the year.

In context: Context can be provided through clear definition of the metric and the
target and objective to be achieved (e.g. Safestore). Providing market background
or an industry benchmark or sector average (e.g. First Group) is also helpful in
contextualising the company’s performance.

Reliable: Investors recognise that some areas of stakeholder reporting and relevant
metrics are still in their infancy and developing, which is why it is important to include
descriptions of how the metrics were measured. Information on whether the metrics
were subject to assurance or to board oversight are helpful. Using or corroborating own
metrics with third party measures is another way of enhancing reliability. More investors
are using review sites as supporting evidence on stakeholder performance. Therefore,
recognition by companies of this external information in support of their stated
performance is useful. Safestore uses a variety of customer review sites, depending on
which is prevalent in a particular market, while Rentokil Initial plc includes extracts from
employee reviews across different divisions and its rating from Glassdoor and also notes
that the board reviews the ratings as part of its monitoring of culture.
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Consistent: Investors want consistency in metrics to be able to track them over

Some stakeholder metrics that investors told us they want:
time. Depending on when the data starts being collected and monitored, the ideal

track record would be over 5 years (e.g. First Group). Consistency does not mean Cllilstomers: Sllijph;T?: dertak d findi
that metrics cannot change if new ones become more relevant, but if a change takes ’ eJF promoter SCOres - bz elligenes (UieErEken el el
- Satisfaction metrics » Payments

place, the reason why and the new definition needs to be explained. As internationally
recognised ESG standards start to develop and be required, investors will eventually
expect consistency against those standards.

¢ Churn rates

There are other stakeholders and other
metrics that investors will be interested
in, depending on the company. Metrics
should be reported if relevant to the
industry and material to the company.
* Health and safety metrics Breakdown of metrics by location or

« Diversity business units should be provided

« Training where possible.

Employees:

* Turnover/attrition

- Satisfaction scores

« Remuneration/wage differentials

Taking these principles into account, we set out some questions for companies to
consider when reporting performance and metrics on stakeholders.

To help investors understand what is measured, monitored and managed in relation to stakeholders, as well as understand

the strength of a company’s relationships with its stakeholders and how they are contributing to the company’s success, @
companies should ask themselves:

< Which metrics on stakeholders link to the « Are there industry or market measures or
achievement of strategic priorities and objectives? benchmarks against which to compare the
company performance?

What are the metrics used by
management, including risk management,
to monitor and assess relationships with

stakeholders? For the metrics presented, consider:

« Are there third party data points or measures which

« What affected the performance in the year? Is this can corroborate performance measured internally?

What are the metrics presented to

and reviewed by the board in order to
understand the strength of stakeholder
relationships and what may need
changing or improving?

» Which metrics provide insight into the continuation
of the stakeholder relationship into the future?

a trend that is likely to continue? If it is not the
desired performance, what steps are being taken to
rectify the situation?

Are the metrics representative of the whole
company's performance? Should metrics by division
be presented?

Are there quantified targets against which to
compare performance in the year?

Are these reviewed by the board?
Are the metrics subject to assurance?
Are there consistently-applied definitions for

the metrics? Are prior-year comparatives, ideally
presenting a 5-year trend, available?
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Taylor Wimpey plc

Annual Report 2020 pg 23-24

What is useful?

Taylor Wimpey links its performance and KPIs to its strategic
priorities and relevant stakeholders. Each associated KPI includes
a track record, definition, objective/target and its importance to
strategy. The strategic priority is also linked to the principal risks

which could affect the performance.

Strategic priority

Performance in 2020

Priorities going forward

Principal Risks

D,F,G

@ Read more on pages 49 to 53
© Read more on pages 34 to 35

- We are pleased that our Annual Injury
Incidence Rate (AlIR) reduced again to 151

in 2020 (2019: 156). Our AlIR for reportable
injuries per 100,000 employees and
contractors remains well below both the HBF
and Health and Safety Executive Construction
Industry averages.

Our dedicated teams have demonstrated the
ability to quickly adapt to new working
practices through the pandemic.

To gain feedback we ran three ‘pulse’ surveys
in 2020 which were designed to provide a
‘temperature check' on employee
engagement. These showed our employees
to be highly engaged as well as aligned to the
Group's actions during the COVID-19 crisis.
We continue to have one of the lowest rates
of voluntary employee turnover in the industry.
With a well known shortage of skills, we have
taken a proactive approach to our early talent

programmes and direct labour model. In
2020, we reviewed the structure of the
business and engaged with employees
throughout the process.

- We continue to use research and
development to test and implement measures
on site in order to make our sites as safe as
possible.

- We continue to value a stable workforce using

surveys and feedback to understand our

employees' views and continue to develop
our employee offering.

In 2021, we plan to run a ‘Talkback’ survey,

as we did in 2019. We undertake an

engagement survey periodically and it forms
an important part of how we involve, gain
feedback from and communicate with our
employees,

We continue to improve our recruitment

strategy and diversity road map with

supportive training and working practices.

We aim to reach a wider talent pool through

different attraction channels to increase BAME

representation in our workforce and establish

a more gender balanced workforce which

is more representative of the communities

we serve.

I

KPI
Objective: We aim to attract and retain the best people Objective: To reduce the impact of the industry skills.
5% in the industry and give them opportunities to develop to their 175 shortage and future-proof our business.
5% i P ¥
12.9% full potential. We aim to keep this within a range of 5-15%. Definition: The amount of peopie recruited onto one of our
Definition: Voluntary resignations divided by number of total early talent programmes including graduates, management
employees. 116 trainees and site management trainees.
Why it is key to our strategy: Our employees are one of Why it is key to our strategy: Creating a more consistent
our greatest competitive advantages and they are crucial framework and development path for early and ongoing talent
1o executing our strategy. Low employee turnover supports management will underpin our future growth and customer-
18 19 greater depth of experience, continuity and development of 18 19 focused approach. We establish bespoke development
skills within our teams. programmes to ensure we develop the skills we need when
we need them, ensuring we have the experience required to
support our strategy.
Objective: To improve quality, reduce bottlenecks in key Objective: We are committed to providing a safe place in
trade supply, reduce the impact of the industry skills shortage which our employees and subcontractors can work and our
1,169 and future-proof the business. 228 customers can live.
Definition: The number of key tradespeople directly Definition: Reportable (all reportable) injury frequency rate
748 employed by Taylor Wimpey including bricklayers, joiners, 156 per 100,000 employees and contractors (Annual Injury
carpenters, painters, scaffolders and trade apprentices. Incidence Rate).
Why it is key to our strategy: Against industry-wide skills Why it is key to our strategy: Health and safety is our
shortages and uncertainty we aim to future-proof our non-negotiable top priority. As well as having a moral duty
18 19 workforce. We do this by developing skills to build quality 18 19 to maintain safety on site, accidents and injuries can have a

homes and behaviours which align our business to our
customer-focused approach.

detrimental impact on the business through additional costs,
delays and / or reputational damage.
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International Airlines Group (IAG)

Strategic priority

Annual Report 2020 pg 18

How we
create value

What is useful?

IAG links its KPIs to its strategic priorities to which stakeholders are also
mapped. When explaining its Net Promoter Score, it highlights that
although the score has risen favourably, this cannot be compared to past
performance and is unlikely to be comparable to future performance due
to the pandemic. However, IAG explains the trend for the proportion of
the year that would have been comparable (i.e. pre-pandemic).

Our
performance

KPI or industry
measure

Unrivalled customer proposition

Our activity in 2020

In the wake of the COVID-19 pandemic,
the Group's portfolio of brands focused
on suppeorting the wider community in
tackling the impacts of the pandemic. In
order to aid the COVID-19 relief efforts,
the Group has flown critical equipment
and essential medical supplies across
the world, and each of the Group’s
airlines offered repatriation flights to
bring customers safely home after the
introduction of COVID-19-related travel
restrictions and border closures. Each
brand and operation also focused on
supporting their local communities
through charitable work such as
volunteering at local hospitals, donating
supplies and delivering care packages.

IAG’s airlines have adapted the
customer journey by introducing a
range of measures to suppert consumer
confidence. With the COVID-19
pandemic resulting in variable and
unpredictable travel rules, the Group’s
airlines have implemented commercial
reassurance measures for customers,

Net Promoter Score (NPS)
2020

36.7

+10.9 pts vly

Definition and purpose

NPS is a non-financial metric which
measures the customer’s sentiment and
loyalty to a brand. At IAG a
transactional NPS is measured:
customers respond about their
likelihood of recommending an IAG
operating carrier no more than seven
days after taking a flight. Including NPS
targets in the Group’s employee bonus
scheme has driven a stronger focus on
improving the customer experience,
which together with customer
advocacy drives competitive

such as extending flexible booking
policies and guaranteeing flights that
will operate. In addition, IAG supported
the development of a COVID-19
insurance product aimed to support
and protect customers against travel
restrictions and health concerns.

The Group has influenced and trialled
industry guidelines for safe travel, such
as ICAQ’s Council Aviation Recovery
Taskforce (CART) ‘Take-off' Guidance.
|AG has also been working with
government and industry bodies to call
for an effective COVID-19 testing
procedure which could be used to
reduce or remove quarantine
requirements and enhance passenger
safety onboard. In support of this,
British Airways, together with its joint
business partner American Airlines and
the oneworld alliance, has trialled
COVID-19 testing on routes from the
USA to London Heathrow. All brands
have also updated their customer
communications to provide clear
guidance on the new airport and
onboard procedures, COVID-19 specific

advantage, leading to faster organic
growth.

Performance

IAG's NPS in 2020 increased 10.9 points
versus 2019, achieving record levels of
customer satisfaction and growth
across all IAG airlines. However, this
score must be viewed in the context of
the pandemic.

The COVID-19 pandemic has altered
customer expectations and demanded
a significant change in the flying
experience. |IAG has adapted the
customer journey by introducing a
range of reassurance measures to
protect the safety and wellbeing of our
customers, including revised service
routines to promote social distancing,
increased levels of aircraft cleaning and
the provision of complimentary
personal protection packs to all
customers on board. The customer
response to these and other

entry requirements for relevant
destinations and an overview of the
enhanced cleaning measures adopted
by the airline.

Qur priorities for 2021

The Group will continue its leading
work on safety, aiming to ensure its
businesses can deliver an unrivalled
customer proposition that adapts to
meet changing customer
expectations, regulatory requirements
and drives customer trust as well as
satisfaction. The brands will continue
to deepen their understanding of
changes in the needs and
expectations of different customer
types, in particular as a result of the
COVID-19 pandemic and will evolve
their products and services to best
deliver against the needs of the
customer. Strong emphasis will be
placed on digitalisation, including
automating disruption management
and delivering touchless travel
solutions.

reassurance measures has been
overwhelmingly positive.

At the same time, the reduced flying
schedule in 2020 has helped deliver
improved on-time performance whilst
the decrease in customer demand has
contributed to lower load factors, both
of which have historically been closely
correlated with customer satisfaction.

The impact of the COVID-19 pandemic
on the flying experience makes
comparisons with prior and future
periods challenging, however the
Group’s NPS performance in the first
two months of 2020 (when customer
demand was similar to that of the prior
year) exceeded equivalent 2012 levels,
suggesting a continuation of the
positive customer satisfaction trends
exhibited in recent years in the absence
of the COVID-19 pandemic.
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Barclays PLC

Annual Report 2020 pg 22-23

What is useful?

Barclays provides the key measures it monitors on each of its stakeholder priority groups in one
location, after its S172 statement and descriptions of dialogue with those stakeholders. The metrics
have a comparison allowing for an understanding of trends. Further detail on the stakeholders and
additional measures can be found in the cross-referred pages.

Customers and clients

Barclays UK Net Promoter Score (NPS®)* Consumer, Cards and Payments US customer digital engagement Barclays UK complaints excluding PPl
Oy
We aim to build trust by offering innovative products and s &
services, with an excellent customer and client experience, 2030 _ _ 2020
such that customers and clients are happy to recommend 694
usto others. 2019 TheNPSis of 2019  We receiveda significant volume of
M i.‘,"s‘::ms sfedt':c .t:lh'yoas pe%e;r‘!&t%ge PPl-related dalgs leadingup to the
are to recommend our 2020 2019 2018 us consumaascu e FCA deadiine of 23 August 2019.
% See our divisional reviews 2018 +17 products and services 4 9 2018  As such, theunderlying trend provides
onpages 25to 31 to others. amore meaningful comparison.
Col Ieagues Colleague engagement Females at Managing Director and Director level “l would recommend Barclays as a good place to work”
% % %

We promote and maintain a diverse and inclusive workforce
in which colleagues of all backgrounds are treated equally 00

and supported to achieve their potential within
This is a measure

.JI
l'“I

derived from our nine Metric reflects % of females at A question in the Your View
_% See our people and culture 2018 engagement questions 2018 24 Managing Director and Director 2018 83 employee survey that measures.
. onpages 33 to 37 inthe Your View survey. level within Barclays. colleague advocacy.
Somety Social and environmental financing Operational carbon emissions LifeSkills — Number of people upskilled in the UK per year
We manage the environmental and societal impact of our £t AL jritcit
business, making decisions that provide all our stakeholders o m o m S0 ‘
with access to a prosperous and sustainable future. o Eriésions ganerdndd
- S o g, e
A bk Number of people participating i
ments ing al 4 e in
See our society and environment 2018 285 ;?cbys susginabie 2018 286,599 emisslog from electricity 2018 230 the Barclays uhstglas programme
onpages 39to 43 impact framework. consumption. focused on employability skills.
Investors Common Equity Tier 1 (CET1) ratio Operating expenses®® Cost: income ratio?
A - s % £bn %
Ourambition is to generate attractive and sustainable
returns through the economic cycle. We measure our 50 _ ) 0 _
progress through our Group financial targets. 55 PG
13 & including £0.4bn of structural &5
s e s |
Group target: -19 refated costs. The Group targets a cost:
. See our summary financial review 2018 132 cn1mu'3?:un Cost discipline and 2018 66 incorme ratio below 60%
on pages 45 to 47 range of 13-14%. 2020 2019 2018 maximizing efficiencies over time.
remaina priority.

FRC LAB | Reporting on stakeholders, decisions and Section 172 | July 2021 Section 1: Information on stakeholders 28



https://home.barclays/content/dam/home-barclays/documents/investor-relations/reports-and-events/annual-reports/2020/Barclays-PLC-Annual-Report-2020.pdf#page=24

Barclays PLC
Annual Report 2020 pg 37, 84

Ca

What is useful?

Barclays provides granular diversity
metrics, including age diversity and
ethnicity by location. In its Board
Nominations Committee Report, Barclays
explains its diversity targets and the
actions it is taking to reach them, therefore
providing context to the detailed metrics.

Ethnicity split

Global
%
2020

Other ethnically
W white [ Asian M Black diverse colleagues

United Kingdom

%
2020

81

Qther ethnically
M white [l Asian [ Black B diverse colleagues

USA
%
2020

W white [l Asian [ Black

Other ethnically diverse colleagues category includes Hispanic/
Latino, Mixed, Native Hawaiian or Other Pacific Islander and
Native American. USA and UK relate to Country and not Region.
Colleagues with an undeclared ethnicity and/or are based in
continental Europe and the Middle East (21% of our global

Other ethnically
diverse colleagues

population) have been excluded from all calculations

Multi-generational split

Age of employees

%

Colleagues with an
undeclared age
(0.03% of our 2020
global population)
have been
excluded from

all calculations

* <20
>=20&<30
[ >=30&<40
B >=40&<50
B >=50&<60
. > 60 years

*03

28

218

2020

228

2019

Diversity

We believe that diversity at Board, ExCo and
senior management level — of gender, ethnicity,
cognitive and personal strengths and social
backgrounds —is an essential element in
maintaining a competitive advantage and
effective governance, as well as mitigating the
risk of ‘group think’. The Board Diversity Policy,
which has been adopted by the Board, confirms
that the Committee will consider candidates on
merit against objective criteria with due regard
to the benefits of diversity when identifying
suitable candidates for appointment to

the Board.

At the end of 2019 we had met our Board
gender diversity target of 33%. Following
changes in Board composition in 2020, as at

31 December 2020 the Board's gender diversity
was 25%. With the appointment of Julia Wilson
(effective 1 April 2021) and Sir lan Cheshire
stepping down from the Board at the conclusion
of the 2021 AGM, this willincrease to 33%,

in line with both the Board Diversity Policy and
the Hampton Alexander Review target. In 2020,
the Committee reviewed whether the level
ofthe Board gender diversity target was still
appropriate, given that it was setin 2018,

and concluded that it should remain at 33%.

Group-wide, Barclays has set a number of
targets focused on creating more gender
diversity in its wider workforce, including its
ambition to achieve 28% female Managing
Directors and Directors by the end of 2021.
You can read more about gender diversity at
Barclays, including data on the percentage of
females at Managing Director and Director level,
on Group ExCo and within ExCo direct reports
and in Barclays' wider workforce in Our people
and culture section on pages 33to 34.

Group-wide, Barclays has set a number of
targets focused on creating more gender
diversity in its wider workforce, including its
ambition to achieve 28% female Managing
Directors and Directors by the end of 2021.
You can read more about gender diversity at
Barclays, including data on the percentage of
females at Managing Director and Director level,
on Group ExCo and within ExCo direct reports
and in Barclays' wider workforce in Our people
and culture section on pages 33 to 34.

As at 31 December 2020, 17% of the Board was
from an ethnically diverse background, meeting
the recommendations contained within the
Parker Review Committee Report into the Ethnic
Diversity of UK Boards. Alongside the Board,
the Committee continues to champion the
Group's Global Race at Work agenda, designed
to reinforce Barclays' zero tolerance stance

on racism and improve opportunities and
representation for ethnically diverse colleagues.
In October, Barclays implemented a 12-point
Race at Work action plan focused on opening up
opportunities to attract, develop and add to our
Black talent. The plan comprises a thorough set
of actions, using data to set goals and measure
success, and will be expanded in 2021 toinclude
other ethnically diverse colleagues, as wellas
customers, clients and communities.

You can find more information on diversity and
inclusion, including Barclays' Global Race at Work
agenda and latest Ethnicity data within our wider
workforce, in Our people and culture section on
pages 33 to 37 and in our Diversity and Inclusion
Report, which will be made available on our
website.
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@ Our customers

Performance 2019/20

UK: 94% Feefo/
93% Trustpilot

Maintain 90%+ satisfaction
scores in each market

France: 93% Trustpilot

Spain: 96% Google

In addition to using Feefo, Safestore invites customers to leave a
review on a number of other platforms, including Facebook, Google
and Trustpilot. As a result, wherever customers look for trust and
reputational signals about Safestore, they will see an impartial view
of our excellent customer satisfaction.

Trustpilot is a well recognised and authoritative third party review
platform. This year we are delighted that Safestore has maintained

a TrustScore of 4.7 out of 5 in the UK. We are committed to delivering
an excellent customer experience and our independent customer
feedback shows a high level of customer satisfaction at 93% from
1,135 reviews.

Une Piéce en Plus also continues to use Trustpilot to obtain
independent customer reviews. In 2020, 275 reviews have been
collected with 93% of customers rating their service experience

as ‘Excellent’ or ‘Great’ resulting in a TrustScore of 4.6 out of 5.

In Spain, OhMyBox! collects customer feedback via Google reviews
and has maintained a score of at least 4.8 out of 5.

We are proud to be recognised for delivering exceptional customer service
and we see this as a great achievement and a testament to the hard work
of our colleagues in store and in the Customer Support Centre.

We continue to seek customer feedback through Feefo, the online
review platform which guarantees 100% genuine feedback. All UK
stores receive feedback allowing customers to view ratings. This year,
Safestore achieved a customer service rating of 94% based on UK
customers who rated their experience as ‘Excellent’ or ‘Good”.

In 2020, Safestore won the Feefo Platinum Trusted Service award given
to businesses which have achieved Gold standard for three consecutive
years. It is an independent mark of excellence that recognises businesses
for delivering exceptional experiences, as rated by real customers.
This is a highly valued award and as all reviews are verified as genuine,
the accreditation is a true reflection of Safestore’s commitment to
delivering outstanding service.

Safestore Holdings plc

Annual Report 2020 pg 44-45

@ Maintain responsible partnerships with our customers and communities

Customer and passenger satisfaction
First Student
(Average rating out of ten)

S e ———— L
2019 I C. 7 5
2018 I C. 7 5
2017 I C .7 6
2016 I O

Greyhound

(Net Promoter Score)

2020 I -19.5
2019 I -05.7
2018 2.8
2017 -0.8
2016 -23.2

First Transit
(Average rating out of ten)

2020 I .S
2019 I C. 55
2018 I © .05
2017 I O
2016 I .G

First Bus
(% satisfied with their journey overall)

2020 I O
L
2018 I G
2017 I
2016 I

First Student increased their overall customer
satisfaction score to record levels this year (8.93 out
of ten), despite sector-wide driver shortage challenges.
Our teams collaborated with school districts to
collectively problem solve and develop awareness
around recruitment measures,

First Transit also maintained their strong overall
satisfaction score, with 8.87 out of ten; just below
last year's high achievement of 8.88.

Greyhound's Net Promoter Score improved
year-on-year thanks to improvements in on-time
performance and as a result of fleet investments.

Overall satisfaction with First Bus in the independent
Transport Focus Bus Passenger Survey in England
was 84%, a slight increase compared to last year
(83%). A key factor in overall customer satisfaction

is punctuality, where our satisfaction score improved
by 1%. Our driver welcome/greeting score improved
again in 2018 from 70% to 72%, and our driver
helpfulness and attitude score improved from 72% to
73%. These results demonstrate the benefit of focus
given to driver behaviour through our Journey Makers
programme and to driver engagement, facilitated by
First Bus Connect, our colleague app which is well
used by drivers.

Transport Focus National Rail Passenger Survey

(% satisfied with their journey overall)

Great Western Railway
TransPennine Express

South Western Railway
Hull Trains

National average

Spring Autumn Spring Autumn Spring Autumn Spring Autumn Spring Autumn  Spring

2015 2015 2016 2016 2017 2m7 2018

2019 2019 2020

Note: The Group began operation of the Avanti West Coast rail franchise in December 2019. A complete year of

data will be included in the 2021 Annual Report.

What is useful?

Safestore reports externally gathered customer review scores, such as Trustpilot, against
its performance target. The reporting of more than one external score with similar results,
reflecting a consistent trend across markets and different review sites, increases credibility.

First Group plc
Annual Report 2020 pg 56, 57

Independent passenger watchdog Transport Focus
undertakes the National Rail Passenger Survey
(NRPS) twice yearly. The Spring 2020 survey was
curtailed due to coronavirus, with 19,500 interviews
completed, three-quarters of the target. Nationally,
overall satisfaction was unchanged from the previous
Autumn 2019 survey at 82%. GWR's overall score
was four points higher than the national average,
unchanged from the previous survey. Customer
satisfaction with TPE fell by 1%, reflecting disruption
caused by a delayed roll out of new trains. Atthough
SWR also saw performance issues in this period,
three-quarters of customers were satisfied,
unchanged from the previous survey. Hul Trains is
consistently one of the strongest performers in this
survey. This continued with a 92% score, 10%
higher than the UK average.

What is useful?

First Group provides KPIs, including
customer satisfaction, by its market
divisions, not a group average.

s
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Spotlight on suppliers

Recent events, from the pandemic to the blockage of the Suez Canal, have

shown how easily supply chains and the associated business models can be
disrupted, leading to a recognition of the importance of strong and varied supplier
relationships. Other recent news such as the discovery of poor labour and wage
practices, and concerns over working conditions and potential slavery in factories,
have increased reputational risks for particular industries, highlighting the need for
companies to know their suppliers well. As per our discussions with investors, these

events highlighted that disclosures on suppliers and supply chains have tended to
be weak and more is needed. The Lab is considering more focused work on supply
chains, but in this section we highlight how information on suppliers aligns with
investors' reporting expectations and include some examples which reflect this.
Some examples are from outside the annual report. Companies should consider
whether such information is material to be included within the annual report based
on their dependence on suppliers.

Stakeholder consideration Application to suppliers as a key stakeholder group m

Who is the stakeholder and why are they « Who are the company’s suppliers, or what type of companies make up the supply chain? IAG, Next
important? « How many suppliers does the company have for each critical component?

(How do they link to the strategy and « Where are they located?

business model?) « Why are suppliers important to the business?

« Which aspects of the business depend on suppliers?
« What is needed from suppliers to achieve the strategy?

How is value created through and for this « What practices and standards of quality are expected from suppliers, for example Code of Conduct or Spirax-Sarco,
stakeholder group? standards? Next

What actions is the company taking to build « How well does the company know and keep track of its suppliers? IAG, ABF

and maintain strong relationships with this » How does the company engage with suppliers? Is it a two-way process?

stakeholder group? » What actions has the company taken to support its suppliers, including through its payment practices?

What are the risks and opportunities that + What are the risks that could affect the supply chain and the company's suppliers? What mitigating actions, Pentland
could affect the stakeholder or arise from the such as having multiple suppliers, have been taken?

stakeholder relationship? « What factors could improve how the company works with its suppliers?

What are the metrics used to measure « What metrics are used to monitor whether to continue the relationship or make changes to it? See note

the strength of the relationship with the

stakeholder group? Note: We came across a few examples of supplier metrics, usually related to supplier audit results or supplier
satisfaction, and typically found in sustainability reports rather than in the annual report. However, companies
did not discuss the implications of what the results meant and what actions were being taken as a result.

FRC LAB | Reporting on stakeholders, decisions and Section 172 | July 2021

Section 1: Information on stakeholders 31



Suppliers

\_—4

Why is this stakeholder
relevant to the Group?

IAG is dependent on the performance of key
suppliers that provide services to our customers
and the Group, including aircraft and engine
maintenance suppliers, airport operators and
caterers. Any sub-optimal service delivery or
asset supplied by a critical supplier can impact
on the Group’s operational and financial
performance as well as disrupting

our customers, leading to significant
reputational damage for the airline and

the Group.

In addition, the Group’s suppliers are
fundamental to ensuring our companies meet
the high standards of conduct that customers
and other key stakeholders expect. Group
Procurement launched the Supplier Code of
Conduct to all our active suppliers which
builds on the Group’s commitment to a
sustainable growth.

Supply chain integrity is critical to our business
as we rely on our suppliers to help meet

our customers’ needs and to ensure the
reliability of our services. 2020 was significantly
different from any other year due to the impact
of COVID-19, and a key area of focus for Group
Procurement has been in-depth monitoring of
the suppliers’ risks. The Group’s goal is to ensure
its supply chain is secure, if risks are identified at
key suppliers, timely analysis is performed to
understand the situation and define a potential
Business Continuity Plan.

Access to the latest, fuel efficient aircraft with
deliveries to meet our growth and operational
requirements at competitive prices is essential
to meeting the strategy of the Group.

Disruption to the timely delivery of aircraft,
caused by technical or production issues can
have an adverse impact on |IAG’s ability to meet
its strategic goals, which is mitigated by
providing upside and downside flexibility in fleet
plans, however an effective working relationship
with our airframe partners is also an essential
part of managing this risk.

Which are our engagement mechanisms with this stakeholder
group and the principal matters considered in the reporting period?

Group Procurement, an IAG Global Business Services (GBS) department,
provides a centralised procurement function for the Group and manages
supplier engagement, with approximately 23,000 suppliers. Group
Procurement strives to conduct business and build relationships with
suppliers sharing the Group’s values: acting with honesty and integrity in all
business dealings, reducing environmental footprints, improving safety, and
strengthening contributions to building better societies, locally and globally.
In addition to usual procurement processes, the Group engages with suppliers
using joint projects, including our Hangar 51 accelerator programme, industry
conferences and supplier workshops.

The COVID-19 outbreak changed GBS’s ordinary day-to-day activity. The level
and frequency of engagement with key suppliers increased and we started to
adopt temporary measures until we had further clarity about the size of the
impact COVID-19 would have on the Group. We updated the procurement
supplier engagement plan in order to start articulating the situation clearly
and work in partnership to defer spend and reduce costs. Wider measures
were also implemented to temporarily waive minimum volume commitments
across our contracts, work commenced on stopping or postponing capital
investment projects that were no longer needed during the pandemic and the
procurement team also focussed on converting fixed cost deals into variable
to facilitate a more adaptable approach to revised capacity requirements.

During the second half of 2020, we entered a more structured phase of
supply chain review and launched our Zero-Based Taskforces across all
operating companies. The objective was to scrutinise the entire supply chain
and our contracts in order to reflect new requirements. New specifications
were also introduced to support our customers, colleagues and business
requirements, such as, enhanced cleaning and PPE solutions.

These challenging times have helped us strengthen many supplier
relationships who have become true partners during this difficult period.
Working side by side with the businesses we operate to ensure mutual
success. Equally, we have worked hard to identify those suppliers who may
have been heavily impacted by the crisis and assisted in developing quick and
effective solutions to ensure support was given where it was needed.

Overall, Group Procurement has delivered on its commitment te be a value
generator for the Group and work in partnership with the supply base to
ensure performance is aligned to business needs.

International Airlines Group (IAG)

Annual Report 2020 pg 16

What is useful?

In 2020 procurement kept up its commitment to further enhance
sustainability through the supply chain, with CSR, financial performance,
diversity and environmental assessments at the centre of everything we do.

IAG Fleet Investments manages the overall relationship with airframe
manufacturers along with the Fleet and Engineering departments at the
Group’s airlines.

At the start of 2020 IAG had commitments to take delivery of new aircraft
from Airbus and Boeing and planned to exercise options to purchase further
new aircraft. Following the COVID-19 outbreak, |IAG suspended plans to
exercise options for further aircraft and entered discussions to defer the
delivery of aircraft and the associated pre-delivery payments.

By the summer of 2020, IAG had agreed to defer the delivery of a number of
aircraft from 2020 and to reschedule aircraft due to be delivered in the
2021-2025 period. These agreements provided a reduction in capital
expenditure for IAG and at the same time confirmed the delivery of some
aircraft, providing planning certainty for the airframers, and allowing them to
adjust their production plans to suit the new requirements.

The airframe manufacturers also suffered periods of disruption to their
production capability caused by the need to adapt to COVID-19-secure
working practices and outbreaks of the virus at their facilities. Technical and
logistical delays further reduced the number of new aircraft delivered in
2020, but in a way that was managed between |IAG and the airframers to
avoid disruption.

As the impact of the COVID-19 virus has evolved, IAG has continued to
engage with its airframe partners on further changes to deliveries scheduled
between 2021 and 2025, again with the intention of creating planning
certainty for our partners and right-sizing the delivery stream for IAG’s
revised requirements.

IAG's S172 statement discusses how the group is dependent on suppliers and the engagement and actions
taken during the year, particularly in light of COVID-19. It names its critical manufacturers and discusses the
potential adverse impact of delays of delivery in usual circumstances and links to its business continuity plan.
It then discusses how it has been collaborating with its suppliers and making arrangements for revised
requirements up to 2025 to meet the challenges brought about by the pandemic.

FRC LAB | Reporting on stakeholders, decisions and Section 172 | July 2021

Section 1: Information on stakeholders

32


https://www.iairgroup.com/~/media/Files/I/IAG/annual-reports/iag-annual-reports/en/iag-annual-report-and-accounts-2020.pdf#page=18

OUR SUPPLIER

Next PLC f]
Annual Report January 2021 pg 81 R

Ethical trading

In common with other retailers, NEXT’s product supply chain is
both diverse and dynamic. During the year, NEXT products were
manufactured in around 40 countries through over 600 suppliers.
Our Tier 1 supply chain comprises some 1.5 million workers.

Diversity of supply provides us with a cost-effective supply chain and an
extensive range of products for our customers; it can also increase the
risk of sourcing from unethical suppliers. We consider our primary risks
in this area to be worker safety, human rights, employment and working
conditions, and infringement of waorkers’ rights. Trading ethically and
acting responsibly is a fundamental cornerstone of our business — we
want our products to be made by workers who are treated fairly and
whose safety, human rights and wellbeing are respected. We induct,
train and support our suppliers to make sure they understand what is
expected of them and to help them raise standards where necessary.
Wherever possible, we work with suppliers to raise their standards
rather than terminating the relationship as it has the potential to
deliver a better outcome for workers and the supply chain as a whole.
Our aim is always to support factories in resolving issues, but we will
not continue to work with them indefinitely if there is no willingness to
improve standards.

Our drive to support ethical trading in our supply chain includes:

* Working with our suppliers to ensure they understand our
requirements and COP Principle Standards.

* Encouraging regular meetings with individual suppliers to share
information and develop relationships.

* Our own in-house global Code of Practice (COP) team which
comprises approximately 50 employees that administer our COP
programme based on the Ethical Trading Initiative Base Code (ETI)
and International Labour Organisation Conventions.

Our COP team works directly with new and existing suppliers and their
factories. They are based in key sourcing locations and this enables
the team to respond quickly if issues occur. It also allows us to develop
trust and build strong relationships with our suppliers by being able to
offer one-to-one meetings, training and support even before orders are
placed by our product teams.

COP Principle Standards are monitored through audits by our Code of
Practice team which generally take place unannounced. Our auditing
standards provide detailed information to help our suppliers fulfil their
obligations. Our audit plan prioritises the human rights of workers in our
supply chain and is risk-based, taking into account geographic location,
ethical reputation, the type of manufacturing process and the factory’s
most recent audit rating. Where we find areas for improvement during
an audit, we create a Corrective Action Plan which is agreed with the
supplier and factory management. Follow up reviews are undertaken to
monitor progress under the Corrective Action Plan.

During 2020/21, the COP team carried out almost 1,500 audits. This was
a reduction on the previous year due to travel prohibition, restrictions
on access and factory closures combined with lockdowns. Despite this,
and with the inclusion of virtual audits, we were able to audit more
than 900 Tier 1 manufacturing sites. Of the audits conducted, 96% related
to Tier 1 suppliers and 4% related to Tier 2 suppliers. We supported
24 factories to successfully remediate critical issues found.
Unfortunately, during the year we had to disengage with 10 factories
that refused to satisfactorily rectify their critical non-compliance
with our Code. A breakdown of audits by rating is provided in the
illustration below.

COP AUDIT
RATINGS

SITES AUDITED IN 2020

TIER 1 & 2 FACTORY RATINGS
& FOLLOW UP AUDITS RESULTS

Excellent,
Benchmark factories,
Follow up audit 18-24
months,

Good.

Only minor Issues outstanding.
Follow up audit 12 months.

Fair.
Has 14 or tewer major issues.
Follow up audit 9 months,

What is useful?

Next discusses the broad range of suppliers
it works with and how they support the
business in providing an extensive product
range, links that fact to a heightened risk
and explains the mitigating steps it takes
to support ethical practice. Next highlights
the number of audits undertaken and
provides a breakdown of the issues found
and how these were remediated, including
termination of the supplier relationship
where they did not rectify non-compliance.

Needs
CAT 4 Improvement.

15 ar more major issues.
Follow up audit in & months.

Unacceptable.
Specific major Issues.
Follow up audit 6 manths.

Absolutely
Unacceptable.

Immediate need to take actian.
Follow up audit decided on case
by case basis.

(LTI} .
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Spirax-Sarco Engineering plc

Annual Report 2020 pg 75

What is useful?

Spirax-Sarco explains how it is working with its suppliers to sign up to its
Supplier Sustainability Code and outlines the expectations the suppliers should
meet. It also notes where it has stopped working with suppliers, as well as its
plans for monitoring suppliers’ sustainable practice in the coming year.

Our supply chain
End-to-end supply chain

=

Overview

Throughout our operations, we seek to improve the sustainability

of our end-to-end supply chain by focusing on sourcing materials
ethically, manufacturing responsibly and distributing efficiently, with
the aim of providing high levels of customer service, while managing
our social and environmental impacts. We have 32 manufacturing
sites globally and manufacture close to the point of sale to shorten
lead times, produce to local specifications, reduce transportation of
finished goods, provide local employment, improve customer service
and strengthen cur competitive advantage.

Supplier Sustainability Code

Our Supplier Sustainability Code (Code) is central to cur commitment
to ethical and sustainable sourcing. The Code outlines the
expectations that we have for suppliers and enables us to embed
sustainability into our purchasing processes. The requirements of the
Code fall within four broad categories:

Ethics: suppliers are required o comply with all applicable trade
laws and regulations and commiit to international ethical business
conventions, including compliance with competition laws, the
rejection of bribery and corruption, a commitment to trace the
origin of materials, the maintenance of records to demonstrate
compliance with regulations, and the use of anonymous grievance
and whistle-blowing mechanisms.

Human Rights: suppliers are expected to comply with
international Human Rights conventions and, amongst

other requirements, prohibit the use of child labour, eliminate
discrimination in their employment practices, comply with laws
regulating wages, working hours and working conditions, allow
their colleagues freedom of association, and comply with the UK
Modern Slavery Act and the US Dodd-Frank Act.

Health & Safety (H&S): suppliers must operate a safe working
environment, with a suitable H&S Policy and management system,
and the products produced by suppliers must comply with all
applicable environmental, health and safety regulations.
Environmental Sustainability: suppliers should implement
initiatives that contribute to the preservation of the environment
and mitigate their impact on natural resources, complying with all
legal environmental requirements and demonstrate continuous
improvement in environmental performance.

2020 Performance and actions

Supplier Sustainability Code roll-out

Our targets for 2020 were for 97% of Phase 1 (direct suppliers of our
Spirax Sarco and Watsen-Marlow manufacturing companies), Phase
2 (direct suppliers of our Spirax Sarco and Watson-Marlow sales
companies) and Phase 3 (direct suppliers of our recently acquired
companies Hiter Controls, Aflex Hose, Gestra and Chromalox)
suppliers to have signed the Supplier Sustainability Code, and for over
90% of Phase 4 (suppliers to Thermocoax) to have signed the Code.

Despite the disruption caused by the global pandemic, which required
resources to be redeployed to manage the situation on both our own
and our suppliers’ sites, we achieved our Phase 1 to 3 target with
97% of suppliers having signed the Code. We fell slightly short of our
Phase 4 target but made good progress with 86% ot suppliers having
signed the Code. Overall, 96% of Company suppliers have now
signed the Code.

During 2021, we will continue to roll out the Code, with a focus on
Phase 4 suppliers, and maintain our target of over 90% of Phase 4
suppliers to have signed the Code by the end of the year.

Suppliers exited

If suppliers are unwilling or unable to sign the Code, unless in the case
of a serious breach of our standards, our preference is to work with
them on a continuous improvemnent basis until they are in a position
to sign the Code. However, if suppliers’ standards fall short and they
will not or do not make adequate progress to improve, we exit them.
This is rarely for reasons of sustainability alone. Typically, we find that
when suppliers score well on sustainability criteria they tend to be
well run, well managed companies that are also good at quality and
delivery, and vice versa. As a result, the decision to exit suppliers

is usually for a combination of reasons, with quality, refiability and
sustainability concemns together prompting the decision to exit them.
During 2020, we exited 4 suppliers for the reasons outiined above.

Standardised terms

As an additional mechanism to ensure we are purchasing ethically,
during 2020 we updated and implemented standard terms and
conditions of purchase, and standard long-term supply agreements
across the Group. The updated terms and agreements include a
number of requirements concerning ethical operations, including
provisions addressing a supplier’s obligation to comply with the UK
Modern Slavery Act.

Monitoring supplier sustainability

During 2020 we planned to review our method for monitoring supplier
sustainability. A working group convened early in the year and was
making good progress — identifying the need for a third-party supplier
monitoring system and assessing 11 different providers — before

the pandemic struck and team members needed to redirect their
attention to managing the situation. Although the pandemic is not

yet over, the situation has stabilised, compared with the uncertainty
during much of 2020 and, as a result, it is our intention to reconvene
the working group and make progress on this during 2021.

Modern Slavery Statement

Spirax-Sarco Engineering plc prides itself on setting high
standards for sustainable and ethical business practices in its
operations worldwide. Included in those high standards is a
commitment to respecting and protecting the human rights
of all individuals and combating all forms of modern slavery
or human trafficking in all parts of our business organisation,
including our supply chain. We are continuously developing
and improving our business practices and policies in line with
that commitment. We support a strong, collective stand to
identify, prevent and raise awareness of modern slavery and
human trafficking practices in all parts of the world.

Further reading

Read our Modem Slavery Statement in full or view our Supplier Sustainabiity Code
on our website.

L[] www.spi ility/supply-chain
Focus for 2021

* Review our methed for monitoring supplier sustainability,
and, if appropriate, identify a third party solution and agree an
implementation plan.

= Achieve progress against our Phase 4 Supplier Sustainability Code
roll-out target.

Spirax-Sarco Engineering plc Annual Report 2020 75
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Associated British
Foods plc (ABF)

Ca

Annual Report y/e 12 Sept 2020
pg 18

What is useful?

In its S172 statement, ABF provides a
timeline for the decisions and steps
taken in relation to how Primark
store closures due to the pandemic
would affect its suppliers and how it
supported them during this period.

Primark decision to cease
placing new orders with
suppliers following worldwide

closure of all stores and
subsequent reinstatement
of orders.

Which stakeholders most
affected?

e Suppliers
e Communities/Environment

Consideration of stakeholder
views/interests and impact on
decision making

Primark’s product and sourcing teams
were in close and regular contact with
suppliers. Those teams then reported
through to the CEO of Primark, the
Director of Primark Ethical Trade and
the Director of Primark Supply Chain,
Sourcing and Quality, including on any
concerns raised by suppliers.

The CEO of Primark, Director of Primark
Ethical Trade and Director of Primark
Supply Chain, Sourcing and Quality liaised
closely with the executive directors of the
Company, who updated the Board on a
weekly basis throughout the period in
which all shops were closed.

Stakeholder views were taken into
account by the Board, alongside weekly
reports of group cash flow, in making
various decisions throughout the period
from stores closing through to their
reopening including:

¢ the decision, announced by Primark on
22 March 2020, to cease placing new
orders with suppliers, reflected the
need to reduce costs in order to secure
the longer-term success of the
business. This also reflected the fact
that some £1.5bn worth of stock was
already in stores, depots or in transit
with no avenue through which to sell
while stores were closed;

¢ the decision, announced by Primark on
3 April, to establish a fund to cover the
wages component of orders that had
been cancelled, taking into account
concerns raised by suppliers and
reflecting a reputation for high
standards of business conduct;

e the decision, announced by Primark on
20 April 2020, to commit to pay for
some £370m of additional orders,
meaning that Primark had committed
to take all product that was both in
production and finished and planned
for handover by 17 April;

e the decision, announced by Primark on
31 July 2020, to commit to pay its
garment suppliers in full for all
outstanding finished garments and to
utilise or pay for any finished fabric
liabilities: and

e the decision, announced by Primark on
31 July 2020, to place some £1.2bn of
orders for coming seasons, reflecting
the trading performance of stores after
reopening.

The above actions reflected the decision
to prioritise more funds to support the
supply chain, as costs began to be
mitigated and a reopening timetable could
be seen. They also recognised the longer
term need for there to be a healthy,
thriving retail environment (which is also in
customers’ interests) in order to underpin
a healthy, thriving supply chain.
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Assessing
the risks

Risk profile
by region

Our Supplier Agroement sets The data shows us: Very high risk Medium risk
out our expectations around
human rights, governance and + The prevalence of forced Pakistan Sri Lanka
the environment. In September labour in the region Cambodia Romania

: : Myanmar Ital
e pllo.t e + The strength of government i -
Agreement with four of our second - 3 . - :
tier suppliers that provide our qclionoicombatit ngh risk Low risk
materials and components. We + The overall vuinerability of Thailand Taiwan
plan to roll this out further in 2020. the region to modern slavery China Spain
We use a risk assessment tool, Alongside the tool, we use ;L:i:eyines j:';“ngal
developed in collaboration with our supplier questionnaire Viet::rn Be? e
the University of Lancaster, to and social audits to provide a g Uni?ed el
comprehensively evaluate risks comprehensive risk assessment. . g

Malaysia New Zealand

of modern slavery across our
supply chain. This helps us build
a modern slavery profile for the
regions in which we source.

We've reviewed and made
improvements to our supplier
self-assessment guestionnaire

to evaluate risks in our factories.

Bosnia and Herzegovina
Indonesia

sysii Jno Buipuelsispun

Pentland Brands

Modern Slavery Report 2019 pg 21

What is useful?
Pentland explains its supplier risk assessment process and rates
the level of risk for each of its 22 manufacturing locations.
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Culture and stakeholders

Culture is intrinsic to how businesses treat their stakeholders. As discussed in

the FRC's 2016 report on corporate culture and the role of boards, and further
emphasised in the 2018 UK Corporate Governance Code, culture is intertwined

with the purpose the company seeks to achieve and the strategy to deliver long-
term success. Culture should also align with how directors perform their Section 172
duty. Company behaviours driving the strategy then need to be consistent with the
desired values and culture which are influenced by the tone at the top. Relationships
and engagement with stakeholders will reflect a company’s culture. Our discussions
indicated that investors are increasingly interested in culture and companies typically
associate this with an assessment of their employee relationships and composition
and diversity. Investors confirmed their interest in these areas, but highlighted that
culture is not just about how a company engages with its internal stakeholders but
also its external stakeholders such as customers and communities. A few investors
highlighted cases where a company’s culture was focused on a particular stakeholder
group without considering the implications on other stakeholders, which may

have led to short-term profitability but adversely affected longer-term value and
eventually necessitated a change in culture. Again this shows that culture needs to
be consistent with the company's purpose.

“We are looking for information on stakeholders that can be a proxy
for insights into how companies behave.” Investor

Investors are looking for indicators into a company'’s culture. Reporting on how
stakeholders are considered and engaged with can be a reflection of the culture, but
information on outcomes, stakeholder metrics and the actions management takes
based on the resulting information is particularly insightful. The FRC's report on
culture includes a number of indicators which boards can use to assess, measure and
monitor culture, such as:

« HR sources of insight, including employee surveys and exit interviews feedback,
staff turnover, absenteeism, diversity and training data;

« compliance and control indicators, including health and safety metrics,
whistleblowing incidents and promptness of payments to suppliers;

« external sources of insight, including customer complaints and satisfaction data,
supplier feedback and third party ratings like Glassdoor; and

 behavioural indicators, such as attitudes to regulators and actions taken to deal
with poor behaviour.

While investors are interested in understanding what information boards are using to
monitor culture, they also want to see such information reported to be able to make
their own assessment of the company's culture. The information they want to see on
stakeholders, particularly on performance and metrics, as discussed on pages 24-25,
helps provide these insights into culture.

“Is the reporting compliance or is it culture? Were requirements an
afterthought and a duty of the company secretary or were they well
understood by the board?” Investor

In addition, investors told us that, while companies need to comply with the
increasing number of reporting requirements on stakeholder matters, the reporting
needs to be reflective of what is important to the company and what is embedded in
its culture. Investors hope that this reporting is not treated as a compliance or tick-
box exercise, but that the board and management understand and follow the spirit
of the requirements in their dealings with stakeholders. Investors can then assess the
authenticity of the reporting and whether it genuinely reflects the company’s culture
when they are engaging directly with the company’s board and management or
through corroboration with external sources such as surveys, the press and

social media.

“The board has a role in ensuring that a business is sustainable in the long
term. This includes embedding the desired culture. Culture is a combination of
the culture of the values, attitudes and behaviours demonstrated by a company
in its activities and relations with stakeholders.” paragraph 8.30 of the Guidance
on the Strategic Report
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Overarching considerations for information
on stakeholders

In summary, when providing information on stakeholders, companies should consider
the following:

Q Consideration of stakeholders, including the actions and outcomes as a result of
stakeholder engagement, is pertinent to all the different elements of reporting

which represent the drivers of performance and ultimately the company'’s success:

« purpose and culture

 governance and management

 business model and strategy (including decisions)
- risks and opportunities.

Q Information on performance, including metrics, both of the company and
specifically related to stakeholders, provides a feedback loop as it indicates
whether changes are necessary in how stakeholders are considered across the
different drivers in order to promote the success of the company.

Q Companies should provide information about the actions and outcomes that
the board and management consider necessary following their analysis of
performance and engagement with stakeholders.

Q A consistent and connected narrative on stakeholders is key and should flow
through the different elements of reporting.

Q Companies need to consider whether the information presented on stakeholders
is truly applicable across the whole group or whether there are differences in
certain regions, business units or segments — such differences should not be
masked.

Q There needs to be a two-way consideration of stakeholders, in terms of:

- engagement — companies need to ensure that they are hearing from
stakeholders and responding to feedback as informing stakeholders of
policies or what the company is doing is not enough.

- impact and value - investors need to understand how stakeholders affect the
company: that is how they affect the business model and strategy and what
risks and opportunities they give rise to; but they also need to understand
how stakeholders are affected by the company’s strategy, its decisions and
its activities. Similarly, there needs to be a consideration of how stakeholders
contribute to value creation for the company, but also how the company
creates value for its stakeholders — the latter is what helps ensure strong and
continuing stakeholder relationships which support the company in pursuit
of its success.

Two-way consideration

al

Company

Ly

Engagement

¢

Impact and value

Tl

Stakeholders
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Section 2

Information on decisions

Investors want to understand:

what the principal decisions were and how they contribute to the company’s success
how and why the board and management reached those decisions

how stakeholders were considered in those decisions

difficulties and challenges in making the decisions

the expected and/or actual outcomes of the decisions



Section 2: Information on decisions

The investor view

To understand how a company is progressing in meeting its purpose and its pursuit
of success, investors also need information on the decisions taken by management
and the board since decisions link directly to the company's strategy and will have
implications for the company’s future. Investors we spoke to highlighted that
decisions should be connected to the company's purpose with the long term in mind.

“Decisions should be rooted in the company’s sense of purpose
and mission.” Investor

Investors commented that whilst decisions may be ‘assigned’ to a specific reporting
year they cannot be standalone and considered only in the context of that particular
financial year. Instead, they should also be explained in the context of the strategy
and impacts on the future success of the company. Similarly, disclosures on decisions
need to be part of a connected narrative on the different drivers of long-term success.
Investors expect principal decisions to:

* be aligned with the business model and strategy;
« take into consideration risks and opportunities; and
- consider how different stakeholders will be impacted.

Investors noted that typically there may be few significant decisions in a year, but in
light of the COVID-19 pandemic, they expect to see more decisions disclosed than
usual. Many will have been prompted by the pandemic, such as decisions on whether
to furlough staff or make redundancies, shortening payment terms to support
suppliers, or cutting or pausing dividends. All these decisions directly impact at least
one stakeholder group and may have indirect consequences on other stakeholders

— investors want to understand the impact assessment conducted by the board and
management and what trade-offs were necessary. If particular stakeholders’ interests
were given priority over others’, they want to understand the rationale and how it links
to the company’s long-term interest and success. Investors said they will be paying
particular attention to decisions on dividends and on remuneration, particularly in the
context of other pandemic-related decisions such as furlough and redundancies.

Undoubtedly, many difficult decisions were taken in the last year and investors

expect companies not to shy away from discussing thorny issues. Some investors
noted how case studies on particular decisions were often presented as if they were

in all stakeholders’ interest, without acknowledgement of difficulties and negative
consequences. While investors understand why companies may be reluctant to discuss
negatives, companies that are ready to report on difficult decisions and issues are
viewed more positively. This is especially the case if companies provide the reasons
why the decision was considered the best course of action.

“If you report problems or difficulties, you show that you're
doing something about the issue, and this elicits more trust that
management is taking the difficult but necessary decisions.” Investor

“Companies are still in the mindset that they present everything in a
positive light, even when talking about difficult decisions.” Investor

“Decisions are about doing the right thing and not taking the easy
route - directors should then be able to respond to potential criticism.’
Investor

r

Some investors told us they are not only interested in the decisions themselves, but
how management and the board came to the decision. This links to how feedback
from stakeholder engagement informs the decision. Investors told us they focus

on the board’s decision-making as the board is accountable to shareholders. They
recognise that boards delegate some decision-making to management, but non-
executive directors are there to challenge and oversee that these decisions are
conducive to the success of the company. That is why information on the decision-
making process, and not just the decisions, is helpful to investors.
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The company view

Companies have different approaches to how they define a principal or significant
decision. From our discussions, these include decisions that are:

+ mapped to strategic ambitions or priorities;

- capital allocation decisions, such as dividend decisions and acquisitions;

- expected to significantly impact a stakeholder group;

- expected to result in a significant change or to have an impact on the business for
five years or more;

« addressing a key regulatory change; or

« over a stipulated threshold.

For some companies there is a tiered level of decision-making with delegation to
committees or business unit management, with the board being the final “gatepost”
for approval of significant decisions. In some cases, any decisions delegated to
management were not considered to be principal decisions and therefore, not
disclosed as such — for example, some highlighted that acquisitions were only
discussed by the board if over a certain size. This delegation of decision-making has
led to some concern about disclosures on decisions by the board, particularly to
address the Section 172 duty. However, companies are recognising the importance of
reflecting the board’s oversight of the decision-making process, particularly the role of
non-executive directors in challenging management on ensuring the right decisions
are being made and that stakeholders are being considered appropriately.

Companies agreed that stakeholder consideration is now, more than ever, an
important part of decision-making. As noted in Section 1, the process is now more
formalised, including training and briefings for board members and management
alike, to ensure stakeholders are considered.

“It is no longer just about the financial implications; people now
understand they won’t get approval for decisions from the board
unless they make these [stakeholder] considerations.” Company

A challenge for subsidiaries?

While some companies expressed concern on how to discuss decisions at a board
level when decision-making is delegated to management or business units, others
are concerned about how to report decisions at a subsidiary level when decision-
making is centralised or the subsidiaries are not operational. For these companies,
the same issue arises on stakeholder engagement and, ultimately, what to include
in their Section 172 statement.

However, irrespective of the structure and function of a subsidiary company,
directors of that company are still required to comply with the Section 172 duty.
Issues that may be relevant for subsidiaries to consider include:

» Which central decisions affected the company and how did the directors
consider their implications?

« Which stakeholders are relevant to the company and how have they been
considered in the company's activities or plans during the year?

» Where cross-referencing to group disclosures, are there any differences due to
local laws or other contextual reasons?

Investors told us that they expect consistency within a group, particularly in terms of
how stakeholders are considered, due to the culture across the group. However, they
recognise that there may be differences due to local laws or what is in the interest

of the company. When it comes to disclosures, subsidiaries should report what is
material to them.
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Tips for approaching disclosures on decisions

and decision-making

+ In identifying which decisions to disclose, focus on the strategically important
ones which have implications for the company’s long-term success. It is easier to
then discuss the relevant stakeholder considerations for each decision disclosed,
rather than trying to identify relevant decisions for each stakeholder group (as
this risks being an artificial exercise).

+ Consider whether templates for papers on board decisions require reminders
on the Section 172 duty and consideration of stakeholders. This is helpful for
both those preparing the papers and for the board to approve it. In addition, the
papers can be useful evidence of the decision-making process for both reporting
and possible assurance.

« Some years entail fewer significant decisions, so for those that are more ‘business
as usual’, focus on discussing the board’s oversight and monitoring of previous
decisions and how it links to the delivery of strategy.

« Similarly, where decision-making is delegated to management or business units,
consider the board'’s role in oversight, including in the lead-up to decisions.
Consider what reports were received and what discussions committees held.

What investors want to see reported

We now explore further what investors want to see included in information
on decisions and identify some examples from current reporting practice which
address particular aspects.

Principal decisions

Investors want to know about those strategically important decisions that
management and the board took during the year. They want to understand how they
link to strategy and the company’s long-term success, which is best addressed by
explaining the rationale and providing context for the decision (e.g. BAE and Fresnillo).
Although principal decisions seem to be most frequently presented in Section 172
statements, some companies reported decisions in the discussion of strategy (e.g. SSE)
or in the corporate governance section (e.g. Taylor Wimpey). Wherever a company
chooses to report its decisions, it is important to ensure a connected narrative and
consistency between sections — cross-referencing can be helpful to show connected
thinking.

In some cases, companies tend to present a case study and focus on one or two
decisions. However, companies should consider whether it is more helpful to provide
a full narrative of all the principal decisions. Also, companies tend to just present
principal decisions that were made during the financial year, but they should consider
whether there were any significant decisions in the intervening period up to the
publication of the annual report (see Persimmon plc — page 77 of its annual report).

Board oversight and the decision-making process

In addition to information about the decisions themselves, it is helpful for investors to
understand the process undertaken by the board for reaching principal decisions and
its oversight when decisions are delegated to management.

Consideration of stakeholders

As part of understanding how a decision was reached, investors want to know how
relevant stakeholders were considered. This includes how feedback from stakeholder
engagement was considered and how the company expects stakeholders to be
affected. Fresnillo’s table of decisions includes the different considerations by relevant
stakeholder group. Taylor Wimpey highlights which stakeholders were relevant

to different decisions and includes a discussion of the interdependencies between
different stakeholders.
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“The interests of one group of stakeholders may not always be aligned with the
interests of other stakeholders or with the interests of shareholders. Where there
are conflicts, or where in the interests of one group have been prioritised over
another, the [company] could explain how the directors have considered the
different interests and the factors taken into account in making that decision.”
paragraph 8.24 of Guidance on the Strategic Report

Difficulties in making decisions

As part of understanding the board’s and management’s process of making

a decision, investors also want information about challenges and difficulties
encountered in reaching the conclusion on the best course of action. They want
information on any prioritisation of one stakeholder group over another or trade-offs

and how different stakeholder needs or concerns were balanced. Such considerations
do not only apply to decisions which are difficult or negative by their nature, such as
dividend cuts or deferral (e.g. Taylor Wimpey and BAE) or store closures (e.g. ABF),
but also to decisions such as acquisitions and new strategies.

Decision outcomes

Investors also want information about impacts and outcomes of the decisions.
Providing information about expected outcomes (e.g. Fresnillo) is helpful, especially
where there are long-term implications and benefits. Companies should consider
both positive and negative effects on both the company and its stakeholders, and
whether the outcomes are measurable and included in reported metrics.

To help investors understand what the company’s principal decisions were and how they contribute

to the company’s success, companies should ask themselves:

What were the decisions of strategic
significance during the year?

How were stakeholders considered in
reaching the decision?

What are the expected and/or actual
outcomes of the decision?

« How do they link to the company's purpose and « How did stakeholder views from engagement « What are the long-term implications for the
strategic priorities? activities feed into the decision? company?
For each principal decision: » What are the impacts of the decision on different « How are the outcomes of the decision being
stakeholders? tracked?
How and why did the board or
management reach the decision? What were the difficulties or challenges in
making the decision?
« What information did the board receive to make or
approve that decision? » How were the different needs or concerns of
different stakeholders balanced?
» What were the long-term considerations?
« Are there any short-term negative consequences
+ How were the different aspects of Section 172 which are offset by long-term benefits?
considered?
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The work
of the Board

The directors of BAE Systems — and those of all UK corpanies — must act in accordance with a set
of general duties. These include a duty under Section 172 of the Companies Act to promote the
success of the Company, and in doing so the directors must have regard (@mongst other things)
to certain stakeholders and other factors. In this statement. we highlight some of the key decisions
and discussions undertaken by the Board during 2020.

Overview of the year

The COVID-19 pandemic had a significant
impact on business and communities in
2020, and that was also the case for
BAE Systems and the Board. At the start
of the pandemic, a great deal of Board
and executive time was focused on
understanding what was required 1o
safeguard our employees, our local
communities and support our defence
and national security customers in the
vital roles they play. During this period
of uncertainty, the Board took important
decisions to manage cash resources in
the near term, until the risks to the
business were better understood.

The first few months of the crisis provided
additional insight as to the culture and
underlying resilience of our people and

our businesses, and our ability to adapt.

As the year progressed, and after a
tremendous effort by all involved, the Board
was able ta focus once more on longer-term
decisions, including how best ta incorporate
what had been learned from how the
Company had dealt with that initial crisis.

As a result of the vanious global restrictions,
the Board was unable to complete its
planned programme of non-boardroom
activities, which originally included site
visits and the associated face-to-face
engagement with employees, customers
and shareholders. Where possible, the
programime was adapted to seek
stakeholder feedback and engage
remotely but, as felt by much of society,
this did not entirely replicate the richness
of first-hand engagement.

In the second half of the year, with

the first phase of the pandemic behind

us, the Company’s performance stabilised
and the Board was able to consider

the long-term trends in defence and the
changes in technology that are driving
these. This deep understanding of future
trends is integral to how the Board allocates
capital and invests to secure the long-term
success of the Company.

Throughout the year, the Board has
been listening to customers, suppliers,
shareholders, employees and our local
communities in respect of our wider
responsibilities to society. The Board
appreciates and understands its responsibility
for maintaining our reputation for high
standards of business conduct, and it
recognises that social and environmental
responsibility are 3 key element of these
high standards. These important matters
will be on the Board's agenda for 2021
and beyond.

February

Pension funding

In February last year, the Board made an
important decision on the funding of our
commitments to the UK pension scheme.

In October 2019, six of our nine UK pension
schemes were consolidated into a single
scheme, with nearly 165,000 members —
of whom 150,000 have defined benefit
arrangements. The consolidation helped to
facilitate discussions between the Company
and the trustes on a proposal to accelerate
funding into the defined benefit sections of
the main UK Scheme. Following completion
of an actuarial valuation to determine the
level of funding deficit and engagement
with the trustee, the Board reviewed the
proposal to agree a new deficit recovery
plan. Under the proposal, the Company
would maka a one-off £1bn payment in
April 2020 (to be funded by way of a bond
issue), followed by fulfiment of the existing
funding commitments of £490m by

31 March 2021.

The Board agreed the accelerated deficit

funding plan as propesed. In doing so it

had regard to a number of the factors

detailed in the Section 172 duty, including:

~ the likely consequences of the decision
in the long term;

~ the interest of employees and former
employees participating in the pensions
scheme; and

- the important stakeholder relationships
with the trustees and The Pensions
Regulator in the UK.

The decision was also important in terms

of the Board's capital allocation policy.
Meeting its pension funding obligations

is one of the stated aims of this policy and
the use of debt finance to accelerate deficit
funding has enabled the Board to meet

its employee and pensioner

commitments, whilst providing increased
flexibility in terms of other funding priorities.

March — Decermnber

Supporting employees

The Board's principal focus in the second
quarter of 2020 was the health and wellbeing

of our employees and supporting our
customers, suppliers and local communities.

Providing safe on-site working environments
was essential to maintaining our performance
and continuing to support our defence and
national security customers, The Board
considered how vital Personal Protective
Equipment (PFE) supplies were being utilised
and how workplaces were being adapted
to create safe working environments in
compliance with COVID-19 regulations.

As part of this, it received updates on our
dlose warking relationship with the trades
unions in the UK and their support in
helping us manage workplace safety
matters during such difficult times.

Board members were keen to understand
the steps taken to maintain communication
with employees, who were working from
home of on site in new and challenging
circumstances, Directors were pleased

to see the agile and rapid deployment of
various means of communication across
the Company. These inciuded the enhanced
roll-out of an employee app, which allowed
us to update employees directly and
immediately through their personal

devices and receive feedback from them.

In subsequent Board meetings following
the initial impact of COVID-19, directors
dedicated a significant amount of time

to better understanding workforce
matters. One such matter was that

of employee wellbeing, resilience and
mental health, particularly in regard

to the implications of lockdown and the
assodiated changes in work environment
and personal circumstances.

April—July
Dividend decisions

As with many businesses, the lockdown
measures used to manage the COVID-19
pandemic required the Board to understand
urgently the possible stresses that a lengthy
shutdown of operations would have an
finances. Facilitated by the Group Finance
Director, the Board reviewed the output
from a scenario-based exercise, which
modelled potential impacts of the
pandemic. These ranged from moderate
disruption to activity and supply chain
effectiveness, threugh to severe operational
disruptions for an extended period of time.
Cash flow was the key consideration in all
the scenarios, and measures were taken
immediately to conserve cash.

The Board held a special meeting at the
beginning of April to consider the potential
impact the pandemic could have on
employees, customers, suppliers and our
finances, and take any short-term actions as
may be necessary to protect the Company
and promote its success in the fonger term,

Given the level of uncertainty at the
beginning of April, the Board considered
whether it would be prudent to defer

the payment of the final dividend for 2019,
due to be paid in June and requiring a
cash cutflow of approximately £442m.

It considered the varicus stakeholders that
had an interest in the long-term success

of the Company — incdluding employees,
customers and suppliers. The Board was
equally conscious of the importance of the
dividend to shareholders. Having weighed
up the various factors, and taking into
account the high level of uncertainty at the
time, the Board believed that it was in tha
best interest of all stakeholders to defer the
final dividend in the short term and review
the matter later in the year when there
would be greater clarity as to the impact
of the pandemic.

The Board reconsidered the payment of
dividends at the end of July, when the
half-year results were available. A great deal
had been achieved in the four months since
the dividend deferment decision, and many
of our defence operations had well over
90% of employees working. There was

real evidence of the Company's adaptability
and resilience, plus we had supported our
customers and they had supported us
through a very difficult period. We engaged
with many of our larger shareholders, and
alse heard from a number of smaller
shareholders, and understood the
importance of corporate dividends to the
wider ecanomy and to individuals for whom
this was a significant part of their income.

Having considered what was in the

best long-term interests of the Company
and having had regard to shareholder

and broader stakeholder interests, the
Board agreed that the deferred dividend
should be paid in September. Based on
the performance of the Company in the
year to date, it also decided that an interim
dividend should be paid in November, in
line with our usual dividend timetable.

December

Retention of the Chief Executive
During the last quarter of 2020 our

Chief Executive received an unsolicited

offer of a role in another major international
company. Given his commitment to the
Company, prior to making a decision, he
chose to share datails of the opportunity
with the directors. The Board valued the
significant contribution he has made since
his appointment and recognised the
importance of his leadership role at a critical
time in the development of the Company.
Accordingly, the directors decided that steps
should be taken to secure his leadership

of the Company.

In the three years that he has been in post,
considerable progress has been made in
the strategic development and operational
performance of the business. The directors
considered the risks to the Company and
its stakeholders that could result from the
loss of a high-performing Chief Executive
and the difficulty in replacing him given
not only the demands of the role but alse
the UK nationality requirement enshrined
in our Special Share provisions.

As part of its long-term succession plans,
the directors had successfully managed
changes to the other two board-level
executive roles earlier in the year. With
those recent changes in mind, the directors
agreed that it was particularly important to
maintain the continuity of leadership and
experience provided by the Chief Executive
The directors were also aware of their
Section 172 duty to promote the success of
the Company and in doing so have regard
to certain stakeholder considerations.
Consequently, the Board reviewed the likely
consequences of their decision in the long
term and, amongst others, the interests of
shareholders, customers and employees.

As detailed opposite, during Cctober and
November the Chairman had met with a
number of major shareholders and, during
discussions largely on governance matters,
had sought views on the management of
the Company, and the performance of the
Chief Executive in parficular This feedback,
which was relayed to the directors by the
Chairman, had been universally positive.

Given the nature of the issue, it was not
possible 1o consult with shareholders prior
1o considering the matter but subsequent
engagement with shareholders, whose
holdings represent around 60% cf cur
issued share capital, has been positive
and broadly supportive of the decision.

Based on pravious feedback from
customers, the directors also believed
that continuity in leadership was crucial

in maintaining customer relationships

and in sustaining the progress made in the
execution of major defence programmes
that are vital to the long-term success of
the Company.

Having censidered the interests of various.
stakeholders and what was in the best
long-term interest of the Company, the
directors determined that they should seek
to retain Or Woodburn. They also agreed
that his then remuneration appeared to

no longer reflect his value to the Company
or, in light of the offer he had received,

his standing in the market. It asked the
Remuneration Committee to review

the matter with a view to retaining

Charles Woodburm as Chief Executive.
Details of the one-off and exceptional
dedisions it subsequently made are detailed
in the Remuneration Committee Report
on pages 124 to 128

BAE Systems plc
Annual Report 2020 R

pg 30-33

What is useful?

BAE System'’s S172 statement
centres around the work

of the board and includes
detailed descriptions of

the major decisions during
the year including pension
funding, employee support,
dividend decisions and
ensuring the retention of

the CEO. This section reflects
the board’s decision-making
journey through the year. For
each decision, BAE explains
the rationale for why it was
taken, including feedback
from stakeholders.
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SSE plc
Annual Report y/e 31 March

2020 pg 16-23

What is useful?

SSE has a “Strategy in Action (Promoting
SSE's Long-term success)” section within
the strategic report in which it discusses

the decisions and developments of strategic

importance during the year. Stakeholder
considerations are included for each
decision/development.

Ca

RESHAPING THE GROUP

COMPLETING THE SALE
OF SSE ENERGY SERVICES

Key development

In September 2019 SSE entered into an
agreement to sell its SSE Energy Services
business to OVO Energy Ltd at an enterprise
value of £500m. The transaction was
completed in January 2020.

Objective

Securing the best future for SSE Energy
Services, taking account of stakeholder
considerations, outside the SSE Group.

Strategic and stakeholder
considerations

In its Annual Report 2019, SSE confirmed
that while its strategic focus was on
regulated energy networks and renewable
energy, its commitment to securing the best
future for SSE Energy Services outside the
SSE Group was clear.

SSE Energy Services supplies energy and
related services to household customers
across Great Britain and in 2019 employed
around 8,000 people.

In the summer of 2019, SSE entered into
discussions with OVO to see if a transaction
could be agreed that would be consistent
with the strategic focus of the SSE Group on
regulated energy networks and renewable
energy; in the interests of SSE Energy
Services’ customers and employees;

and in the interests of shareholders.

SSE concluded that by becoming part of
OVO, SSE Energy Services would have
new opportunities to help transform the
GB energy supply market for the benefit
of customers. It also concluded that while
it would clearly bring significant change
for employees, OVO had recognised
credentials as being a good employer.
SSE also recognised completing the sale
of Energy Services would be in line with
its key strategic objectives.

In December 2019, the Competition and
Markets Authority cleared the proposed
sale, confirming that the transaction would
not result in a substantial lessening of

competition. This underlined SSE’s belief
that a dedicated, focused and independent
energy supplier would ultimately best serve
key stakeholder groups of the business.

SSE Finance Director Gregor Alexander

said: “Completing this transaction was an
important milestone for SSE in reshaping the
Company, and was the result of outstanding
work of all of the teams of people involved,
both within Energy Services itself and in

key Group-wide functions as well. The
commitment and skills shown in completing
successfully the Energy Services sale will
stand SSE in good stead in the future.”

SSE Energy Services enterprise value

£500m
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i ; i S Decision:
Fresnillo plc The Board considers ‘Principal Decisions’ to
be those decisions which entail significant
Annual Report 2020 pg 132-134 long-term implications and consequences Rooktt
for the Company and/orits stakeholders -
to distinguish these from the normal,
What is useful? ordinary course decision-making processes
P .. that the Board engages in. These Principal
Fresnillo’s S172 statement focuses on principal Decisions are discussed in this report.
decisions, with each set out in a table with Wh:m pretparin'g ?qgrd Téetin&sa -
. . . roforma template identifying the relevan
headings and considerations by each relevant gakehddercgnsideraﬁons hgs been
stakeholder group. The context for each decision developed forinclusion in the Board papers
which accompany any discussions, which Stakeholder

includes long-term implications. The section
includes the decisions’ expected outcomes or
outcomes achieved.

Decision:

Evaluate the Energy Strategy with the aim of setting decarbonisation targets and ing its

resilience to the Transition Risks of Climate Change

The TCFD classifies climate change risks in two main categories: physical risks and transitional risks. The physical risks are
related to the rise of temperature, rainfall patterns and extreme events (hurricanes, floods, droughts, etc.). Transitional risks
are expected to occur when moving towards a low-carbon economy. In 2020, the HSECR Committee decided to evaluate
the Company’s resilience to transitional risks, hence dedicating resources to assess the robustness of the Energy Strategy
with the aim being to set targets. Physical risks will be further explored by the HSECR Committee in 2021.

Aresilient Energy Strategy is necessary to manage more stringent climate change policies or heightened social expectations
toaccelerate the deployment of clean technologies. Without a robust strategy, energy-intensive assets could lose value

due to transitional risks. The resilience of the Energy Strategy was evaluated as if government policies were to change in line
with the Paris Agreement (2°C and 1.5 °C scenarios). The energy demand was forecasted from 2021 to 2030 considering
the expected production of the operations and projects under the Strategic Plan. The carbon footprint was evaluated
considering the decarbonisation opportunities underway, namely, wind electricity and dual (diesel-LNG) trucks in the

open pit mine of Herradura.

due to their strategic nature, should include
specific documented consideration of
Section 172 stakeholder interests when they
arediscussed.

Implement a strategy to increase the participation and inclusion of women

Context

Organisations with a diverse workforce benefit from varied perspectives, which can lead to better decision making. Equity means
treating people differently in away that makes sense to provide equal access to opportunities. Inclusion creates an environment
where openness, belonging, and respect allow people to have animpact on the workplace ina meaningful way. Equity and

considerations

Society Public concern about climate change has increased significantly and is expected to continue growing
over time. Recent natural disasters around the world have raised awareness of the physical impacts
of climate change and the urgency to act. Although there is a lag between awareness and response,
it is expected that society will demand more action from governments, companies and investors.

Government
regulators

Mexico has made pledges to mitigate and adapt to climate change under the Paris Agreement.
The current energy policy in Mexico, however, aims to ensure a market share for the historical power
plants of the National Electric Company.

Investorinitiatives  Investors are interested in mitigating their exposure to climate change risks in order to ensure sustained

and not-for-profit  returns. Investors, organised through networks, have launched initiatives to engage companies

organisations on curbing emissions, implementing robust governance and maturing climate-related financial
disclosures. Not-for-profit organisations are actively engaging companies on science-based targets
and Carbon Neutrality in line with the objectives of the Paris Agreement.

Inclusion can lead to improvements in attraction, retention and development of talent, as well as innovation and creativity.
Increasing the participation and inclusion of women is the first step in the journey to make diversity a competitive edge.

Stakeholder
considerations

Employees, Women in the Mexican mining industry may face bias and barriers that must be addressed to provide

unions, equal access to cpportunities. The culture of the Mexican mining industry includes historically lower

contractors and levels of inclusicn compared to other mining countries. Work-life balance is harder in a country where

the community family responsibilities are unevenly distributed between men and women. Unconscious bias and
sterectypes have animpact on their careers (how they are hired, developed, promoted, etc.). Women
have less access to the mentors, sponsors and networks that are crucial to furthering their careers.
(See our People Section on pages 86-87).

the Board

Regulators, NGO's  Society expects that companies reflect the diversity of the communities where they operate. NGOs,

and investors regulators, business associaticns and investors actively engage companies to increase the participation
of women and ethnic minorities. Diversity, equity and inclusion (DEl) is seen by society as a measure of
fairness and social progress. Moreover, DE is recognised as a sound business opportunity and seen as
fundamental to creating value in the long term.

Strategic actions
supported by
the Board

The Board decided to approach these stakehclder implications with a focus on:
Enhancing the contribution of women to the success of the Company.

Strategicactions
supported by

The Board decided to approach these stakeholder implications with a focus on:

+ Mitigating the impacts of climate change as part of our commitment to the sustainable mining of silver and gold.
Ensuring the ability to execute the business strategy under more stringent carben policies and heightened stakeholder
expectations.

The evaluation of the Energy Strategy shows that it is technologically viable tc support a decarbonisation pathway in

the 2021-2030 period. The strategy relies on proven technologies, notably wind energy, intelligent ventilation systemsin
underground mines and dual fuel engines (diesel-LNG) for the truck fleet of the Herradura mine, which reduce emissions
and operating costs. However, the regulatory uncertainty on renewables in Mexico makes it impractical to set a specific
decarbonisation target at this point

The strategic actions supported by the Board are:
Take full advantage of the current decarbonisation initiatives.
Explore energy efficiency cpportunities.
Engage constructively with regulators through industry associations.
+ Carry out an annual review of the Energy Strategy.
+  Evaluate the regulatory landscape in Mexico for renewables during 2021.

Having a positive impact on the women the Company employs.
Qutcomes
The strategic actions supported by the Board to generate value for stakeholders are:
Educating and raising awareness on Diversity, Equity and Inclusion.
Training, empowerment and development of leadership by women
Formal mentor/sponsorship and networking.

By undertaking this evaluation, the Company achieved the following outcomes:
+ Better understanding of the transition risks.

Forecast of demand and decarbonisation pathways.

Better integration of the business, energy and climate change strategies.

More mature governance of climate change in line to our commitment to be TCFD compliant in 2021.

Inclusive communications and women role models.
Engaging the communities where we operate in STEM careers.

Expected outcomes

By implementing these strategic actions, the Company aims to achieve the following outcomes:

+ Increase the overall participation of women in the workforce from 10% to 12% by 2025.

+ Challenge the glass ceiling at the "Superintendent’ and ‘Operations Manager’ levels to increase the participation
of women from 2% to 8% by 2025.

+ Increase the participation of women in senior positions.

+ Smarter HR processes.

- Holistic reporting of the positive impacts on women.

+ Monitoring of behaviours, for instance unconscious bias
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Taylor Wimpey plc

Annual Report 2020 pg 72-75

What is useful?

In its Corporate Governance section, Taylor Wimpey links its principal decisions to its S172 duty, and in presenting
the principal decisions throughout the year, it highlights the interrelationships between stakeholders and the short-
term consequences of some decisions with justification for why the board felt the decision was necessary.

Corporate governance: Board leadership

and Company purpose continued

How the Board
considered stakeholders
during the year

The Directors are required by law to act in a way
that promotes the success of the Company for
the benefit of shareholders as a whole. In so
doing the Company must, in accordance with
Section 172 of the Companies Act 2006, also
have regard to wider expectations of responsible
business behaviour, such as having due regard
to the interests of, and actively engaging with, its
employees; the need to engage and foster
business relationships with suppliers, customers
and others; the need to act fairly as between
members of the Company; the likefy
consequences of any decisien in the long term;
the desirability of maintaining a reputation for
high standards of business conduct; and the
impact of the Company's operations on the
community and the wider environment. The
Company's section 172 (1) statement of
ocompliance can be found on page 29 and
further details on how the Directors have fulfiled
their duties can be found on the next six pages.

The Company's stakeholders are set out on
page 28. The Board understands the importance
of stakeholder engagement and continues to
engage with each stakeholder on a regular
basis. Further information on how the Board
directly engaged with shareholders and
employees can be found on pages 75 and 76
and details on how the Company engaged
with our customers, partners, investors and
communities (and outcomes as a result of that
engagement) during the year is noted on pages
28 and 29. The Board receive an update from
the Executive Directors on this engagement on
aregular basis,

engagement enabled them to fully understand
the key issues relevant to each stakeholder.
Further details on how the Board considered
stakeholders during the decision making
process, and how the stakeholder engagement
fed into this process, are set out on the next
three pages.

© Read more about stakeholder engagement on
pages 2810 41.

Details of how the Directors have fulfilled their
duties can be found throughout the Strategic
and Governance reports on the following pages:

— The likely consequences of any decision in
the long term — Pages 11, 12 and 13, 18 and
19and 7210 75.

- Theinterests of the company's employees —
pages 24 to 29, 34 and 35, and 72 1o 75.

— The need to foster the company’s business
relationships with suppliers, customers and
others — pages 28to 41 and 72 to 75.

- The impact of the company’s operations on
the community and the environment — pages
28and 29,421044 and 7310 75.

~ The desirability of the company maintaining
a reputation for high standards of business
conduct - pages 18, 20 and 21, 26 to 29 and
6710 75.

— The need to act fairly as between members
of the company — pages 28 and 29, 38 and
38, and 72and 75.

Closure of construction sites
and sales offices

March 2020

The Board took the proactive decision

1o be the first major housebuilder to close
construction sites and sales offices.

In making this decision, the Board considered
the following stakeholders:

Whilst construction was deemed tobe a
permitted activity by the UK Government,
the Board believed it was essential to ensure
that our working practices could strictly
adhere to social distancing and this would
require time and careful planning.

The health and safety of our customers,
employees and partners has always been a
non-negotiable priority at Taylor Wimpey.
TThe Chief Executive wrote to all customers
‘when we closed sites. As a result of this
eengagement, we continued to support new
and exisling customers and conducted all
business by telephone or digitally. To give
added reassurance we extended our
two-year warranty for all customers in
warranty, at any point in the first national
lockdown, by two months.

The Board understood that closing our sites
and sales offices would have an impact on
sales and completions, and this in turn would
impact our investors. The Board felt strongly

Dividends and executive pay

March 2020

To protect the long term financial stability of
the Company the Board made the decision to
cancel the 2019 final dividend and the 2020
also considered the application of the
Remuneration Palicy during 2020,

In making this decision, the Board considered
the following stakeholders:

“The Board were very aware of the impact this
decision would have on our loyal shareholders
who rely on dividend income. The Board took
this proactive measure to protect the balance
sheet and increase flexibility in the short term
until the extent and duration of the pandemic
was better understood. The Board continues
to be committed to providing a reliable
minimum annual retum to shareholders,
therefore in Juty 2020, the Board announced
its intention to resume the payment of an
ordinary dividend in 2021.

At the request of the Executive Directors,
the Remuneration Committee amended the
application of the Remuneration Palicy in 2020,
The Executive Directors' 2020 annual bonus
was cancelled and they took a voluntary
reduction in base salary and pension from

1 April to 31 July 2020. The Non Executive
Directors also took a voluntary reduction in their
fees for the same period of time. Further details
of these changes can be found on page 102.

Taylor Wimpey Pay
it Forward Scheme

April 2020

The Board oversaw the implementation of the
Taylor Wimpey Pay it Forward Scheme (the
Scheme) by the GMT and Internal Audit,

In making this decision, the Board considered
the following stakeholders:

@

Most people working on our sites are
subcontractors and their support and loyalty
was vital to ensure we were able to re-start
work on sites as soon as possible, with new
working practices to be COVID-secure. The
Board considered that the interest-free loan
would make a real difference to our seff-
employed subcontractors when they
otherwise would not be able to eam during
the first national lockdown.

In addition, we remained in constant dialogue
with our partners and remained committed 1o
paying them promptly.

“The Board considered that the Scheme
would protect the business in the short term
whilst also strengthening the business for the
future and increasing shareholder returmns.

@®

Many of our subcontractors live in the
communities in which we build, so the
Scheme indirectly benefits the communities

Remobilisation

May 2020

Following the UK Government's
announcement to restart the housing market,
the Board oversaw the development of the
processes and plans to ensure that work
could start back on site in a safe and
sustainable manner, whilst at all times.
complying with the relevant UK Government
guidelines.

In making this decision, the Board considered
the following stakeholders:

To ensure that customers who had already
reserved homes were able to move as soon
as possible with minimum delays.

@

The Board ensured that the COVID-19 Code
of Conduct and adapted COVID-secure
working practices protected our employees
and partners,

In addition, the Board made the degision to
share our updated working practices with
other housebuilders to support them to
remobilise as soon as possible.

The Board ensured that the revised
processes were developed so that we could
re-open our sites as quickly as possible,
whilst being COVID-secure, to limit the impact
on our investors,

Equity raise

June 2020

The Board approved the decision to raise
£510 million through issuing new shares in
order to take advantage of attractive
opportunities in the land market.

In making this decision, the Board considered
the following stakeholders:

The Board recognised that the reduced level
of competition for land created a disconnect
in the market, resulting in short term
opportunities to acquire land from a range of
sources at attractive retums,

These investments will support sustainable
future growth and deliver enhanced long term
value to shareholders.

Retail shareholders were also able to
participate in the equity raise through the
retail offer.

All Directors participated in the equity raise.

The Board ensured that employees had the
opportunity to participate in the equity raise.
The Board were pleased to note that 329
employees participated in the equity raise.
[ ]

The Board considered that the equity raise
would increase our opportunity 1o provide
homes in the locations our customers want
to live.

During the year, the Board losaly involved K

Inaﬂ?wdeﬁ:;:mulmecawr:sp:nymgsbde o that it was important to ensure the enhanced 2 Jhsacuit OForh.nmrlmom\eﬁonseepagesIOamn. )

providing rigorous evaluation, fisk management @ Customers @ Investors safely measures were put in place to protect The Board is aware that over 64% of our ©) For further information see pages 36 and 37. © Forfurther information see pages 12

and challenge to maintain strong govemance, Empl @ Communties the health and safety of all our stakeholders employees are also shareholders in the and 13,

the Board also used the stakeholder @ Foto ! that visit our sites. business and this decision directly impacted

engagement to inform each decision. The Board ers ) : them in the same way.

s aware that in some situations, stakehoiders’ © For futherinformation see page 4. ‘

interests will be conflicted, however the © For further informeation see pages 3 and 98.
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Section 3

Section 172 statements

Investors want Section 172 statements that bridge
information on stakeholders and decisions, and reflect
how the company is progressing in its pursuit of its
purpose and long-term success




Section 3: Section 172 statements

The Section 172 duty to promote the success of the company by considering
consequences of decisions in the long term and the interests of different stakeholders,
among other matters, means that the Section 172 statement can be either the conduit
for, or a bridge between, information on stakeholders and information on decisions
within the annual report. Irrespective of where a company chooses to include this
information, many of the considerations and tips throughout the report are applicable
to Section 172 statements and are consistent with the tips previously published by
the Lab. We now explore in more detail investors' views on the statements, as well as
companies’ practical experience.

The investor view

Investors told us that while the Section 172 duty has been a requirement for directors
for a long time, the introduction of the requirement to produce a statement to explain
how that duty is being exercised had only further stimulated their interest in this

area. They also thought the requirement was beneficial by prompting companies to
improve how they consider stakeholders.

“The benefit of the Section 172 statement requirement is to shine
a light on the quality or lack thereof of how companies consider
stakeholders.” Investor

However, investors emphasised that the statement should not focus only on
stakeholder engagement. A narrow focus on individual stakeholder groups often
reflects engagement that is not set in the context of the company’s success and
strategy. The statement needs to address the company’s route to long-term success
and consider the (a)-(f) aspects of Section 172 strategically. In their view, the
statement should tackle what the company is doing to be successful for the long term,
and consideration of stakeholders needs to be embedded across different drivers of
value creation and the other Section 172 aspects, such as maintaining a reputation for
high standards of business conduct.

“Stakeholder interests cannot be boxed as singular interests, but they
are interlinked across different issues.” Investor

“Together with the financial statements and the discussion of business
model, the Section 172 statement should provide a holistic view of the
company: what has happened in the reporting period and then linking
it to where the company is heading in the future.” Investor

Investors commented that some statements tended to be boilerplate and not
connected to the business model or strategic issues. There is an expectation that the
statement should cover areas of board concern — this then reassures investors that
the company is tackling or rectifying an issue. The statement is seen in the context of
the whole annual report and should be consistent with the discussion elsewhere in
the report. Investors noted that it can be helpful for the statement to be a standalone
source of information, but while they might initially view it in isolation, they will
reconcile it to other information they know about the company.

The Section 172 statement is a strategic report requirement, but many companies
choose to include it in the corporate governance section and incorporate it in the
strategic report by cross-reference. While some investors did not have a preference
where the statement was located, others did highlight that where the company chose
to locate it could indicate the importance given to the statement or how the directors
considered the Section 172 duty. Also, while it is about directors’ duties and therefore
linked to governance, the board’s oversight and involvement in principal decisions
drives strategy across both the short and long term, and therefore the statement
should have a clear strategic link.

One concern that a few investors raised was that since Section 172 was a UK
Companies Act 2006 requirement, some statements were very UK-focused. Investors
expect that the Section 172 duty applies across the whole group, whichever
jurisdiction business units are found in. As highlighted in relation to information

on stakeholders, any significant differences in relevant stakeholders, approaches to
engagement or relevance of decisions between regions should be explained.
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The company view

“As an international group, the need to enhance UK disclosures was

an opportunity to enhance disclosures and practice across the group -
there was a ripple effect across different jurisdictions for best practice.”
Company

Most companies highlighted that while the requirement to prepare the Section 172
statement was new, the duty and the consideration of stakeholders was ingrained
in the way they conducted business. However, many recognised the benefit of
having reassessed their processes and made improvements as a result of the new
requirement.

Some companies noted that a challenge in preparing the statement is identifying
what to include and avoiding duplication with the strategic report since that entire
report should be reflective of the Section 172 duty. Companies typically address
this by focusing on the board's role and on principal decisions within the Section
172 statement. Although approaches vary by company, the majority of statements
of participating companies were prepared by company secretarial teams, but with
involvement from across the company.

What investors want to see reported
Structure and content

In our review of Section 172 statements, we noted the following approaches:

- stakeholder engagement-focused — typically, the section on stakeholder
engagement is used as the Section 172 statement;

« decision-based — the statement takes either a tabular or more narrative approach
to describe the principal decisions during the year and then addresses stakeholder
considerations for each;

* (a) to (f) approach — the statement addresses all (a)-(f) aspects of Section 172;

« hybrid approach — the statement combines two or three of the preceding
approaches; generally, one or two decisions are selected as case studies;

« cross-referencing — this approach varies from a list of links or references to other
parts of the annual report (sometimes presented as addressing (a)-(f) of Section
172) to more detailed cross-referencing with context provided;

« other — approaches have included using the Chairman’s Statement or a Q&A with
the CEO as the statement.

While the investors we spoke to did not generally express a specific preference for one
type of format, they emphasised that statements should not be just about stakeholder
engagement. Statements that addressed decisions in detail, such as BAE and Fresnillo,
were viewed favourably. Both these statements then cross-referred to the sections on
stakeholders.

BT's Section 172 statement combines a concise section on principal decisions with
addressing the aspects (a)-(f) of Section 172. This is helpful in ensuring that all aspects
are addressed and preventing omission, as long as a tick-box approach is avoided
and only relevant information is provided. Derwent also addresses (a)-(f) in a concise
manner but by using cross-referencing combined with useful background (e.g. how
directors perform their duties) and a table indicating how different stakeholders were
considered in principal decisions.

Detailed narrative can provide useful insight, but a concise approach which is focused
but still informative can be just as helpful. Companies need to consider which
approach works best to tell their company’s story of its pursuit of long-term success.

Some investors highlighted that Section 172 statements often do not address (d) the
impact of the company’s operations on the community [...] and (f) the need to act fairly
as between members of the company. Two examples below provide helpful detail on
consideration of community (e.g. Fresnillo) and shareholders (e.g. Man Group).
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Location

As noted earlier, where a company chooses to locate its Section 172 statement

could indicate the importance attributed to the statement. However, the location
also contributes to the narrative flow of the annual report and should link to strategy.
Many statements are at the end of the strategic report and just before the corporate
governance section — arguably this reflects how the Section 172 duty straddles both
strategy and governance. However, when the statement is included early on in the
strategic report, for example following on from business model and strategy and
introducing the stakeholder section, or within the Chairman's Statement as done by
SSE plc (2020 Annual Report pages 4-5), this can better highlight the board's strategic
role. The sequence of sections can also be helpful in directing investors to relevant
information in an efficient way. Barclays’ stakeholder KPI dashboard was not formally
part of its Section 172 statement but followed straight after — this helped provide a
connected narrative.

Conclusion
In summary, better Section 172 statements, which are more useful to investors:

Q Do not only focus on stakeholder engagement, but consider the other aspects
of Section 172;

Q Discuss principal decisions (linking to long-term success of the company) and
how stakeholders and other factors were considered in making those decisions;

Bridge information on stakeholders and decisions by considering them in
a two-way approach, and incorporate both in the statement even if by cross-
referencing;

Q Can be a standalone source of information which are still concise if cross-
referencing is used well; and

Fit into a connected narrative linking to business model, strategy and

how business is done (through consideration of governance and culture)
demonstrating how the company is progressing in its pursuit of its purpose
and long-term success.

Tips for approaching Section 172 statements

+ Consider whether the templates for board papers, agendas and minutes need
prompts on all aspects of Section 172, and not just consideration of stakeholders.
These can then be used for evidence to compile the statement.

« As much as possible, the person or team responsible for drafting the Section
172 statement should attend board and/or committee meetings to facilitate the
process of drafting and better reflect the board’s priorities and actions. However,
the Section 172 duty is the responsibility of each director, and the board should
ensure that the statement is an authentic reflection of its key considerations of
stakeholders and other factors during the year.

« The Section 172 statement should be a reflection of how the Section 172 duty is
met throughout the year — similarly, consider gathering information throughout
the year to compile the statement rather than rolling forward and tweaking the
statement at the end of the year. This helps avoid boilerplate, but also facilitates
the reporting process.

+ Consider where best to include the Section 172 statement within the annual
report so that it clearly reflects links to strategy and other parts of the report. It
should be part of a connected narrative. Do not let the location of the statement,
or ordering of information within it, be a function of design and pagination,
rather than a correlation with strategic prioritisation. The statement should be
clearly labelled and included in the contents page of the annual report.

« Consider bi-directional cross-referencing where the Section 172 statement
links to where various components of the annual report provide more detail on
highlights provided in the statement, and those sections then link back to the
statement.
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BT Group plc

Annual Report y/e 31
March 2021 pg 42-43

What is useful?
BT's S172 statement
addresses parts (a)-
(f) of Section 172 by
explaining the Board's
processes and cross-
referencing to other
parts of the annual
report for more
detail. The statement
also includes a
description of four
significant decisions,
including the board’s
consideration of

the impact on the
affected stakeholders.

Section 172 statement

In their discussions and decisions during the

year ending 31 March 2021, the directors of

BT Group plc have acted in the way that they
consider, in good faith, would be most likely to
promote the success of the company for the
benefit of its members as a whole (having regard
to stakeholders and the matters set out in sub-
sections 172(1)(a)-(f) of the Companies Act 2006

(the 2006 Act).

The Board considers the matters
set outinsection 172 of the 2006
Actin allits discussions and
decision-making. Thatincludes:

The likely consequence of any
decision inthe long term:

The directors recognise that the decisions
they make today will affect BT’s long-
term success. During the year, the Board
had particularregard to the long-term
success of the company in its discussions
on the evolution of the company’s
purpose and strategic framework, as

set out in the Board activities section

on pages 74 to 77. Our purpose and
strategy demonstrate how we will
realise our ambition and grow value for
all our stakeholders. This in turn guides
the Board’s decisions, specifically the
balance between short- and long-term
investments (more details on page 43).
The third pillar of our strategy (lead

the way to a bright, sustainable future)
incorporates our aim to identify and
develop new business opportunities
that will help us grow sustainably in

the future. More informaticn on our
strategy can be found from page 19.

The impact of BT’s operations on the
and envir
The Digital Impact & Sustainability
Committee monitors progress on the
digitalimpact and sustainability strategy
and supporting goals for digital skills,
responsible tech and human rights, and
climate change and the environment.
During the year, the committee reviewed
and endorsed the Skills for Tomorrow
programme and its pivot to become
‘digital-first’ during the Covid-19
pandemic. Our digitalimpact and
sustainability strategy incorporates
responsible tech and humanrights,
and our sector-leading approach to
climate action, with a target to become
anet zero carbon emissions business
by 2045, as well as our two related
group KPIs (see pages 30to 33).

We are also committed to implementing
the recommendations of the Task

Force on Climate-related Financial
Disclosures (TCFD). See page 67

for ourresponse to TCFD.

The desirability to maintain a reputation
for high standards of busi i

The Board acknowledges its
responsibility for setting and monitoring
the culture, values and reputation of the
company. Our colleagues are central to
us achieving our ambition and we are
building a culture where our coll

1es

: necessarily resultin a positive outcome
: forall our stakeholders; the Board

: therefore has to balance competing

: interestsin reaching its decisions.

. While the Board engages directly with
: stakeholders on some issues, the size and
distribution of BT and our stakeholder

groups means that stakeholder

: engagement often happens below Board
: level. However, the Board considers

: information from across the organisation
| to help it understand how our operations

. affect ourstakeholders’ interests and

| views. There are more details on how we

: engage with key stakeholders (including

: customers and suppliers) on pages 34

: to41and onthe chief executive’s rolein

| reporting engagement feedback to the

: Board through his chief executive’s report
i onpage 75. For further details on how the
: Board operates and makes decisions, and
: its activities this year, see pages 71to 77.

: Our colleagues are key to our success and
: they are always considered as part of the

: Board’s discussions and decision-making.
: Theirwellbeing, especially during the

: Covid-19 pandemic, as well as diversity

¢ and inclusion, our culture, transformation
: programme and employee relations,

: have been a prominent focus of Board

: discussions this year (see page 76 for

. more details). The Board engages

* with colleagues primarily through

i the Colle

Board and via Isabel

can be their best. During the year, the
Board considered BT’s culture inits
decision-making and discussions; further
details on this can be found on page
76.The Digital Impact & Sustainability
Committee reviewed and endorsed BT’s
new responsible tech and human rights
approach which aims to develop, use,
buy and sell technology in a way that
benefits people and minimises harms (see
page 87 for more details on the activities
of the Digital Impact & Sustainability
Committee and page 30 for our digital
impact and sustainability strategy).

The Audit & Risk Committee also received
and considered regular reports from the
group ethics and compliance director

on BT’s ethics and compliance priorities,
including Speak Up, our confidential,
whistleblowing hotline (see page 85).

=1 We set out our commitment to high
standards of business conductin The BT
Way (our Ethics Code), see bt.com/ethics

The interests of our colleagues, and the
need to foster business relationships
with our key stakeholders:

The Board and its committees understand
the strategic importance of stakeholders
to BT’s business. When making decisions,
the directors have regard to the interests
of colleagues, and the need to foster
business relationships with other

key stakeholders. We acknowledge

that not every decision we make will

: Hudson, our designated non-executive
: director for workforce engagement

: (see pages 35 to 36 for more details on
| the Colleague Board). Isabel provides

| feedback after each formal Colleague

: Board meeting and also discusses any

: topics raised by members at relevant

: Board and committee meetings.

: Our other employee communication
: channels are set out on page 34. As
. explained on page 76, the Board also

discussed with HR and the chief executive

i the findings from other colleague
: engagement mechanisms during the year.

| Theneed toactfairlyas
i between BT’s shareholders

During 2020/21, the Board, the chief

executive and chief financial officer,

: other executives and the investor

: relations team held various meetings
: with investors (see page 38 for more
detail on our engagement with

shareholders). These meetings gave

investors the opportunity to discuss
: views on financial and operational

: performance, capital investment,

: pensions, capital allocation policy,

| aswell as prospective governmental
: and regulatory policy decisions.

Decisions made during the year:

The following are some of the decisions made by the Board this year which demonstrate how colleague interests,
the need to foster business relationships with other key stakeholders, and other section 172 matters have been
taken into account in discussions and decision-making:

Decision What happened
Suspendingour : Assetoutinlastyear’sreport, the Board Telekom (BT's largest shareholder), as well as
final dividend made the exceptionally difficult decision to our brokers’ opinions on the expected reactions
for2019/20 and suspend the final dividend for 2019/20 and from the market, were taken into account.

G the dividends for 2020/21 and rebase future .
all dividends for 1. iviciands ata mora sustainabla lavel, The Bf.:ard carefully considered the short term )
2020/21 i negative effect on our shareholders, but determined

The Board considered the advantages and
| disadvantages of the decision and the change
i tothe distribution policy, including whether

suspending our dividend was the right action to
ensure our long-term success. The views of our
stakeholders, particularly the expected reactions of

our equity investors, which includes our colleagues,
and the nominated representative for Deutsche

that taking the decisive action to suspend our
dividends now would position BT positively for
the future and help us create capacity for value-
enhancing investment opportunities, including
full fibre and 5G, our major modernisation and
simplification programme, and to navigate

the shorter term impact and unprecedented
consequences of the Covid-19 pandemic.

Strategic intent

The Board had a number of discussions oniits

included the importance of the full fibre rollout to our

to accelerate commitment to the level and pace of the full purpose, we connect for good, and our reputation as
fultfibre buildto | fibre build, capital expenditure required, the risks anational champion.

o ¢ involved, how it would flow through into our medium ; - ) .
20mpremises tarm plan andthe regulatory enablers required from Des;_)lte us not obtaining re_gulatory clarity until the
by mid-to-late Ofcom as part of the WFTMR. publlca_tlon of tr_\e WFTMRIin Ma(cf_\ 1_021 .th_e Board
2020s, subject recognised the importance of providing clarity to

fo s The Board carefully considered how a commitment shareholders, the market, our regulator, Ofcom and

tothecritical | toaccelerate ourfull fibre build to 20m premises the UK Government on our proposed intention to
enablersbeing | bythe mid-to-late 2020s would affect our ability to invest, ahead of the final publication of the WFTMR.
resolved | payadividend to our shareholdersin the short term, For more details on the WFTMR and our target

i balanced against benefits to other stakeholders toincrease and accelerate our FTTP build plan by

i inthe long term, including customers, colleagues, an additional 5m from 20m to 25m premises by

i shareholders and the country as a whole. This December 2026, please see pages 16 and 20.
Endorsement | The Board received and considered management’s The Board advised that as part of meeting our
of proposed proposal in relation to the planned publication of targets, it was important to consider all aspects of
diversityand ¢ ourdiversity and inclusion targets and commitments  our colleague journey, talent pipeline, recruitment

inclusion targets :

| inrelation to gender, ethnicity and disability. The

Board was supportive of this and the voluntary

| publication of our ethnicity pay gap, through our

¢ inaugural Diversity and Inclusion Report (which we
¢ expect to publish in early summer 2021), having

¢ reflected on how targets and commitments would

| supportthe pregress of our strategy and our

¢ approach to valuing diversity, embedding inclusion
i and progressing equality. The Board discussed that
i having clear targets will also help suppert cultural

: shifts and drive a more inclusive workforce, and

: accordingly recommended that BT should be bold

i initsambitions in this area, which management also
: agreed with.

and the ongoing support provided to under-
represented groups as they progress through the
organisation. The Colleague Board’s feedback on
how we improve diversity was also shared with the
Board by Isabel Hudson, our designated non-
executive director for workforce engagement,
including the importance of diversity on assessor
panels for graduate and apprenticeship assessment
centres to ensure we recruitin line with the diverse
skills we need for the future. The Board considered
theinterestsand tations of our stakeholders
as part of this decision, including those of our
colleagues and investors, and the UK Government
given their recent reviews in this area.

Enhancing
our consumer
fairness
governance
framework

The Board approved proposals to enhance our
: consumer fairness governance framework during
: theyear.

In considering these proposals, the Board had regard
to both the importance that BT places on consumer

fairness for our customers, as well as Ofcom's and

| the UK Government’s expectation to see greater

| commitment to a culture of consumer fairness at all
i levels by communications providers. This enhanced
i governancein relation to consumer fairnessis

i aligned with BT’s purpose and ambition and the

: Board’s broader recognition of the importance of

i proactively protecting our customers’ interests as

: setouton page 86.

Having considered a number of options in relation
to enhanced governance, the Board decided that
the remit of the BT Compliance Committee should
be widened to include the oversight of consumer
fairness matters onits behalf.

Therefore, from 1 April 2021, the BT Compliance
Committee shall monitor whether BT isliving up
to Ofcom’s Fairness for Customers commitments,
whether the culture and behaviours of colleagues
are conducive to BT being trusted in relation to
consumer fairness, and the extent to which BT is
meeting the desired outcome of being trusted

in relation to consumer fairness. More details on
consumer fairness can be found on page 17.
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What is useful?
Derwent addresses different elements of S172 in different parts of the annual report and uses cross-referencing to keep its S172
statement concise, but provides sufficient detail and context to allow it to stand alone as a statement. Derwent also highlights the

Derwent London plc
Annual Report 2020 pg 104-105 R

1N Secrion
(/2]1) Starement

board’s consideration of different stakeholders across its principal decisions.

Methods used by the Board

2020 was an unprecedented year. In addition to the main methods
used by the Board (listed below), in response to the uncertainty
and difficulties facing our stakeholders, the Board responded by:

« Holding additional meetings to ensure effective oversight of
managementdecisions and policies, particularly in respect to:

Principal decisions in 2020 and how we have met our public interest obligations
The key activities and principal decisions undertaken by the Board in 2020 are detailed on pages 122 and 123, We detail below howthe
Board factored stakeholders, and the information we received through engagement, into its decisions in 2020.

When making each decision, the Board carefully considered how itimpacted on the success of the Group, its long-term (financial and
non-financial) impact and had due regard to the other matters set out in section 172(1)(a) to (f) of the Companies Act 2006.

— financial support being offered to our occupiers; R Pefecence
— our ability to safely operate our buildings; group E recaived Our response information
— supporting the local community and NHS; and Occupiers During this challenging time, occupiers were The Board approved the reduction of service charges for the March
— providing clear communications and support to our employees. undergtandably mnmtarin_g[he\r costs and sought andJune quarters by 25%. This Was at 8 cost to the Company, and L et

The Board Of Directors COnﬁrm that » Seeking independent verification that the business is responding reductions wherever possitle, especially when they subsequent saving to our occupiers, of £4.1m.

h : (i were unable to fully utilise the services. Due to the . - 7 16
. . . proactively and effectivelyvia: ity g ik Principles were agreed early in the pandemic in respect to rent
during the year under review, it has acted to ~ RSM Lauditi d- 1565 lockdown restrictions, where feasible, we scaled back  goncessions which allowed for fast and consistent actions. The
SMintarnal auditinto our respansato Covid-19 (page 136); services atour buildingsto reducethefinancial costto  pirectors approved the delegation of authority for approving rent
promote the long-term success of the Company — Cccupier and employee pulse surveys (page 103);and ouroccupiers. Despite the reduction, therewerestil  ¢5ncessions tosmall occupiers to senior management allowing
3 s . — Capgemini cyber security audit in response to the increase some costs tobe incurred. for quicker response times which is eritical in times of uncertainty.

for the benefit of SharehOlderS' WhllSt haymg in home working (page 144). Through proactive and direct engagement with our Intotal, this was at a cost of £0.9m to the Company in 2020, with

due regard to the matters set outin section occupiers, via our Asset Management team, we the remaining cost of these concessions spread over the tenants'’

: The main methods used by the Directors to perform their received early indications of which occupiers were remaining lease terms. Particular attention was given to occupiers

172(1)(6) to (f) Of the Companles ACt 2006 duties include: facing particular financial difficulty due to Covid-19. perceived ©o be most at risk. including retail and hospitality

: occupiers. The Board's support for these occupiers not only assisted
the busil es th lves but also halped to th i
» the Board sets the Group's purpose, values and strategy o atry B oﬂfoﬁipgr: e el ty? Bmenlty
and ensures they are aligned with our culture (see page 111); s - 4
: : 2 -] uppliers Through close collaboration with our principal The Finance team worked hard to improve our average payment days

Issues, factor_s and Stakehome.rs_ . * the Responsible Business Committee monitors the Group's contractors and main subcontractors we were kept from 25 days in 2019to 20 days in 2020. This was despite the initial | p12

The Board has direct engagement principally with cur employees corporate responsibility, sustainability and stakeholder apprised of their response to the pandemic and how disruption to processes caused by home working. Improving our =

and shareholders but is also kept fully apprised of the material engagement activities and reports to the Main Board on its itwas impacting on their business, finances and staff.  average payment days assisted our contractorswith their cash flow

issues of other stakeholders through the Executive Directors, reports activities (see pages 146 to 149); Asabusiness, we utilisevarious third party servicesto  andliquidity.

from senior management and external advisers. On pages 26 and 27 » the Board utilises a stakeholder impact analysis to assess the assist in the management of our buildings, including To support furloughed third party service staff, the Directors agreed

we outline the ways in which we have engaged with key stakeholders potential impact of significant capital expenditure decisions ph?anmg and security services, The Df\reclo_rs were to t?P'UD wages by 20% sothat there was nodropin '"?0“‘9 during

and the material sues hatthey haveraised wit s on our stakeholdors(5eo page 116 s e s g o e

* the Board's risk mana‘ggmept procedures 'de,"t'fythe potentlal from the pandernic. reduction under furlough would be significant.

5172 factor Relevant disclosures consequences of decisions in the short, medium and long-term Tt e S i o F ey R e

() the kel O so that mitigation plans can be put in place to prevent, reduce or cal rough our charitable connections, and close e Directors increased the budget for charitable donations,

(a) the likely of gompa_ny Puriosle (page 1) 6 eliminate ri§k5 to opur business :nd wiger stak:holders (see pages community  relationships with local community services, wewere  sponscrship and community funding by 179% to £1.1m. This included P13
consequences perating in challenging times (page 6) o iy pag aware that they were facingincreased demand duete  £186,000 paid for by waivers of 20% of base salaries/fees from each
any decisionin the Central London office market (page 18) and ) . . Covid-19 and donations and assistance wererequired.  Director for a three month period, effective from 1 April 2020. The
long-term Investing in our pipeline (page 24) * strategy reviews which assess the long-term sustainable success salary/fee waiver was a personal cost to the Directors.

8ur brszess(modeégxage 30) of the Group and ourimpact on key stakeholders; Shareholders The Covid-19 pandemic had a significant impacton TheBoard considered the financial strength of the business and
: U SHEIERY PaES . « direct and indirect stakeholder engagement (see pages 12to 13 the stock market and generally led to share prices agreedto continue to pay the 2019 final dividend in June 2020and | p8

(b) the interests of Non-financial reporting (page 58) and 26to0 27); falling and dividends being cancelled. There was to pay an interim 2020 dividend in October. This decision provided
the Company's Our people (page 50) « external assurance is received through audits, stakeholder considerable uncertainty surrounding whether security toour shareholders who value the regular income received
employees gi:}erlsityand incluriiont((page E:?)s) surveys and reports from brokers and advisers; and dividend payments would be made to shareholders. from our dividend payments.

ployee engagement (page « specific training for our Directors and senior managers. Employees  TheCovid-19 pandemicand its uncertainty, The CEQ and other Directors provided clear communication to staff,

(c) the need to fosterthe Delivering value to customers (page 10) caused understandable concerns around job via regular town hall meetings which were open to all employees, | pn2
Company's business ~ Supporting stakeholders in 2020 (page 12) _— security, ability to successfully work from home that the Group would not furlough employees nor would there be
relationships with Responsible payment practices (page 135) Pun“[: I"IB”}SI s'alﬂmﬂnl _ 2[]2“ andsafeguarding their health whenreturning to redundancies. Transparent and detailed policies were published on
suppliers, customers  Anti-bribery and corruption (page 142) the office. Direct feedback from employees was the procedures for working safely at home, ensuring their wellbeing

3 fed into the Covid-19 Working Group establishedin and safeguarding their health when they recccupy the office.
and others Human rights and modern stavery (pages - - A v 3 i
57 and 149) As a business that designs and manages office space, we are February 2020 and this, in turn, was shared withthe Considerable effort was made to ensure. ourempLoyees and office
Supply Chain Sustainability Standard aware of our wider obligations to be a responsible business Board and Executive Committee. spaces were safe when recccupation was possible,
(page 148) partner to our occupiers and within the communities in which we NHS Through community engagement, and our close The Directors responded by:
(d) the impact of Net Zero Carbon Pathway (page 28) operate. As our activities impact on multiple stakeholder groups relationship with University College Hospital, wewere providing use of 16 furnished flats at Charlotte Apartments to NHS P13

the Company’s
operations on the
community and the
environment

Supporting communities in 2020 (page 13)
TCFDdisclosures (page 60)

Our Community Fund (page 53)

Corporate giving (page 53)

(e) the desirability of the Derwent London brand (page 86)

Company maintaining Culture and values (page 111)

a reputation for Whistleblowing (page 116)

high standards of Internal financial controls (page 134)

business conduct Awards and recognition (see inside
backcover)

(f) the need toact fairly ~ Shareholder engagement (page 114)
between members of Annual General Meeting (AGM) (page 175)
the Company Rights attached to shares (page 173)

Voting rights (page 174)

(see page 26), our Board ensures that stakeholder matters are
central to its decision-making alongside the long-term financial
success of our business.

We extend our obligations beyond the statutory requirements to
add value and build long-term mutually beneficial relationships.
Our obligations are incorporated into our purpose, which strongly
influences our values (see page 1). We have detailed on pages

12, 13, 28, 27 and 105 how we have acted in the publicinterest
during 2020.

made aware that there was a lack of storage facilities
for food and certain hospital staff were being housed
in hotels as they were unable to stay with their families
during the height of the pandemic.

staff at University College Hospital free of charge for 12 months,
which has an equivalent rental value of ¢.£462,000;

« contributing to the UCL Medical Student Support Fund and the
1928 Project; and

+ donating £20,000 to fund the purchase of commercial fridges to
store food for NHS workers.

Facioring our srakeholders info our decisions

We provide further examples on how our stakeholders impacted on the Board's discussions on the following pages:

p.10 | Delivering velueto our customers | p12 | Supporting our stakeholders in 2020

p117 | 19-35 Baker Street W1
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Need to act fairly between
shareholders

The Board actively engages with Man
Group's largest shareholders and encourages
feedback as part of this engagement
process. The Board recognises, from this
feedback, that shareholders sometimes
have conflicting priorities and therefore
takes differing shareholder views into
consideration when setting the strategy
for the long-term success of the firm.

The asset reunification programme
highlighted on the opposite page sets out
the process that was followed to ensure
that a consistent approach was taken to the
identification of and engagement with Man
Group's ‘lost’ shareholders and the Board's
consideration and approval of this process.

The Board Activities section on pages 70

and 71 and the Stakeholder Engagement
section on pages 72 to 75 provide further
details on how the Board has considered and
engaged with shareholders during the year.

> Asset reunification and share

Man Group plc f‘
Annual Report 2020 pg 42, 43 R

What is useful?

In its S172 statement case study, Man
Group specifically addresses “the need

to act fairly as between members of the
company”, recognising conflicting priorities
between shareholders.

0

Following receipt of shareholder approval to amend the Articles,

Framework for community engagement in the lifecycle of mining
@ Project @
development

Stakeholder identification, evaluation and mapping

Exploration Operation

Social studies: baseline, impact assessment and reputation

Social management plans

Informal and formal meetings
Register of commitments
Community committees
Indigenous people consultation
Grievance mechanism
Social incident investigations

Land acguisiticns and resettlements

Strategic social investment
Community requests of contribution
Community small and medium enterprises

Social closure plans

@ Fresnillo plc

Closure

Know

Engage

Develop

forfeiture programmes

Man Group instructed EQ, its share registrar, to
conduct a review of its share register with the aim of
re-engaging with its ‘lost’ shareholders and reunifying
them with their Man Group plc shares together with
any unclaimed dividends attached to those shares.

As a result of the share register review, a total of 110 shareholders
were identified as ‘lost’ with an aggregate holding of 279,803
shares. A ‘lost’ shareholder is classified as a holder who has not
claimed or cashed a single dividend payment from the Company
over a period of at least the last 12 years.

Upon identification of the ‘lost’ shareholder population, the Board
agreed that an asset reunification programme and a subsequent
share forfeiture programme would be undertaken by EQ. Approval
was sought at the Company’s 2020 Annual General Meeting

to amend its Articles of Association (the Articles) to help facilitate
these programmes.

the asset reunification programme commenced and ProSearch

(a specialist tracing company) was appointed to help trace the
Company’s ‘lost’ shareholders and reunite them with their assets.
Following completion of the tracing exercise, the Company was able
to successfully reunify 187,663 shares and associated dividends,
worth £304,000, with its shareholders.

After adhering to the requirement set out in the Articles, the
remaining 92,140 unclaimed shares were forfeited and sold by the
Company in the market in November 2020. The Board decided that
the net proceeds from the sale of the unclaimed shares and the
associated dividends, having a combined net value of approximately
£250,000, would be used to fund the Man Group plc Charitable
Trust (the Charitable Trust). Further information on the activities of
the Charitable Trust can be found on page 61.

The Board undertook the asset reunification exercise programme to
maximise its engagement with shareholders and considered it to be
in the long-term best interests of the Company and its shareholders
as a whole. The decision to allocate the funds from the share
forfeiture programme to the Charitable Trust was centred around the
Board's commitment to making a positive impact to the wider
community in which Man Group operates. The Company will also
be conducting a separate exercise for unclaimed dividends which
are over 12 years old in the first half of 2021.

Annual Report 2020 pg 105

What is useful?

Besides addressing the impact on communities, where
relevant, in its discussion of principal decisions in its S172
statement, Fresnillo links its discussion of communities

as a strategic stakeholder to its S172 duty and includes

its framework for community engagement in its business
lifecycle. This shows how Fresnillo considers and engages
with communities at different stages of its business model
and therefore, different time horizons.
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Appendix 1: Tips on Section 172

Section 172 statements
How to make them more useful

Financial Reporting

The Financial Reporting Lab spoke to institutional and retail investors and other stakeholders about what they consider useful reporting on how directors have had regard
to the matters set out in section 172(1)(a) to (f) of the Companies Act 2006 when performing their duty under section 172 to promote the success of the company. We
also spoke to companies to understand the challenges they are facing in preparing the related statement. The following tips reflect those views and help companies
consider what content to include, how to present it, and how to facilitate the process of preparing the statement.

Section 172 statements as a tool to better insight and more accountability

“The board should understand the

Section 172 statements were introduced by The Companies (Miscellaneous Reporting) Regulations 2018 and were first applied  yjews of the company’s key

to the reporting periods of relevant companies for financial periods beginning on or after 1 January 2019. A parallel

stakeholders and describe in the

recommendation was also included in the 2018 UK Corporate Governance Code. The Guidance on the Strategic Report was also  annyal report how their interests and

updated to strengthen the link between the purpose of the strategic report and the director’s section 172 duty to promote the  the matters set out in section 172 have

success of the company. It also includes guidance on how to prepare the statement. In May 2020, the FRC issued a clarification

been considered in board discussions

about which companies should prepare such statements. These requirements were introduced following concerns that boards 314 decision-making”.

were not paying sufficient attention to their responsibilities towards both shareholders and stakeholders. Some companies told

UK Corporate Governance Code

us that the new requirements have indeed made boards and management think more deeply about stakeholders.

Be specific and genuine, avoiding box-ticking — The section 172 statement should not
be just a compliance exercise where the company duplicates the section 172
requirements and states compliance. Instead, it should reflect on how the company
met the requirements, explain what is relevant to it and what happened during the
year and, where applicable, what the board and management plan to do in future.
The statement should be an authentic reflection of what happened and what is
material to the company.

* Explain the why — Explain the board’s reasoning behind why:
» particular stakeholders are identified as key;
» particular engagement methods were effective;
» key decisions were taken in light of engagement and feedback which may have
accumulated over time.

» Link to strategy — Discuss how stakeholders and other matters are considered
strategically, how they are relevant to the business model, and how they affect
the development and implementation of strategy.

* Include difficulties not just positives — Provide information on where trade-offs and
decisions have been made in the short-term to benefit the long-term, and to the
benefit of one stakeholder group over another.

* Reflect the board’s oversight — Investors recognise that management is responsible
for the majority of engagement with stakeholders and the formulation of strategy,
but they want to understand how the board challenges and oversees this, and what
stakeholder management processes are in place, e.g. how issues are escalated to
the board, the extent of training of the board on stakeholder issues, and how the
effectiveness of complaints/grievance mechanisms is assessed.

Include material KPIs on key stakeholders — Information such as key performance
indicators on key stakeholders monitored by the board, e.g. net promoter scores,
should be included in the statement or by cross-reference to where that
information can be found elsewhere in the annual report, where material.

Address future consequences and planned actions — When setting out the
engagement undertaken and decisions made, companies should disclose the
implications of the feedback received, the impact of decisions on relevant
stakeholders, and what actions have been taken or are planned as a result. Where
the statement highlights issues or concerns raised by a stakeholder, it should be
clear how they have been or are going to be addressed.

.

Be consistent — Reporting on section 172 should be consistent with the rest of the
annual report and considered in the context of the company’s story, as a whole,
without contradictory information.
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= Think of the flow and context — The regulations require a section 172 statement
within the Strategic Report, or elsewhere by cross reference. Although investors
expressed no clear preference for the location of the statement, it should reflect
the strategic link and be clear about the board’s role. Companies should think how
it fits within the context of stakeholder engagement and how the statement itself
can provide context to other areas. For example, the board’s decision-making can
provide a framework for how stakeholders are considered, and therefore
sequencing the statement ahead of a section on stakeholders can be helpful for
investors’ understanding and ease of finding information.

®

Make it visible — The section 172 statement should be clearly labelled and referred
to in the contents page of the annual report.

Use cross-referencing to enhance understanding — Cross-referencing, where used,
should expand upon points made in the statement and provide further context. It
should not be used to make the statement a contents page or list of links. While
cross-referencing is helpful, the statement should still provide a coherent message
by itself. Where cross-referencing is used, be specific and clear about what you are
referring to, rather than refer to a whole section. Include hyperlinks for ease of
navigation.

L]

Include case-studies — Examples and case-studies of significant strategic decisions
taken during the year, explaining how stakeholders were taken into account, can
bring the statement to life. Consider including them within the statement itself or
cross-referencing to them.

S0

* Start early — During the year, highlight those key decisions and engagement
activities which could be considered for inclusion in the statement as they happen,
rather than just compiling information at the end of the year. This can also help the
company and the board consider the extent of their direct involvement and
activities, and whether a change or more is needed.

= Include prompts on stakeholders and Section 172 responsibilities — Consider tailoring
templates for board agendas, papers and minutes to include reminders for both the
board and management to consider which stakeholders are relevant for decisions.
Consideration of stakeholders should form part of a business' activities, and these
prompts can lead to better evidence, as well as making it easier to assess what to
include.

When framing your Section 172 statement, remember:

* |t is not about stating compliance with the Section 172 requirements, but
about reflecting the board’s consideration of stakeholders in pursuit of
the success of the company.

It is not just about stakeholder engagement; the statement should consider
all the requirements of section 172, and investors are particularly interested
in the promotion of the success of the company and the consequences of
decisions in the long term.

It needs to reflect what is relevant to the company — therefore, the board
should explain how they have exercised their duty and considered
stakeholders and the long-term success of the company, even where
decisions or engagement may have been carried out centrally by the group
in the case of some subsidiaries.

Section 172 should be embedded in the directors’ strategic decision-
making and supported by the company’s culture — it is important that boards
set the tone at the top, and companies should report on what they do.

“Section 172 [...] recognis[es] that companies are run for the benefit of
shareholders, but that the long-term success of a business is dependent on
maintaining relationships with stakeholders and considering the external impact
of the company’s activities. The section 172(1) statement should explain how
the board has had regard to the broader matters in their actions, behaviours and
decisions”

Guidance on the Strategic Report

These tips are part of a broader Lab project on reporting on stakeholders.
Interested parties are still welcome to share their views and experience. More
information can be found here, and you can contact us on:
financialreportinglab@frc.org.uk

Financial Reporting Council
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Appendix 2: Regulatory background

In recent years, a range of new requirements have been introduced in the UK, which
require consideration of stakeholders in reporting. While this report is not about how
to apply these requirements, below we highlight the main regulations and guidance
which provide valuable context for this report.

Companies Act 2006 (‘Companies Act’)

There are various parts of the Companies Act that require reporting on, or at least
consideration of, stakeholders or specific stakeholder groups such as employees.

The strategic report's purpose, as articulated in Section 414C, is to enable users to
“"assess how the directors have performed their duty under Section 172 (duty to
promote the success of the company)” and requires quoted companies, “to the extent
necessary for an understanding of the development, performance or position of the
company'’s business”, to include information about the company’s employees and
social, community and human rights issues. The section also includes requirements for
guoted companies to provide employee gender diversity breakdowns.

The FRC's Guidance on the Strategic Report provides further detail on how to address
Section 414C and how to include information on stakeholders in the annual report.

“In meeting the needs of shareholders, the information in the annual report may
also be of interest to other investors [...] and creditors. Other stakeholders such
as customers, employees and members of society more widely may also wish

to use information contained within it. The annual report should address issues
relevant to these other users where, because of the influence of those issues

on the development, performance, position or future prospects of the entity’s
business, they are also material to shareholders. The annual report should not,
however, be seen as a replacement for other forms of reporting addressed to
other stakeholders.” Paragraph 3.4, Guidance on the Strategic Report

In addition, Section 414C of the Companies Act requires companies to report on
principal risks and key (non-financial) performance indicators, including information
relating to environmental matters and employee matters, and quoted companies
to report their business model and strategy. These are reporting areas in which a
consideration of, and reporting on, stakeholders may be relevant.

The Companies, Partnerships and Groups (Accounts and Non-Financial Reporting)
Regulations 2016 (Sections 414CA and 414CB of the Companies Act) introduced the
requirement for public interest entities with more than 500 employees to prepare

a Non-financial information statement for in which companies should include a
description of policies, related due diligence, outcomes of policies, principal risks and
key performance indicators in relation to matters including employees, social and
community matters, respect for human rights and antibribery. These requirements, as
part of the implementation of the EU’s Non-Financial Reporting (NFR) Directive, were
reflected in the revised Guidance on the Strategic Report. The FRC also published a
Frequently Asked Questions covering the NFR requirements, including what is meant
by the impact of a company's activities and the interaction with the strategic report
disclosures.

The Companies (Miscellaneous Reporting) Regulations 2018 introduced a number of
new requirements for the annual report, including:

« Section 172 statement (Section 414CZA of the Companies Act) — in which
companies describe how the directors have had regard to the matters set out in
Section 172(1) (a) to (f) when performing their duty under Section 172:

(@) the likely consequences of any decision in the long term,

(b) the interests of the company’s employees,

(c) the need to foster the company's business relationships with suppliers,
customers and others,

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

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

(f)  the need to act fairly between members of the company.
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https://www.legislation.gov.uk/ukpga/2006/46/section/414C
https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf
https://www.legislation.gov.uk/ukpga/2006/46/section/414C
https://www.legislation.gov.uk/uksi/2016/1245/regulation/4/made
https://www.legislation.gov.uk/uksi/2016/1245/regulation/4/made
https://www.legislation.gov.uk/ukpga/2006/46/section/414CA
https://www.legislation.gov.uk/ukpga/2006/46/section/414CB
https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf#page=58
https://www.frc.org.uk/getattachment/c3b4e267-ef24-4c91-8427-4aa18b697c25/FAQs-on-non-financial-reporting.pdf%20accessed%209%20January%202018
https://www.legislation.gov.uk/uksi/2018/860/contents/made
https://www.legislation.gov.uk/ukpga/2006/46/section/414CZA

Section 8 of the Guidance on the Strategic Report provides guidance on how to
prepare this statement and clarifications on which companies should prepare it can
be found here. The Department for Business, Energy and Industrial Strategy (BEIS)
also published a Q&A on the regulations, including preparation of the statement.

« Amendments to the directors’ report on engagement with employees, suppliers,
customers and others (Part 4 of Schedule 7 of the Large and Medium-sized
Companies and Groups (Accounts and Reports) Regulations 2008) — which
augmented existing disclosures on how, amongst other things, the company
informs and consults employees so that their views are taken into account in
making decisions, encourages their involvement by requiring disclosure of how
directors have had regard to employee interests and the need to foster the
company'’s business relationships with suppliers, customers and others in decision-
making. As noted in the BEIS Q&A, some of these requirements overlap with those
of the Section 172 statement but having a directors’ report requirement ensures
that company reports include information about these important aspects of the
Section 172(1) duty even where the directors do not judge the information to be
of sufficient strategic importance to be included in the strategic report that year.

As noted in the Guidance on the Strategic Report, these different requirements
overlap and therefore, some of the disclosures may be included in the relevant
statement by cross-referencing to other parts of the strategic report.

The UK Corporate Governance Code (‘The Code’)

“To succeed in the long-term, directors and the companies they lead need to
build and maintain successful relationships with a wide range of stakeholders.
These relationships will be successful and enduring if they are based on respect,
trust and mutual benefit. Accordingly, a company’s culture should promote
integrity and openness, value diversity and be responsive to the views of
shareholders and wider stakeholders.” Introduction to the Code

The Code has two principles which relate directly to stakeholders: Principle D,

which is about ensuring effective engagement with and encouraging participation
from the company’s stakeholders and Principle E, which is about workforce policies
and practices. The related ‘comply or explain’ Provision 5 is about how the board
understands stakeholders’ views and how their interests and the matters set out in
Section 172 have been considered in board discussions and decision-making. It then
describes possible methods for engagement with the workforce. Provision 6 is about
ensuring that the workforce is able to raise concerns in confidence.

The FRC published a report on Improving the quality of ‘comply or explain’ reporting
and noted how transparency can be improved with regard to Provision 5. Further
detail on the FRC's expectations on application of the Code, including on stakeholder
engagement, can be found in the FRC's 2020 Annual Review of Corporate Governance
Reporting. In May 2021, the FRC published Workforce Engagement and the UK
Corporate Governance Code: A Review of Company Reporting and Practice, which
reviews the approaches taken on workforce engagement.

Other requirements

In 2015, the UK introduced a requirement for companies to publish a Modern Slavery
Statement in which a company sets out how it prevents modern slavery in the
business and supply chain. This relates to a number of stakeholder groups, including
workforce, suppliers and distribution partners. The Home Office’s statutory guidance
recommends that companies report on 6 areas, including organisational structure
and related supply chains, policies, due diligence and risk management in relation to
slavery and human trafficking and related KPIs. In 2020, the UK government issued a
consultation on transparency in supply chains in a move to strengthen reporting in
this area.

Other reporting requirements related to stakeholders include:
« the duty to report payment practices and performance (in relation to suppliers);

and
» gender pay gap reporting.
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https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf#page=61
https://www.frc.org.uk/news/may/frc-issues-editorial-updates-to-2018-guidance-on-t
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/755002/The_Companies__Miscellaneous_Reporting__Regulations_2018_QA_-_Publication_Version_2__1_.pdf#page=8
https://www.legislation.gov.uk/uksi/2008/410/schedule/7
https://www.legislation.gov.uk/uksi/2008/410/schedule/7
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/755002/The_Companies__Miscellaneous_Reporting__Regulations_2018_QA_-_Publication_Version_2__1_.pdf#page=8
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
https://www.frc.org.uk/getattachment/6a4c93cf-cf93-4b33-89e9-4c42ae36b594/Improving-the-Quality-of-Comply-or-Explain-Reporting.pdf#page=4
https://www.frc.org.uk/getattachment/c22f7296-0839-420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf
https://www.frc.org.uk/getattachment/c22f7296-0839-420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf
https://www.frc.org.uk/getattachment/56bdd5ed-3b2d-4a6f-a62b-979910a90a10/FRC-Workforce-Engagement-Report_May-2021.pdf
https://www.frc.org.uk/getattachment/56bdd5ed-3b2d-4a6f-a62b-979910a90a10/FRC-Workforce-Engagement-Report_May-2021.pdf
https://www.gov.uk/guidance/publish-an-annual-modern-slavery-statement
https://www.gov.uk/guidance/publish-an-annual-modern-slavery-statement
https://www.gov.uk/government/publications/transparency-in-supply-chains-a-practical-guide
https://www.gov.uk/government/consultations/transparency-in-supply-chains
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/831507/payment-practices-performance-reporting-requirements.pdf
https://www.gov.uk/government/collections/gender-pay-gap-reporting

Appendix 3: Process and participants

Process

Participants join projects by responding to a public call or being approached by the
Lab. An iterative approach is taken, with additional participants sought during the
project, though it is not intended that the participants represent a statistical sample.
References made to views of ‘companies’ and ‘investors’ refer to the individuals from
companies and investment organisations that participated in this project. Views do
not necessarily represent those of the participants’ companies or organisations.

Views were received from a range of UK and international institutional investors,
analysts and retail investors through a series of in-depth interviews and roundtables.
We also heard from a range of companies through FRC-led roundtables, one-to-one
interviews or roundtables with other agencies.

Participants

The Lab received a great deal of support from a wide range of organisations
throughout this project, particularly those organisations that have been working in
this area for a number of years. This assistance has been invaluable, and we thank

these organisations for giving so generously of their time.

Thank you to all of the participants for contributing their time to this project.

Companies

3i Group plc

Assura plc

BHP Group

Blancco Technology Group
BP plc

Burberry Group plc

First Group plc

Franklin Templeton

Halma plc

Howden Joinery Group plc
Ibstock plc
InterContinental Hotels Group plc
IP Group plc

ITV plc

Legal & General Group plc
Man Group plc

Mizuho International plc
Nationwide Building Society
Natwest Group plc
Polymetal International plc
Rathbone Brothers plc
Refinitiv Limited

Investors and other users

Blackrock

Brunel Pension Partnership

Castlefield Investment Partners LLP

Church Commissioners and the
Pensions Board of the Church of
England

Deborah Gilshan, Advisor, Investment

Stewardship & ESG
Federated Hermes International
Jupiter Asset Management
Legal & General Investment
Management
LGPS Central Limited
Moody's
Retail investor representatives (4)
RPMI Railpen

We would also like to thank the
following agencies for hosting
company roundtables, where the
Lab gathered further views:

Rio Tinto Group Black Sun
Shell International Limited Emperor
Smith & Nephew plc Falcon Windsor
Spirax-Sarco Engineering plc Luminous
SSE plc
Tesco plc
Thames Water Utilities Ltd
Wellcome Trust
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Explore more work of the Lab

The Lab has published reports covering a wide range of reporting The FRC does not accept any liability to any party for any loss, A

topics, including ones which are relevant to the topic of stakeholders: damage or costs howsoever arising, whether directly or indirectly,
whether in contract, tort or otherwise from any action or decision
taken (or not taken) as a result of any person relying on or otherwise
using this document or arising from any omission from it.
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