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Foreword  

In 2021, the Financial Reporting Council (FRC) published its 

Statement of Intent on Environmental, Social and Governance 

(ESG).  This update sets out areas in which there are ongoing 

challenges with ESG reporting, actions to address these, and 

the FRC’s planned activities in this area.  This update 

summarises the significant number of initiatives that the FRC 

has undertaken during the last 18 months to assist and 

support our wide stakeholder universe and drive best practice 

both in the UK and internationally.  

Much of the work the FRC has done since 2021 has been focused 

on how to best meet stakeholder needs for consistent, 

comparable, decision-useful information. We have done this by 

promoting improvements and innovation in the areas for which 

we are responsible, exploring good practice with a wide range of 

stakeholders and developing practical guidance for future 

reporting. Improving transparency on climate and wider ESG risks 

and opportunities, and related governance activities and 

behaviours, is a key priority of our ESG strategy. This is a critical 

part of the FRC’s role as an improvement regulator. 

To deliver this work in a way that draws on all of the skills that the FRC has, we have established the 

FRC ESG Group. The ESG Group is the FRC’s advisory body providing cross-FRC thinking and 

response to ESG challenges and is the author of our ESG Strategy.  Being agile is key to navigating 

the evolving ESG landscape, and the ESG Group allows us to respond more quickly and effectively 

to meet our stakeholder needs. A particular example of this approach was the release of guidance 

on the application of auditor responsibilities under ISA (UK) 720 in respect of climate-related 

reporting which the Financial Conduct Authority required following a change to its rules.  

Today’s report also outlines some of the forward-looking work that our Supervision team has done 

to encourage good practice, as well as the work of our Stewardship team which has focused on 

encouraging investors to further integrate ESG and climate factors into investment decisions. We 

are also active internationally, where we undertake key roles in global standard-setting 

organisations and partnerships seeking to deliver international ESG reporting and assurance 

solutions. Our involvement at an international level recognises the importance of global reporting 

and assurance solutions, which benefit business and leads to more effective global capital 

allocation benefitting UK investors, companies and the UK economy as a whole. The FRC continues 

to work closely with the UK Government and other UK regulators through the development of the 

Green Finance Strategy and other collaborative efforts supporting better reporting and assurance. 

 

There are a number of helpful links throughout this report, showcasing the wide range of material 

produced by the FRC on matters relating to ESG reporting and governance which I am sure you will 

find valuable when navigating what remains a challenging and evolving reporting landscape. 

 

 

 

 

 

 

 

 

Mark Babington 

Executive Director,  

Regulatory Standards 
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Key FRC ESG activities  

Outlined below are some specific activities the FRC has taken to contribute to the evolution of 

reporting, assurance and governance of ESG matters.  

Some of these activities were initiated to directly address particular ESG matters, whilst other 

activities demonstrate how the FRC is integrating ESG into all of its areas of responsibility in the 

public interest.  

The FRC will continue to act, including through developing codes, standards, and guidance, 

monitoring their effectiveness and influencing standard setters, regulators, market participants and 

other stakeholders to build a system that is forward-looking and fit for purpose. 

 

The challenges of ESG involve all of our objectives  

Setting high standards and promoting improvements and innovation in the areas for which we are 

responsible, exploring good practice with a wide range of stakeholders. 

In 2022 the FRC’s Guidance on the Strategic Report was revised to incorporate guidance on 

climate-related financial risks and opportunities, in line with the Taskforce on Climate-Related 

Financial Disclosures (TCFD) and Streamlined Energy and Carbon Reporting (SECR) requirements. 

Once the TCFD requirements came into effect, the FRC’s Supervision team conducted a thematic 

review of TCFD and wider climate-related disclosures in the financial statements of 25 premium-

listed companies, in conjunction with the FCA, the report highlighted areas of good practice and 

several areas where companies will need to raise the quality of their disclosures in future years. 

Those are just two examples of the programme of work we have conducted to assist our 

stakeholders in addressing a number of challenges, in particular, the FRC has published a number 

of thematics, guidance and examples of best practice related to ESG and related reporting: 

• What Makes a Good Annual Report and Accounts [December 2022] 

• Disclosure of net zero commitments, targets and plans [October 2022] 

• ESG data production for companies [August 2022] 

• Factsheet on climate-related matters for FRS 102 preparers [November 2021] 

• Annual Review of Corporate Reporting including findings on climate-related reporting 

[October 2021 and 2022] 

• TCFD reporting ahead of mandatory reporting [October 2021] 

• Climate-related scenario analysis in collaboration with Alliance Manchester Business School 

[October 2021] 

• Thematic Review of Streamlined Energy and Carbon Reporting (SECR) [September 2021] 

• Reporting on Stakeholder, Decisions and Section 172 [July 2021]  

• Digital reporting taxonomies for TCFD reporting, SECR, Gender Pay Gap, and other Diversity 

and Inclusion data. 

 

https://www.frc.org.uk/getattachment/d3e86b16-22b6-4aa7-a6fe-1dc83657335f/What-Makes-a-Good-Annual-Report-and-Accounts.pdf
https://www.frc.org.uk/getattachment/5055d2fc-2345-4c0c-ada5-54584d3a1c89/Net-Zero-Disclosure_-2022.pdf
https://www.frc.org.uk/getattachment/f4c2877a-c782-4426-a10d-c81d7d6a1e9b/FRC-Lab-ESG-Data-Production-Report-_August-2022.pdf
https://www.frc.org.uk/news/november-2021/frc-staff-factsheet-climate-related-matters
https://www.frc.org.uk/getattachment/99e43f6c-11be-4183-b92b-0735a5724cf6/Annual-Review-of-Corporate-Reporting-2021-2022.pdf
https://www.frc.org.uk/getattachment/99e43f6c-11be-4183-b92b-0735a5724cf6/Annual-Review-of-Corporate-Reporting-2021-2022.pdf
https://www.frc.org.uk/getattachment/09b5627b-864b-48cb-ab53-8928b9dc72b7/FRCLab-TCFD-Report_October-2021.pdf
https://www.frc.org.uk/getattachment/0d28d5e8-ff89-4028-88a8-49e837db6022/FRC-Climate-Scenario-Analysis-in-Corporate-Reporting_October-2021.pdf
https://www.frc.org.uk/getattachment/0d28d5e8-ff89-4028-88a8-49e837db6022/FRC-Climate-Scenario-Analysis-in-Corporate-Reporting_October-2021.pdf
https://www.frc.org.uk/getattachment/e3a464de-cf0a-4b5f-9000-656427a863be/FRC-SECR-Thematic-Report-2021.pdf
https://www.frc.org.uk/news/july-2021/frc-lab-publishes-report-on-reporting-on-stakehold
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.frc.org.uk%2Fgetattachment%2F5a50cd03-e209-4ac5-b95b-d91c39520acf%2FFRC-Structured-Digital-Reporting_September-2022.pdf&data=05%7C01%7CA.Mohamed%40frc.org.uk%7C31c92c61d978405024a608daff92771a%7C088c86541a5a4d839114966713172dd7%7C0%7C0%7C638103301762243686%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=Pi%2Be8tPgmyh%2BskgzkUY1p5V3oZWi%2FLjHM0fS0Ey6J0w%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.frc.org.uk%2Fgetattachment%2F5a50cd03-e209-4ac5-b95b-d91c39520acf%2FFRC-Structured-Digital-Reporting_September-2022.pdf&data=05%7C01%7CA.Mohamed%40frc.org.uk%7C31c92c61d978405024a608daff92771a%7C088c86541a5a4d839114966713172dd7%7C0%7C0%7C638103301762243686%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=Pi%2Be8tPgmyh%2BskgzkUY1p5V3oZWi%2FLjHM0fS0Ey6J0w%3D&reserved=0
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• The FRC’s annual review of corporate governance reporting in 2022, which involved the

review of 100 companies, and an enhanced focus on ESG governance and reporting.

• Navigating barriers to senior leadership for people from minority ethnic groups in FTSE 100

and FTSE 250 companies [September 2022]

• In Focus: Corporate Purpose and ESG [April 2022]

• FRC Creating Positive Culture: Opportunities and Challenges [December 2021]

• Research on modern slavery reporting practices in conjunction with the Anti-Slavery

Commissioner and Lancaster University [April 2022]

• FRC Board Diversity and Effectiveness in FTSE 350 Companies [July 2021]

We have integrated ESG considerations across all our supervisory activity. For all audits we 

inspected, we reviewed the audit team’s consideration of climate change in their risk assessment 

procedures, and included in the listed companies reports and accounts TCFD disclosures and the 

impact of climate on the financial statements. In addition, 

• We performed a second review of the firm-wide practices that support the role of the

auditor in considering climate related risk, and issued a letter to the seven largest audit firms

outlining the observations and findings

• We reviewed firms’ policies and procedures around the identification and consideration of

ESG risks in acceptance and continuance decisions for audit clients. We performed

independent research to assess the sufficiency of the firms’ considerations of ESG factors for

a sample of new and continuing audit clients.

• Reviewed the professional bodies ESG content within their professional qualification and

CPD and audit inspection procedures for ESG

Contributing to a co-ordinated international approach to climate and environmental issues 

The FRC has been supporting international efforts towards a common international framework for 

sustainability disclosures and welcomed the establishment of the International Sustainability 

Standards Board (ISSB) in 2021. We issued comprehensive responses to the ISSB’s first two 

Exposure Drafts; IFRS S1 General Requirements for Disclosure of Sustainability-related Financial 

Information and IFRS S2 Climate-related Disclosures in June 2022 and have had regular 

engagement with the ISSB. We will be represented on the ISSB’s Sustainability Standards Advisory 

Forum. 

The FRC also works closely in support of the projects underway by the IAASB and IESBA to develop 

international ethical, independence and assurance standards to support high-quality and consistent 

ESG reporting and assurance, using frameworks which underpin public confidence. We recognise it 

is important these frameworks can be used regardless of who the provider is to ensure that this 

work is carried out to consistently high standards. In addition, the FRC is co-leading IFIAR’s 

Sustainability/ESG task-force. 

All our published work can be found on our ESG web page. 

https://www.frc.org.uk/getattachment/6a896f6b-8f4a-4a19-8662-f87a269ffce3/Review-of-Corporate-Governance-Reporting_-2022.pdf
https://www.frc.org.uk/getattachment/35607f19-d045-4270-a0a6-e6d2647a03ce/Navigating-barriers-to-senior-leadership-for-people-from-minority-ethnic-groups-in-FTSE-100-and-FTSE-250-companies.pdf
https://www.frc.org.uk/getattachment/35607f19-d045-4270-a0a6-e6d2647a03ce/Navigating-barriers-to-senior-leadership-for-people-from-minority-ethnic-groups-in-FTSE-100-and-FTSE-250-companies.pdf
https://www.frc.org.uk/getattachment/Directors/Corporate-Culture/FRC-In-Focus-Corporate-Purpose_April-2022.pdf
https://www.frc.org.uk/getattachment/9fc6c466-dbd2-4326-b864-c2a1fc8dc8b6/FRC-Creating-Positive-Culture-Report_December-2021.pdf
https://www.frc.org.uk/news/april-2022/frc-publishes-ground-breaking-report-which-finds-b
https://www.frc.org.uk/news/april-2022/frc-publishes-ground-breaking-report-which-finds-b
https://www.frc.org.uk/getattachment/3cc05eae-2024-45d8-b14c-abb2ac7497aa/FRC-Board-Diversity-and-Effectiveness-in-FTSE-350-Companies.pdf
https://www.frc.org.uk/getattachment/bf69c105-35b7-45ac-b866-8b5220526449/Head-of-Audit-climate-letter.pdf
https://www.frc.org.uk/getattachment/bf69c105-35b7-45ac-b866-8b5220526449/Head-of-Audit-climate-letter.pdf
https://www.frc.org.uk/frc-esg-work-and-climate-reporting
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What’s Next 

Working closely with our stakeholders, the FRC’s ESG strategy will continue to develop as we 

respond to the changing regulatory and reporting landscape. We will also continue to be agile and 

react quickly to new demands for guidance and clarity to enhance better quality reporting and 

assurance 

Some key areas of focus over the coming year include the following: 

 

 

With the first phase of our project on ESG Data now complete we are focusing on 

developing guidance and best practice on the distribution and consumption of ESG data, 

examining how ESG data is communicated to the market and how investors, regulators 

and other stakeholders engage with and consume ESG data to meet their needs.  

 

 

As reporting requirements continue to evolve, materiality is a powerful tool in ensuring 

disclosures remain relevant and provide decision-useful information to investors. We are 

currently examining how companies develop, assess and use materiality to consider how 

enhancements to materiality processes could be made, to ensure that companies are able 

to report in a way that provides stakeholders with relevant and decision useful 

information, rather than ever longer reports. 

 

 

Demand from stakeholders continues to increase the focus on how Environmental, Social 

and Governance (ESG) matters can affect companies’ financial position and performance, 

and the associated risks that they face.  FRS 102 preparers continue to face challenges as 

new reporting requirements emerge. To help preparers meet those challenges we will 

update our guidance on Climate-related risks for FRS 102 preparers. 

 

 

In addition, we will be providing a further comprehensive update to the Guidance on the 

Strategic Report to capture changes in requirements including new narrative reporting 

requirements, other changes to the existing non-financial reporting framework and where 

necessary any sustainability reporting arising from developments in the Sustainability 

Disclosure Requirements. 

 

 

Later in 2023, the FRC will build on the very well received thematic reviews of TCFD 

disclosures and climate reporting in the financial statements of UK listed companies by 

publishing a further thematic report focused on metrics and targets for four key 

industries, as part of our response to the work of the Transition Plan Taskforce (TPT), 

launched by HM Treasury in April 2022, to develop a common framework for developing 

and reporting climate transition plans. 



FRC | FRC ESG Update | 2023 6 

 In revisions to the Technical Actuarial Standards, the FRC will introduce requirements 

for actuaries to take account of climate and other ESG related risks in their work. 

 

 

The FRC will continue its review of corporate governance reporting. In 2023 we will be 

undertaking a revision of the UK Corporate Governance Code, in a way that recognises the 

growing importance of ESG reporting and their importance to the work of company boards. 

 

 

As part of assessing applicants as signatories to the Code the FRC Stewardship team 

continues to assess how investors integrate material ESG issues into their investment 

management activities, as part of the annual assessment programme for signatories to the 

Code. 

As you would expect there remain increasing expectations around audit and assurance work 

on climate-related risks. The FRC’s programme of audit quality inspections will continue to 

pay particular attention to the auditor’s wo rk on climate-related risks, including the linkage 

between the audited financial statements and climate-related disclosures elsewhere in the 

Annual Report. This work will be supported by targeted thematic work including on hot     
reviews (in-flight reviews), where we will look at how and to what extent these reviews        
consider ESG matters.   

 

 

In further Supervisory work the PIE (Public Interest Entity) Audit Registration team will 

consider identifying PIEs with significant environmental risk and monitoring whether the 

respective senior statutory auditor has completed appropriate and relevant training. 

 

 

The FRC hopes that this update not only reminds its stakeholders of its commitment to 

produce helpful and relevant material with regard to ESG reporting and assurance. We 

also continue to engage both in the UK and internationally to ensure that our work and 

the development of policy meets the needs of our stakeholders as they navigate all of the 

requirements of decision relevant ESG and Climate reporting required by global capital 

markets.  
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