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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 company should not be 
considered an evaluation of that company’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:  
financialreportinglab@frc.org.uk. 
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Quick read
A need for disclosure

Companies seek to seize and deliver on opportunities that create long-term value 
that are aligned to their purpose. But every opportunity and every action (or inaction) 
has an associated risk. Investing is as much about assessing the risk as the related 
opportunity. This means that all organisations have a story to tell on these topics to 
investors, regulators and other stakeholders. But is this story clear, is it connected and 
does it reflect the organisation’s processes?

Connected reporting

This is not the first time that the Lab has specifically looked at the connected areas of 
risk, uncertainty, opportunity and viability, and in fact many of our projects indirectly 
cover these areas. We find that there remains a gap between the information users 
want and the disclosures that organisations provide. This disclosure gap looks set 
to widen with climate-related uncertainty and an increased demand for enhanced 
Environmental, Social and Governance (ESG) reporting*.

Time to close the gap

Our discussions with companies have shown that the COVID-19 pandemic has, 
for many companies, led to a more interconnected approach to navigating risks 
and opportunities. This new approach is supported by dynamic consideration of 
uncertainty and longer-term scenario and stress testing. Whilst many companies 
are beginning to change and improve the way they manage risk, uncertainty 
and opportunities, this is not always translating into useful disclosure. Investors 
commented that companies generally communicate opportunities well. However, 
it is the integration of opportunities and risks and in providing a comprehensive 
understanding of the risks where company disclosures are not meeting their needs. 
The focus of this report, therefore, is on the components of information that investors 
want to see. It provides examples of company disclosure elements that have more 
closely addressed these needs. 

Investor needs

The graphic summarises the key areas identified about which investors seek 
information relating to risks, uncertainties and opportunities. 

Quick read

* The FRC published its statement of intent on ESG challenges in July 2021. 

What information do investors want to understand?

Reporting on risks, uncertainties and opportunities

Governance and processes

Nature

Context
Connection to 

macro and micro 
environment/

trends

Form
Categorisation 
(by type, theme 
or time period)

Who        What        How        When

Scenarios considered        Robustness        Link to company narrative

Importance
Priority, likelihood 

and impact, viability

Linkage
Connection to purpose, 

strategy, business model, 
KPIs and longer-term 
resilience and viability

Response
Risk appetite, 

mitigating activities, 
actions and their 

evolution

Approach

Scenarios and stress testing

https://www.frc.org.uk/news/july-2021/frc-outline-necessary-action-for-effective-esg-rep
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Investors seek information relating to risks, uncertainties and opportunities that 
contributes to their understanding of a company’s business model, longer-
term strategy, resilience and viability. There is an interrelationship between risks, 
uncertainties and opportunities and this may change due to internal and external 
factors. These factors should be identified and considered for appropriate responses 
to be taken.

Investors want information that builds their understanding of:

• Governance and processes – Before understanding the nature of the risks, 
uncertainties and opportunities, investors want to understand how the board and 
management identifies, monitors and manages these areas and responds in an 
agile way. This is useful to build a picture of a company (especially when investors 
might be new to a company) and helps to build confidence in management.

• Nature – Investors want to build their knowledge of the risks, uncertainties and 
opportunities through disclosure addressing:

– Context: what is the company’s market position and how does it view macro and 
micro trends and themes? 

– Importance: how does it fit within the company’s plans, how big is it, what is the 
likelihood and what priority attaches to it?

 
– Form: how does the company identify and classify the risks, how do the risks 

align or connect with the opportunities and the wider company narrative and 
reporting?

 
• Approach – Investors want to understand how management are responding to the 

risks, uncertainties and opportunities. This requires information about: 

– Linkage: to the wider strategy, business models and metrics that allow the 
monitoring of risks and opportunities.

– Response: what is management tangibly doing to mitigate the risk (where 
relevant) and take forward the opportunity, what have they already done, what 
will they do in the short, medium and long term and how does this affect wider 
viability and resilience?

• Scenarios and stress-testing – Investors want to understand more fully 
what is on the company’s horizon and how this is integrated into the risk and 
opportunity process. They seek to understand how uncertainty impacts the risks 
and opportunities and how scenarios provide insight into the range of possible 
futures. Scenarios are only truly useful if they are company-specific and incorporate 
information consistent with that provided elsewhere. Investors want to know that 
such exercises are conducted by the company and whether and how they influence 
its strategic decisions and, ultimately, its business model.

Challenge

Many companies have evolved their internal processes and conversations around risks, 
uncertainties and opportunities, and these are becoming more integral to strategy and 
operations. However, our conversations with investors have highlighted that external 
reporting does not, at present, adequately report this.

This is, and will continue to be, a challenge for companies, specifically their risk 
functions. This report highlights examples of where more consistent reporting of risks 
and related uncertainties and opportunities is beginning to emerge. We challenge 
companies to reflect this progress in their disclosures and make risk and opportunity 
reporting a key part of their strategic narrative.

Regulatory context

Recent corporate failures have driven a range of conversations on the regulatory 
framework. To this end, the Department for Business, Energy and Industrial Strategy 
(BEIS) recently concluded a consultation on ‘Restoring trust in audit and corporate 
governance’. The reform programme aims to strengthen trust in company reporting, 
and many of the considerations covered in this report are key to that aim. 

This report was written before the finalisation of the reform process and therefore 
reflects the regulatory environment as at release (see Appendix 1). That being 
said, our conversations with investors and preparers were far-reaching. Where we 
received investor and company views on topics related to resilience and other topics 
mentioned in the BEIS consultation, we have included these within this report. 

https://www.gov.uk/government/publications/restoring-trust-in-audit-and-corporate-governance
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Companies seek to seize and deliver on opportunities that create long-term value 
that are aligned to their purpose. But every opportunity and every action (or inaction)  
has an associated risk. Investing is as much about assessing the risk as the related 
opportunity. Investors have always been interested in the risks that companies 
face and the impact of those risks on longer-term viability and business models. 
This interest was brought into sharp focus with the 2008-09 financial crisis where 
the management and assessment of risk and viability were shown to be lacking. 
Regulators responded by enhancing risk and viability reporting requirements. The 
COVID-19 pandemic has created an opportunity to reassess how risks are considered 
and reported. Through our outreach, investors commented that companies generally  
communicate opportunities well. However, it is the integration of opportunities and 
risks and in providing a comprehensive understanding of the risks where company 
disclosures are not meeting their needs.

Investors look for principal risk and uncertainty reporting that is specific to the 
company and that avoids boilerplate disclosure and jargon. Investors seek to 
understand both the principal risks and uncertainties identified by the company and 
how these are being managed. They gain confidence in management when such 
reporting is linked to the business model, shows any changes in risk year-on-year 
and gives some indication of potential impact. They want to understand how the risk 
management framework and mitigation tool kit have adapted and changed in the 
face of the COVID-19 pandemic and how those changes more effectively equip the 
company for an uncertain future. They also need to understand how and where these 
uncertainties might impact the company and the opportunities and the risks relevant 
to the company’s future.

Uncertainty

Uncertainty is key in any discussion of risks and opportunities. It is relevant in two 
ways – firstly, in the consideration of the principal ‘uncertainties’ the company faces, 
which form part of the principal risks and uncertainties reporting requirement (see 
Appendix 1); and secondly, there may be specific types of uncertainty, such as an 
estimation, event or timing and action uncertainty that are inherent in the risks and 
opportunities themselves. 

Better disclosure would help investors to understand the most relevant uncertainties 
the company faces, for example through a consideration of these uncertainties in a 
scenario analysis context, and how the company’s risks and opportunities are affected 
by inherent uncertainties. 

The following types of uncertainty were specifically identified in our discussions with 
companies:

• Estimation uncertainty – Many companies use models and estimates to help 
value assets and liabilities, identify potential impacts and provide some directional 
guide to management. Estimates and models by their nature are subject to 
uncertainty and this is especially the case where a range of assumptions would 
have been acceptable. Where such uncertainty exists, investors want to understand 
what the key assumptions are, what process management has to monitor the 
appropriateness of the assumptions and how changes might impact the outcome. 

• Event uncertainty (sometimes referred to as Black Swan events) – This is 
the uncertainty of large and divisive events that could not be predicted (or were 
deemed highly unlikely to emerge). Examples range from the COVID-19 pandemic, 
to a sudden emergence of a new, disruptive technology. Where such uncertainty 
exists, investors want to understand a company’s process for identifying such 
events and how that connects with the ability to respond in the short term, and the 
company’s resilience over the longer term.

• Timing and action uncertainty – This is the uncertainty that results from an 
inability to control all actions or the timing of such actions (and reactions). Examples 
include the negotiations around the UK’s exit from the EU, or changes to the 
competitive landscape. Where such uncertainty exists, investors want to understand 
the company’s key actions and how these flow through to strategy.

What information do investors 
want to understand?

What information do investors want to understand?

“Without downside, there is no upside” Investor
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Whilst companies are often uncomfortable disclosing the uncertainty they face, it should 
be considered as part of the whole annual report. Disclosures around uncertainty are not 
standalone as they connect elements of strategy, risk, viability and resilience.

The graphic summarises the key information that investors told the Lab they want to 
understand, and which companies should consider reporting. It builds on the work 
conducted in the Lab’s 2017 Risk and Viability report and introduces some ‘new’ areas 
raised by investors. However, it is clear that issues identified in 2017 remain relevant.
 
This report is divided into four broad areas, reflecting what information investors want 
to understand about risks, uncertainties and opportunities: 

• Governance and processes: which provides an overview of the risk management 
structures and processes that investors value;

• Nature: which looks at the characteristics of the information investors want to see; 

• Approach: which highlights the information needs associated with the actions taken 
to address risks, uncertainties and opportunities and how these impact on other 
areas of a company’s reporting; and

• Scenarios and stress testing: which looks at how risks, uncertainties and 
opportunities are reflected in the various scenarios and stress tests conducted  
by a company.

Risk, opportunity and the code

The UK’s Corporate Governance Code 
recognises that the board is central in 
identifying, monitoring and managing 
risks and opportunities. The Code (and 
guidance) identifies a number 
of elements that a company can 
consider to manage risk and 
opportunities, including:

• the identification of emerging risks;
• the integration of risks and prospects 
 over the longer-term into consideration 

of organisational viability; and
• the need for risk management 

frameworks and controls, including a 
regular assessment of both.

Investors value disclosures that support 
their assessment of these key elements 
of governance.

What information do investors want to understand?

Reporting on risks, uncertainties and opportunities

Governance and processes

Nature

Context
Connection to 

macro and micro 
environment/

trends

Form
Categorisation 
(by type, theme 
or time period)

Who        What        How        When

Scenarios considered        Robustness        Link to company narrative

Importance
Priority, likelihood 

and impact, viability

Linkage
Connection to purpose, 

strategy, business model, 
KPIs and longer-term 
resilience and viability

Response
Risk appetite, 

mitigating activities, 
actions and their 

evolution

Approach

Scenarios and stress testing

https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
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 Governance and processes 

Risk management is only as effective as the processes that underpin it and the 
governance structures in place to oversee it. Investor participants want certainty that 
appropriate and effective processes and structures are in place. They also seek clarity 
regarding the agility and dynamic nature of these to respond quickly to internal and 
external factors, such as the effects of the COVID-19 pandemic.

‘Who’ and ‘What’

Reporting ‘who’ is responsible for ‘what’ in the context of risk management is useful to 
illustrate accountability for, and management of, different risks within a company. This 
can be linked to the role of the board and its committees to illustrate how the entire 
structure is intended to function.

Providing insight into what the board (or delegated entity) has been presented 
with shows the areas of focus for the different divisions of the company and how 
these have been considered by senior management. For example, a number of 
companies discuss bottom-up and top-down approaches to risk management. Better 
examples provide detail regarding the functions involved in both and their oversight 
responsibilities.
 

‘How’ and ‘When’

Understanding who and what is being monitored is only truly useful in the context 
of how the process is undertaken.

This may include information about the responsibilities of different groups within 
the structure, for example the board being responsible for setting and applying the 
company’s risk appetite and the Risk Committee examining the outcome of the work 
of internal risk management teams and reporting this to the board and others. 

“When it comes to risk processes (most companies) have the paints, 
they are just not painting the picture” Investor

From mitigation to agility 

The COVID-19 pandemic illustrated the need for agility in the way companies 
responded to the difficulties they faced. In many interviews we conducted, companies 
explained how their risk management process had changed in response to the 
COVID-19 pandemic. Changes included more frequent meetings, additional ‘board 
time’ and focus and, in some instances, a shortening of the decision-making chain. 
Reporting these changes externally allows investors to gauge how responsive and 
agile a company can be when facing difficult situations in the future. This reporting 
should include whether and how such changes influence existing practice or are likely 
to be incorporated on a longer-term basis (if at all). 

Investors want to understand:

• What relevant governance structures and processes are in place.

• How effectively these have functioned.

• How quickly a company can modify these to react to external factors.

Helping investors to understand

What relevant governance structures 
and processes are in place.

How effectively these have functioned.

How quickly a company can modify 
these to react to external factors.

Extract

Croda International plc

International Airlines Group plc 
Coca-Cola European Partners plc

International Airlines Group plc 
Coca-Cola European Partners plc
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Croda International plc
Annual report and Accounts 2020 page 45

What is useful?
Croda clearly identifies what is being monitored 
including current risks (differentiated by category) 
and emerging risks. The frequency of the meetings 
of the various groups and the actions taken is also 
specified, as is the link between the risk structure, 
risks assessment and the risks themselves.

https://www.croda.com/en-gb/investors/annual-report
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International Airlines Group
Annual Report and Accounts 2020 page 78

What is useful?
IAG details the board and its delegates’ responsibility in the management of risks. 
In addition to discussing the risk structure in place, it also identifies the specific 
changes made in response to the pandemic, their effectiveness and the speed with 
which such modifications can be made and related benefits of these identified 
to date.

Coca-Cola European Partners plc
2020 Integrated Report and Form 20-F page 51

What is useful?
CCEP uses a case study to illustrate its approach to managing the risks associated 
with the COVID-19 pandemic. It identifies new teams created and adjustments made 
to established teams and their processes, in addition to the actions taken by the 
company.

https://www.iairgroup.com/~/media/Files/I/IAG/annual-reports/iag-annual-reports/en/iag-annual-report-and-accounts-2020.pdf#page=80
https://s24.q4cdn.com/897379916/files/doc_financials/2020/ar/updated/CCEP-2020-Integrated-Report.pdf#page=27
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 Nature 

Context

External factors 
A significant component of risk management involves monitoring factors, many of 
which are external to the company, that may impact the company and its operations.

Investors are interested in the company’s view of macroeconomic, geopolitical and 
industry-wide risks as this provides insight into its view of the economic and political 
landscape. Using these views, in conjunction with their own insights, investors are 
able to formulate a more complete picture of the environment in which the company 
operates and how it is responding. Where relevant, a discussion of the opportunities 
and connected risks identified and whether and how the company plans to exploit, 
manage and mitigate these adds to investors’ understanding of the company.
 
Link to horizon scanning and scenario planning 
Scenario reporting should provide insight into a company’s horizon scanning process 
and the effectiveness of its risk identification approach. Reporting of scenarios is 
further discussed later in this report. Investors are interested in how companies 
determine when emerging risks and uncertainties are ‘escalated to’ principal risks 
and whether any potential opportunities are identified and exploited.

Investors want to understand how the external environment has been considered in 
the various scenarios reported by companies. Of particular importance is information 
that allows them to understand the potential downsides associated with external 
factors considered in the scenarios.

Investors want to understand:

• The company’s view of the macroeconomic, microeconomic and geopolitical 
environment and the industry-wide risks and uncertainties faced.

• How the company monitors external factors and how they are incorporated into 
scenario analysis and planning for the future.

Responding to the COVID-19 pandemic

The COVID-19 pandemic brought with it significant business disruption, both 
domestically and internationally. Governments responded with increased business 
support measures. The business landscape and working conditions changed 
overnight and many companies had to adapt quickly to unprecedented levels 
of disruption. 

Changes to the environment exposed companies to different and sometimes 
unexpected risks (for example, not many companies foresaw having to consider 
the risks associated with the majority of their workforce working from home). 

In 2020, the Lab produced a series of reports that identified what information 
investors sought from companies responding to the COVID-19 pandemic. These 
focused on the key areas investors sought information on, specifically related to 
resources, action and the future and how companies could enhance their reporting 
on going concern, risk and viability.

Helping investors to understand

The company’s view of the 
macroeconomic and geopolitical 
environment and the industry-wide 
risks and uncertainties faced. 

How the company monitors external 
factors and how they are incorporated 
into scenario analysis and planning for 
the future.

Extract

Rolls-Royce Holdings plc

Taylor Wimpey plc

https://www.frc.org.uk/investors/financial-reporting-lab/publications
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Rolls-Royce Holdings plc
Annual Report 2020 page 14

What is useful?
Rolls-Royce not only provides its view of the trends evident in 
its industry, but also illustrates how such general circumstances 
have specific impacts on its divisions.
 
Further detail is provided regarding the market environment for 
each of its divisions, which is linked to the respective risks and 
opportunities.

https://www.rolls-royce.com/~/media/Files/R/Rolls-Royce/documents/annual-report/2020/2020-full-annual-report.pdf#page=16
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Taylor Wimpey plc
Annual Report and Accounts 
2020 page 8

What is useful?
Taylor Wimpey identifies specific 
aspects of the market environment 
and why they are important to the 
company with the ‘2020 backdrop’ 
illustrating current conditions. 

The company describes the expected 
impact over the short and long 
term (and links to principal risks), 
providing an indication of longer-
term planning. 

https://www.taylorwimpey.co.uk/corporate/investors/2020-annual-report
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Importance

Assessment and changes
A company’s assessment of the risks, uncertainties and opportunities it faces provides 
invaluable insight to investors regarding how the board is considering these. It is vital 
that risk reporting is company-specific, as this will assist investors to make informed 
decisions regarding the potential impacts on the company’s business model. 

Investors are only interested in issues that are material to the company. ‘Laundry 
lists’ that indicate all risks and uncertainties faced by the company are not useful. 
Instead, an explanation of why the risks identified are material and some explanation 
of the threshold (or thresholds) applied for items to move into or out of the principal 
risks and uncertainties is helpful – these could be qualitative or quantitative factors. 
Understanding this movement is also key. Companies that include generic risks in 
their reports obscure the information that is most valuable to investors.

Indicating the priority or ranking of risks, and the likelihood and impact of risks and 
uncertainties, provides additional insight into the environment in which the company 
operates. Some investors said that they value the ranking of principal risks and 
uncertainties, as this allows them an understanding of the areas of focus and potential 
concern for management and the board. Others stated that an explicit ranking was 
not necessary, but it should be clear what areas have been a particular focus for the 
board. For clarity, it is important for companies to indicate whether the order in which 
risks are presented is relevant i.e., whether they are presented in order of significance. 
If nothing is said otherwise, investors presume this to be the case. 

Where companies do rank risks, some present their rankings numerically in the risk 
table and others use risk matrices. Ranking changes should be consistent with any 
changes to, or trends in, the risks reported.

Likelihood and impact
Discussion of the likelihood and impact of risks is of particular interest to investors. 
They want to understand the potential downsides associated with the risks and 
uncertainties, but also any opportunities that have been identified during the process. 

Some investors would like to see quantification of principal risks (where possible) 
and more granular detail regarding what part of the company or group is likely to 
be impacted, for example, by specifying the segment or business unit likely to be 
impacted and its relative size.

Investors expressed no preference between reporting of risks gross or net of 
mitigations, but companies should be clear which is being reported.

Investors want to understand:

• The company’s assessment of the importance of the risks, uncertainties and 
opportunities faced, and why it has changed.

• The likelihood and impact of the risk, uncertainty or opportunity.

• Whether the risk or uncertainty has been considered as part of the company’s 
viability assessment.
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A step ahead: reporting using time horizons

As many companies prepare to report in line with the Task Force on 
Climate-Related Financial Disclosures (TCFD) recommendations under new listing 
rule requirements, the reporting of information over multiple time horizons 
is becoming more prevalent. This provides an opportunity for companies to 
integrate ‘risk reporting’ with longer-term viability and business model resilience 
reporting to provide investors with a more holistic view of management and the 
board’s understanding of and planning for the longer term. 

We expect that this move towards a more time-focused reporting framework 
will lead to companies experimenting with different and more innovative ways 
of reporting. Next provides an interactive spreadsheet model to project key 
aspects and assumptions out to 15 years. This interactive approach allows users 
to understand the cumulative impact of trends over the longer-term. This type of 
reporting may become a crucial tool in communicating the long-term prospects 
and business cases for a company.

Helping investors to understand

The company’s assessment of the 
importance of the risks, uncertainties 
and opportunities faced, and why it has 
changed.

The likelihood and impact of the risk, 
uncertainty or opportunity.

Whether the risk or uncertainty has been 
considered as part of the company’s 
viability assessment.

Extract

TUI AG
Spirax-Sarco Engineering plc

TUI AG
Croda International plc

Croda International plc

Viability
There is scope for additional linkage between likelihood and impact disclosure 
and other reporting. Potential impact on the company’s business model, viability 
and resilience is of interest to investors, especially in terms of the effectiveness of 
mitigating activities and other measures put in place to cope with events that may not 
be ‘mitigatable’ or are considered to be low likelihood but high impact (for instance 
the COVID-19 pandemic).

Where principal risks are included in scenario and stress testing for the purposes of 
the viability statement, clearly indicating this (through use of a symbol, for example) 
and the assessed impact of the individual or group of risks is useful.
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Common reporting techniques

Given the vast amount of information to be reported, companies have sought the 
most effective and efficient reporting formats for risks. The two that are used most 
commonly (either one or both) are risk tables and ‘heat maps’. 

• Risk tables: Risks and uncertainties are most commonly presented in a tabular 
format. This format is useful as it allows for other information to be presented 
clearly alongside the risk information itself. 

• ‘Heat maps’: Many companies make use of a graph that primarily depicts the 
likelihood and impact of their principal risks. In addition to mapping the current 
year estimated impact and likelihood of risks and uncertainties, movements from 
the previous year can be depicted and the relative significance of the items can be 
identified. 

Both have advantages and disadvantages from an investor perspective and both 
could be more useful in meeting investor needs. To be truly effective, companies 
should provide explanatory narrative (as information is not always precisely depicted) 
and quantify information provided within both of these reporting forms. 

A step ahead: Opportunities for digital

The Lab’s recent work on Video and Virtual and Augmented Reality has 
shown that modern communication technologies are increasingly providing 
investors and other stakeholders with an opportunity to engage differently 
with company reporting. Whilst often such tools are used to communicate 
strategy or wider ESG topics, there is also an opportunity to communicate risks 
and mitigating activities. Digital visualisation tools allow users to gain insight 
into a risk that might be difficult to communicate using more traditional two-
dimensional charts, graphs and heat maps.

Beazley plc
New world, new risks: How are businesses’ attitudes to risk & resilience 
changing? page 2

What is useful?
Whilst not used in an annual report context, this risk matrix provides an example 
of how the relationship between risk and resilience can be depicted. 

https://www.frc.org.uk/getattachment/2edf7e00-3ce6-4fd4-bc6c-8258b126f97f/Video-in-corporate-reporting-AV2.pdf
https://www.frc.org.uk/getattachment/e1e6befb-d635-4284-a022-2354a04d5873/VR-and-AR-in-corporate-reporting-1702.pdf
https://f.hubspotusercontent00.net/hubfs/6855153/Reports/Risk%20and%20Resilience/beazley-risk-&-resilience-client-report-2021.pdf#page=3
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TUI AG
Annual Report 2020 page 37

What is useful?
TUI shows not just the current principal risks but also how they compare to 
wider macro risk. The company also shows its target for the risk, which includes 
mitigations and other actions.

https://www.tuigroup.com/damfiles/default/tuigroup-15/en/investors/6_Reports-and-presentations/Reports/2020/TUI_GB20_Gesamt_Englisch_geschuetzt.pdf-291242015c777df3b4485ed846e40048.pdf#page=37
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Spirax-Sarco Engineering plc
Annual Report 2020 page 62

What is useful?
Spirax-Sarco has used its ‘risk table’ to identify 
individual risk appetites and the company’s 
rationale for such ratings.

Spirax-Sarco provides a description of the 
reasons for any changes (emphasised) to the 
significance of the risk. The identification of the 
risk sponsors highlights accountability within the 
company’s risk management framework.

https://www.spiraxsarcoengineering.com/sites/spirax-sarco-corp/files/2021-04/2020-annual-report.pdf#page=64
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Croda International plc
Annual report and Accounts 2020 page 47

What is useful?
Croda links risks to its business model and strategy while explaining 
the importance of this link. It also sets out the responses to the risk, 
including examples of actions taken during the period and whether 
there was any impact of COVID-19.

https://www.croda.com/en-gb/investors/annual-report
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Form

Categorisation
Grouping risks by themes or categories provides investors with insights into how 
management and the board consider and manage risks. This allows for external 
evaluation of the risks and how these are considered within the context of a 
company’s business model and strategy.

Groupings could include: strategic, operational, financial, internal or external risks. 
Investors value categorisation of company-specific and general (industry-wide) risks as 
this allows them to compare companies more easily.

Linking to other areas of the report
Categorisation has many potential benefits in terms of linking of information through 
a company’s annual report.

Effective grouping and categorisation may lead to better and more consistent 
reporting of:

• The impact on a company’s business model, strategy and, longer-term viability: 
 This impact can be presented in a more connected way across the report.
 
• Mitigating actions and strategies: These often apply to several risks rather than to 

single risks. Collective explanations are more succinct and provide greater insight 
into how risks are being mitigated on a collective basis. 

Risk cascade
One event or sequence of events can have an impact on a number of areas of a 
company and its operations and, therefore, the risks that it faces. This is something 
that multi-factor scenarios within the viability statement consider to an extent. 
However, information about such ‘risk cascades’ is often missing from the disclosures 
on the risks themselves even though there is a direct link to the company’s risk 
appetite, mitigations and the likelihood and impact of the interrelated risks.

Investors want to understand:

• What category of risk or uncertainty the company faces, for example, internal, 
 external, strategic, operational or financial. 

• How a company’s classification of risks links to other areas of the report. Helping investors to understand

What category of risk or uncertainty the company faces, for 
example, internal, external, strategic, operational or financial. 

How a company’s classification of risks links to other areas of 
the report.

Extract

Henkel AG
Essentra plc

PageGroup plc

PageGroup plc
Annual Report and Accounts 2020 page 42

What is useful?
PageGroup shows how principal risks are considered in the context of the company’s 
strategy, providing the link between risks and strategy.

https://www.page.com/sites/page-group/files/2020-12/annualreport-2020-v1.pdf#page=46
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Henkel AG
Annual Report 2020 pages 154 and 155 and page 164

What is useful?
Henkel uses its risk categorisation to illustrate the assessment 
of the likelihood and impact of the risks.

Using these categories, it also identifies opportunities and 
provides further detail such as the estimated impact for the 
company.

https://www.henkel.com/resource/blob/1155324/5d168eea1237173607cc22cc0fefd353/data/2020-annual-report.pdf#page=155
https://www.henkel.com/resource/blob/1155324/5d168eea1237173607cc22cc0fefd353/data/2020-annual-report.pdf#page=165
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Essentra plc
Annual Report 2020 
pages 52, 55 and 58

What is useful?
Essentra clearly defines the  
categorisation of its risks. These 
categories are used consistently 
throughout the risk section, 
including the risk map and in the 
description of each risk. Emerging 
risks are clearly provided and 
contextualised and the specific 
actions taken as mitigations in the 
year are indicated.

https://www.essentraplc.com/-/media/essentra/results/2021/ar/essentra-ar-2020-final-interactive-pdf-strategic-and-governance.pdf
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 Approach 

Linkage

Impacts and context 
Consistent reporting is important to investors and the information they are presented 
with should form part of a coherent package that is easy to digest and supports 
decision-making. Unfortunately, in many instances, risk reporting is a standalone 
section of the annual report. There are several areas where investors expect overlap to 
exist and where disclosure would be useful.

The Lab has considered business models a number of times, including in the Business 
model report and implementation study. These reports suggested that the business 
model or strategy is the base from which to link other parts of the annual report – not 
the principal risks. Therefore, a company should show how principal risks link to these 
areas.

In our discussions with companies, it was noted that, as a result of the COVID-19 
pandemic, the risk function and risk-related discussions were receiving greater 
emphasis at several levels, including at the board level.

Investors, too, highlighted a slightly different focus as a result of the COVID-19 
pandemic – the principal risks were often the starting point when analysing a 
number of company reports. In other words, a ‘risk report outwards’ approach was 
followed. Reporting should clearly identify and explain how the external and internal 
environment and the associated risks, uncertainties and opportunities affect the 
company’s business model, strategy and viability. Links to company decisions and KPIs 
provide a more integrated picture of the company.

Our discussions identified many instances where companies’ external reporting did 
not adequately reflect the extent and quality of their internal processes and activities. 
Investors reiterated that the annual report is their primary source of information 
regarding risk reporting. They also noted that, given the challenges faced over the 
COVID-19 pandemic, they would expect companies to reflect on any changes made 
to processes or a discussion on how effectively existing processes helped in times 
of stress. 

Viability statements
Through our discussions with companies (for this report as well as the 2017 report), 
it was clear that the introduction of the viability statement led to enhanced internal 
processes and discussions relating to ‘viability’ and the assessment of risks (particularly 
those that relate to liquidity and solvency).  

However, in many instances, these processes and discussions are not reported 
externally. Investors still consider the information reported in many viability 
statements to be too generic and short-term in nature to support effective 
stewardship and decision making. 

Unfortunately, the viability period selected is often inconsistent with other time 
horizons used elsewhere, including strategic and business cycles, debt repayments, 
lease periods, goodwill impairment, capital investment periods and technology 
development periods.

Investors want to understand:

• Impacts in the context of a company’s business model, strategy and purpose and 
whether and how key performance indicators (KPIs) and other metrics are tailored 
accordingly.

• The company’s assessment relating to its viability using more company-specific 
information that relates to longer time periods. 

https://www.frc.org.uk/getattachment/4b73803d-1604-42cc-ab37-968d29f9814c/FRC-Lab-Business-model-reporting-v2.pdf
https://www.frc.org.uk/getattachment/4b73803d-1604-42cc-ab37-968d29f9814c/FRC-Lab-Business-model-reporting-v2.pdf
https://www.frc.org.uk/getattachment/43c07348-e175-45c4-a6e0-49f7ecabdf36/Business-Models-Lab-Implementation-Study-2018.pdf
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Investors want to understand whether the longer term is being considered and 
any threats are being discussed. They want to understand whether and how such 
discussions are being incorporated into scenarios developed and whether and how 
the company’s business model is being adapted (or may be adapted) in response 
to these. 

This is most effectively achieved through linking of principal risks (and their related 
mitigations) to the viability statement, most commonly to the scenarios discussed 
therein. 

In the current environment, investors value a statement confirming that a company is 
‘viable’, but the statement in isolation is not sufficient – information is needed to allow 
for investors to conduct this evaluation for themselves.

Helping investors to understand

Impacts in the context of a company’s business 
model, strategy and purpose and whether and how 
key performance indicators (KPIs) and other metrics 
are tailored accordingly.

The company’s assessment relating to its viability using 
more company-specific information that relates to longer 
time periods. 

Extract

Croda 
International plc
(page 18)

Next plc

Resilience statement

One of the recommendations made in the Brydon review was the resilience 
statement and this recommendation was discussed in further detail in the BEIS 
consultation on ‘Restoring trust in audit and corporate governance’. The proposal 
is that this statement incorporate the current going concern requirements, develop 
further the existing UK Corporate Governance Code-based viability statement 
requirements and expand further into discussions regarding the longer term. 

While the requirements have yet to be set out in detail, the resilience statement is 
likely to require companies to set out how they are preparing to be resilient over the 
short term, medium term and the longer term in the face of principal and emerging 
risks specific to the company, and other uncertainties.

The aim is for reporting to be more specific to companies and allow for greater 
consistency in the reporting of risk and resilience. This would necessitate companies 
to identify and provide specific elements of reporting relating to the material risks 
that they face. 

As the findings of this report have shown, investors value company-specific 
information and would value such information over longer time horizons.
While this may be challenging for companies, such reporting is expected to lead to 
additional useful information. Further, like the introduction of the viability statement, 
the introduction of a resilience statement may lead to enhanced internal processes, 
which will aid companies better to assess their resilience to threats to their 
business models.

https://www.gov.uk/government/publications/the-quality-and-effectiveness-of-audit-independent-review
https://www.gov.uk/government/publications/restoring-trust-in-audit-and-corporate-governance
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.PDF#page=15
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Next plc
Annual Report and 
Accounts 2021 page 77

What is useful?
Next maps various aspects of 
the actions or functions that 
contribute to the management 
of the company over the short, 
medium and longer term. 
These are useful for a fuller 
understanding of the time 
horizons associated with how 
the company is managed and 
are used to add context to the 
selected viability period.

https://www.nextplc.co.uk/~/media/Files/N/Next-PLC-V2/documents/2021/annual-report-and-accounts-jan21.pdf#page=79
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Response

Risk appetite 
Where companies have provided disclosure of risk appetite, it is often a high level 
narrative rather than numerical. The COVID-19 pandemic has shown many companies 
that, whilst a static or fixed appetite is useful for planning purposes, in reality it needs 
to be dynamic. This dynamism reflects both the issues and the mitigations which 
become available, and reflects the reality of some ‘black swan*’ risks companies face. 
This is a difficult area for disclosure, therefore something like a case study, or insights 
gathered through the consideration of a range of scenarios, might provide more 
insight into how the company has developed its risk appetite. 

Some investors suggested that if precise thresholds are not provided, acceptable 
ranges would be a helpful alternative. For example, many companies would 
have considered significant home working to be outside the risk appetite of the 
organisation, but this changed when there was no alternative. Similarly, the amount 
of government support created options which allowed companies to operate outside 
of the ‘standard’ risk appetite.  

Investors would also value an explanation of changes to risk appetite over time and 
whether it varies depending on the ‘type’ or ‘category’ of risk and uncertainty (i.e. 
where multiple risk appetites exist). Such an explanation would provide investors with 
insight into the company’s underlying processes and controls. Ultimately, this would 
provide a better understanding of the actions a company is likely to take to mitigate 
risks or to take advantage of opportunities that may arise should a greater level of risk 
be tolerable.

Mitigating activities and actions
Company mitigating activities are often a list of options rather than concrete actions 
that have been undertaken, will be taken, or might be taken, and as such this type of 
disclosure is not very useful to investors. Investors want to be able to judge how the 
actions already taken have impacted the risk and also want to understand how future 
actions might drive the net risk over the longer term.

Where the company is covering actions that have already been taken investors want 
specific details with timing and cost (where appropriate), how this has fed through to 
net risk and how this positions the company versus residual appetite for the risk. 

Investors want to understand:

• Factors a company considers when determining or changing its risk appetite.

• Mitigating actions and strategic activities so as to assess how the company may 
respond to risks and uncertainties in the future.

• Whether, how, and why risks have evolved over time.

Stakeholders and risk

Most reporting of risk by companies is focused on the internal impact that the 
risk would have on the company and its operations rather than the risk to those 
impacted by the company’s operations.

In the Lab’s Reporting on stakeholders, decisions and Section 172 report, investors 
indicated that they value an understanding of risks (and related mitigating activities) 
that could affect key stakeholders and the company’s relationship with them and any 
related opportunities. Further, they want to understand how companies take risks 
and opportunities into account when making decisions as they strive to meet their 
purpose and fulfil their strategic objectives.

*A black swan event is one that is highly unlikely to occur but could have severe consequences if it did.

https://www.frc.org.uk/getattachment/d0470ab4-f134-4584-9f54-a48a8bfdc62d/FRC-LAB-Stakeholders-Report-s172.pdf
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For planned or possible actions, investors want to understand the timing of these 
activities and how they will impact the risk over the longer term.

For example, the COVID-19 pandemic crystalised a number of risks for many 
companies. To mitigate these risks companies quickly adopted a number of shorter-
term changes such as full cloud working and emergency capital raising. Investors 
valued details about these actions, but also wanted to understand what longer term 
actions the company was putting in place (and the cost and timing of these) to 
mitigate risks highlighted by the pandemic such as supply chain weakness.  

These new ‘agile risk toolkits’ are likely to become increasingly important in mitigating 
the impact of short-term risks. Any ‘new’ mitigating activities deserve disclosure and 
these are also likely to tie into how a company might consider resilience and viability.

Investors are also interested in how effective previously implemented mitigating 
actions have been and what changes are being made as a result of learnings from 
the past. These planned actions and activities illustrate how responsive and agile the 
process adopted by the company is to external and internal drivers.

Mitigating actions and activities may be applied to a number of the company’s 
principal risks and uncertainties. Therefore, it would be useful to indicate which risks 
the actions are intended to mitigate. Effective grouping of risks and uncertainties may 
help to reduce repetition of reporting and better illustrate a company’s net risks.

Evolution
Risk reporting is forward-looking in nature, therefore its likelihood and impact and the 
mitigating actions a company plans to take must be reassessed throughout the period 
(and reported externally at least twice per period for many companies).

Nevertheless, reflection on decisions and expectations of the past and how these 
altered companies’ decision-making and processes is of use to investors. Investors 
want to understand companies’ assessments of how risks are expected to move. This 
can be depicted in several ways in the risk table or the risk heat map. Simply stating 
that a ‘risk has increased/decreased/remained the same’ in isolation is not useful – 
investors want to understand the significance of the change (if any), what led to that 
assessment, whether further changes are expected, and what actions the assessment 
led to.

When explaining the driver of the change, detailing whether this was an internal or 
external factor, provides further insight into how effectively management and the 
board reacted to and managed the situation. Where a change in the assessment of a 
risk leads to an opportunity, it would be useful to explain this and how the company 
plans to take advantage of the opportunity.

Company ‘risk language’

Risk reporting is an area where there are a number of externally identified terms 
and concepts (such as principal risks) as well as a company’s own risk-related 
terminology. It is important for a company to define the terms used and the 
relationship between them to allow users to understand them and to compare 
across companies and organisations that may use different terms or use a term 
differently.
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Emerging risks
Of particular interest are those risks not yet considered to be ‘principal’, but which 
have been identified by companies’ horizon scanning and other processes, such as 
scenario analysis.

Commonly referred to as ‘emerging risks’, these are risks that may, in time, pose a 
threat to a company’s business model. The term ‘emerging risks’ may be interpreted 
differently and companies that define what they mean by ‘emerging risk’ assist users 
better to understand the context of this reporting. 

The UK’s Corporate Governance Code requires the board to carry out ‘a robust 
assessment of the company’s emerging and principal risks’ and in 2019 the FRC also 
called on companies to disclose the potential impact of emerging risks on future 
business strategy. However, given that these risks are more unpredictable or have a 
greater level of uncertainty, there may be less relevant data or detailed information 
available. This places greater importance on ensuring that investors understand the 
process followed to identify such risks and how the company is considering and 
preparing for the future.

Investors expect an explanation of these risks and any mitigating activities currently 
in place (or to be put in place) to address them and who has responsibility for their 
continued monitoring. They would like to understand the anticipated timeline 
associated with these risks i.e. when they are anticipated to be significant to the 
company, why they would be considered to be significant by the company (i.e. 
considered for reporting as a principal risk) and what would lead them to be 
considered to be significant. 

Providing greater insight into the past
Investors expressed interest in companies’ assessments of the past risks it faced and 
how these were mitigated, including how these may affect future actions. These could 
be included in the form of a case study or ‘risk management in action’.

Opportunities - Describing past opportunities upon which the company previously 
capitalised provides users with ‘evidence’ that opportunity-identification processes 
are in place and are effective without compromising the company’s commercial 
advantage.

Risk crystallisation - Reporting on risks that crystalised during the period is 
encouraged in some jurisdictions other than the UK. Reflection on how well these 
were managed and lessons learned could be valuable.

Helping investors to understand

Factors a company considers when determining 
or changing its risk appetite.

Mitigating actions and strategic activities so as 
to assess how the company may respond to risks 
and uncertainties in the future.

Whether, how, and why risks have evolved 
over time.
 

Extract

Foxtons Group plc

Rolls-Royce Holdings plc
Essentra plc (page 21)

Spirax-Sarco Engineering plc
(page 17)
Essentra plc (page 21)
PageGroup plc

Industry/regulator perspectives

Whilst detailed emerging risks relevant to a company and its business model 
should be considered specifically for each entity often industries share some 
common emerging risk areas. The Joint Forum on Actuarial Risks (JFAR) is a collection 
of five regulators (with the FRC being one of those regulators) who on an annual 
basis publish a Risk Perspective on current and emerging risks for those within the 
actuarial profession. Such approaches can provide useful tools for companies to 
triangulate their own emerging risks.

https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.PDF#page=15
https://www.frc.org.uk/news/october-2019/frc-sets-out-expectations-for-corporate-reporting
https://www.frc.org.uk/getattachment/68762d12-5547-4d9b-a6a4-dbe4a1aacc4a/JFAR-Risk-Perspective-2021.pdf
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Rolls-Royce Holdings plc
Annual Report 2020 page 47

What is useful?
Rolls-Royce’s explanation is divided into useful components which clearly identify 
the controls in place, who executes the controls and associated assurance. The 
subdivision of the controls by ‘type’ provides richer information.
 

Foxtons Group plc
Annual report and accounts 2020 page 31

What is useful?
Foxtons provides a risk appetite statement and illustrates how this applies to 
different types of risk, with ratings and explanations. Providing the risk assertion and 
parameters applied gives insight into the underlying assessment and processes.
 

https://www.rolls-royce.com/~/media/Files/R/Rolls-Royce/documents/annual-report/2020/2020-full-annual-report.pdf#page=49
https://www.foxtonsgroup.co.uk/investors/results/files/foxtons_group_annual_report_and_accounts_2020.pdf#page=33
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PageGroup
Annual Report and Accounts 2020 page 46

What is useful?
PageGroup has provided detail and application of the ‘Significant 
influencing factors’ associated with risks (in this instance cyber 
security) in a way that is company-specific. 

Cyber, data and digital risk

Like climate change, cyber, digital and data risks are becoming a topic of enhanced 
focus. The technological acceleration of companies’ business models driven by the 
COVID-19 pandemic now means that almost every company will face some type of 
cyber, data and digital risk (collectively or individually). 

As part of this project our discussions with companies identified that those at the 
leading edge are developing new ways to monitor and manage such risks. The 
Lab is undertaking a deep-dive into this risk area to understand current practice, 
approaches and disclosures. If you would be interested in taking part in such a 
project please email us at: financialreportinglab@frc.org.uk

https://www.page.com/sites/page-group/files/2020-12/annualreport-2020-v1.pdf#page=50
mailto:financialreportinglab%40frc.org.uk?subject=
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 Scenarios and stress testing 

There are a number of areas of reporting that encourage the consideration 
of scenarios and stress tests. These include the viability statement, the TCFD 
recommendations, financial reporting frameworks and the proposed resilience 
statement.

Investors find disclosures relating to scenarios and stress tests useful given that 
they provide insight into areas that are highly uncertain and cannot necessarily 
be calculated precisely. More companies have started providing such information, 
however, what is provided is often at a high-level and, in many instances, inconsistent 
with other information provided in the annual report. Instead, scenarios provided 
within the context of the viability statement should be consistent with the estimates 
and judgements applied in the financial statements and with narrative around the 
company’s strategy, longer-term outlook and related impacts on its business model. 
The FRC’s climate thematic, for example, found that there was very little evidence of 
the linkage of the scenarios reported in the front half of the annual report and the 
information in the financial statements.

Narrative showing how scenarios tie to principal risks is also useful to investors. 
A number of companies indicate which principal risks have been considered in 
scenarios in the viability statement. However, few describe why those that have not 
been included have been omitted. Further insight into risks with material qualitative 
impacts (i.e. those that may not be quantitively material) and, where relevant, tying 
in the likelihood and extent of the mitigating activities to the scenario analysis is also 
considered to be useful.

Rather than disclosure on numerous scenarios or many iterations of a single scenario, 
investors want disclosure on those that are deemed to be material by the company. 
Similarly, investors want to understand that the stress test conducted by a company 
has identified the singular most significant item that could lead to the company 
‘failing’. 

Scenarios are not expected to be perfect. Instead, investors want to know that the 
underlying exercises have taken place and that lessons learned from similar exercises 
in the past have been incorporated into current iterations.

Most company viability statements include information about a ‘worst-case scenario’ 
(or equivalent). In addition, some companies provide other scenarios that may focus 
on less extreme situations.

As with other aspects of the annual report, investors want information to be balanced. 
In other words, companies should ensure that any scenarios provided are realistic and 
consider both positive and negative eventualities.

“Forecasts usually tell us more of the forecaster than of the forecast” 
Warren Buffett

Investors want to understand:

• The different scenarios and situations considered, and stress tests performed, and 
how these tie into other areas of reporting and the company’s view of the future.

Helping investors to understand

The different scenarios and situations 
considered, and stress tests performed, and 
how these tie into other areas of reporting 
and the company’s view of the future.

Extract

HSBC Holdings plc
Rolls-Royce Holdings plc
Tesco plc
Next plc

https://www.frc.org.uk/getattachment/6d8c6574-e07f-41a9-b5bb-d3fea57a3ab9/Reporting-FINAL.pdf


FRC LAB | Reporting on risks, uncertainties, opportunities and scenarios | September 2021 31Scenarios and stress testing

Scenario analysis versus stress tests

Whilst the definitions or interpretations of ‘scenario 
analysis’ and ‘stress tests’ may differ, the primary 
differentiating factor is the level of focus and 
number of variables considered. Scenario analysis 
usually examines how changes in a number of 
factors will impact a situation into the future. Stress 
tests usually examine the impact of a single change 
to one event or to a situation under extreme 
circumstances, and may involve analysing choices 
working back from that situation.

In a case study relating to stress testing and 
scenario analysis, Barnett Waddingham provides 
explanations of the terms largely consistent with 
those used by participants during our discussions.

HSBC Holdings plc
Task Force on Climate-related Financial  
Disclosures Update 2020 pages 13 and 16

What is useful?
HSBC provides insight into its climate-related scenarios 
and how these link to the company’s risks and climate-
related goals (communicated through the strategic 
questions the analysis aims to answer). A discussion 
of the impact on stakeholders is provided, too.

https://www.barnett-waddingham.co.uk/comment-insight/case-studies/stress-testing-and-scenario-analysis-framework/
https://www.barnett-waddingham.co.uk/comment-insight/case-studies/stress-testing-and-scenario-analysis-framework/
https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2020/annual/pdfs/hsbc-holdings-plc/210223-task-force-on-climate-related-financial-disclosures-tcfd-update-2020.pdf
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Tesco plc
Annual Report and Financial Statements 2021 page 39

What is useful?
Tesco provides a link between the principal risks reported and the scenarios used in 
its assessment of the company’s viability.

Rolls-Royce 
Holdings plc
Annual Report 2020 page 53

What is useful?
Rolls-Royce indicates the key areas 
of estimation uncertainty that it 
has identified and how these are 
incorporated into scenarios. The 
assumptions underpinning each 
of the scenarios are explained and 
provide enough detail to evaluate 
the scenarios and the company’s 
conclusions.

https://www.tescoplc.com/media/757589/tesco_annual_report_2021.pdf#page=41
https://www.rolls-royce.com/~/media/Files/R/Rolls-Royce/documents/annual-report/2020/2020-full-annual-report.pdf#page=55
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Next plc 
15 year stress test

What is useful?
Next provides an interactive ‘stress test’ in 
an Excel format that allows users to alter a 
range of assumptions and inputs and see 
how these impact the outcome. This tool 
clearly illustrates the uncertainty inherent 
in such exercises. Even though the model 
was produced before the COVID-19 
pandemic it still provides insight.  

https://www.nextplc.co.uk/investors/reports-and-presentations/2018-19
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Top tips: Scenario analysis and stress testing

While it is impossible to predict the future, it is very important to provide insight to users of the process undertaken in conducting scenario analysis. This illustrates how 
management views the business in the context of the environment it currently operates in and how it anticipates this will change over time. The process also allows 
management to tailor responses to changes in those factors identified in the scenario analysis and other ‘unexpected’ factors.

In the past, the Lab has identified many ‘tips’ regarding scenarios and their reporting. The following are some suggestions of how scenarios can be enhanced:

• Scenarios help management to develop an agile mind-set. The focus should be on what plausible actions can be taken in response to events and do not report actions 
unlikely to be taken.

• The chosen scenarios will not always reflect what transpires but this is not the point. The purpose of scenario analysis is instead to give comfort that a range of scenarios and 
outcomes are being considered. Disclosures of process, inputs, assumptions, actions and responses help investors obtain comfort over scenarios. 

• All companies are affected by events or circumstances, but in different ways. Explain unique circumstances where relevant to users’ understanding rather than providing 
generic scenarios and narrative.

• A scenario does not stand alone, it should make sense in the context of the rest of the report and the company’s specific circumstances.

• Determining the future is not a perfect science and previous scenarios may not have been completely accurate. However, they should not be disregarded entirely as they are 
a vital source of information and learning. Explain how the company got from there to here and how the past shapes the future.

• Be clear on the detail of stress tests, do not just state that they have taken place.
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Appendices
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The following are the main regulations and guidance that provide valuable context 
for this report.

Companies Act 2006 (‘Companies Act’)

Section 414C(2)(b) requires that the Strategic Report contains a description of 
the principal risks and uncertainties facing the company. This requirement applies 
to a wide range of companies, including UK AIM and many private companies. It 
sits alongside the requirement for a balanced and comprehensive analysis of the 
development, performance and position of the company in Section 414C(3).

The requirement to disclose a non-financial information statement was introduced 
as part of the changes presented by The Companies (Miscellaneous Reporting) 
Regulations 2018 and subsection 414CB(2) includes a requirement for a description of 
principal risks and, where relevant and proportionate, relationships that may have an 
adverse effect on these risks and how the risks are being managed. 

Guidance on the Strategic Report 2018 (the Guidance)

The Guidance supports and expands on ways to approach the legislative 
requirements within the Strategic Report section of the Companies Act. Paragraph 
7A.28 of the Guidance explains that the risks and uncertainties included in the 
Strategic Report should be those considered by the entity’s management to be 
material to the development, performance, position or future prospects of the entity. 
They will generally be matters that the board regularly monitor and discuss because of 
their likelihood, the magnitude of their potential effect on the entity, or a combination 
of the two.

The UK Corporate Governance Code 2018 (the Code)

The Code was updated in 2018 and applies to accounting periods beginning on or 
after 1 January 2019. There are a number of relevant Code principles and provisions 
related to risk. For example, the Code reinforces the need for risk considerations to sit 
within the wider context of the company’s business model and long-term success.

In addition, the Code sets the framework for a two-step process commonly referred to 
as the viability statement. Provision 31 states that:

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

FRC Guidance on Risk Management, Internal Control and Related 
Financial and Business Reporting (2014)

The FRC also issued Guidance on Risk Management, Internal Control and Related 
Financial and Business Reporting in 2014. This provides further guidance on risk and 
viability reporting, including a section on the ‘Long Term Viability Statement’. 
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https://www.legislation.gov.uk/ukpga/2006/46/section/414C
https://www.legislation.gov.uk/ukpga/2006/46/section/414C?view=plain
https://www.legislation.gov.uk/ukdsi/2018/9780111170298
https://www.legislation.gov.uk/ukdsi/2018/9780111170298
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
https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf#page=33
https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf#page=33
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
https://www.frc.org.uk/getattachment/d672c107-b1fb-4051-84b0-f5b83a1b93f6/Guidance-on-Risk-Management-Internal-Control-and-Related-Reporting.pdf
https://www.frc.org.uk/getattachment/d672c107-b1fb-4051-84b0-f5b83a1b93f6/Guidance-on-Risk-Management-Internal-Control-and-Related-Reporting.pdf
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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. We also heard 
from a range of companies through one-to-one interviews or roundtables with other 
agencies. 

The Lab also received a great deal of support from a wide range of organisations, 
advisors and others 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
Antofagasta plc
Ashmore Group plc
Coastline Housing Ltd
Croda International plc
Coca-Cola Europacific Partners plc
Coca-Cola Hellenic Bottling Company
First Group plc
Fresnillo plc
Hill and Smith Holdings plc
International Consolidated Airlines  
 Group S.A.
InterContinental Hotels Group plc
ITV plc
J Sainsbury plc
Keller Group plc
Legal & General Group plc
MP Evans Group plc
NatWest Group plc
Northern Ireland Water Ltd
Polymetal International plc
Royal Mail Group plc

Investors and other users
Artemis Investment Management LLP
Allianz Global Investors GmbH
Asset Management One 
 International Ltd
Castlefield Investment Partners LLP
Evenlode Investment Management Ltd
Federated Hermes International
Representatives of the UK Shareholders’ 
 Association

We would also like to thank the 
following agencies for hosting 
company roundtables, where the 
Lab gathered further views:

Emperor
Falcon Windsor
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• Risk and viability reporting (2017)
• Business model reporting (2016)
• Business model reporting; Risk and viability reporting – 

implementation study (2018)
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