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

Not all 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 reporting as a 
whole. Nor does it provide any assurances of the 
viability or going concern of that company, and 
should therefore not be relied upon as such. 

Investors have contributed to this project at a 
conceptual level. The examples used are selected 
by the Lab to illustrate the principles, 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
The COVID-19 crisis and responses to it are creating unprecedented global 
uncertainty. Disclosure can be a tool for companies to communicate how they  
are navigating through such uncertainty.

Against this backdrop of uncertainty, detailed and useful disclosure may be a 
challenge for boards. Companies may be concerned around disclosure of the full 
range of possible outcomes or the market reaction to them. However, investors 
understand and expect such disclosure in an environment that is very uncertain. In 
such circumstances, investors seek clarity on the key factors and events that impact 
the level of uncertainty and the prospects for companies, over the short, medium 
and longer term.

Many parts of the annual report may be impacted by the current situation, but in 
this report we highlight the impact on three key areas of disclosure:

• Going concern

• Risk reporting

•  Viability statement

This report considers each of these areas and highlights some of the key 
considerations for companies. The report also provides examples of current 
disclosure practices.

Going concern
Locating and obtaining short-term cash resources is often about building resilience 
and flexibility but, for some, it is ultimately about survival. In such circumstances, 
reporting on going concern and uncertainties becomes more important. The 
disruption to business models in the short-term might mean that the going 
concern assessment is more complex task. However, going concern is not a simple 
binary or pass/fail concept. A company can be a going concern even when one or 
more material uncertainties exist. In such circumstances what becomes important 
is the disclosure about the uncertainties and management’s consideration of these.

Risk reporting
Reporting by companies on principal risks provides investors with key information 
about the resilience and adaptability of a company’s business model and strategy 
to internal and external shocks.

COVID-19 has created risks for many companies and caused a reconsideration of 
risk profile and appetite. Investors therefore want to understand how those risks 
have changed and how they specifically affected companies, and how management 
have responded.

Viability statement
The viability statement was introduced following the 2008 financial crisis to 
provide investors with a better view on the longer term prospects and viability of a 
company’s future. The current crisis is a test of the value of viability statements. A 
viability statement with realistic scenarios and clear assumptions provides boards 
an opportunity to communicate their longer-term prospects, even when the short-
term outcome is less certain.

Combining useful, detailed disclosure across going concern, risk and viability, 
provides investors and other users with insight into the business and the impact of 
COVID-19 in both the short and longer term.
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Reporting in times of 
uncertainty
This report forms part of a wider suite 
of reports from the Lab. Our reporting 
in times of uncertainty reports provide 
insight into the challenges of reporting 
and disclosure during COVID-19. The 
latest report builds on the Lab’s recent 
COVID-19 infographic and considers 
the five questions that investors want 
answers to right now, and includes 
examples of disclosure which attempt 
to meet these needs. The report is 
available on the FRC website here.

FIGURE 1 – Possible futures and disclosure

Reporting during times of uncertainty

Five current questions investors seek information on...

How much cash 
does the company 

have?

Resources Action The future

What cash and liquidity 
could the company 
obtain in the short-

term?

What can the 
company do to 

manage expenditure 
in the short-term?

What other actions can 
the company take to 
ensure its viability?

How is the company 
protecting its key assets 

and value drivers?

Helpful disclosure might include:

• The amount and nature of 
cash and liquid resources.

• Where the cash is located 
within the group (legal entities, 
countries, currencies etc).

• Whether there are any barriers 
to accessing the cash (capital 
controls, regulatory issues).

• Whether there is an impact 
from accessing the cash, such 
as tax or other liabilities.

Helpful disclosure might include:

• Information about the 
company’s short-term financing 
arrangements, facilities and 
other obligations and likely 
changes.

• Information about the credit lines 
(committed and uncommitted, 
drawn and undrawn) the company 
has access to.

• Whether the company has 
additional support e.g. from
related businesses, shareholders, 
suppliers.

• Whether there are any covenants 
that are being imposed or waived.

Helpful disclosure might include:

• Whether the company is changing 
its dividend policy or cancelling a 
dividend.

• Information on the extent to which 
supplier financing schemes 
are being used, and what 
commitment the provider has given 
to maintain access to these 
schemes.

• Information about the nature and 
timing of capital expenditure 
commitments, and whether there is 
any flexibility.

• Information about any payments 
that may be deferred e.g. tax 
payments.

• Information about the company's 
approach to its pension funding.

Helpful disclosure might include:

• Information of the nature of any 
government-backed support, by 
country and any conditions that 
attach to this.

• Information about any stress 
testing/reverse stress testing 
carried out and how the viability 
of different parts of the group are 
being affected.

• Whether there are any intergroup 
guarantees and commitments.

• Details of how the board 
is monitoring the situation.

Helpful disclosure might include:

• Plausible scenarios on revenue and 
costs over the short-term and into a 
longer transition period.

• Details of the likely impact of shorter-
term decisions on the company's key 
assets and longer-term drivers of value, 
e.g. people, brands, licences.

• Approach to support for employees.
• Information about how the company 

is managing commitments with 
customers where services are delayed.

• Information about how the company 
mightadapt its business model and 
strategy in the short/medium term.

More guidance is available on the FRC website - https://www.frc.org.uk/about-the-frc/covid-19
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Possible futures and disclosure

Different aspects and elements of disclosure can help investors and other stakeholders understand different 
elements of the future. However, no single element of reporting can or does answer all investor questions. 
Understanding is gained through good quality, connected and holistic disclosure across the annual and interim 
reports.
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https://www.frc.org.uk/investors/financial-reporting-lab/publications
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Section 1

Going concern
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Going concern assessments
Locating and obtaining short-term cash resources is 
often about building resilience and flexibility but, due 
to COVID-19 based disruption, for some, it is ultimately 
about survival. In these circumstances, reporting 
on going concern and uncertainties becomes more 
important.

A simple decision?
For many boards the going concern decision and 
related disclosure has often needed little attention 
– in good times most companies will be expected to 
continue. However, COVID-19 and government-imposed 
lockdowns and restrictions have changed the dynamic. 
When business models can’t operate for prolonged 
periods the continuation of almost all companies 
comes into question (to some degree). Boards are 
naturally apprehensive about providing overly detailed 
going concern and uncertainty disclosures as they are 
concerned that it might trigger action from investors 
and others.

However, investor expectations are robust – they 
understand and expect that for many companies 
COVID-19 creates issues. Quality disclosure therefore 
helps them focus on those companies which need the 
most attention and support.

An uncertain decision
A company can be a going concern even when there 
are material uncertainities that cast significant doubt 
over that going concern status. Investors recognise 
that the level of uncertainty is unprecedented and, to 
a large extent, outside the company's control. They, 
therefore, expect that companies will report many areas 
of uncertainty and estimation.

The relevant regulation notes that going concern 
disclosures are not a binary pass/fail decision:

•  Restrictions placed on government (or other) capital.

•  Timing and continuation of government schemes and 
support packages.

•  The outcome of capital-raising actions.

•  The outcome of discussions with banks or other 
‘debt’ or ‘finance’ providers.

•  The outcome of discussions with landlords.

•  Short-term impacts of pricing changes to revenue 
and expenses.

•  Impacts on human capital.

•  Impacts on supply chain.

•  Impacts on customers.

The next few pages provide some examples of going 
concern disclosure which cover some of the elements 
above.

  
ICAEW guidance
The Institute of Chartered Accountants of England 
and Wales’s Financial Reporting Faculty have 
released some guidance to help companies and 
others with practical approaches to going concern 
and reverse stress testing.

"When management is aware, in making its 
assessment, of material uncertainties related to 
events or conditions that may cast significant 
doubt upon the entity's ability to continue as 
a going concern, the entity shall disclose those 
uncertainties." 

(IAS1)

Appendix A provides more detail about the regulation 
around going concern.

Disclosure around going concern helps to provide 
context in uncertain times. Helpful disclosures:

•   Clarify the going concern position and detail the 
factors that support that decision, such as the cash 
position, support from others (including government 
schemes), current business activity etc.

•  Provide details of the actions (both current and 
potential future) and their status.

•  Provide detail of the elements of uncertainty 
(specific to the business) and consideration of the 
impacts on the business where the position is subject 
to or impacted by uncertainty.

•  Connect to wider reporting within the report, such as 
risk and viability disclosures.

Specific elements of uncertainty relevant to the next 12 
months might include (but are not limited to):

•  Timing of resumption of operations.

•  Further restrictions that limit the return to normal 
operations.

https://www.icaew.com/insights/viewpoints-on-the-news/2020/may-2020/icaew-releases-rst-and-going-concern-for-preparers-guides


Quick read 1  Going concern 2  Risk reporting 3  Viability statement 4  Appendix

COVID-19 - Going concern, risk and viability 7

 
Questions for boards

Is the company a going concern?
• Does management intend to liquidate the entity or to cease trading, or has no realistic alternative but to do so?

•  Does the entity have a history of profitable operations which are expected to continue and have ready access to financial resources, sufficient for the company  
to meet its obligations over at least the next 12 months?

Has the assessment considered factors relevant to COVID-19?
•  How have COVID-19, the government and market responses impacted the factors management consider important for going concern?

•  Has the assessment considered impacts on customers, suppliers etc?

•  Does the assessment reflect the terms and timings of funding, including the short-term government funding schemes?

Is the disclosure sufficiently detailed?
•  Is the disclosure clear on the decision reached and the rationale?

•  Are there relevant factors, uncertainties and contexts that need to be understood?

•  Is the disclosure on going concern sufficient to understand the board’s decision?

•  How does the going concern disclosure interact with viability and risk disclosure?
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FCA guidance (issued on 27 May 2020)
 
Statement on market practice on going concern assessments

We understand that some issuers also have concerns about how to address 
coronavirus-related uncertainties in the ‘going concern’ assessment they 
perform whenever they produce financial statements.

The measures we have taken on deadlines for the publication of annual and 
half-yearly financial reports will go some way to addressing this by allowing 
more time to perform these assessments. However, we recognise they may 
not address all the concerns that issuers have. We understand that issuers may 
also face difficulties where the auditor’s review of the assessment highlights 
a need for auditors to include remarks in their opinion. Issuers are concerned 
that these additional remarks will be viewed unduly negatively by investors and 
intermediaries.

As we said in our joint statement by the FCA, FRC and PRA on 26 March 2020, 
in the extraordinary circumstances of the coronavirus pandemic, it is likely that 
more companies’ financial statements will need to include such disclosures. This 
is an inevitable consequence of the disruption companies face. It is vital that 
investors are properly informed as to the impact of coronavirus. Therefore, we 
are continuing to urge issuers and auditors to be clear and transparent about 
these impacts in their financial statements.

However, it is equally important investors and intermediaries understand what 
these disclosures mean and react appropriately. The Financial Reporting Council 
published useful guidance on the meaning of the various additional disclosures 
auditors may include in their reports.

As we said in our joint statement on 26 March, in these extraordinary 
circumstances, previous market practice needs to adjust. Market participants, 
including intermediaries, should not draw unduly adverse inferences from these 
disclosures, nor from issuers changing their financial calendars to make use of 
the extra time we have allowed them.

We continue to encourage investors, lenders and other users of financial 
statements to take into account the unique set of circumstances arising from 
coronavirus which might result in uncertainty in companies’ financial positions 
when assessing their response to such disclosure.

The original statement can be found here.

 

https://www.fca.org.uk/news/statements/listed-companies-recapitalisation-issuances-coronavirus
https://www.fca.org.uk/publications/newsletters/primary-market-bulletin-issue-no-28-coronavirus-covid-19-update
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Practice example – Going concern

 

Team17 Group plc
Annual report for year ended 31 December 2019
Page 59

What is useful?
Team17 highlights that it has considered the impact 
of COVID-19 by carrying out a sensitivity analysis 
and as a result confirms that sufficient cash is 
available to meet its obligations over the relevant 
period.

TEAM17 GROUP PLC  ANNUAL REPORT 2019 3130 TEAM17 GROUP PLC  ANNUAL REPORT 2019

GROUP FINANCIAL 
STATEMENTS

NOTES TO THE CONSOLIDATED 
FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2019

1. General information
The principal activity of Team17 Group Plc (the “Company”) is that of a holding company and the principal activity of the Company and its 
subsidiaries (together, the “Group”) is the development and publishing of video games for the digital and physical market. The Company 
was incorporated on 14 February 2018 and is a public company limited by shares incorporated and domiciled in United Kingdom.  
The address of its registered office is 3 Red Hall Avenue, Paragon Business Park, Wakefield, WF1 2UL. The registered number of  
the Company is 11205116.

2. Significant accounting policies
Basis of preparation
The Group financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), IFRS 
Interpretations Committee (IFRS IC) interpretations endorsed by the European Union and those parts of the Companies Act 2006 that 
remain applicable to companies reporting under IFRS. Both financial statements have been prepared on the historical cost basis with the 
exception of certain items which are measured at fair value as disclosed in the principal accounting policies set out below. These policies 
have been consistently applied to all years presented unless otherwise stated.

During 2018, in connection with the admission to AIM, the Group undertook a reorganisation of its corporate structure which resulted in 
the Company becoming the ultimate holding company of the Group. Prior to the reorganisation the ultimate holding company was Team17 
Holdings Limited. 

The transaction was accounted for as a capital reorganisation rather than a reverse acquisition since it did not meet the definition of a 
business combination under IFRS 3. In a capital reorganisation, the consolidated financial statements of the Group reflect the predecessor 
carrying amounts of Team17 Holdings Limited with comparative information of Team17 Holdings Limited presented for all periods since no 
substantive economic changes have occurred.

The consolidated financial information has been prepared on a going concern basis and under the historical cost convention. The principal 
accounting policies adopted are set out below.

The consolidated financial information is presented in sterling and has been rounded to the nearest thousand (£’000).

New and amended standards adopted by the group
The Group has applied the following standards and amendments for the first time for their annual reporting period commencing 1 January 2019:

• IFRS 16, ‘Leases’;

• Annual Improvements to IFRS Standards 2015 – 2017 Cycle as applicable and;

• Interpretation 23 ‘Uncertainty over Income Tax Treatments’ as applicable.

Going concern
Management has produced forecasts that have also been sensitised to reflect plausible downside scenarios as a result of the COVID-19 
pandemic and its impact on the global economy, which have been reviewed by the directors. These demonstrate the Group is forecast to 
generate profits and cash in the year ending 31 December 2020 and beyond and that the Group has sufficient cash reserves to enable the 
Group to meet its obligations as they fall due for a period of at least 12 months from the date of signing of these financial statements.

As such, the directors are satisfied that the Group has adequate resources to continue to operate for the foreseeable future. For this 
reason they continue to adopt the going concern basis for preparing these financial statements.

Basis of consolidation
The consolidated financial statements incorporate the financial statements of the Company and entities controlled by the Company (its 
subsidiaries). Control is achieved where the Company has the power over the investee, is exposed, or has rights, to variable returns from its 
involvement with the investee and has the ability to use its power to affect its return. The financial statements of the subsidiaries are 
prepared for the same reporting period as the parent company, using consistent accounting policies.

All transactions and balances between group companies are eliminated on consolidation, including unrealised gains and losses on 
transactions between group companies. Amounts reported in the financial statements of subsidiaries have been adjusted where necessary 
to ensure consistency with the accounting policies adopted by the Group. Profit or loss and other comprehensive income of subsidiaries 
acquired or disposed of during the year are recognised from the effective date of acquisition, or up to the effective date of loss of control, 
as applicable. 

Business combinations and goodwill
The Group applies the acquisition method in accounting for business combinations. The consideration transferred by the Group to obtain 
control of a subsidiary is calculated as the sum of the acquisition-date fair values of assets transferred, liabilities incurred and the equity 
interests issued by the Group, which includes the fair value of any asset or liability arising from a contingent consideration arrangement. 
Acquisition costs are expensed as incurred. Assets acquired and liabilities assumed are measured at their acquisition-date fair values. 

Goodwill represents the future economic benefits arising from a business combination that are not individually identified and separately 
recognised. Goodwill is initially measured at cost, being the excess of the consideration transferred over the fair value of the Group’s share 
of the identifiable net assets acquired. If this is less than the fair value of the net assets of the subsidiary acquired in the case of a bargain 
purchase, the difference is recognised directly in the Statement of Comprehensive Income.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. Goodwill is reviewed for impairment every 
six months using a discounted cash flow method applied to business forecasts. If this review demonstrates that impairment has occurred, 
this is expensed to the income statement. Goodwill is allocated to cash generating units for the purpose of impairment testing, with  
the allocation being made to those cash generating units that are expected to benefit from the business combination in which the 
goodwill arose.

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2019

Note

Year ended
31 December

2019
£'000

Year ended
31 December

2018
£'000

Cash generated from operations 23 25,063 17,514

Tax paid (2,494) (1,316)

Net cash inflow from operations 22,569 16,198

Cash flow from investing activities

Purchase of property, plant and equipment (1,265) (327)

Sale of property, plant and equipment 43 16

Capitalisation of development costs (3,215) (3,908)

Interest received 232 79

Net cash outflow from investing activities (4,205) (4,140)

Cash flows from financing activities

Interest paid (17) (5,015)

Repayment of directors’ loans – (1,345)

Repayment of loan notes – (38,226)

Receipt of lease incentive 48 –

Repayment of lease liabilities (54) –

Proceeds of issue of ordinary shares – 45,087

Sale of shares by Employment Benefit Trust – 3,243

Capitalised transaction costs of new equity instruments – (730)

Net cash inflow from financing activities (23) 3,014

Net increase in cash and cash equivalents 18,341 15,072

Cash and cash equivalents at beginning of year 23,512 8,440

Cash and cash equivalents at end of year 17 41,853 23,512

Team17 Digital Limited
3 Red Hall Avenue 
Paragon Business Park 
Wakefield 
WF1 2UL 
United Kingdom

www.team17.com

Registered in England No: 02621976

AR

https://www.team17group.com/wp-content/uploads/2020/04/Team17-Annual-Report-and-Accounts-2019-1.pdf
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1 Accounting Policies
General information
A.G. BARR p.l.c. (the “Company”) and its subsidiaries (together the “Group”) manufacture, distribute and sell soft drinks and cocktail solutions. 
The Group has manufacturing sites in the UK and sells mainly to customers in the UK with some international sales.

The Company is a public limited company, which is listed on the London Stock Exchange and incorporated and domiciled in Scotland.  
The address of its registered office is Westfield House, 4 Mollins Road, Cumbernauld, G68 9HD.

The financial year represents the 52 weeks ended 25 January 2020 (prior financial year 52 weeks ended 26 January 2019).

Summary of significant accounting policies
The principal accounting policies applied in the preparation of these consolidated financial statements are set out below. These policies have 
been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation
The consolidated and parent Company financial statements of A.G. BARR p.l.c. have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) as adopted by the European Union. They have been prepared under the historical cost accounting 
rules except for the derivative financial instruments and the assets of the Group pension scheme which are stated at fair value and the 
liabilities of the Group pension scheme which are valued using the projected unit credit method. 

The directors have adopted the going concern basis in preparing these accounts after assessing the principal risks and having considered  
the impact of a severe but plausible downside scenario for COVID-19. The major variables are the depth and the duration of COVID-19.  
The directors considered the impact of the current COVID-19 environment on the business for the next 12 months, the viability period and 
the longer term. Whilst the situation evolves daily, making scenario planning difficult, we have considered a number of impacts on sales, 
profits and cash flows. We have assumed that our operations remain open and that we will continue to be able to sell our products to 
customers, consistent with DEFRA guidance. Whilst the virus may impact across many functions of the business from supply chain to the 
ability of our customers to service consumers, it would most likely manifest itself in lost volumes and require significant action in relation  
to operational cost reductions. The 2 main divisions will be impacted differently, with Barr Soft Drinks operating mainly in multiple retail  
(take home) and convenience (out of home) outlets and Funkin mainly within the on-trade and leisure sectors. Overall, we scenario planned 
several out turns with volumes dropping significantly (in the range of 30-40%) and the impact lasting for a significant part of 2020. The 
revenue and operational leverage impact of such a volume loss would have a major negative impact on Group profitability however the 
scenario modelling would indicate that the Group would remain profitable over the next 12 months and we would anticipate a recovery  
in the following years. 

Throughout this severe but plausible downside scenario, the Group continues to have significant liquidity headroom on existing facilities and 
against the revolving credit facilities financial covenants. 

The directors believe that the Group is well placed to manage its financing and other business risks satisfactorily, and have a reasonable 
expectation that the Group will have adequate resources to continue in operation for at least 12 months from the signing date of these 
consolidated financial statements. They therefore consider it appropriate to adopt the going concern basis of accounting in preparing the 
financial statements. 

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires 
management to exercise its judgement in the process of applying the Group’s accounting policies. The areas involving a higher degree of 
judgement or complexity, or areas where assumptions and estimates are significant to the consolidated financial statements are disclosed 
on page pages 124 and 125.

The directors have taken advantage of the exemption available under s408 of the Companies Act 2006 and have not presented a separate 
income statement or statement of comprehensive income for the Company.

Changes in accounting policy and disclosures
(a) New and amended standards adopted by the Group
A number of new or amended standards became applicable for the current reporting period and the Group had to change its accounting 
policies as a result of adopting the following standards:
 – IFRS 16 Leases
 – Amendments to IFRS 9 Prepayment Features with Negative Compensation
 – Amendment to IAS 28 Long-term Interests in Associates and Joint Ventures
 – Annual Improvements to IFRS Standards 2015 – 2017 cycle
 – Amendments to IAS 19 Employee Benefits
 – IFRIC 23 Uncertainty over Income Tax Treatments

Practice example – Going concern

What is useful?
A.G. Barr highlights that COVID-19 has been 
considered for assessing going concern and medium 
and longer-term viability. It confirms it has carried 
out scenario analysis, considering a number of 
factors. It also states the key assumption (Staying 
open) and confirms it has sufficient headroom on 
financing facilities.

AG Barr plc
Annual report and accounts for the year ended  
25 January 2020
Page 116

20
20

A.G. BARR P.L.C.

A N N U A L  R E P O R T  
A N D  A C C O U N T S  
2 0 2 0

AR
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Practice example – Going concern 

What is useful?
Trainline provides some detail around how COVID-19 has been 
factored into the forecasts used to underpin its going concern 
assessment. It also highlights a number of actions. The 
statement is supported by detail in the audit committee report 
on oversight over the process.

Trainline plc
Annual report and financial statements for  
the year ended 29 February 2020
Page 55, 77
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Role and work of the Audit 
& Risk Committee
Meetings are held to coincide with key 
events, in particular the reporting and 
audit cycle for the Group. The Chair 
of the Committee reports at the next 
subsequent Board meeting on the 
business concluded at the previous 
Committee, the discharge of its 
responsibilities and informs the Board 
of any recommendations made by 
the Committee.

Key areas of focus for the 
Audit & Risk Committee  
during FY’20

Going concern and viability 
assessments
The Committee reviewed and advised 
the Board on the Group’s going concern 
and viability statements included in this 
Annual Report and the assessment 
reports prepared by management in 
support of such statements. The current 
and anticipated impact of COVID-19 
was considered as part of the review. 
The external auditor discussed the 
statements with the Committee and 
reviewed the conclusions reached by 
management regarding going concern 
and viability.

Financial Statements and reporting
The Committee monitored the financial 
reporting process for the Group, which 
included receiving reports from, and 
discussing these with, the external 
auditor. As part of the year end reporting 
process the Committee reviewed this 
Annual Report, a management report on 
accounting estimates and judgements, 
a management report on Alternative 
Performance Measures, the external 
auditor’s report on internal controls, 
accounting and reporting matters, 
and management representation 
letters concerning accounting and 
reporting matters.

Monitoring the integrity of the 
Company’s financial statements, 
the financial reporting process and 
reviewing the significant accounting 
issues are key roles of the Committee. 
The Committee plays an important role 
in advising the Board when it considers 
whether the Annual Report, taken as a 
whole is fair, balanced and understandable 
and provides the information necessary 
for shareholders to assess the 
Company’s position, performance, 
business model and strategy.

Internal controls review
The Board monitors the key elements 
of the Group’s internal control and risk 
management framework arrangements 
supported by the Audit and Risk 
Committee. During the period the 
Committee advised the Board on its 
review of the effectiveness of the systems 
and processes including financial, 
operational and compliance controls. 

Accounting judgements and key 
sources of estimation uncertainty
The Committee assessed whether 
suitable accounting policies had been 
adopted and the reasonableness of the 
judgements and estimates that had been 
made by management.

The Committee also reviewed the 
impact of the new accounting standard, 
International Financial Reporting 
Standard (IFRS) 16, on the Group’s 
leases and the accounting adjustments 
required. The Committee considered 
and agreed with managements 
proposed implementation.

The Committee, alongside management 
and the external auditor identified the 
areas set out in the table below as the 
key areas of judgment and estimation.

Key areas of judgement and estimation
Issue Considered How the issue was addressed

Going concern

The going concern disclosure is an area of judgement. Given 
the current COVID-19 pandemic and the resulting economic 
conditions the level of uncertainty around this judgement is 
considered higher in the current environment. Additionally 
there is significant heightened public interest and scrutiny 
around the ability of companies to continue for a period of 
12 months should these conditions prevail.

The Committee considered the work performed by management in assessing the Group's ability 
to continue as a going concern, particularly around its consideration of the impact of COVID-19  
and the steps taken to protect the Group's liquidity. As part of this review the Committee reviewed 
management's 'worst case' cash burn scenario which showed the Group has sufficient cash and 
liquidity headroom to continue for a period of greater than 12 months with no sales. This combined 
with the covenant waiver led the Committee to conclude there is no material uncertainty around the 
Group's ability to continue as a going concern and as such the disclosures in this area are appropriate. 

Carrying value of goodwill

The carrying value of goodwill depends on the Group's ability 
to meet future trading forecasts. There is inherent uncertainty 
in forecasting future cash flows and as such this area of 
estimate is a focus for the Committee.

The Committee reviewed and discussed Management's conclusions around the carrying value 
of goodwill, including: the methodology applied; the achievability of the business plans and how 
COVID-19 had been reflected in the plans; considering the appropriateness of discount rates and 
long term growth rates applied and considering the outcome of sensitivity analysis. The Committee 
agreed with Management's conclusion that an impairment is not required (FY'19 £nil).

Share-based payments

Judgement is required when assessing whether share-based 
payment arrangements are cash or equity settled. Depending on 
the allocation as cash or equity settled impacts the accounting 
treatment and whether the instruments are required to be 
remeasured at fair value at each Balance Sheet date. 

The Committee considered the treatment of new share-based payment schemes issued during the 
year, particularly their treatment as cash or equity settled. The Committee considered Management 
accounting papers referencing the underlying legal documentation and the requirements of IFRS2, 
Share-Based Payments. The Committee agreed with Management’s conclusion to treat post IPO 
equity schemes as equity settled. 

Financial Statement disclosures

As this is the first Annual Report Trainline plc will prepare as a 
Company listed on the UK Stock Exchange there is a risk that 
the disclosures and reporting requirements of a UK listed 
Company are not met.

The Committee have reviewed the Financial Statements in detail and provided comments. 
Additionally they considered Management papers in relation to Financial Statement presentation 
and the external auditors findings. The Committee noted that an appropriate process had been 
followed in checking completeness and accuracy of disclosures and as such concluded the Financial 
Statement disclosures were adequate. 
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Other than the IPO Lock Up Agreements in place for senior management which expire 365 days after the IPO, there are no restrictions on 
voting rights or the transfer of shares in the Company and the Company is not aware of agreements between holders of securities that 
result in such restrictions. No shareholder holds securities carrying special rights with regards to control of the Company.

The Company had been notified under Rule 5 of the FCA’s Disclosure Guidance and Transparency Rules of the following interests 
in voting rights in its shares. The latest information on major shareholders is available via the Regulatory Information Service or on 
the Company’s Investor Relations website.

% of total voting rights  
as at 29 Feb 2020

% of total voting rights as at 
the date of this report

The Capital Group Companies, Inc.

Baillie Gifford & Co

Blackrock, Inc.

T. Rowe Price Associates, Inc

10.04%

8.99%

8.28%

5.23%

11.29%

8.99%

6.20%

5.23%
Merian Global Investors below notification threshold 5.02%

The Company was authorised by shareholders to purchase its own shares in the market up to a maximum of approximately 10% 
of its issued share capital. No shares were purchased under that authority during the financial year. The Company is seeking to 
renew the authority at the forthcoming AGM, within the limits set out in the notice of that meeting and inline with the 
recommendations of the Pre-emption Group. Shares held by the Company’s Employee Benefit Trust (the ‘Trust’) rank pari passu 
with the shares in issue and have no special rights. Voting rights and rights of acceptance of any offer relating to the shares held 
in the Trust rests with the trustees, who may take account of any recommendation from the Company. Voting rights are not 
exercisable by the colleagues on whose behalf the shares are held in trust.

Articles of Association and Powers of the Directors
The Company’s Articles of Association contain the rules relating to the powers of the Company’s directors and their appointment 
and replacement. The Company’s Articles of Association may only be amended by special resolution at a general meeting of the 
shareholders. Subject to the Company’s Articles of Association, the Companies Act and any directions given by special 
resolution, the business of the Company will be managed by the Board who may exercise all the powers of the Company, 
whether relating to the management of the business of the Company or not.

Events after the balance sheet date
On 30 January 2020, the spread of the novel Coronavirus (COVID-19) was declared a public health emergency by the World 
Health Organisation. Though the impact of COVID-19 did not materially impact the Group in the year ended 29 February 2020 it 
has not been considered a non-adjusting post balance sheet event, in line with IAS10 on the basis that it occurred during the 
financial year. As a result, the forecasts used for impairment analysis reflected the expected impact of COVID-19 on the Group at 
the balance sheet date together with further sensitivities reflecting the Directors’ views at the date of approval of the financial 
statements of the impact of COVID-19. The going concern assessment and viability statement have been updated to reflect the 
Directors assessment of the impact of COVID-19 at the date of approval of the financial statements. This has been reflected in 
the respective disclosures. Subsequent to the year end, the Group drew down an additional £85 million of its Revolving Credit 
Facility and reduced the portion of the Facility utilised through bank guarantees. Following these changes, the remaining 
headroom on the Revolving Credit Facility was £90.2 million. On 29 April 2020, the Group announced that its loan syndicate had 
waived the financial covenant in respect of its £350 million revolving credit facility until August 2021 to support the business 
through the COVID-19 pandemic and the related impact on trading.

Going concern
The Governance Code requires the Board to assess and report on the prospects of the Group and whether the business is a going 
concern. In considering this requirement, the Directors have taken into account the Group’s forecast cash flows, liquidity, 
borrowing facilities and relating covenant requirements and the expected operational activities of the Group. All of these 
forecasts included the waiving of the financial covenant in respect of the Group’s £350 million Revolving Credit Facility until 
August 2021 as announced by the Group on 29 April 2020 and the expected impact of COVID-19 on the Group’s performance. 

Though the scenario is considered to be very unlikely, as part of the going concern assessment the Group prepared a cash flow 
forecast which considered the Group’s ongoing cash outflows and assumed no revenue inflows. The analysis confirmed the 
Group’s current liquidity position would enable the Group to operate with no cash inflows for a period of at least 12 months from 
the date of signing these financial statements.

Having due regard to these matters and after making appropriate enquiries, the Directors have a reasonable expectation that the 
Group and the Company have adequate resources to remain in operation until at least 12 months after the approval of these 
Financial Statements. The Board have therefore continued to adopt the going concern basis in preparing the consolidated 
Financial Statements.
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Role and work of the Audit 
& Risk Committee
Meetings are held to coincide with key 
events, in particular the reporting and 
audit cycle for the Group. The Chair 
of the Committee reports at the next 
subsequent Board meeting on the 
business concluded at the previous 
Committee, the discharge of its 
responsibilities and informs the Board 
of any recommendations made by 
the Committee.

Key areas of focus for the 
Audit & Risk Committee  
during FY’20

Going concern and viability 
assessments
The Committee reviewed and advised 
the Board on the Group’s going concern 
and viability statements included in this 
Annual Report and the assessment 
reports prepared by management in 
support of such statements. The current 
and anticipated impact of COVID-19 
was considered as part of the review. 
The external auditor discussed the 
statements with the Committee and 
reviewed the conclusions reached by 
management regarding going concern 
and viability.

Financial Statements and reporting
The Committee monitored the financial 
reporting process for the Group, which 
included receiving reports from, and 
discussing these with, the external 
auditor. As part of the year end reporting 
process the Committee reviewed this 
Annual Report, a management report on 
accounting estimates and judgements, 
a management report on Alternative 
Performance Measures, the external 
auditor’s report on internal controls, 
accounting and reporting matters, 
and management representation 
letters concerning accounting and 
reporting matters.

Monitoring the integrity of the 
Company’s financial statements, 
the financial reporting process and 
reviewing the significant accounting 
issues are key roles of the Committee. 
The Committee plays an important role 
in advising the Board when it considers 
whether the Annual Report, taken as a 
whole is fair, balanced and understandable 
and provides the information necessary 
for shareholders to assess the 
Company’s position, performance, 
business model and strategy.

Internal controls review
The Board monitors the key elements 
of the Group’s internal control and risk 
management framework arrangements 
supported by the Audit and Risk 
Committee. During the period the 
Committee advised the Board on its 
review of the effectiveness of the systems 
and processes including financial, 
operational and compliance controls. 

Accounting judgements and key 
sources of estimation uncertainty
The Committee assessed whether 
suitable accounting policies had been 
adopted and the reasonableness of the 
judgements and estimates that had been 
made by management.

The Committee also reviewed the 
impact of the new accounting standard, 
International Financial Reporting 
Standard (IFRS) 16, on the Group’s 
leases and the accounting adjustments 
required. The Committee considered 
and agreed with managements 
proposed implementation.

The Committee, alongside management 
and the external auditor identified the 
areas set out in the table below as the 
key areas of judgment and estimation.

Key areas of judgement and estimation
Issue Considered How the issue was addressed

Going concern

The going concern disclosure is an area of judgement. Given 
the current COVID-19 pandemic and the resulting economic 
conditions the level of uncertainty around this judgement is 
considered higher in the current environment. Additionally 
there is significant heightened public interest and scrutiny 
around the ability of companies to continue for a period of 
12 months should these conditions prevail.

The Committee considered the work performed by management in assessing the Group's ability 
to continue as a going concern, particularly around its consideration of the impact of COVID-19  
and the steps taken to protect the Group's liquidity. As part of this review the Committee reviewed 
management's 'worst case' cash burn scenario which showed the Group has sufficient cash and 
liquidity headroom to continue for a period of greater than 12 months with no sales. This combined 
with the covenant waiver led the Committee to conclude there is no material uncertainty around the 
Group's ability to continue as a going concern and as such the disclosures in this area are appropriate. 

Carrying value of goodwill

The carrying value of goodwill depends on the Group's ability 
to meet future trading forecasts. There is inherent uncertainty 
in forecasting future cash flows and as such this area of 
estimate is a focus for the Committee.

The Committee reviewed and discussed Management's conclusions around the carrying value 
of goodwill, including: the methodology applied; the achievability of the business plans and how 
COVID-19 had been reflected in the plans; considering the appropriateness of discount rates and 
long term growth rates applied and considering the outcome of sensitivity analysis. The Committee 
agreed with Management's conclusion that an impairment is not required (FY'19 £nil).

Share-based payments

Judgement is required when assessing whether share-based 
payment arrangements are cash or equity settled. Depending on 
the allocation as cash or equity settled impacts the accounting 
treatment and whether the instruments are required to be 
remeasured at fair value at each Balance Sheet date. 

The Committee considered the treatment of new share-based payment schemes issued during the 
year, particularly their treatment as cash or equity settled. The Committee considered Management 
accounting papers referencing the underlying legal documentation and the requirements of IFRS2, 
Share-Based Payments. The Committee agreed with Management’s conclusion to treat post IPO 
equity schemes as equity settled. 

Financial Statement disclosures

As this is the first Annual Report Trainline plc will prepare as a 
Company listed on the UK Stock Exchange there is a risk that 
the disclosures and reporting requirements of a UK listed 
Company are not met.

The Committee have reviewed the Financial Statements in detail and provided comments. 
Additionally they considered Management papers in relation to Financial Statement presentation 
and the external auditors findings. The Committee noted that an appropriate process had been 
followed in checking completeness and accuracy of disclosures and as such concluded the Financial 
Statement disclosures were adequate. 
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Practice example – Going concern

What is useful?
Premier Oil details its base case and assumptions, 
and highlights that it has undertaken some 
sensitivity analysis.

Premier Oil plc
Annual report and financial statements for the year 
ended 31 December 2019 
Page 49

2019 Annual Report and Financial Statements
Year to 31 December

Unlocking  
greater value

(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director
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(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director
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COVID-19 - Going concern, risk and viability 13

Practice example – Going concern

What is useful?
Premier Oil highlights that COVID-19 has impacted 
one of its assumptions beyond the sensitivity 
conducted. It has considered this impact as well 
as a failure in corporate actions, and believes 
mitigating action could be taken. In the disclosure, 
it also considers circumstances where mitigations 
do not occur or are not effective.

(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director

GOVERNANCE FINANCIAL STATEMENTS ADDITIONAL INFORMATIONSTRATEGIC REPORT

Premier Oil plc 2019 Annual Report and Financial Statements   49

(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director
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(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director
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(net to Premier) in relation to settled 
insurance claims (2018: US$1.4 million).

GOING CONCERN
The Group monitors its funding position 
and its liquidity risk throughout the year to 
ensure it has access to sufficient funds to 
meet forecast cash requirements. Cash 
forecasts are regularly produced based on, 
inter alia, the Group’s latest life of field 
production and expenditure forecasts, 
management’s best estimate of future 
commodity prices (based on recent forward 
curves, adjusted for the Group’s hedging 
programme) and the Group’s borrowing 
facilities. Sensitivities are run to reflect 
different scenarios including, but not 
limited to, changes in oil and gas production 
rates, possible reductions in commodity 
prices and delays or cost overruns on major 
development projects. This is done to 
identify risks to liquidity and covenant 
compliance and enable management to 
formulate appropriate and timely 
mitigation strategies. 

Management’s base case forecast assumed  
an oil price of US$65/bbl in 2020 and 2021 
respectively and production in line with 
prevailing rates. In January 2020, the Group 
publicly announced the agreement it had 
reached to undertake the following corporate 
actions (together the ‘Corporate Actions’):

• an amend and extend (‘A&E’) of all of the 
Group’s financing facilities, including 
extension of maturity from May 2021 to 
November 2023; 

• the proposed acquisition of a 25 per cent 
working interest in Tolmount from Dana 
and interests in Andrew and Shearwater 
from BP (together the ‘Acquisitions’ or the 
‘Acquired Assets’); 

• entering into a US$300 million bridge 
facility to partly finance the Acquisitions 
(the ‘Bridge Facility’). Based on current 
forecasts we do not expect to utilise the 
Bridge Facility; and,

• raising equity from shareholders via  
a combination of a placing and a rights 
issue (the ‘Equity Raise’), which is fully 
underwritten. 

The above actions are expected to  
be approved via a court scheme of 
arrangement in March 2020. Assuming 
approval is obtained, the Group will request 
that shareholders approve the Equity Raise 
and Acquisitions in Q2 2020. In February 
2020, more than 75 per cent of the Group’s 
creditors voted to support the Group’s 
scheme of arrangement. Accordingly, 
management expect the above Corporate 
Actions to be approved and completed in Q3 
2020. The expected completion of the 
Corporate Actions is reflected in the base 
case forecast. However, as sanction of the 
scheme of arrangement is subject to court 
approval, and particularly given the scheme 
is currently being opposed by one creditor, 
approval is not yet certain. 

At 31 December 2019, the Group continued 
to have significant headroom on its 

financing facilities and cash on hand. The 
Group has run downside scenarios, where 
oil and gas prices are reduced by a flat 
US$10/bbl throughout the going concern 
period and where total Group production is 
forecast to reduce by 10 per cent. In the 
downside scenarios applied to the base case 
forecast, individually and in combination, 
there would be no forecast covenant breach 
during the 12 month going concern 
assessment period.

In addition, the Group has run downside 
scenarios where the Corporate Actions do 
not complete either because of a rejection of 
the scheme by the court or due to rejection 
by shareholders. In the event that the 
Corporate Actions do not complete, and 
applying the base case assumptions to 
Premier’s existing assets, the forecasts 
show that the Group will have sufficient 
financial headroom for the 12 months from 
the date of approval of the 2019 Annual 
Report and Accounts, even if the Corporate 
Actions do not complete. However, if the 
Corporate Actions do not complete and 
downside price and/or production scenarios 
materialise, in the absence of any 
mitigating actions, a breach of one or more 
of the financial covenants during the 12 
month going concern assessment period 
would arise and the Group’s financing 
facilities would be classified as current 
liabilities in subsequent reporting periods. 
This potential breach could be mitigated by 
asset disposals, such as the Group’s interest 
in the Zama prospect, as well as further 
hedging activity or deferral of expenditure. 

Currently, due to fears over the spread of 
COVID-19 and the impact this may have on 
global demand for oil, oil prices have fallen 
to levels not seen since early 2016 and below 
the sensitised case above. If oil prices were 
to remain at these levels, and the Corporate 
Actions described above did not complete, 
the Directors believe that the mitigating 
actions identified above would prevent a 
breach from occurring. 

Based on management’s expectation that 
completion of the Corporate Actions is 
probable, and considering the downside 
scenarios run, including the Corporate 
Actions not completing, the Directors have 
a reasonable expectation that the Company 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Therefore, the Directors continue to 
adopt the going concern basis of accounting 
in preparing these consolidated financial 
statements.

In the remote scenario whereby the 
Corporate Actions do not complete,  
there is a sustained fall in the oil price,  
and management is unable to deliver any 
mitigating actions, in the event of a forecast 
covenant breach, management have every 
expectation that either a covenant waiver 
or forbearance from the required number  
of lenders would be received, which would 
avoid an acceleration of repayment of the 
Group’s financing facilities during the going 
concern period.

BUSINESS RISKS 
Premier’s business may be impacted by 
various risks leading to failure to achieve 
strategic targets for growth, loss of 
financial standing, cash flow and earnings, 
and reputation. Not all of these risks are 
wholly within the Company’s control and 
the Company may be affected by risks 
which are not yet manifest or reasonably 
foreseeable.

Effective risk management is critical to 
achieving our strategic objectives and 
protecting our personnel, assets, the 
communities where we operate and with 
whom we interact, and our reputation. 
Premier therefore has a comprehensive 
approach to risk management.

A critical part of the risk management 
process is to assess the impact and 
likelihood of risks occurring so that 
appropriate mitigation plans can be 
developed and implemented. Risk severity 
matrices are developed across Premier’s 
business to facilitate assessment of risk. 
The specific risks identified by project and 
asset teams, business units and corporate 
functions are consolidated and 
amalgamated to provide an oversight of key 
risk factors at each level, from operations 
through business unit management to the 
Executive Committee and the Board. 

For all the known risks facing the  
business, Premier attempts to minimise  
the likelihood and mitigate the impact. 
According to the nature of the risk, Premier 
may elect to take or tolerate risk, treat risk 
with controls and mitigating actions, 
transfer risk to third parties, or terminate 
risk by ceasing particular activities or 
operations. Premier has a zero tolerance to 
financial fraud or ethics non-compliance, 
and ensures that HSES risks are managed 
to levels that are as low as reasonably 
practicable, whilst managing exploration 
and development risks on a portfolio basis.

The Group has identified its principal risks 
for the next 12 months as being:

• Commodity price volatility.
• Access to capital.
• Production and development delivery,  

and decommissioning execution.
• Joint venture partner alignment and 

supply chain delivery.
• Climate change.
• Organisational capability.
• Exploration success and reserves addition.
• Health, safety, environment and security.
• Host government: political and fiscal risks.
Further information detailing the way  
in which these risks are mitigated can  
be found on pages 54 to 57 and is also 
provided on the Company’s website  
www.premier-oil.com.

Richard Rose 
Finance Director
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Reflecting on risk
In the original project on risk and viability (and the 
related implementation study), the Lab considered 
what types of information are useful for investors 
when considering risks. However, much of the current 
disclosure around risk is focused on longer-term risks. 
Where there are very short-term situations, a slightly 
different approach is needed.

Investors note that not all risks are equal. As the time 
horizon becomes shorter, the level of information they 
want increases. An example of a shorter-term situation 
highlighted as part of our implementation study was 
(is) the uncertainty around Brexit. Our discussions with 
investors on that shorter-term uncertainty identified 
some elements of disclosure that are also useful here:

•  Consistency in reporting – While much of the FRC 
and Lab guidance focuses on the Annual Report, 
in times of uncertainty there is a need to focus on 
shorter-term reporting. Ensuring that such ad-hoc 
reporting on risk reflects and references the wider 
annual report disclosure is helpful for investors, or, 
where different, such differences are highlighted and 
described.

•  Focus on the big picture, for now – In the short 
term, investors highlight that they need big-picture 
information – they accept that the current level of 
disclosures might not be perfect. Companies should 
focus on the most relevant issues such as liquidity, 
solvency and operational matters. As the situation 
becomes clearer, further information can be 
provided.

•  Focus on timing of issues – Time horizons have 
shortened, therefore clarifying timing of any 
matter (or by which point more clarity is needed) 
is very useful. This is an investor expectation across 
communications.

•  Provide movement – COVID-19 has impacted 
many aspects of company operations and finances. 
Therefore, clarity on the impact on individual risks 
is useful, as well whether those impacts are short or 
long-term. Impacts will likely be seen to both the risk 
itself, and to how it is mitigated.

•  Clarify changes in risk appetite – Severe shocks such 
as COVID-19 may make companies question the 
level of residual risk and their views on risk appetite. 
Clarifying any changes made as a result is useful to 
investors.

•  Think about a split that makes sense – Given that 
the current issues are both global and local, there 
might be material, relevant risks that need to be put 
in the context of specific geographies, operations or 
segments.

 

 

 
FRC guidance 
 
The FRC's Corporate Reporting Review team 
recently published information for companies 
reminding them about their obligations for 
reporting on principal risks. 

The FRC encourages companies to consider 
carefully what disclosures they might need 
to include in their year-end accounts relating 
to these events. Companies should consider 
whether to refer to the possible impact of 
COVID-19 on their business in their reporting 
of principal risks and uncertainties. Where 
mitigating actions can be taken, these should 
also be reported alongside the description of 
the risk itself. As well as possible inclusion within 
a company’s disclosures of principal risks and 
uncertainties, the carrying value of assets and 
liabilities might also be affected with a need to 
perform additional impairment tests and to assess 
whether leases have become onerous.

https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
https://www.frc.org.uk/getattachment/43c07348-e175-45c4-a6e0-49f7ecabdf36/Business-Models-Lab-Implementation-Study-2018.pdf
https://www.frc.org.uk/getattachment/34d2e9a7-b73e-41b6-a9ae-5f0a7a69dbc4/Coronavirus-draft-para-17-Feb.pdf
https://www.frc.org.uk/getattachment/34d2e9a7-b73e-41b6-a9ae-5f0a7a69dbc4/Coronavirus-draft-para-17-Feb.pdf
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Updating risk
Given the timing of the reporting cycle for many 
companies, a significant number will now need to 
consider how to reflect COVID-19 risks in their half-year 
report.

Companies should be considering whether they should 
update their risks for the half-year disclosures. Given the 
circumstances, it is likely that they will need to provide 
an update to the market in their half-year report. The 
most successful risk disclosures are likely to consider the 
issues raised by COVID-19 holistically, and with specific 
reference to the company’s circumstances.

Global or specific risk
Only a small number of companies had identified 
pandemic as a principal risk before COVID-19. Even 
those that had considered such a risk could not 
anticipate the ultimate level of impact that COVID-19 
and government responses have had.

For some companies COVID-19 represents a significant 
issue in its own right and warrants a principal risk. 
However, for other companies the risk faced may not be 
COVID-19 itself, but rather its impact on other risks such 
as supply chain, cyber security, financing or health and 
safety. For others, COVID-19 might not be a risk at all. 

We have included examples of the first two types of 
disclosure on the next few pages.

No matter which approach companies choose, it is 
likely that COVID-19-related risks will feature more 
prominently in disclosures in the upcoming year. The 
Lab's full report on risk considered more extensive 
characteristics that investors sought from reporting on 
risks and questions boards might consider. A summary is 
to the right.

 

Principal risk reportingQuick read Project introduction Viability statement reporting Appendix A: Schroders’ letter to 
FTSE 100 investee companies

Appendix B: Results from 
survey of retail investors

 Lab project report l Risk and viability reporting 12
What risk characteristics / 
disclosures do investors 
tell us they like?
We asked investors their views on the presentation of 
principal risk disclosures. From this, we have compiled a 
list of disclosure characteristics, with published examples 
taken from the annual reports of companies participating 
in this project. 

FRC Annual Review of Corporate Reporting 2015/16
The FRC reported that the introduction of the strategic report has provided a clearer focus on the links between 
business models, strategies, risks and performance, and led to an improvement in narrative reporting generally. 
However, more can be done to improve narrative reporting, including: (i) providing information on the company, 
the environment in which it operates and the risks it faces that is specifi c to the company and not explained in 
general terms; and (ii) explaining the links between information in the annual report, such as objectives, 
KPIs and risks. 

More important to investors

What entity-specifi c information is important to investors about risk?

Information that helps investors to 
understand the risk

Information that helps investors to 
understand how the company is managing risk

How 
important 

is it?

How does it link 
to the company’s 

story?

• Categorisation  What type 
of risk is it?

What is the 
company doing 

about it?

• Movement during year How is it 
changing?

•  Presentation 
of risks as 
gross or net 
of controls

•  Likelihood 
& impact • Priority How does it link 

to the company’s 
story?

What is the 
company doing 

about it?

•  Link to rest of 
annual report

•  Mitigating 
actions

•  Risk appetite

•  Responsible 
person

Questions for boards on principal risks
▪  Does the description of principal risks identify how they are specific to the company?

▪  Are the risk disclosures detailed and specific enough to understand why the risk is material, and over what time period?

▪ Is it clear to the reader how the company categorises and prioritises principal risks?

▪  Are movements in principal risks, including movements into and out of the principal classification, explained?

▪  Do the mitigating activities include specific information that allows the reader to understand the company’s response and current 
stage of mitigation?

FIGURE 2 – Attributes of good principal risk disclosure

https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
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Practice example – Risk

Informa PLC
Annual report and accounts for year ended 
31 December 2019
Page 83 and 89

What is useful?
Rather than a specific risk, Informa identifies 
COVID-19 as an emerging risk (based on the report 
timing) and references it as a key element of Major 
Incident risk.

Auditor
Deloitte LLP
1 New Street Square
London EC4A 3HQ
UK

www.deloitte.com

Stockbrokers
Joint Stockbroker
BAML
2 King Edward Street
London EC1A 1HQ
UK

www.bofaml.com

Joint Stockbroker
Morgan Stanley
25 Cabot Square
London E14 5AB
UK

www.morganstanley.com 

Depository Bank 
BNY Mellon
Depositary Receipts 
101 Barclay Street, 22nd Floor
New York NY 10286
United States

www.adrbnymellon.com

Principal Solicitors 
Clifford Chance LLP
10 Upper Bank Street 
London E14 5JJ
UK

www.cliffordchance.com 

Strategic Financial Advice
Rothschild
New Court
St Swithin’s Lane
London EC4N 8AL
UK

www.rothschild.com

Communications Advisers 
Teneo
6 More London Place
London SE1 2DA
UK

www.teneo.com

Registrars
Computershare Investor Services PLC 
The Pavilions
Bridgwater Road
Bristol BS99 6ZZ
UK

www.computershare.com

Advisers

Legal notices
Notice concerning forward-looking statements
This Annual Report contains forward-looking statements. Although the Group believes that the expectations reflected in such forward-
looking statements are reasonable, these statements are not guarantees of future performance and are subject to a number of risks and 
uncertainties and actual results and events could differ materially from those currently being anticipated as reflected in such forward-looking 
statements. The terms “expect”, “estimate”, “forecast”, “target”, “believe”, “should be”, “will be” and similar expressions are intended to identify 
forward-looking statements. Factors which may cause future outcomes to differ from those foreseen in forward-looking statements include, 
but are not limited to, those identified under Principal Risks and Uncertainties” on pages 84 to 90 of this Annual Report. The forward-looking 
statements contained in this Annual Report speak only as of the date of publication of this Annual Report and the Group therefore cautions 
readers not to place undue reliance on any forward-looking statements.

Except as required by any applicable law or regulation, the Group expressly disclaims any obligation or undertaking to release publicly  
any updates or revisions to any forward-looking statements contained in this document to reflect any change in the Group’s expectations  
or any change in events, conditions or circumstances on which any such statement is based.

Website
Informa’s website www.informa.com gives additional information on the Group. Information made available on the website  
does not constitute part of this Annual Report.
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Assessment of emerging risks
As well as assessing ongoing risks, we continue to consider how the 
business could be affected by emerging risks over the long term. 
These are risks which may develop but have a greater uncertainty 
attached to them. It is often possible to predict the potential 
impacts of emerging risks, but less possible to predict their 
likelihood, timing and velocity. 

At each quarterly Risk Committee meeting, each Division is asked to 
highlight any new or emerging risks. We also hold specific sessions 
with Senior Management teams to scan for significant emerging 
risks. During the year, the Risk Committee held a specific review of 
emerging risks and concluded that these are captured effectively 
through our risk management processes.

As a business operating in the Knowledge and Information 
Economy, our products have a role to play in helping our customers 
and their markets develop in a sustainable way, as described on 
pages 48 to 51.

Informa’s major branded events convene international markets, 
industries and professional communities, helping businesses 
and individuals to learn, discover, share knowledge and transact. 
Our platforms are highly efficient, gathering communities in one 
place at the same time, which might otherwise require multiple 
visits to multiple locations. 

Despite this efficiency we create for customers, flight shaming, 
higher environmental taxes on flights and/or a more stringent 
focus on travel by businesses have the potential to have some 
impact on attendance at some of our events businesses in the 
future. Equally, it could potentially shift interest towards digital 
forums or other digital engagement platforms, an area we have 
been building capability in for some time.

Climate change risk and opportunity are captured through our 
normal risk governance process and emerging risk reviews. We do 
not currently identify climate change as a principal risk individually, 
as the potential impact and response to climate change are 
considered as part of other identified risks and mitigating activities, 
such as inadequate response to major incidents. We recognise 
for instance that climate change is one cause of the increasing 
frequency and severity of severe weather-related events, which 
could impact our choice of event location and timing. We are 
developing the Group’s response to the recommendations of the 
international Task Force on Climate-related Financial Disclosures 
regarding expanding available information on climate change 
impacts. See our Sustainability Report, available on the Informa 
website, for additional details on our climate change consideration. 

The demand for Open Access to academic research continues to 
grow at a consistent and steady rate, creating both opportunities 
and challenges for publishers. Taylor & Francis has invested 
significantly in strengthening its OA capabilities and output to 
ensure it is offering flexibility for customers as described on pages 
73 and 74. The full range of potential opportunities and risks 
continues to emerge, but this risk is not considered material for 
the Group.

Based on a risk assessment of the most impactful no-deal Brexit 
scenario and risk assessments at Group, Divisional and functional 
levels, Brexit is not a principal risk to the Group. The potential 
financial impacts are considered immaterial due to the diversified 
international breadth of Informa’s business and a low reliance 
on cross-EU/UK border physical goods movements to deliver our 
services and products.

Where Brexit risks exist, detailed contingency planning has taken 
place to minimise business interruptions, including in areas such as 
the physical supply of books to customers in the EU, and planning 
for any initial logistical and travel challenges for events close to the 
proposed exit day.

In the area of tax, the Group takes a principled and low risk 
approach, which limits the likelihood of disputes with tax 
authorities and makes unexpected material tax liabilities unlikely. 

The risk of currency fluctuation exists, particularly in the relative 
value of sterling and the US dollar, which continues to be managed 
by the Group Treasury team by ensuring the currency of the 
Group’s borrowing are aligned with the currency of the Group’s 
largest sources of cash generation.

At the time of going to press, COVID-19 is an emerging risk. As health 
and government authorities are reporting, the situation continues 
to develop in China, Asia and in locations around the world. We are 
following the biosecurity and safety guidance of the relevant 
government and local authority as well as guidelines issued by the 
World Health Organization and have adopted a postponement 
programme to reschedule and rephase affected event. 

Planning and response are being led by the EMT based on an 
internal framework for decision making, a regular assessment of 
local, personal and commercial impacts and actions to support 
colleagues and customers. Communications and guidance 
are being regularly issued internally at a Group level as well 
as divisionally and locally. We will continue to closely monitor, 
assess and respond to this risk as it develops.

Overall assessment of risk management
We confirm that, through the processes and governance outlines 
above, we have performed a robust assessment of the Company’s 
emerging and principal risks and these are presented on the 
following pages.
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As well as assessing ongoing risks, we continue to consider how the 
business could be affected by emerging risks over the long term. 
These are risks which may develop but have a greater uncertainty 
attached to them. It is often possible to predict the potential 
impacts of emerging risks, but less possible to predict their 
likelihood, timing and velocity. 

At each quarterly Risk Committee meeting, each Division is asked to 
highlight any new or emerging risks. We also hold specific sessions 
with Senior Management teams to scan for significant emerging 
risks. During the year, the Risk Committee held a specific review of 
emerging risks and concluded that these are captured effectively 
through our risk management processes.

As a business operating in the Knowledge and Information 
Economy, our products have a role to play in helping our customers 
and their markets develop in a sustainable way, as described on 
pages 48 to 51.

Informa’s major branded events convene international markets, 
industries and professional communities, helping businesses 
and individuals to learn, discover, share knowledge and transact. 
Our platforms are highly efficient, gathering communities in one 
place at the same time, which might otherwise require multiple 
visits to multiple locations. 

Despite this efficiency we create for customers, flight shaming, 
higher environmental taxes on flights and/or a more stringent 
focus on travel by businesses have the potential to have some 
impact on attendance at some of our events businesses in the 
future. Equally, it could potentially shift interest towards digital 
forums or other digital engagement platforms, an area we have 
been building capability in for some time.

Climate change risk and opportunity are captured through our 
normal risk governance process and emerging risk reviews. We do 
not currently identify climate change as a principal risk individually, 
as the potential impact and response to climate change are 
considered as part of other identified risks and mitigating activities, 
such as inadequate response to major incidents. We recognise 
for instance that climate change is one cause of the increasing 
frequency and severity of severe weather-related events, which 
could impact our choice of event location and timing. We are 
developing the Group’s response to the recommendations of the 
international Task Force on Climate-related Financial Disclosures 
regarding expanding available information on climate change 
impacts. See our Sustainability Report, available on the Informa 
website, for additional details on our climate change consideration. 

The demand for Open Access to academic research continues to 
grow at a consistent and steady rate, creating both opportunities 
and challenges for publishers. Taylor & Francis has invested 
significantly in strengthening its OA capabilities and output to 
ensure it is offering flexibility for customers as described on pages 
73 and 74. The full range of potential opportunities and risks 
continues to emerge, but this risk is not considered material for 
the Group.

Based on a risk assessment of the most impactful no-deal Brexit 
scenario and risk assessments at Group, Divisional and functional 
levels, Brexit is not a principal risk to the Group. The potential 
financial impacts are considered immaterial due to the diversified 
international breadth of Informa’s business and a low reliance 
on cross-EU/UK border physical goods movements to deliver our 
services and products.

Where Brexit risks exist, detailed contingency planning has taken 
place to minimise business interruptions, including in areas such as 
the physical supply of books to customers in the EU, and planning 
for any initial logistical and travel challenges for events close to the 
proposed exit day.

In the area of tax, the Group takes a principled and low risk 
approach, which limits the likelihood of disputes with tax 
authorities and makes unexpected material tax liabilities unlikely. 

The risk of currency fluctuation exists, particularly in the relative 
value of sterling and the US dollar, which continues to be managed 
by the Group Treasury team by ensuring the currency of the 
Group’s borrowing are aligned with the currency of the Group’s 
largest sources of cash generation.

At the time of going to press, COVID-19 is an emerging risk. As health 
and government authorities are reporting, the situation continues 
to develop in China, Asia and in locations around the world. We are 
following the biosecurity and safety guidance of the relevant 
government and local authority as well as guidelines issued by the 
World Health Organization and have adopted a postponement 
programme to reschedule and rephase affected event. 

Planning and response are being led by the EMT based on an 
internal framework for decision making, a regular assessment of 
local, personal and commercial impacts and actions to support 
colleagues and customers. Communications and guidance 
are being regularly issued internally at a Group level as well 
as divisionally and locally. We will continue to closely monitor, 
assess and respond to this risk as it develops.

Overall assessment of risk management
We confirm that, through the processes and governance outlines 
above, we have performed a robust assessment of the Company’s 
emerging and principal risks and these are presented on the 
following pages.
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We operate internationally and are exposed to major incidents and global events. These can be caused by extreme weather, natural disasters, 
major disease outbreak, military action, civil unrest or terrorism. In most cases, there is relatively little businesses can do to control causes of major 
incidents. Major incidents have the potential to cause harm and injury to people, venues and facilities and severely interrupt business. If the Group’s 
response to a major incident is inadequate, this could also result in reputational damage and potentially criminal and civil investigations.

Modelled for viability assessment: Yes

EMT owner: Group Chief Operating Officer Movement in the year: We have raised the likelihood rating to reflect 
that we have more exposure to major incidents and in the context of the 
COVID-19 outbreak.

Risk appetite
We have a low appetite for the risk of not responding adequately to a major incident and proactively manage this.

Mitigating activities
• Under the leadership of the Head of Group Health, Safety and Security, a new business resilience programme is being established to address 

and co-ordinate incident response, covering all phases of planning and emergency response to business recovery
• Emergency response plans are put in place for events specific to the event, its location and operational team
• Divisions consider known extreme weather patterns when planning event schedules
• The Group considers terrorism threats, proximity to likely terrorist targets, and potential unrest or protests in event planning. We apply  

defined security risk assessments for high risk operations so that appropriate measures can be taken to protect customers, colleagues  
and business partners

• The Health, Safety and Security team provides support and advice in the event of an emergency and, in severe circumstances, a dedicated Crisis 
Council would convene to direct the Company’s response

• We take out insurance that would reduce some potential impacts of major incidents

10. Inadequate response to major incidents
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https://www.informa.com/globalassets/documents/investor-relations/2020/informa-annual-report-2019.pdf
https://www.informa.com/globalassets/documents/investor-relations/2020/informa-annual-report-2019.pdf
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What is useful?
G4S identifies COVID-19 as a specific risk and 
highlights some of the current and potential 
impacts. Whilst noting the significant uncertainty, 
G4S also highlights some of the actions it has taken, 
including activating continuity plans and focusing on 
liquidity.

G4S plc
Integrated report and accounts for year ended  
31 December 2019
Page 81

Securing 
your world

INTEGRATED REPORT AND ACCOUNTS 2019

G
4S plc Integrated Report and Accounts 2019

Emerging risk

Covid-19
Link to strategy

Risk

The global coronavirus pandemic involving 
the spread of Covid-19 presents a number of 
different risks to the business. The spread is 
rapid and the global economic outlook 
uncertain. We have a large workforce and 
operate in a wide range of business sectors in 
over 90 countries. It follows that the risks of 
adverse health and safety, operational and 
financial impacts arising from the pandemic 
and the associated governmental responses 
in the markets where we operate could 
be significant. 

The safety of our employees and those in our 
care is our first priority and is at the forefront 
of our response to the pandemic. 

The counter measures adopted by 
governments around the world as they seek 
to mitigate the impact of the pandemic, the 
resultant disruption and economic effect in 
the countries where we operate and the 
actions taken by our customers in response 
will impact on our operations and financial 
results leading to potential decreases in 
revenue, increases in costs and adverse 
effects on profits and cash flows.

The most material immediate reductions in 
demand for our services as a result of 
pandemic-related restrictions have arisen in 
the ports & airports, transport & logistics and 
leisure & tourism sectors, which, together, 
represent around 6% of our annual revenues 
and in respect of our retained traditional cash 
businesses which represent around 4% of our 
annual revenues. There may be further 
demand reductions in other sectors driven by 
the economic effect of governmental 
restrictions, although this is likely to vary 
substantially from market-to-market and, in 
some cases, we are seeing increased demand 
in other sectors (for example in healthcare-
related services in the Americas and Europe 
& Middle East regions). Increased operating 
costs are also likely to result from additional 
investment in personal protective equipment, 
increased workforce sickness levels and the 
need to furlough staff, although, in a number 
of geographies the impact of this is being 
mitigated by government financial 
support arrangements.

Risk mitigation

G4S has taken action across a wide range of 
fronts in mitigation of the risks presented by 
the pandemic. We have instituted protective 
measures for staff in the “frontline”, which in 
some cases included wearing protective 
equipment and guidelines to follow in certain 
security situations. 

All our regions have rolled out agreed 
Business Continuity Plans to ensure we are 
actively managing the disruption presented by 
this pandemic. We provide essential services 
for our customers and the continuation of 
these services is a key priority. 

Contingency plans have been implemented in 
consultation with our customers on whose 
sites we operate and we are implementing a 
range of measures to mitigate operational 
and commercial risks as they emerge.

We are working closely with customers to 
understand their actions in response to the 
pandemic, in some cases requiring extra 
security services, in some reducing or 
suspending services. We are working 
diligently on redeploying and supporting our 
employees being affected by the change in 
demand from customers and ensuring we 
understand, and engage, the help and support 
available from various governments.

From a funding perspective, we are adopting 
a prudent stance in relation to our liquid 
resources. We have a favourable debt 
maturity profile and a strong liquidity position, 
which has been further enhanced by the sale 
of the conventional cash businesses. The 
Board has not recommended payment of the 
2019 final dividend and we have 
implemented strict cost and cash flow 
management measures to ensure we protect 
the Group’s financial position. 

Mitigation priorities for 2020

We are responding dynamically to the 
rapidly changing situation that the 
Coronavirus pandemic has created. We 
will continue with our current focused 
management approach to protect the 
company and its key stakeholders until the 
impact of Covid-19 abates. 

Our priorities remain the health and safety of 
our staff, customer service, financial discipline 
and business continuity. 

People, culture & values

Growth

Profitability

Financial discipline

Links to strategy

Integrated Report and Accounts 2019    G4S plc  81

AR
Practice example – Risk
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Section 3

Viability statement
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Viability in times of  
uncertainty
The Lab’s previous project on risk and viability (and 
our implementation study), highlighted the value 
of providing information about a company’s future 
prospects and viability to investors.

However, the outcomes of COVID-19 on businesses, 
lives and livelihoods remains very uncertain and 
companies need to be free to adapt rapidly to 
circumstances, both positive and negative. The lack of 
certainty has meant that many companies are reluctant 
to provide a perspective on the future.

But it is the longer-term perspective, inherent within 
the viability statement, that should provide confidence 
to companies to make such statements.

While generally the short-term is more certain than the 
longer-term, the current circumstances in some ways 
reverses this equation.

This means that there might be less certainty over a 
company's (and the economy's) short-term future than 
its longer-term viability (with appropriate caveat and 
context).

Therefore, a combination of going concern (see earlier 
Section 1) and viability statements are necessary to 
show a company's position and expectations.

 
Lab comment – Viability – born in a crisis
The financial crisis identified a desire for corporate 
reporting to consider a future that is longer than 
the 12-month period that is often the focus of going 
concern assessments. Lord Sharman was tasked 
with considering how to encourage a longer-term 
perspective. One of the recommendations of the 
Sharman Inquiry was for companies ‘to provide 
information to stakeholders about the economic 
and financial viability of the company and to 
help demonstrate the directors’ stewardship and 
governance of the company in that respect.’

The report concluded that information supporting 
this ‘should be specific to the entity and avoid 
standardised language. The directors should be 
free to rely on their judgement, experience and 
understanding of the underlying business in making 
their assessment and in disclosing what they 
believe will be most relevant to shareholders and 
other stakeholders.’ It also highlighted the need for 
consideration of solvency risk as well as liquidity 
risk, which had previously been the focus of going 
concern assessments:

‘The evidence we received confirmed that for many 
the principal focus of the going concern assessment 
process is on liquidity and that, outside the financial 
services sector, there is little focus on solvency… 
Solvency risk on the other hand is about the viability 
of the business model and the maintenance of 
capital. Solvency risks are therefore longer term and 
may be more qualitative and judgmental, whereas 
liquidity risks tend to be more short term and more 
quantitatively based.’

FIGURE 3 – Expected economic circumstances may vary significantly in the short term but converge over the longer term.
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https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
https://www.frc.org.uk/getattachment/43c07348-e175-45c4-a6e0-49f7ecabdf36/Business-Models-Lab-Implementation-Study-2018.pdf
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Useful disclosure
For investors, good viability disclosures 
provide detail about the prospects of a 
company and its viability. The Lab’s previous 
report on viability covered key elements that 
investors valued including:

•  Company-specific detail and context on 
both prospects and viability.

•  Details on actions and expectations.

•  Details of realistic scenarios considered 
and key assumptions used.

Key questions for boards based on that report 
are included on the right. However, COVID-19 
adds a number of specific elements that may 
also need to be considered.

COVID-19 actions
The actions companies take to reduce 
costs and cash outflows are only short-
term mitigations. Over the medium 
term, companies may need to take more 
fundamental and radical action that ultimately 
goes to their ability to remain viable.

Investors want to understand the context of 
these decisions, and see enough detail, for 
them to make their assessment of the impacts 
that structural changes might have on the 
company over that longer-term future.

Important disclosures might include:

▪  Specific short and medium-term COVID-19-
related factors that have been considered, 
such as availability of government support, 
employee and supplier-related issues.

▪  Information on viability across the 
group, and within the ultimate parent, 
including on inter-group guarantees and 
commitments.

▪  Details of how the board is monitoring and 
controlling the situation.

▪  Details on business model resilience and 
actions with reference to the situations 
highlighted by COVID-19 (e.g. consumer 
trends/supply chain).

▪  Details of how COVID-19 has been 
reflected in scenarios and stress testing of 
both prospects and viability.

Within the next few pages we have included 
some examples of current reporting practice 
on viability.

 

Taking into account
• Current posi� on
• Assessment of risks 
• Business model

ASSESSMENT
OF PROSPECTS

Taking into account
• Stress & sensi� vity analyses 
• Link to principal risks
• Qualifi ca� ons & assump� ons
• Reasonable expecta� ons

ASSESSMENT
OF 

VIABILITY

Questions for boards on the viability statement
▪  Does the disclosure differentiate between the directors’ assessment of long-term 

prospects and their statement on the company’s viability, and clarify why different 
time horizons are used?

▪  When disclosing long-term prospects, has the board considered their stewardship 
responsibilities, previous statements they have made (especially in raising capital), 
the nature of the business and its stage of development, and its investment and 
planning periods?

▪  Does the viability statement disclose any relevant qualifications and assumptions 
when explaining the directors’ reasonable expectation of the viability of the 
company?

▪  Is the link between the viability statement and principal risks clear to the reader, 
particularly in relation to the scenario analyses?

▪  Are the stress and scenario analyses disclosed in sufficient detail (and 
quantification) to provide investors with an understanding of the nature and 
potential impact of those scenarios, and the extent and likelihood of mitigating 
activities?

FIGURE 4 – The two-stage process in developing a viability statement

Time horizon

https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
https://www.frc.org.uk/getattachment/76e21dee-2be2-415f-b326-932e8a3fc1e6/Risk-and-Viability-Reporting.pdf
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FRC guidance
Given the systemic uncertainties that currently exist, many boards will be less 
confident in stating that they have a reasonable expectation that the company 
will be able to continue in operation and meet its liabilities as they fall due over 
a period of assessment (“the viability statement” as required for compliance 
with the UK Corporate Governance Code).

However, the FRC stresses the following points:

•  Boards are required to have a “reasonable expectation” of the company’s 
viability over the period of assessment – during the current emergency and 
unprecedented pace of change, any reasonable level of expectation would 
naturally carry a much lower level of confidence;

•  Being clear on the company’s specific circumstances and the degree of 
uncertainty about the future is important information; and

•  When presenting a company’s viability statement, its board should draw 
attention to any qualifications or assumptions as necessary.

In describing any qualifications to the statement, a board should describe the 
limits of the predictions, the level of confidence with which they have been 
made and the uncertain future events that could prove critical to viability.

Similarly, the key assumptions made and the future scenarios considered, 
should be explained. Many companies already use scenario and stress testing 
in developing their statements and this should continue as far as practicable. 
The use of reverse stress testing, to identify future scenarios that could lead to 
corporate failures, is also good practice.

At this time, the need for fuller disclosure is paramount. 

All the guidance from the FRC is available here.

https://www.frc.org.uk/covid-19-guidance-and-advice
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Practice example – Viability

What is useful?
Whitbread cover viability and risk in a single 
section. The viability statement notes some of the 
considerations that the board has taken account 
of and highlights the longer-term prospects of the 
business. The section links through to risk and going 
concern.

Whitbread PLC
Annual report and accounts for the year ended 
27 February 2020
Page 54ANNUAL REPORT AND 

ACCOUNTS 2019/20
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Whitbread 
Annual Report and Accounts 2019/20

PRINCIPAL RISKS AND UNCERTAINTIES

Risk arises from the operations of, and strategic decisions 
taken by, every business. It is not something that can be 
avoided but should be actively managed and harnessed 
in pursuit of business objectives.

The Board has ultimate responsibility for risk 
management throughout the Group and determines the 
nature and extent of the risks Whitbread is willing to take 
to achieve its objectives. Risk is managed proactively by 
the Executive Committee. Certain responsibilities, such as 
overseeing the systems of risk management and internal 
control, have been delegated by the Board to the Audit 
Committee, which completes an annual review of the 
effectiveness of these processes.

The business units complete an annual review of the 
risks to the achievement of their strategic goals, whilst 
also taking into account the key operational risks, 
which are updated regularly. A robust top-down risk 
assessment is also completed to capture the Board’s 
views on the principal risks facing Whitbread and its 
risk appetite for each. Actions required to manage these 
risks are monitored and reviewed on a regular basis. 
Emerging risk themes and trends from industry and 
professional bodies, and peer networks, are collated and 
reviewed biannually by the Executive Committee and 
managed through the risk management framework as 
appropriate. The principal risks identified, together with 
a summary of key mitigations, can be found on pages 55 
and 57. Climate change, of which sustainability is a key 
area, is an emerging risk for Whitbread. Our approach to 
identifying and managing this is embedded into the risk 
management framework and integrated through policies 
and the risk control mechanisms. Further information 
on our sustainability work can be found in the Force for 
Good update on page 53.

Longer-term prospects
The sections Market Review and Our Business Model 
in the strategic report describe how the Board has 
positioned the Group to take advantage of the growth 
opportunities in the markets in which the business 
operates and how the Company is positioned to create 
value for shareholders, over the longer term, taking 
account of the risks described in this section of the 
Annual Report.

Viability statement

The Corporate Governance Code requires that the 
directors have considered the viability of the Group 
over an appropriate period of time selected by them. 
In considering the appropriate period, the directors 
debated reducing the three-year viability period to 
align with the 12-month going concern period. 

The directors, in making the assessment that three 
years was appropriate, considered the current financial 
and operational positions of the Group, the potential 

impact of the risks and uncertainties as outlined on 
pages 55 to 57 of the Annual Report and the uncertainty 
regarding the duration, extent and ultimate impact of the 
COVID-19 pandemic.

The business planning process reviewed by the Board, 
as part of the strategic planning process, is over a three 
and five-year timeline, with the Board acknowledging that 
in a COVID-19 environment the certainty of those plans, 
the potential fluctuations in the global economy, the 
impact on competitors and customer behaviour in a post 
COVID-19 world is far from certain. Multiple scenarios 
were modelled through the process and were reviewed 
by the Board.

In making the viability statement, the Board carried 
out a robust assessment of the principal risks and 
uncertainties facing the Group, which could impact 
the business model, focusing specifically on the impact 
of COVID-19 and the future performance, solvency 
and liquidity of the Group. These scenarios included 
an assessment of the Group’s longer-term prospects, 
including any further uncertainties that may come from 
the UK leaving the EU, and climate change. The scenario 
modelling and sensitivity analysis were applied to 
forecasted cash flows. These scenarios included full 
hotel closures for an extended period with revenues 
not returning to pre-COVID-19 levels until FY23. 

Should the impacts of the pandemic on trading 
conditions be more prolonged or severe than currently 
forecast by the directors, this viability statement 
would be dependent on the Group’s ability to access 
additional liquidity. Detailed consideration was given 
to the availability and likely effectiveness of financing 
actions that could be taken and other self-help 
measures that have been taken; these measures to 
access additional liquidity have been outlined in the 
going concern assessment in Note 2 of the consolidated 
financial statements.

Whilst the impact of COVID-19 on the business will 
be material, despite this, the business’s long-term 
strategy for value creation in the UK and internationally 
remains unchanged. The combination of compelling 
structural opportunities and the advantages of our 
unique operating model should enable the business 
to outperform in the UK, take market share and to 
capitalise on the material growth opportunity in 
Germany. These strong fundamentals, combined 
with an appropriate capital structure, should drive 
long-term value.

Based upon this assessment, the sensitivity around 
the significant loss of revenue built into the scenarios 
tested, the directors confirm that they have reasonable 
expectation that the Group will be able to continue in 
operation and meet its liabilities as they fall due over 
the three-year assessment period. 

Understanding and 
responding to risks
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PRINCIPAL RISKS AND UNCERTAINTIES

Risk arises from the operations of, and strategic decisions 
taken by, every business. It is not something that can be 
avoided but should be actively managed and harnessed 
in pursuit of business objectives.

The Board has ultimate responsibility for risk 
management throughout the Group and determines the 
nature and extent of the risks Whitbread is willing to take 
to achieve its objectives. Risk is managed proactively by 
the Executive Committee. Certain responsibilities, such as 
overseeing the systems of risk management and internal 
control, have been delegated by the Board to the Audit 
Committee, which completes an annual review of the 
effectiveness of these processes.

The business units complete an annual review of the 
risks to the achievement of their strategic goals, whilst 
also taking into account the key operational risks, 
which are updated regularly. A robust top-down risk 
assessment is also completed to capture the Board’s 
views on the principal risks facing Whitbread and its 
risk appetite for each. Actions required to manage these 
risks are monitored and reviewed on a regular basis. 
Emerging risk themes and trends from industry and 
professional bodies, and peer networks, are collated and 
reviewed biannually by the Executive Committee and 
managed through the risk management framework as 
appropriate. The principal risks identified, together with 
a summary of key mitigations, can be found on pages 55 
and 57. Climate change, of which sustainability is a key 
area, is an emerging risk for Whitbread. Our approach to 
identifying and managing this is embedded into the risk 
management framework and integrated through policies 
and the risk control mechanisms. Further information 
on our sustainability work can be found in the Force for 
Good update on page 53.

Longer-term prospects
The sections Market Review and Our Business Model 
in the strategic report describe how the Board has 
positioned the Group to take advantage of the growth 
opportunities in the markets in which the business 
operates and how the Company is positioned to create 
value for shareholders, over the longer term, taking 
account of the risks described in this section of the 
Annual Report.

Viability statement

The Corporate Governance Code requires that the 
directors have considered the viability of the Group 
over an appropriate period of time selected by them. 
In considering the appropriate period, the directors 
debated reducing the three-year viability period to 
align with the 12-month going concern period. 

The directors, in making the assessment that three 
years was appropriate, considered the current financial 
and operational positions of the Group, the potential 

impact of the risks and uncertainties as outlined on 
pages 55 to 57 of the Annual Report and the uncertainty 
regarding the duration, extent and ultimate impact of the 
COVID-19 pandemic.

The business planning process reviewed by the Board, 
as part of the strategic planning process, is over a three 
and five-year timeline, with the Board acknowledging that 
in a COVID-19 environment the certainty of those plans, 
the potential fluctuations in the global economy, the 
impact on competitors and customer behaviour in a post 
COVID-19 world is far from certain. Multiple scenarios 
were modelled through the process and were reviewed 
by the Board.

In making the viability statement, the Board carried 
out a robust assessment of the principal risks and 
uncertainties facing the Group, which could impact 
the business model, focusing specifically on the impact 
of COVID-19 and the future performance, solvency 
and liquidity of the Group. These scenarios included 
an assessment of the Group’s longer-term prospects, 
including any further uncertainties that may come from 
the UK leaving the EU, and climate change. The scenario 
modelling and sensitivity analysis were applied to 
forecasted cash flows. These scenarios included full 
hotel closures for an extended period with revenues 
not returning to pre-COVID-19 levels until FY23. 

Should the impacts of the pandemic on trading 
conditions be more prolonged or severe than currently 
forecast by the directors, this viability statement 
would be dependent on the Group’s ability to access 
additional liquidity. Detailed consideration was given 
to the availability and likely effectiveness of financing 
actions that could be taken and other self-help 
measures that have been taken; these measures to 
access additional liquidity have been outlined in the 
going concern assessment in Note 2 of the consolidated 
financial statements.

Whilst the impact of COVID-19 on the business will 
be material, despite this, the business’s long-term 
strategy for value creation in the UK and internationally 
remains unchanged. The combination of compelling 
structural opportunities and the advantages of our 
unique operating model should enable the business 
to outperform in the UK, take market share and to 
capitalise on the material growth opportunity in 
Germany. These strong fundamentals, combined 
with an appropriate capital structure, should drive 
long-term value.

Based upon this assessment, the sensitivity around 
the significant loss of revenue built into the scenarios 
tested, the directors confirm that they have reasonable 
expectation that the Group will be able to continue in 
operation and meet its liabilities as they fall due over 
the three-year assessment period. 

Understanding and 
responding to risks
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PRINCIPAL RISKS AND UNCERTAINTIES

Risk arises from the operations of, and strategic decisions 
taken by, every business. It is not something that can be 
avoided but should be actively managed and harnessed 
in pursuit of business objectives.

The Board has ultimate responsibility for risk 
management throughout the Group and determines the 
nature and extent of the risks Whitbread is willing to take 
to achieve its objectives. Risk is managed proactively by 
the Executive Committee. Certain responsibilities, such as 
overseeing the systems of risk management and internal 
control, have been delegated by the Board to the Audit 
Committee, which completes an annual review of the 
effectiveness of these processes.

The business units complete an annual review of the 
risks to the achievement of their strategic goals, whilst 
also taking into account the key operational risks, 
which are updated regularly. A robust top-down risk 
assessment is also completed to capture the Board’s 
views on the principal risks facing Whitbread and its 
risk appetite for each. Actions required to manage these 
risks are monitored and reviewed on a regular basis. 
Emerging risk themes and trends from industry and 
professional bodies, and peer networks, are collated and 
reviewed biannually by the Executive Committee and 
managed through the risk management framework as 
appropriate. The principal risks identified, together with 
a summary of key mitigations, can be found on pages 55 
and 57. Climate change, of which sustainability is a key 
area, is an emerging risk for Whitbread. Our approach to 
identifying and managing this is embedded into the risk 
management framework and integrated through policies 
and the risk control mechanisms. Further information 
on our sustainability work can be found in the Force for 
Good update on page 53.

Longer-term prospects
The sections Market Review and Our Business Model 
in the strategic report describe how the Board has 
positioned the Group to take advantage of the growth 
opportunities in the markets in which the business 
operates and how the Company is positioned to create 
value for shareholders, over the longer term, taking 
account of the risks described in this section of the 
Annual Report.

Viability statement

The Corporate Governance Code requires that the 
directors have considered the viability of the Group 
over an appropriate period of time selected by them. 
In considering the appropriate period, the directors 
debated reducing the three-year viability period to 
align with the 12-month going concern period. 

The directors, in making the assessment that three 
years was appropriate, considered the current financial 
and operational positions of the Group, the potential 

impact of the risks and uncertainties as outlined on 
pages 55 to 57 of the Annual Report and the uncertainty 
regarding the duration, extent and ultimate impact of the 
COVID-19 pandemic.

The business planning process reviewed by the Board, 
as part of the strategic planning process, is over a three 
and five-year timeline, with the Board acknowledging that 
in a COVID-19 environment the certainty of those plans, 
the potential fluctuations in the global economy, the 
impact on competitors and customer behaviour in a post 
COVID-19 world is far from certain. Multiple scenarios 
were modelled through the process and were reviewed 
by the Board.

In making the viability statement, the Board carried 
out a robust assessment of the principal risks and 
uncertainties facing the Group, which could impact 
the business model, focusing specifically on the impact 
of COVID-19 and the future performance, solvency 
and liquidity of the Group. These scenarios included 
an assessment of the Group’s longer-term prospects, 
including any further uncertainties that may come from 
the UK leaving the EU, and climate change. The scenario 
modelling and sensitivity analysis were applied to 
forecasted cash flows. These scenarios included full 
hotel closures for an extended period with revenues 
not returning to pre-COVID-19 levels until FY23. 

Should the impacts of the pandemic on trading 
conditions be more prolonged or severe than currently 
forecast by the directors, this viability statement 
would be dependent on the Group’s ability to access 
additional liquidity. Detailed consideration was given 
to the availability and likely effectiveness of financing 
actions that could be taken and other self-help 
measures that have been taken; these measures to 
access additional liquidity have been outlined in the 
going concern assessment in Note 2 of the consolidated 
financial statements.

Whilst the impact of COVID-19 on the business will 
be material, despite this, the business’s long-term 
strategy for value creation in the UK and internationally 
remains unchanged. The combination of compelling 
structural opportunities and the advantages of our 
unique operating model should enable the business 
to outperform in the UK, take market share and to 
capitalise on the material growth opportunity in 
Germany. These strong fundamentals, combined 
with an appropriate capital structure, should drive 
long-term value.

Based upon this assessment, the sensitivity around 
the significant loss of revenue built into the scenarios 
tested, the directors confirm that they have reasonable 
expectation that the Group will be able to continue in 
operation and meet its liabilities as they fall due over 
the three-year assessment period. 
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What is useful?
WPP combines viability and going concern into a 
single section. The disclosure highlights some of the 
key factors that the board considered in relation to 
COVID-19.

WPP plc
Annual report for the year ended 31 December 2019 
Page 84

Practice example – Viability
AR

https://www.wpp.com/-/media/project/wpp/files/investors/2020/wpp_annual_report_2019.pdf
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Practice example – Viability 
 

 What is useful?
Saga has brought together key elements related to 
COVID-19 into a note. The note provides context 
around impact on operations and how this feeds 
through into the scenarios used for stress testing.

Saga plc
Annual report and accounts for the year ended 
31 January 2020
Page 46

The Insurance business is regulated by both the Financial Conduct Authority (FCA) and the Gibraltar Financial Services 
Commission and the Travel business by the Civil Aviation Authority (CAA). The Travel businesses are also members of the 
Association of British Travel Agents (ABTA). 

The FCA continues to focus on pricing practices generally, including its Market Study on general insurance pricing practices. 
Saga has had measures in place for several years to address fairness in pricing and increasing numbers of long standing 
customers have seen their renewal premium either frozen or reduced as a result. We are supportive of the FCA Market Study 
and believe that, over the long term, it will be positive for Saga’s customers and our place in the market. While the outcome 
of the study has now been delayed beyond the planned publication date of June 2020, it is noted that the FCA will aim to 
deliver its final findings and proposed remedies in the summer. The FCA has continued to focus on good customer outcomes 
– through its work on culture and governance, operational resilience, vulnerable customers and product value – and Saga’s 
three lines of defence activities continue to align to these.

COVID-19
The Group’s Insurance business remains largely unaffected by COVID-19, and the Group has successfully been able 
to maintain operational capability throughout this period, with almost all colleagues working from home. However, the 
Group’s Travel businesses are currently experiencing a very high level of disruption from the impact of the COVID-19 virus. 
Following advice from the UK Government that people over 70 years old should avoid travel at the current time and given 
operational challenges in almost all countries, the Group took the decision on 12 March to suspend Cruising until May and 
on 16 March decided to suspend Tour Operations for a period of six weeks. While customer demand for future departures 
remains positive, both for Cruise and Tour Operations, there remains considerable uncertainty as to when travel services will 
resume. It is likely that the period of travel suspension will continue beyond May.

The Group has therefore considered several adverse scenarios and has built contingency plans around a central stress test 
assumption that the Cruise business could be suspended for a period of six months, from mid-March to mid-September, with 
a suspension of Tour Operations until the end of August. Within this scenario the Group has also assumed that departures in 
the second half of the year, once travel operations have restarted, would recover slowly.

In this scenario the Group would expect revenues for the full year to be reduced by around 65% for Tour Operations and 
Cruise, with a ‘drop-through’ from lower revenues to Underlying Profit Before Tax of 15%-20% for Tour Operations and 55%-
60% for Cruise, relative to plan assumptions. The difference between the two drop through rates is due to the fact that the 
Group operates with relatively low commitments in Tour Operations, and does not own travel infrastructure, compared to the 
ownership model for the Cruise business. 

In the event of a suspension of travel for an extended period, the Group will be exposed to changes in the value of hedges 
relating to oil and foreign currency. These hedges are put in place to protect cash flows, but it is now expected that the Group 
will not require the level of oil or currency previously anticipated. As of 31 March 2020, the mark to market on such open 
hedges was a net loss of around £2m. 

The Group would also be exposed to working capital outflows as a result of the return of customer advance deposits on 
cancelled departures. As at 31 March, total advance receipts for the Cruise business were £41m, of which around £27m 
related to departures from mid-May to the end of the year and a further £7m related to departures in 2021. Total advance 
receipts for the Tour Operations business at the same date were £69m, of which around £45m related to departures between 
mid-March and the end of June.

The Group expects that a significant portion of Cruise advance receipts will be retained, in return for discount vouchers and 
offers on future departures. For the Tour Operations business, customer refunds will primarily be met from cash held in the 
ring-fenced Travel business, with a much smaller provision of cash support from the Group to ensure that full compliance 
with regulatory cash requirements is maintained. 

While a working capital outflow is likely to impact on the Group’s financial position over the next six months, it is expected 
that a significant portion would reverse in the second half of the year as Travel operations restart, albeit with reduced 
bookings compared with previously planned levels.

Even in a scenario with a full suspension of travel for six months, and with a slow recovery in demand into the 2021/22 year, 
the Group is expected to remain in a strong position, for the following reasons:

• As at 31 March 2020 the Group had available cash resources of £92m, increased from £33m at the end of February, and 
significantly higher than the level needed to cover short term cash outflows. The increase in cash resources in March is 
primarily due to the receipt of £14m from the sale of two introductory healthcare businesses and a precautionary £50m 
drawdown on the Group’s revolving credit facility (with a further £50m undrawn), partially offset by a £7m cash injection 
to the ST&H travel ring fenced group.

• The Group expects to receive cash proceeds of around £23m from the sale of Bennetts Motorcycling Services. 
This disposal is expected to complete in June 2020.

• In addition to the available cash resources of £92m the Group has a further £55m of cash in the ST&H travel ring fenced 
group, supporting £69m of advance customer receipts. The Group is prudently holding a higher level of cash in the ring 
fence than is required by the CAA. 

O P E R AT I N G  A N D  F I N A N C I A L  R E V I E W
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Practice example – Viability

What is useful?
Saga includes details of some of the key assumptions 
underpinning its consideration and details some 
of the downside impact. It also highlights the 
differential impact on different elements of the 
group (insurance versus travel).  
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The Insurance business is regulated by both the Financial Conduct Authority (FCA) and the Gibraltar Financial Services 
Commission and the Travel business by the Civil Aviation Authority (CAA). The Travel businesses are also members of the 
Association of British Travel Agents (ABTA). 

The FCA continues to focus on pricing practices generally, including its Market Study on general insurance pricing practices. 
Saga has had measures in place for several years to address fairness in pricing and increasing numbers of long standing 
customers have seen their renewal premium either frozen or reduced as a result. We are supportive of the FCA Market Study 
and believe that, over the long term, it will be positive for Saga’s customers and our place in the market. While the outcome 
of the study has now been delayed beyond the planned publication date of June 2020, it is noted that the FCA will aim to 
deliver its final findings and proposed remedies in the summer. The FCA has continued to focus on good customer outcomes 
– through its work on culture and governance, operational resilience, vulnerable customers and product value – and Saga’s 
three lines of defence activities continue to align to these.

COVID-19
The Group’s Insurance business remains largely unaffected by COVID-19, and the Group has successfully been able 
to maintain operational capability throughout this period, with almost all colleagues working from home. However, the 
Group’s Travel businesses are currently experiencing a very high level of disruption from the impact of the COVID-19 virus. 
Following advice from the UK Government that people over 70 years old should avoid travel at the current time and given 
operational challenges in almost all countries, the Group took the decision on 12 March to suspend Cruising until May and 
on 16 March decided to suspend Tour Operations for a period of six weeks. While customer demand for future departures 
remains positive, both for Cruise and Tour Operations, there remains considerable uncertainty as to when travel services will 
resume. It is likely that the period of travel suspension will continue beyond May.

The Group has therefore considered several adverse scenarios and has built contingency plans around a central stress test 
assumption that the Cruise business could be suspended for a period of six months, from mid-March to mid-September, with 
a suspension of Tour Operations until the end of August. Within this scenario the Group has also assumed that departures in 
the second half of the year, once travel operations have restarted, would recover slowly.

In this scenario the Group would expect revenues for the full year to be reduced by around 65% for Tour Operations and 
Cruise, with a ‘drop-through’ from lower revenues to Underlying Profit Before Tax of 15%-20% for Tour Operations and 55%-
60% for Cruise, relative to plan assumptions. The difference between the two drop through rates is due to the fact that the 
Group operates with relatively low commitments in Tour Operations, and does not own travel infrastructure, compared to the 
ownership model for the Cruise business. 

In the event of a suspension of travel for an extended period, the Group will be exposed to changes in the value of hedges 
relating to oil and foreign currency. These hedges are put in place to protect cash flows, but it is now expected that the Group 
will not require the level of oil or currency previously anticipated. As of 31 March 2020, the mark to market on such open 
hedges was a net loss of around £2m. 

The Group would also be exposed to working capital outflows as a result of the return of customer advance deposits on 
cancelled departures. As at 31 March, total advance receipts for the Cruise business were £41m, of which around £27m 
related to departures from mid-May to the end of the year and a further £7m related to departures in 2021. Total advance 
receipts for the Tour Operations business at the same date were £69m, of which around £45m related to departures between 
mid-March and the end of June.

The Group expects that a significant portion of Cruise advance receipts will be retained, in return for discount vouchers and 
offers on future departures. For the Tour Operations business, customer refunds will primarily be met from cash held in the 
ring-fenced Travel business, with a much smaller provision of cash support from the Group to ensure that full compliance 
with regulatory cash requirements is maintained. 

While a working capital outflow is likely to impact on the Group’s financial position over the next six months, it is expected 
that a significant portion would reverse in the second half of the year as Travel operations restart, albeit with reduced 
bookings compared with previously planned levels.

Even in a scenario with a full suspension of travel for six months, and with a slow recovery in demand into the 2021/22 year, 
the Group is expected to remain in a strong position, for the following reasons:

• As at 31 March 2020 the Group had available cash resources of £92m, increased from £33m at the end of February, and 
significantly higher than the level needed to cover short term cash outflows. The increase in cash resources in March is 
primarily due to the receipt of £14m from the sale of two introductory healthcare businesses and a precautionary £50m 
drawdown on the Group’s revolving credit facility (with a further £50m undrawn), partially offset by a £7m cash injection 
to the ST&H travel ring fenced group.

• The Group expects to receive cash proceeds of around £23m from the sale of Bennetts Motorcycling Services. 
This disposal is expected to complete in June 2020.

• In addition to the available cash resources of £92m the Group has a further £55m of cash in the ST&H travel ring fenced 
group, supporting £69m of advance customer receipts. The Group is prudently holding a higher level of cash in the ring 
fence than is required by the CAA. 

O P E R AT I N G  A N D  F I N A N C I A L  R E V I E W
C O N T I N U E D
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• The Insurance business is performing well and is cash generative. While COVID-19 may have an impact on sales of travel 
insurance and on the PMI product, the core Motor and Home business is not expected to be materially impacted. 

• No repayments are due on the Group’s term loan until 31 January 2021, when £20m is due to be repaid; in the current 
financial year, two instalments of £10m each are due to be repaid in relation to the Spirit of Discovery, with no repayments 
on the Spirit of Adventure until at least February 2021.

• The Group has accelerated cost saving plans and will take further mitigating actions to reduce the impact of COVID-19 
on earnings and cash.

• Given the uncertainty around the trajectory of the COVID-19 virus the Board of Directors is not recommending the 
payment of a final dividend for the 2019/20 financial year.

• Within this scenario the Group has not included any benefits from various government initiatives, other than an allowance 
for reductions in staff costs relating to ‘furloughing’ of certain colleagues that are directly impacted by the suspension 
of travel.

The Group has also considered a further, more severe scenario that assumes the cessation of cruise and holidays trading 
until January 2021, including additional mitigating actions such as the deferral of capital payments on the debt facility used 
to fund the purchase the Spirit of Discovery, deferral of certain tax payments into the 2020/21 financial year and a further 
reduction in operating costs.

While the Group is expected to remain in a strong position, in the scenarios outlined above, the ratio of net debt to EBITDA 
(excluding Cruise debt and EBITDA) would likely in the short term exceed the 3.5x covenant included in term loan and 
revolving credit facilities. 

As a result, the Group has agreed changes to its bank debt facilities that provide it with additional financial flexibility. 
The amended covenants in short term banking facilities are shown below.

Ex-cruise leverage ratio Group interest cover

July 2020 4.75x 2.5x

October 2020 4.75x 1.75x

January 2021 4.75x 1.25x

April 2021 4.75x 2.0x

July 2021 4.25x 3.0x

January 2022 4.00x 3.5x

July 2022 and onwards 3.00x 3.5x

The covenants in the bank facilities will be tested quarterly while leverage excluding Cruise is greater than 4.0x and no 
dividends can be paid while leverage is greater than 3.0x. The Group will apply for a waiver of the covenants in the ship debt 
and is likely to apply for a debt holiday for the period to 31 March 2021 under a package of proposals that are being put 
together for the cruise industry. 

While the impact of the COVID-19 situation cannot be accurately predicted and it is not possible to assess all possible 
future implications for the company, with these steps the Group believes that it has a secure financial position that will 
enable it to trade through the current disruption of the travel market.

Dividends
Given the uncertain implications of COVID-19, the Board of Directors does not recommend the payment of a dividend for 
the 2019/20 financial year. While the Directors intend to resume dividend payments in the future, the Group will assess its 
Dividend Policy for current and future years as the COVID-19 situation becomes more certain.

Financial priorities for 2020/21
The Group’s financial priorities for the current financial year are to preserve cash and reduce leverage, comply with amended 
banking covenants and to reduce costs, while continuing the progress in Insurance that started last year, completing Cruise 
transformation and repositioning the Tour Operations business. Given the uncertain impact from COVID-19 the Group is not 
able to provide any earnings guidance for the 2020/21 financial year. 

S T R AT E G I C  R E P O R T
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Practice example – Viability

• The Insurance business is performing well and is cash generative. While COVID-19 may have an impact on sales of travel 
insurance and on the PMI product, the core Motor and Home business is not expected to be materially impacted. 

• No repayments are due on the Group’s term loan until 31 January 2021, when £20m is due to be repaid; in the current 
financial year, two instalments of £10m each are due to be repaid in relation to the Spirit of Discovery, with no repayments 
on the Spirit of Adventure until at least February 2021.

• The Group has accelerated cost saving plans and will take further mitigating actions to reduce the impact of COVID-19 
on earnings and cash.

• Given the uncertainty around the trajectory of the COVID-19 virus the Board of Directors is not recommending the 
payment of a final dividend for the 2019/20 financial year.

• Within this scenario the Group has not included any benefits from various government initiatives, other than an allowance 
for reductions in staff costs relating to ‘furloughing’ of certain colleagues that are directly impacted by the suspension 
of travel.

The Group has also considered a further, more severe scenario that assumes the cessation of cruise and holidays trading 
until January 2021, including additional mitigating actions such as the deferral of capital payments on the debt facility used 
to fund the purchase the Spirit of Discovery, deferral of certain tax payments into the 2020/21 financial year and a further 
reduction in operating costs.

While the Group is expected to remain in a strong position, in the scenarios outlined above, the ratio of net debt to EBITDA 
(excluding Cruise debt and EBITDA) would likely in the short term exceed the 3.5x covenant included in term loan and 
revolving credit facilities. 

As a result, the Group has agreed changes to its bank debt facilities that provide it with additional financial flexibility. 
The amended covenants in short term banking facilities are shown below.

Ex-cruise leverage ratio Group interest cover

July 2020 4.75x 2.5x

October 2020 4.75x 1.75x

January 2021 4.75x 1.25x

April 2021 4.75x 2.0x

July 2021 4.25x 3.0x

January 2022 4.00x 3.5x

July 2022 and onwards 3.00x 3.5x

The covenants in the bank facilities will be tested quarterly while leverage excluding Cruise is greater than 4.0x and no 
dividends can be paid while leverage is greater than 3.0x. The Group will apply for a waiver of the covenants in the ship debt 
and is likely to apply for a debt holiday for the period to 31 March 2021 under a package of proposals that are being put 
together for the cruise industry. 

While the impact of the COVID-19 situation cannot be accurately predicted and it is not possible to assess all possible 
future implications for the company, with these steps the Group believes that it has a secure financial position that will 
enable it to trade through the current disruption of the travel market.

Dividends
Given the uncertain implications of COVID-19, the Board of Directors does not recommend the payment of a dividend for 
the 2019/20 financial year. While the Directors intend to resume dividend payments in the future, the Group will assess its 
Dividend Policy for current and future years as the COVID-19 situation becomes more certain.

Financial priorities for 2020/21
The Group’s financial priorities for the current financial year are to preserve cash and reduce leverage, comply with amended 
banking covenants and to reduce costs, while continuing the progress in Insurance that started last year, completing Cruise 
transformation and repositioning the Tour Operations business. Given the uncertain impact from COVID-19 the Group is not 
able to provide any earnings guidance for the 2020/21 financial year. 

S T R AT E G I C  R E P O R T
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Viability  
statement 

The Directors have considered the viability of the Group over the five-year period to January 2025. 
The current COVID-19 situation has created an unprecedented challenge for businesses in making 
judgements regarding trading prospects. At Saga, we are focused on protecting the Group over the 
coming months and the key actions we are taking are outlined in the Going Concern disclosure on 
pages 130-131. On the assumption that the general business activities and the travel industry in 
particular can begin to recover at the start of 2021, the Directors have a reasonable expectation that 
the Group will be able to continue in operation and meet its liabilities as they fall due over the next five 
years. The Directors recognise that uncertainty increases over time and therefore future outcomes 
cannot be guaranteed.

The Directors have determined the five-year period to January 2025 to be an appropriate period over 
which to assess the Group’s viability, as this period:

a)  is consistent with the planning horizon over which the Directors normally consider the future 
performance, capital and solvency requirements of the business;

b) includes the delivery of the second new ship;
c)  includes the refinancing of senior bank facilities which took place in 2017, maturing in three to five 

years; and
d) includes consideration of the COVID-19 pandemic. 

In making this statement, the Directors have considered the resilience of the Group, taking account 
of its current position, the principal risks facing the business in severe but plausible scenarios, and the 
effect of any mitigating actions. The Directors have considered each of the Group’s principal risks and 
uncertainties (PRUs) detailed on pages 32-33 and the potential impact of these risks on the business 
model, future performance, solvency and liquidity over the period. The Directors have also taken into 
account the availability of the Group’s senior banking facilities, which do not mature until 2022 and 
2023 and are considered to be sufficient to meet the Group’s needs.

Our list of PRUs, derived from our robust review of risks, was reviewed by risk owners, Group Finance and 
Group Risk, to consider which risks might threaten the Group’s ongoing viability. All of the PRUs have 
been considered and severe but plausible outcomes for each have been identified. An estimate of the 
potential financial impact of each outcome has been quantified along with their perceived likelihood of 
occurrence. Assessments of potential financial impact were derived from both internal calculation and 
examples of similar incidents in the public domain. In assessing the viability of the Group, the Directors 
have considered appropriate management actions that may be taken in order to manage the solvency 
of the Group in the event of severe but plausible downside scenarios. The assessment is also based on 
the assumption that the corporate bond will be refinanced when it matures in 2024. 

The three largest sensitivities in terms of financial impact were identified as the following:

1.  The impact of COVID-19 - as described within the Going Concern disclosure on page 49;
2. General insurance regulation - uncertain regulatory developments, notably the FCA market study;
3.  A failure to deliver on our Insurance strategy – Insurance continues to perform in line with 

expectation and has demonstrated good progress over the last year. Nonetheless, the 
business is going through a period of significant change, from both a management and 
organisation perspective.

As set out in the Audit Committee Report on pages 74-77, the Directors have reviewed and discussed 
the rationale and conclusions of management’s viability testing.
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Going concern The Directors continue to have a reasonable expectation that the Group has adequate resources 
to continue in operation for the next twelve months and that the going concern basis of accounting 
remains appropriate.

The Group’s business activities, together with the factors likely to affect its future development and 
performance, its exposure to risk and its management of these risks, details of its financial instruments 
and derivative activities, and details of other financial and non-financial liabilities, are described 
throughout the annual report (see principal risks and uncertainties on pages 32-33; Operating and 
Financial Review on pages 34-47; audit, risk and internal control on pages 70-73; Audit Committee 
Report on pages 74-77; Risk Committee Report on pages 78-80; and notes on pages 130-200). 
As a consequence, the Directors believe that the Group is well-placed to successfully manage its 
business risks.

The COVID-19 outbreak has created a major challenge and a high level of uncertainty for all companies. 
Our Insurance division, being the largest operating segment in the Group, continues to perform well 
and cash generation is expected to be resilient, but we have had to pause trading in our Travel division. 
Where possible, we have equipped our staff to work from home and are focusing our efforts on 
protecting our people and giving strong support to our customers.

We have taken prompt action to protect the Group’s cash flow including reducing costs, suspending 
dividends to shareholders, making a precautionary £50m drawdown on the revolving credit facility in 
March 2020 and we have renegotiated the net debt to EBITDA (excluding Cruise) covenant on our short 
term banking facilities from 3.5x to 4.75x.

The Group has undertaken stress testing that considered a range of potential impacts of the COVID-19 
pandemic on its financial resilience. In a severe but plausible central scenario, the Directors have 
assumed: the cessation of cruises until mid-September, with a slow recovery of load factors beyond 
that date, from 30% initially in September 2020, increasing to 60% by January 2021, then increasing 
across the course of 2021 to a pre COVID-19 level of 87% by January 2022; a delay in the delivery of 
the new ocean cruise ship, the Spirit of Adventure, from August 2020 to the end of November 2020; 
the impact of a cessation of holidays trading for five months until August; with adverse impacts on 
cancellations and booking rates for both holidays and cruises continuing into 2021. The scenario also 
assumed trading stresses in relation to the Insurance business, namely an expected reduction in travel 
insurance broker sales during 2020 and a potential adverse impact on profits relating to Private Medical 
Insurance, with an estimated combined total profit impact on the Insurance business of a net £10m per 
annum in 2020/21 and 2021/22. The analysis also used prudent assumptions for refunds of customer 
bookings, made limited allowance for deferral of tax payments until the second half of the year and did 
not assume any deferral of capital payments on the debt facility for the Spirit of Discovery ship. 

In addition to this, the Directors considered a further, more severe scenario that assumed the 
cessation of cruise and holidays trading until January 2021, including further mitigating actions 
such as the deferral of capital payments on the debt facility used to fund the purchase of the Spirit 
of Discovery, deferral of certain tax payments into the 2021/22 financial year and a further reduction 
in operating costs.

While the impact of the COVID-19 situation cannot be accurately predicted and it is not possible to 
assess all possible future implications for the company, based on this analysis and in the scenarios 
assessed, the Group believes that it has a secure financial position that will enable it to trade through 
the current disruption of the travel market.

S T R AT E G I C  R E P O R T
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What is useful?
Saga highlights the impact of the downside 
scenario on covenants and notes proactive 
management action. The detailed scenario is 
then reflected in both the viability and going 
concern sections.
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Section 4
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Detailed requirements – Going concern

 
ISA 570 on Management’s assessment

Management's assessment of the entity's ability 
to continue as a going concern involves making 
a judgment, at a particular point in time, about 
inherently uncertain future outcomes of events or 
conditions.

The following factors are relevant to that judgment:

•  The degree of uncertainty associated with the 
outcome of an event or condition increases 
significantly the further into the future an event or 
condition or the outcome occurs. For that reason, 
most financial reporting frameworks require an 
explicit management assessment specifying the 
minimum period for which management is required 
to take into account all available information.

•  The size and complexity of the entity, including the 
nature and condition of its business and the degree 
to which it is affected by external factors affect 
the judgment regarding the outcome of events or 
conditions.

•  Any judgment about the future is based on 
information available at the time at which the 
judgment is made. Subsequent events may result in 
outcomes that are inconsistent with judgments that 
were reasonable at the time they were made.

 

 

 
The UK Corporate Governance Code

30. In annual and half-yearly financial statements, the 
board should state whether it considers it appropriate 
to adopt the going concern basis of accounting 
in preparing them, and identify any material 
uncertainties to the company’s ability to continue to 
do so over a period of at least twelve months from 
the date of approval of the financial statements. 

31. 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.

 

Accounting standards Auditing standards Governance code

 

Going concern (IAS 1 para 25-26)

When preparing financial statements, management 
shall make an assessment of an entity’s ability to 
continue as a going concern. An entity shall prepare 
financial statements on a going concern basis unless 
management either intends to liquidate the entity 
or to cease trading, or has no realistic alternative 
but to do so. When management is aware, in making 
its assessment, of material uncertainties related 
to events or conditions that may cast significant 
doubt upon the entity’s ability to continue as a going 
concern, the entity shall disclose those uncertainties. 
When an entity does not prepare financial statements 
on a going concern basis, it shall disclose that fact, 
together with the basis on which it prepared the 
financial statements and the reason why the entity is 
not regarded as a going concern. In assessing whether 
the going concern assumption is appropriate, 
management takes into account all available 
information about the future, which is at least, but 
is not limited to, twelve months from the end of 
the reporting period. The degree of consideration 
depends on the facts in each case. When an entity 
has a history of profitable operations and ready 
access to financial resources, the entity may reach a 
conclusion that the going concern basis of accounting 
is appropriate without detailed analysis. In other 
cases, management may need to consider a wide 
range of factors relating to current and expected 
profitability, debt repayment schedules and potential 
sources of replacement financing before it can satisfy 
itself that the going concern basis is appropriate.

https://www.frc.org.uk/getattachment/13b19e6c-4d2c-425e-84f9-da8b6c1a19c9/ISA-UK-570-revised-September-2019-Full-Covers.pdf
https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf
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Do management intend 
to liquidate the entity or 
to cease trading, or have 
no realistic alternative? 
(IAS1)

Does the entity have 
a history of profitable 
operations which are 
expected to continue, and 
ready access to financial 
resources, sufficient for 
the company to meet its 
obligations over at least 
the next 12 months? 
(IAS1)

Are there relevant factors 
and uncertainties that 
need to be understood? 
(IAS1)

Lab Comment – Disclosures around uncertainty relevant to the next 
12 months might include (but are not limited to):
• Timing of resumption of operations
•  Further restrictions that limits return to normal operations
•  Government capital or other restrictions
•  Continuation of government schemes and support packages
•  The outcome of capital-raising actions
•  The outcome of discussions with banks or other providers
•  The outcome of discussions with landlords
•  Short term impacts of price on revenue and expenses
•  Impacts on human capital
•  Impacts on suppliers
•  Impacts on customers

Accounts prepared on 
break-up basis

Accounts prepared on 
going concern basis

Accounts on going 
concern basis 
with disclosure of 
uncertainties

Given the systemic uncertainties 
that currently exist, many 
boards will be less confident 
in stating that they have a 
reasonable expectation that 
the company will be able to 
continue in operation and meet 
its liabilities as they fall due over 
a period of assessment. (FRC 
guidance on COVID19) 

Lab comment – Boards might 
consider if COVID-19 creates 
potential medium/longer-term 
impacts and uncertainties that 
impact the companies prospects 
or ability to meet its liabilities.

Viability statement that confirms 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. (CGC 2018)

Lab comment – Disclosures around uncertainty relevant to prospects 
and viability might include (but are not limited to):
•  Timing of resumption of operations
•  Further restrictions that limits return to normal operations
•  Government capital or other restrictions
•  Continuation of government schemes and support packages
•  The outcome of capital raising actions
•  The outcome of discussions with banks or other providers
•  The outcome of discussions with landlords
•  Medium/long-term impacts of price on revenue and expenses
•  Acceleration or de-acceleration of trends
•  Disruption and changes to the business model
•  Interaction of principal risks
•  Medium-term impacts on human capital
•  Medium-term impacts on suppliers
•  Medium-term impacts on customers

Viability statement that confirms 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 and giving context around uncertainty. (CGC 2018)

Statement that the company is not viableYES

NO

NO

YES NO

YES YES

Going concern – At least 12 months Viability statement – More than 12 months
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The Lab has published reports covering a wide range of reporting topics.

Reports include:

 
Reports and information about the Lab can be found at:
https://www.frc.org.uk/Lab

Follow us on  Twitter @FRCnews or 

  Reporting of performance metrics   June 2018

The reporting of performance metrics continues to be of 
significant interest to investors. Regardless of their position 
in the investment chain, investors have strong views about 
how companies should report their performance. It is clear 
that this issue is central to questions about how companies 
demonstrate the value they create and how investors 
value companies. As a result of wide-ranging discussions, 
the Financial Reporting Lab (‘the Lab’) has developed a 
framework and set of questions for companies and their 
boards to consider when reviewing their reporting of 
performance metrics.

Investors often refer to the impact the reporting of 
performance metrics has on their assessment of 
management credibility. The metrics chosen, how they are 
reported, and whether or not the information is reported 
in a way that investors consider to be fair, balanced and 
understandable are central to this assessment. 

Investors want to see the metrics that management uses 
internally to monitor and manage performance, as these 
give insight into a company’s strategy and measure how 
it is performing against that strategy. In this context, 
investors find it important to be given insight into how 
management links its metrics to its business model and 
strategy, including why metrics ‘make sense’ for the 
company and what it is trying to achieve. 

A view of performance is important for a number of 
reasons. However, investors most often seek to understand 
how a company has performed in order to assess its future 
prospects. Metrics act as a signal, and performance is 
understood in the context of the targets set, the wider 
environment, and where the company intends to go next. 
Because of this, investors are also concerned about the 
quality and sustainability of the reported performance, 
which helps explain why wider metrics, beyond the 
traditional financial metrics, are of increasing importance. 

Investors’ use of performance metrics 
During the project we heard that investors use metrics for a 
range of reasons:

•  analysis and valuation (benchmarking, comparing across 
a sector and screening); 

• assessing management’s credibility;

• assessing long-term value;

• stewardship;

• forecasting or assessing trends; and

•  assessing whether management is appropriately 
incentivised. 

These various uses and approaches mean investors may 
be seeking different metrics, or using them in different 
ways, depending on their position in the investment chain 
and the reason for assessment. For example, a sell-side 
analyst may be more interested in standardised measures 
for forecasting purposes, a governance specialist may be 
more interested in wider metrics as leading indicators 
of long-term value, and a buy-side analyst may be more 
interested in first assessing the performance metrics 
of an individual company at an in-depth level before 
comparing these metrics to other companies. However, 
these are only generalisations and all investors we spoke 
to, regardless of their position in the investment chain, 
mentioned using GAAP, non-GAAP and wider metrics 
in different ways. The framework and questions for 
companies consolidate an overall investor view, but there 
will always be some difference depending on investment 
style, position in the investment chain, place in the market 
and personal approach. 

Investors use all information that might help them 
build a picture about management and the company’s 

performance, position and prospects. They rely on company 
reporting as a base, but they also use a range of external 
sources to triangulate that information, or where reporting 
is not provided by the company.

Regulatory and market initiatives
 The last few years has seen a number of regulatory and 
market initiatives regarding the reporting of performance 
metrics. The European Union’s Non-Financial Reporting 
Directive, the Commission’s Action Plan on Sustainable 
Finance, and initiatives such as the Task Force on Climate-
Related Financial Disclosures, are changing the way that 
companies are thinking about reporting on wider metrics.  

 In relation to financial metrics, in October 2015, the 
European Securities and Markets Association (ESMA) 
published its Guidelines on Alternative Performance 
Measures (APMs).  Following its release, the Financial 
Reporting Council’s Corporate Reporting Review team 
conducted two reviews into the use of APMs, which 
considered the extent to which companies were applying 
the guidelines. The principles set out in this report are 
consistent with ESMA’s guidelines but provide an investor 
perspective on the reporting of all types of metrics 
(including wider metrics that are not covered by ESMA’s 
guidelines).
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