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Dear Ms Kerr 


Louder than Words: FRC Discussion Paper 


Grant Thornton UK LLP welcomes the opportunity to comment on the Financial Reporting 
Council’s Discussion Paper Louder than Words.  Our comments are made in the context 
primarily of matching rules and good practice guidance for preparers with information needs 
of users.  We believe that the FRC has made a very worthy start with this Discussion Paper.  
However, complexity in corporate reporting is a project worthy of a much deeper study, 
which would require input and resource from others, including the accountancy profession 
and international bodies.  Areas not addressed in the FRC Paper that merit further study 
include consideration of future investor needs, risk management and the relevance of 
accounting to meeting investor needs.  We would welcome a discussion with the FRC on 
how best to advance the debate in areas addressed by the FRC Paper and more broadly.  
Grant Thornton UK LLP is very interested in this project and keen to partner with the FRC 
as these issues are developed. 


A key current issue is the perceived disconnect between the information needs of users and 
communication by preparers.  Regulations themselves can never be the solution; they can 
only provide the framework within which management and business operate.  Information 
needs are not always clear or consistent but messages we often hear from investors are that: 
the annual report is typically poorly structured; the complexity and volume of information in 
the annual report tends to obscure key messages; and management fails to tell the story 
because it does not put financial information in the context of business strategy and targets to 
measure implementation of that strategy.   


We believe that the time is right to bring stakeholders together for in-depth and coordinated 
consideration of what should be the future corporate reporting model.  In our view, the way 
to drive this forward and achieve coordinated actions is for the FRC to link up with other 
bodies.  We recommend that FRC should partner with the profession, user groups and 
preparers in the UK to drive thought leadership for the future of corporate reporting and 
provide substantial input into the global debate on this issue.  This would also offer the 
potential for enhanced interaction between investors and investees. 


The FRC Paper has acted as a focal point for concerns on complexity and general 
obfuscation in corporate reports.  The FRC has thereby brought the issue to the attention of 
a wider audience, but it would be unrealistic to expect individual organisations to cause 
change.  The FRC has the potential to take a leading role as a sounding board and conduit for 
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regulations that affect Financial Reporting in the United Kingdom and in challenging 
international bodies that develop regulations applicable in the UK.  In a UK context, we 
believe that the FRC should be proactive and take a leading role in addressing key emerging 
issues relating to corporate reporting in the UK, for example narrative reporting and risk 
reporting.  However, change at international level will, in our view, need to be driven by an 
international body or grouping.  Identifying the best mechanism to achieve this is likely to be 
a key area for the FRC and other bodies to address. 


We believe that the FRC should challenge regulators directly on ‘why have you made it so 
complicated?’ and ‘why is it necessary to have all these requirements?’  In our view, it will be 
more difficult to change the response of business, because they will be advised to say things a 
certain way in their corporate reports to minimise litigation risk. 


We summarise below our key overall points in response to the FRC consultation: 


• We support the key principles identified in the Paper for less complex regulation and for 
effective communication in reporting 


• We agree that the primary purpose of corporate reports is providing investors with 
information that is useful for making their resource allocation decisions and assessing 
management’s stewardship.  Hence, corporate reporting should be focused on investors.  
However, it is vital that the preparers of reports and the standard-setters engage with 
investors to understand what their specific needs are and whether they are justified needs  
Identifying the core principles underlying investor needs is crucial to addressing this area 


• Any reporting of wider issues should be restricted to those areas deemed material to 
investors.  In this context, it is also necessary to consider the scope for differential 
reporting, eg delivering to all the basic information, with more detailed analysis (such as 
details of all share option awards, if that were required) made available outside the 
‘primary’ document.  Developing a better focussed, more relevant form of Summary 
Financial Statements would be an appropriate starting point 


• Other stakeholder-driven reporting should be clearly signposted according to a hierarchy 
of reporting and a clear purpose for each report 


• The role of XBRL and other advancements in information technology needs to be taken 
into account.  XBRL may meet one need for information gathering but it does not address 
the communication needs themselves   


Our detailed responses to each question within the consultation are set out on the following 
pages to
 


Yours sincerely 


 
Steve Maslin 
Head of External Professional Affairs 
For Grant Thornton UK LLP 
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Responses to consultation questions 


 


1 Can the principles for less complex regulation we propose help 


reduce complexity? Are there other principles that should be 


considered? 


We agree that the principles for less complex regulation proposed by the FRC can help to 
reduce complexity.  We do not identify other principles that should be considered. 


We believe that the FRC has the opportunity to take a leadership role in promoting 
coordinated regulation that reflects the realities of business and meets important user needs.  
We also believe that the FRC should seek more input from investors and other users of 
corporate reports in the development of regulations. 


In our view, the FRC needs to reach out with one voice and challenge other regulators, for 
example through commenting on draft regulations and other proposals, applying the targeted, 
proportionate, coordinated and clear principles. 


We encourage the FRC, where practicable, to promote the approach of making as much use 
as possible of information already produced by entities for internal purposes in their external 
corporate reporting.  We believe that this approach can help meet the principles of targeted 
and proportionate regulation and avoid requirements becoming unduly burdensome, thus 
enhancing the relevance of information to users of corporate reports and the efficiency of 
corporate reporting itself. 


In furtherance of the principles for less complex regulation, we propose that the FRC should 
encourage and promote better dialogue between investors and standard-setters.  At present, 
our perception is that standard-setters and other regulators are not sufficiently well informed 
about user needs and priorities and hence do not always focus their attention on developing 
regulations in the areas users regard as being most important, nor develop regulations likely 
to meet user needs.  In this regard, we cite as a recent example the International Accounting 
Standards Board’s (IASB) Exposure Draft of proposed changes to accounting for income 
taxes.  In our view, this area is not a high priority for change and the IASB’s proposals do not 
represent a significant improvement on current practice. 


With regard to financial reporting regulations in particular, we observe that there are 
occasions when regulations are not expressed as clearly as they could be.  One such example 
is IFRS 2 Share-based Payment, where numerous practical difficulties have arisen in interpreting 
and applying the standard’s requirements.  On the other hand, we note that the IASB’s recent 
International Financial Reporting Standard for Small and Medium-sized Entities (IFRS for SMEs) was 
generally written in clear and straightforward language.   


We believe that regulators have the opportunity to draw lessons from experience elsewhere.  
For example, the legal profession has, in recent years, made great progress in using more 
accessible language.  Another example is the International Auditing and Assurance Standards 
Board’s Clarity Project to improve its standards. 


We believe that there is a risk of continual change in financial reporting regulations until the 
conceptual framework is more fully developed.  We believe that the FRC should take a 
leadership role in encouraging the IASB to decide the conceptual framework as a matter of 
priority and avoid reactive amendments to numerous standards in the meantime.  We further 
note in this regard that changes to IFRS have become so numerous and so frequent that it is 
becoming extremely challenging even for financial reporting technical experts to keep track of 
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developments.  In our view, such an approach to standard-setting risks impeding good 
corporate reporting and compliance with regulations.  However, we support short-term 
revisions to standards where there are important issues that need to be addressed urgently, 
for example the current IASB project to revise IAS 39 Financial Instruments: Recognition and 
Measurement.   


We challenge the FRC about the point made on page 20 of the consultation paper regarding 
IFRS 7 Financial Instruments: Disclosures.  Whilst we acknowledge that many companies have 
found compliance with IFRS 7 to be a significant challenge, in our view the IASB was right in 
principle to set out minimum disclosure requirements as, without such requirements, we 
would question whether companies would provide any meaningful disclosures. 


We commented recently to the Financial Services Authority in relation to governance 
standards that the solution rests not with the introduction of more detailed disclosure or even 
a shift to rules-based compliance, but rather through changing the working practices, 
behaviour and attitudes of those who effect the governance.  We also noted that in our 
experience relatively few organisations truly have made the transition from risk management 
being a compliance process existing for the purpose of appeasing the audit committee to it 
being an embedded management tool critical to the effective management of the business.  In 
our view, these are key points that regulators should keep in mind when developing and 
reviewing regulations.  The regulations themselves can never be the solution; they can only 
provide the framework within which management and business operate. 


2  Targeted: Is cash flow reporting in need of improvement? If so, what 


is the best means of achieving this improvement? Consider changes 


to IFRS, best practice guidance, publicity campaigns, other. 


In the context of the question, cash flow reporting is part of financial reporting for external 
users.  We believe that the IASB should remain the sole source of international financial 
reporting standard setting for general purpose financial statements.  We are concerned that 
calls from other bodies for ‘best practice’ reporting will only add to complexity and risks 
reducing comparability. 


We believe cash flow reporting is in need of improvement.  In the current economic 
environment, cash is vitally important.  An unsatisfactory standard on reporting cash flows 
does not encourage users or management to broaden their focus beyond reported profit, 
which is an inherently more subjective number.  IAS 7 Statement of Cash Flows is an old 
standard and the disclosures it requires are, in our view, less informative than those required 
by the current UK standard FRS 1 Cash Flow Statements.  We note in particular that FRS 1 
requires a reconciliation of net debt, which many users of financial statements find 
informative.  However, we observe that the current IASB project on financial statements 
presentation does not address the key issues identified by the FRC.  We see a potential 
opportunity for the FRC to encourage the IASB to address this issue. 


3  Proportionate: Should accounting standards and other regulations be 


based more on the information that management produces 


internally? 


We believe that basing regulations on the information that management produces internally is 
a good starting point and is consistent with an objective of informing users about how the 
business is run, therefore minimising unnecessary complexity and cost.  However, we believe 
that the needs of external users of corporate reports should take precedence.  Thus, if 
information is particularly important to users, its disclosure should be required even if 
management does not produce that information internally. 
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Whilst it is useful to present information through the eyes of management in corporate 
reports, events over the last year or so have shown that management do not necessarily know 
or consider everything, nor do they always see things logically.  Therefore, ‘through the eyes 
of management’ information should be balanced with specific disclosures that are required 
across the board. 


We observe that an approach of basing accounting standards and other regulations more on 
the information that management produces internally may be difficult to operationalise.  If 
regulations are very principles-based and flexible, what will be disclosed will depend on how 
management generates information to monitor its business.  However, disclosures should 
address the principles in a way that users could challenge if the principles do not appear to 
have been adhered to.  If regulations are more prescriptive but based on management 
information, there could be too much diversity and no comparability. 


When responding to consultations on proposed regulations, we believe it would be helpful 
for preparers of financial information to consider whether the proposals reflect how they 
would record transactions and whether they would manage their business differently.  
Financial reporting should not drive business decisions other than insofar as it facilitates 
better informed decision-making.  For example, a new standard on business combinations in 
principle should not alter the decision to buy.  Such feedback to regulators should form part 
of a robust impact assessment which could help to avoid regulations becoming unnecessarily 
burdensome and reduce the risk of duplication of processes (ie management using one 
process internally then needing to rework information extensively for external reporting).  


4  Proportionate: Would a project on disclosures help stem the constant 


growth of accounting disclosure requirements? Could it also identify 


the most important disclosures, with a view to giving them greater 


prominence? 


We believe that a project on disclosures has the potential to help stem the constant growth of 
accounting disclosure requirements.  We also believe that it could help regulators to identify 
which disclosures are the most important and give them appropriate prominence.  It is 
important that regulators, preparers and auditors understand user needs.  A project to review 
and challenge disclosure requirements could help to educate auditors and preparers to focus 
on disclosures that matter.  However, we note that substantially all information currently 
included in financial statements is wanted by at least one stakeholder, so it may be difficult 
for such a project to reduce disclosures significantly.  Furthermore, as the largest source of 
accounting disclosure requirements is IFRS, the IASB or the International Accounting 
Standards Committee Foundation will need to take a leading role. 


We believe it is important for regulators, preparers and auditors to understand what is 
material.  For example, some information required to be disclosed by IFRS 2 Share-based 
Payment may be material to users even if the expense recognised is not.  This may be because 
of the potential dilutive effect of options or the potential cash inflow to the business on 
exercise of share options. 


In our view, the IASB needs to set a minimum disclosure benchmark for financial reporting.  
This should be based on an underlying conceptual framework for disclosures.  A guiding 
principle might be that disclosure should be required if it has the potential to result in a user 
undertaking a different action. 


UK regulators such as the Audit Inspection Unit and the Financial Reporting Review Panel 
may be inadvertently encouraging provision of excess information, thus adding to the level of 
clutter in corporate reports.  Their apparent focus on technical detail and desire to challenge 
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auditors and companies respectively on often highly detailed points of marginal materiality 
may lead to increased volume of disclosures in corporate reports without a commensurate 
increase in the value of the information provided.  A further driver in this area is the 
requirement of Auditing Standards for auditors to report all non-trivial misstatements to 
management, even if they are otherwise immaterial.  We note in our other comments below 
that the issue of materiality merits further study, in particular in relation to disclosures.  


5  Targeted and proportionate: Who are the main users of wholly-owned 


subsidiary accounts? Should subsidiaries be required to file audited 


accounts with full disclosures? Is a more simplified reporting regime 


more appropriate? 


Subsidiaries are legal entities in their own right, usually with limited liability.  Their accounts 
matter to a supplier to a subsidiary and are important to creditors in general.  Groups 
generally structure themselves as a combination of legally separate entities for sound business 
reasons.  We are aware that complex corporate structures are in some cases driven by taxation 
issues.  If the taxation regime is the driver of complexity in corporate reporting in this area, 
the FRC should draw this issue to the Government’s attention.  However, there are unlikely 
to be easy answers.  Simplification of the corporate tax regime has proved to be difficult and 
requires careful consideration to avoid the law of unintended consequences, such as reducing 
UK competitiveness with competing jurisdictions. 


A further reason for complex group structures in many businesses is historical, related to 
acquisitions, joint ventures, and management of business sectors.  When groups consider 
hive-ups and reorganisations, tax, insolvency and risk are factors that sometimes impede a 
more streamlined group structure because these factors are entity driven.  


In our view, requirements for publication of accounts and for audit of subsidiaries are 
appropriate where groups structure themselves as a combination of legally separate entities.  
Businesses could, if they wished, choose to avoid these requirements by structuring 
themselves as single legal entities, but many choose not to do so. 


We note that the UK Accounting Standards Board’s (ASB) proposals for the future of UK 
GAAP would potentially allow subsidiaries of publicly traded companies to use the IFRS for 
SMEs unless those subsidiaries themselves have public accountability.  Thus, subsidiaries 
would be able to prepare accounts with substantially fewer disclosures than would be the case 
under full IFRS.  This would amount to a simplified regime for subsidiaries compared to full 
IFRS, which may be the only alternative in the medium term and beyond.  The responses to 
the ASB’s consultation may provide useful information for the FRC’s complexity project in 
this regard. 


We believe that there may be some merit in looking again at the existing opt-out of EC 
Directives if there is a parental guarantee.  However, we doubt that many large groups would 
pursue such a route if it were to be available, as separate legal entities within a group are often 
established and maintained for risk management reasons, which parental guarantees would 
negate. 


6  Targeted and proportionate: Would it be desirable to eliminate the UK 


requirement to prepare, have audited, and file wholly-owned 


subsidiary accounts in the case of a parent company guarantee? 


See our answer to Question 5. 
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7  Coordinated: Would it increase or decrease complexity if national and 


international regulators worked together in a more joined-up way? Is 


there a risk that international regulators working together might 


result in imported complexity for some jurisdictions? How do we 


mitigate this risk? 


A coordinated approach has some initial appeal.  However, different viewpoints risk 
increasing complexity.  Hence, any coordination needs to be done with the right objectives in 
mind.  One of these should be to avoid gold-plating one another’s regulations.  Establishing 
some form of hierarchy of rule-makers and regulators, and of regulations, may be better than 
merely attempting to coordinate a diverse group of regulators.  Coordination between 
regulators must have clear and widely accepted objectives and principles if it is to achieve 
anything positive. 


For financial reporting regulation, we believe that the key standard-setter should continue to 
be the IASB.  Widespread adoption of IFRS is leading to greater harmonisation of financial 
reporting.  In this regard, globalisation may lead to less complexity in the longer term, though 
we acknowledge that unless the USA embraces IFRS there will continue to be two sets of 
financial reporting regulators.  


In our view, the bigger question is what users want.  Coordination between users and user 
groups internationally may be a better route than having a multiplicity of national and 
international regulators trying to work together.  The risk of imported complexity could be 
mitigated by national regulators working together at international level to understand user 
needs. 


There is also scope for better coordination in a UK context.  For example, for listed 
companies there are currently two sets of regulations governing disclosure of directors’ 
remuneration: regulations made under the Companies Act 2006 and the FSA Listing Rules.  
There is a large measure of overlap between the two but differences remain, meaning that 
companies have to apply two sets of regulations where one would suffice.  Impending 
developments in narrative reporting also risk increasing complexity without a commensurate 
increase in the usefulness of information provided.  Effective coordination between 
regulators is essential to mitigate this risk. 


8  Clear: Would an emphasis on delivering regulations and accounting 


standards in a clear, understandable way reduce complexity? How 


can we best move towards clearer regulations and accounting 


standards? 


Yes, see our response to Question 1. 


There may be lessons to draw from recent attempts by individual regulators to reduce 
complexity, for example the IAASB Clarity Project mentioned in our response to Question 1. 


9  Do you agree that principles for effective communication can reduce 


complexity in corporate reporting? 


We believe that the principles for effective communication have the potential to reduce 
complexity in corporate reporting.  However, we believe that a revised conceptual framework 
for financial reporting itself is likely to make a more significant contribution to reducing 
complexity. 


We observe that many companies currently view the annual report as largely a compliance 
document and a ‘leave-behind.’  Direct engagement between the company and investors and 
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lenders, present and potential, is often seen by management as much more important that the 
annual report.  Hence, placing emphasis on and directing effort towards enhancing the quality 
of the annual report is often not seen as an efficient use of management time.  Rather, many 
businesses would favour less complex reporting requirements as this could save them time 
and money by easing the compliance burden.  Developing a better focussed, more relevant 
form of Summary Financial Statements might be an appropriate starting point. We note that 
the Combined Code on Corporate Governance is principles-based.  We support its ‘comply 
or explain’ approach but note that uninformative boiler-plating is not helped by Schedule A 
to the Code and narrative provided often does not add a great deal of value. 


We believe that engagement between preparers, regulators and users of corporate reports has 
greater potential to improve the effectiveness of communication and reduce complexity than 
coordination amongst regulators. 


10  What are the barriers to more effective communication? How might 


these barriers be overcome? 


We believe that a key barrier is a lack of communication between regulators, companies and 
users of corporate reports.  Another barrier is the unwillingness of management to say 
anything meaningful when they do not see others doing so, or when they believe that the risk 
of litigation or shareholder criticism is greater than the potential advantages of clear 
communication.  Management are often reluctant to be perceived as market leaders in this 
area, which leads to bland, unimaginative and therefore uninformative disclosure. 


We also see lack of challenge at board level as a potential barrier.  For example, non-executive 
directors may not be afforded the scope or not be strong enough to challenge whether 
communication is effective. 


11  Which of the specific sources of complexity in corporate reports 


noted on pages 54 to 55 warrant further action? Which 


organisation(s) would be best placed to assist with the necessary 


action? 


In our view, the items listed on pages 54 and 55 all exist for a reason.  For those matters 
relating to financial reporting, we believe that the IASB is the appropriate body to take action 
and it is essential to avoid proliferation of regulators or regulations.  We note that the IASB 
has recently issued proposals to modernise and simplify requirements for financial 
instruments, which have the potential to address several issues mentioned.  Better 
engagement between the IASB and users of financial statements will help to address many of 
the issues noted.  In this regard, we commented recently to the Financial Services Authority 
on their Discussion Paper 09/2 A Regulatory Response to the Global Banking Crisis: 


 “We believe it is vital that an effective balance be struck in respect of the IASB 
between improving the communication between the Board and stakeholders (for 
example investors and issuers) on the one hand, but avoiding regulatory capture by 
vested interests on the other.  In this regard we support the development of the 
Monitoring Board and [Standards Advisory Council].” 


For those issues not directly related to financial reporting, principally the CSR agenda and 
remuneration reports, there is a wider political dimension.  For remuneration reports, the 
detailed requirements are set out in regulations made under the Companies Act 2006.  
Aspects of the CSR agenda are also addressed by statute, including carbon reporting in the 
Climate Change Act 2008 and various other areas in statutory requirements for the directors’ 
report.   
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If action is necessary regarding these non-financial reporting areas, the Government will be a 
key player but will need to be properly informed by users, preparers and other regulators if 
any action is to be beneficial.  In relation to carbon reporting, we note that this is a major 
business issue and should be addressed in corporate reporting in its broadest sense. 


For remuneration reports, we believe that there is a need to restructure and rethink reporting 
as a subset of a wider discussion on remuneration.  This is an area where we believe that the 
FRC could make a useful contribution, for example by conducting a review of reporting and 
making recommendations to Government.  


We also note our surprise at the points made on page 54 regarding intangible assets.  If the 
views of users and preparers referred to are genuinely and widely held, it suggests that the 
IASB has not been sufficiently well informed in its development of financial reporting 
requirements.  


Other comments 


Sustainability 
There is a need to refocus on the investor.  Some aspects of sustainability are relevant to 
investors, for example how major transactions relate to sustainability. 


The challenge of reporting on sustainability information is how to report on issues that are 
material to the business and investors.  Addressing this issue is one of the key aims of The 
Prince of Wales’s Accounting for Sustainability Project, of which Grant Thornton UK LLP 
are strong supporters. 


Future of reporting 
The role of XBRL and other advancements in information technology needs to be taken into 
account.  XBRL may meet one need for information gathering but it does not address the 
communication needs themselves.  Advances in technology and communication offer the 
opportunity for innovative reporting and providing a menu from which users can select what 
is relevant to them.  There may be scope for a hierarchy of reporting, whereby there is a core 
level and layers or areas of detail appropriate to different user groups, each of which could be 
signposted to the detailed information likely to be of most interest to them. 


Regulators 
Regulators are not the primary users of financial statements and calls for regulatory matters to 
drive the financial statements should be resisted. 


Long-form reporting and risk reporting 
There may be a role for long-form reporting, such as reporting on issues discussed between 
the external auditor and the audit committee.  There may also be a role for enhanced 
reporting of risks and how management have addressed those risks.  Investors believe that 
useful information is discussed between these parties and would like some access to that 
information.  This may be possible through better external reporting by the audit committee 
and chief risk officer.  However, there is a risk of boiler-plating, which it may be possible to 
mitigate by some linkage with the IAS 1 Presentation of Financial Statements requirements to 
report on key judgements and estimates. 


Materiality 
The concept of materiality and how it is defined merits further consideration, especially 
insofar as it relates to financial statements disclosures and to the annual report as a whole.  At 
present, we believe that lack of focus on providing disclosures that are material and omitting 
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those that are not contributes to the general clutter in corporate reports, thereby reducing the 
clarity of the key messages. 


Assurance 
The FRC Paper does not address the issue of assurance on corporate reports.  Assurance may 
develop in future as a menu rather than a one-size-fits-all approach.  We observe that this is 
currently a matter of debate internationally. 


Risk-based concerns of preparers 
The FRC Paper does not, in our view, give adequate weight to the effect of risk-based 
concerns of preparers on complexity and effective communication, ie companies may 
disclose more information than is needed ‘to be safe’, notwithstanding materiality 
considerations, or give boilerplate disclosures in sensitive areas, in an attempt to mitigate the 
perceived threat of litigation.  We propose that the FRC should consider whether more ‘safe 
harbours’ could be created to encourage better quality communication, for example in the 
areas of forward-looking information, judgments and estimates, risk assessment and risk 
mitigation. 








 


Tel: 020 7220 5019 
Fax: 0845 0893440 


 
19 October 2010 


 
 
Ms Jane Leavens 
Corporate Law & Governance Directorate 
Department for Business, Innovation and Skills 
1 Victoria Street 
London SW1H  0ET 
 


 
 
 
Dear Ms Leavens 
 


BIS CONSULTATION ON THE FUTURE OF NARRATIVE REPORTING 
 


I am writing to comment on the above consultation paper on behalf of Railpen Investments, the 
investment monitoring arm of the Railways Pension Trustee Company Limited, the corporate 
trustee of the UK railway pension funds with approximately £18 billion of assets under 
management and 350,000 beneficiaries. As a major institutional investor, we have a long 
standing interest in better corporate reporting and welcome this consultation.  
 


We consider that reporting of relevant and material non-financial information is an essential 
part of the disclosure required to enable shareowners and investors to make informed 
investment decisions.  Conventional financial reporting primarily describes what has already 
occurred, for example, revenues, net earnings and depreciation of assets during a specified time 
period. These are essential to understanding a company’s financial results and condition at a 
point in time but the audited financial accounts on their own are retrospective and do not 
provide sufficient qualitative and forward-looking information.  
 


The so-called ‘value gap’ between more traditional financial accounting measures of value, 
such as book value on the one hand and market capitalisation on the other, suggests a need to 
go beyond conventional accounting. Non-financial business reporting can help to inform the 
investment process by revealing in both quantitative and qualitative terms those drivers that 
increasingly shape company performance. The existence of the ‘value gap’ suggests that 
investors understand the potential importance of non-financial reporting in making investment 
decisions. It follows that we consider that appropriate narrative reporting can help bridge the 
gap.   
 


Although the BIS consultation is specifically framed in the UK context, this issue has global 
applicability and I would draw attention to the enclosed Statement and Guidance on Non-
financial Business Reporting which I helped to draft and which was published by the 
International Corporate Governance Network in December 2008 to help generate substantive  
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dialogue between investors and company boards about the content and timing of non-financial 
business reporting. The guidance sets out seven aspects of non-financial reporting but it is very 
emphatically not about encouraging the wild proliferation of irrelevant unmanageable data. It is 
more about encouraging companies to provide sufficient, timely and credible information with 
a clear link to the company’s strategy. 
 


We support the Government’s wish to see greater coherence in narrative reporting without 
increasing the regulatory burden on business. We also share the view that although there have 
been some improvements in the quality of narrative reporting since the introduction of the 
business review requirements but there is still considerable room in our view for improvement, 
notwithstanding some notable exceptions which demonstrate that effective reporting is a prize 
that is not beyond our reach.  
 


We hope that it will be possible to drive up the quality to the level of the best that genuinely 
seek to be forward looking and to go beyond boilerplate reporting. We appreciate that 
consultation seeks to address, at least in part, whether the OFR should be reinstated but given 
that the current UK reporting regime has grown incrementally from a variety of sources, we 
agree that it is appropriate to extend the scope to a fuller review of all aspects of narrative 
reporting.  
 


As we understand it, the substantive differences between the OFR and the enhanced Business 
Review are not great and the main divergence was the higher duty on the external auditor to 
report on whether the information in the OFR was consistent with the audited accounts and 
whether the OFR was inconsistent with any other information that came to light during the 
audit. As a result of the repeal of statutory OFR, the ASB’s Reporting Standard 1 was reissued 
as Reporting Statement 1 (RS1) as voluntary guidance. We consider that regardless of whether 
the OFR is reinstated, it would be sensible for the ASB to review RS1 to ensure that it is still 
current.  
 


We have some reservations about an overly prescriptive approach which could have 
unintended consequences and result in more, rather than less, legalistic boilerplate reporting 
through bare compliance with the letter than true compliance with the spirit. We hope that 
market led best practice will be sufficient but recognise that the authorities should keep a 
watching brief. In this regard, we welcome the expanded role of the FRC’s Financial Reporting 
Review Panel to include narrative reporting and we hope that this is developed further.  
 


We share the ASB’s concern about immaterial clutter which was well expressed in its review 
of narrative reporting and in “Rising to the Challenge” in October 2009. A possible approach 
to counter this may be to encourage companies to explain how they measure and record the 
materiality of issues of potential importance to the business.  
 


We also concur with the FRC’s view that the linkage between the front and back ends of the 
annual report and accounts needs to be improved. In this regard we favour the concept of more 
joined up reporting and support the Prince of Wales’ Accounting for Sustainability Trust’s 
initiative to set up the International Integrated Reporting Committee (IIRC) and I currently 
serve on the IIRC Working Group.  
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We appreciate the current consultation is the opening phase of a more detailed exercise and we 
would encourage the Government to take into account in later phases other developments 
including the imminent publication of the IASB’s guidance on management commentary and 
the new requirement in the UK corporate governance code to report on business models.  
Subsequent phases will no doubt also take into account the implications from the Secretary of 
State’s separate review of corporate governance.  
 


We also wish to make the point that improved technology may well assist better reporting. We 
note that XBRL is being rolled out by regulators in some jurisdictions and whilst it is not 
necessarily the full answer, there may be lessons to learn. Web-based technology is still 
developing and will enable companies to report more coherently whilst providing links to 
standing data.  Companies could perhaps be encouraged to make greater use of technology in 
reporting through some sort of prominent award for innovation possibly with BIS endorsement 
or possibly as a new category under the Queen’s Awards for Enterprise. 
 


In addition to the general observations in this letter, we would like to add our detailed 
comments in response to your specific questions as set out in the attached appendix and would 
also draw attention to our paper on “Say on Pay Six Years on – Lessons from the UK 
Experience” which we attach in support of our detailed comments to question 14 on the 
Directors’ Remuneration Report.  
 


I hope that these comments are helpful.  Please contact me if they need clarification or you 
feel that we can otherwise be of assistance. In the meanwhile, we look forward to participating 
in the subsequent phases of this consultation exercise.  
 


Yours sincerely 
 
 
 
Frank Curtiss 
Head of Corporate Governance 
 


ENCS 
 
Detailed response to consultation questions 
Copy of “ICGN Statement and Guidance on Non-financial Business Reporting”  
Copy of “Say on Pay Six Years on – Lessons from the UK Experience” 
 
 


















































































 
 
 
Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name:  Ms Janet Hull 
 
Organisation (if applicable):  Institute of Practitioners in Advertising (IPA) 
 
Address:  44 Belgrave Square, London SW1X 8QS 
 
Email:   
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London  SW1H 0ET 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
X Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 



http://www.bis.gov.uk/consultations

mailto:Narrativereporting@bis.gsi.gov.uk





The Institute of Practitioners in Advertising is the trade association and 
professional institute for over 260 marketing services and marketing 
communications agencies.  All consumer facing businesses in the FTSE top 100 
work with IPA member agencies. 
 
Our interest in narrative reporting stems from our convictions that companies’ 
narrative reports represent the best forum for developing greater understanding 
of the issue of intangible assets.  Whatever the terminology – ‘intangible assets’, 
‘non-financials’, ‘extra-financials’, ‘sources of long-term value’ – the subject 
matter is increasingly recognised as business-critical for companies, investors 
and stakeholders alike.  The facts and processes which generate this intangible 
value inside companies are of commercial significance, and identifying them and 
reporting on them as become a new challenge.  For some companies, mastering 
disclosure in this area represents a source of differentiation and advantage, 
 
Against this backdrop, the IPA’s specific interest lies in the are of brand 
intangibles, representing up to 12% of company market value on average, and a 
full 20% of intangible value (Brand Finance: Global Intangible Tracker GIT TM; 
2006).  In our view, one of the key purposes of the narrative report should be to 
explain its marketing investment strategy and its likely impact on the business 
going forward. 
 
The Business Review presents IPA member agencies with a unique opportunity to 
contribute to the articulation of this intangible asset creation. 
 
Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 
 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
 
The IPA’s own efforts to evaluate the quality of narrative reporting within the 
framework of our IR Magazine Award for Best Narrative Reporting among the 
FTSE 350 (2007/8) – see attached reports – included an item of analysis 
relating to ‘Forward looking’ which we defined as  ‘Identifies (expectations of) 
future business performance in the context of current performance and 
capabilities.’  Our guidance note to accompany this item was: 
 
‘By regulation, a business review must look at the past; to create value it 
should also look to the future. Investors are primarily interested in a 
company’s prospects for generating long-term earnings growth, and targets 
and associated commentary build visibility and confidence. Ultimately, the 
strength of disclosure communicates management’s ambition, and its 







confidence in its ability to deliver future earnings.’ 
 
The average score (-3 to +3 on a 7-point scale where +3 is excellent) was 2.13. 
(see page 15, Best practice in narrative reporting 2008). 
 
Our expert panel of judges, convened by ICSA consultant Seamus Gillen, and 
chaired by IPA President, Moray MacLennan, was representative of financial 
institutions and pension funds and relevant think tanks.  Their assessment of 
forward-looking reporting concluded, in 2008 (page 28, Best practice in 
narrative reporting 2008): 
 
Forward Looking 
The best companies appeared to do two things well.  They provided specifics, 
in terms of dates and projected figures, and they grounded their marketplace 
information and strategy in the future. A good example of a company doing 
this well is GlaxoSmithKline, which explained key research and development, 
provided a detailed pipeline, and articulated a strong explanation of the 
evolving market in which they operate.  The weaknesses of many companies in 
this area stemmed from either a failure to address the future, due to a 
traditional reporting format, or a failure to provide specific targets for the 
future, leaving the report vague and open-ended. 
 
High performers 


- Had a forward-looking focus to the report 
- Gave specific predictions and targets for the immediate and mid-term 


future 
- Included pipelines and completion dates where appropriate 
- Had clear goals for the future, and expressed a means to measure their 


success 
 
Low performers 


- Reported only on past events 
- Provided only vague and general objectives for the future (‘increase the 


size of the business’) 
- Made no predictions 


 
In addition to the IR Magazine Award for Best Narrative Report, the IPA has 
sought to educate the market about KPIs relevant to an assessment of sound 
brand management. In this context, while the future of corporate success is 
never certain, in the specific area of brand equity management, of most 
interest to the IPA and its membership, it is possible to identity ‘lead’ 
indicators, which are, more likely than not, predictors of future value 
generation.  
 
In its publication – ‘KPIs for Marketing Reporting’ (April 2008) the IPA put 
forward 20 performance indicators for marketing reporting: relating to 
business value, customer value, brand value, A&P investment strategy, 







promotional mix, innovation intensity, and return on marketing investment 
(see pages 16-18 attached). 
 
Within this mix, three predictors of market success are identified (see page 
11): 


1. A&P investment strategy 
 


i. there is a correlation between size of budget and dominant position in 
the market. Market leaders tend to spend most in their sector. 


ii. Companies who spend consistently tend to do best. There is a 
correlation between consistency of spend and maintenance of a 
dominant position. 


iii. Companies who spend relatively more than their position in the 
marketing would suggest tend to grow faster than the market. 


 
Size and maturity of brand, and quality of campaign, can modify these 
findings at the margin. 
 


2. Promotional mix 
 


i. the relative balance between strategic investment in brand building and 
tactical investment in discounted price promotions is an indicator of 
business prospects. Discounted price promotions are rarely profitable 
for big or premium brands in mature markets and, in the long-term, 
promotions can erode brand value and exacerbate price elasticity. 
Promotional wars can commoditise whole categories. For big brands, 
shifting spend from discounted price promotions to brand 
communications increases both short- and long-term profit. 


ii. The ability to deliver integrated marketing campaigns, to the same 
brand idea, across different channels and media, is a predictor of 
marketing success. Those companies who demonstrate management 
ability in building partnerships with a small group of trusted agencies 
tend to do this best. 


 
3. Innovation intensity 


 
i. Companies who create relevant and timely new news in established 


markets tend to do best. Examples of new news might be design 
innovation, product innovation or message innovation. 


ii. Companies who created relevant new markets tend to do best. There is 
a correlation between first to market and brand leadership. 


iii. Companies who set new trends in creative content or channel and 
media usage tend to do best. The networked society, enabled through 
web 2.0, presents new challenges and opportunities for content 
creators and producers. 


 
An understanding of a company’s profile on all of these dimensions of 







marketing performance can help investors understand the likely future 
prospects for organic business growth and profitability. 


 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
 
From our qualitative research among company secretaries and investor 
relations professionals, linked to our involvement with ICSA and the IR 
Magazine Awards, we concluded that companies were unlikely to disclose 
information on these issues with clarity unless it was mandated by statute.  
 
There appeared to be three principal reasons for companies’ failure to provide 
more information: 
 


i. the risk of revealing issues of material importance which companies 
might prefer not to disclose; 


ii. the risk of providing information which might be deemed to be 
competitively sensitive, and which might enable competitors to steal 
competitive advantage; 


iii. uncertainly about what information and data was expected by the term 
forward-looking strategy. 


 
In workshops with IR professionals, it became apparent that, while the 
financial accounts came under intense scrutiny from the Board, the narrative 
report was not treated with the same rigour. It was often delegated to a 
relatively junior corporate communications or PR person, who either drafted 
it themselves, or took responsibility for briefing and coordinating responses 
from a number of relevant members of staff before providing the final edit for 
the Chairman’s approval.  Typically, marketing personnel would not be 
consulted in this process. 
 
 
 







Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
 
Comments 
 
 
No evidence. 
 


 
Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
No evidence. 
 
 


  
Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 
 
Equity analysts we have dealt with need still need educating about what 
questions to ask when it comes to questions relating to brand equity 
management. 
 
In independent research, conducted for the IPA by Populus, among 50 
analysts from five different business sectors – ‘How Analysts View Marketing’ 
(July 2005) -  the overwhelming finding was that analysts did not feel that 
they have enough real understanding or knowledge of marketing issues to be 
able to express truly informed views (see page 5). The phrase used to describe 
this area was ‘a big black hole’.  
 
In terms of the significant non-financial measures they would like to have a 
better understanding of, the main factors mentioned were (see page 10): 
 


i. market share, market growth and market position; 
ii. brand awareness, brand health, brand empathy; 







iii. management direction, management strategy and management quality; 
iv. customer satisfaction, sales performance, service performance, 


distribution and customer churn. 


   
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
 
Brand equity analysts tell us that they benefit most from the annual briefing 
meetings provided by a number of the companies they track; which provides 
the opportunity for face to face discussion and more in-depth investigation of 
current performance and future plans. There is a general belief that the annual 
report should provide more detailed commentary on business and brands 
stewardship, to help shareholders get a better impression of prospects for 
organic business growth. 
 
 
Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
 
The judging panel for our IR Magazine Award for Best Narrative Reporting 
marked down those reports which were over elaborate or wordy in their use of 
language. They expressed a desire to reduce volume of content in favour of 
value; and to centralise content in a single document rather than publishing a 
number of different reports by topic e.g. Corporate Social Responsibility. 
 


 







Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
Clarity and focus should be the objective.  Use of data tables, graphs and 
diagrams to illustrate the narrative are to be commended.  It is important that 
the data is comparative over time. 


 
Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
 
It is the IPA’s considered view that the statutory reporting standard would 
raise the quality and relevance of narrative reporting. 
 


 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 







 
Comments 
 
The IPA’s view is that anything of ‘material’ importance should be explained 
in detail.  Given the central importance of brand equity, both to corporate 
reputation and at a product and service level, it is desirable that the 
performance and position of the company’s brands, and strategies for 
investment in brands are understood better by shareholders. 
 
For marketing reporting, specifically, the IPA recommends three 
developments to improve practice in ‘KPIs for Marketing Reporting’ (April 
2008): 
 


1. Standardisation of A&P reporting. 
There is currently no obligation, under IFRS, for the budget allocation 
to A&P to be broken out, be it in the narrative report of the Profit and 
Loss account in the financial section, We would like to campaign for 
change in this area to bring greater clarity to A&P reporting. 


 
2. A ‘Marketing’ section in the narrative report.  


Headings give focus, and we would like to proposes that preparers of 
business reviews include a heading entitled ‘Marketing’ to act as a 
reminder of the need for enhanced coverage of this business critical 
topic. This might be included, for examples, with the Resources and 
Relationships section of the narrative report. 


 
3. Marketing reporting to the Board 


We have tracked, with interest, the growth in the number of sub-
committees on the board with special responsibilities e.g. audit, 
remuneration. While formal auditing of marketing investment may be 
unlikely, in order to encourage better reporting and sound stewardship 
of marketing investment, we would like to recommend that boards of 
companies where marketing is a significant budget item should always 
receive a formal marketing report, linked to KPIs, at their meetings. If 
this is a regular part of board meetings, it is much more likely that it 
will become a regular feature of the business review. 


 
We recommend that companies be mandated to include a Marketing section 
in their annual report and that there be a non-executive director responsible 
for overseeing the quality of marketing reporting. 
 
 







Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
 
It is the IPA’s view that more guidance would be helpful. Examples of best 
practice and discipline-specific advice on KPIs would be meaningful and 
helpful. 
 
In our own small way we have begun this journey.  Our most recent 
publication in the series ‘Best practice in narrative reporting 2009 – an 
international perspective’ (September 2009), provides key learning and 
recommendations from a research project into narrative reporting by 
international consumer-facing companies (see attached).  Using research from 
previous reports and studies, the following five topics are selected to guide 
evaluation, comparison and commentary, from Europe, the USA and Asia: 
 


i. CEO and Chairmen messages 
What do they reveal about the culture and ethos? 


ii. Narrative structure 
Does it coherently explain how brands fit the business model? 


iii. Differentiating material 
Are there any items of narrative which stand out? 


iv. Intelligent data 
Does it use KPIs effectively to track performance? 


v. Marketing narrative 
Does it give a sense of the quality of marketing and brands 
management? 


 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
 
The IPA’s view is that this would be helpful, in order to build market 
expectations of the need for clarity, focus and consistency in this area of 
reporting. 


 







Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
 
The IR Magazine award for best practice in narrative reporting was our item 
to keep the topic alive and companies interested.  On the basis of this 
experience we feel that take-up of best practice will always be limited to a few 
thought leaders, who gain first mover advantage, unless it is legislated for. 
 
 


 
Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how 


these relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
Comments 
 
Although this is not our area of expertise, the knowledge we have gleaned 
suggests that this area is reported in relatively more depth. 
 


Costs 
  







Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details 
 
Comments 
 
The growing use of online for the full report, frees up funds for other 
initiatives. 
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BEYOND THE OFR: 


THE ‘OPEN BUSINESS’ RESPONSIBILITY DEAL 


Response to the Department for Business, Innovation & Skills Consultation on the Future of Narrative Reporting 


October 2010 


SITUATION: THE OFR DOES NOT COVER SMEs – THE MAJORITY OF UK WORKING POPULATION 


In these tough times it is more important than ever for companies to engage with their responsibilities and help 


the UK meet carbon targets, ensure a healthier workforce, invest in skills and their local communities, as well as 


improve their competitiveness.  Responsible business practices also make good business sense as they often 


reduce costs.  Yet, assuming that post-consultation the Coalition Government implements the Operating and 


Financial Review (OFR), this will only institute more challenging reporting requirements (than those of the current 


Business Review) for companies that have a turnover higher than £6.5m or have a balance sheet of more than 


£3.26m.   


Furthermore the OFR may not deliver its desired outcome with this target group of companies.  Government will 


have to keep a close eye on the concern raised by some that strengthening the reporting requirements risks 


driving a compliance approach, rather than either a business strategic or Big Society-inspired approach, to the 


role an enterprise plays in its social and environmental context. 


What is clear however is that the current OFR proposals will still leave the vast majority of the 1.25m UK private 


and public companies without a government-recognised voluntary or mandatory Corporate Responsibility (CR) 


reporting framework.i  Large enterprises, those with 250 or more employees, account for only 0.4% of UK 


companies.ii  The majority – about 60% – of the UK working population are employed by SMEs.   SMEs deliver 


about 50% of the economy’s turnover.iii  This is why if the Government wants actual social and environmental 


impact from its responsible business policies it is essential that it reaches SMEs.  The OFR may also still leave 


reduced CR reporting expectations for large unquoted, versus quoted, companies.  All this falls short of rising to 


the responsibility and sustainability challenges of our time.    


TARGET: SMEs VOLUNTARILY SUBMIT SELF-CERTIFIED ANNUAL CORPORATE RESPONSIBILITY REPORT USING 


SIMPLE GOVERNMENT-ENDORSED FRAMEWORK 


The Big Society and a new era of responsibility should mean that all businesses have the opportunity to 


voluntarily use a simple system of self-certified online reporting to share openly their responsible business 


practices (process and performance), at the same time as their annual financial return to Companies House.   


The most community minded SMEs/ micro-enterprises already report briefly, often through a page on their 


websites or more sophisticated mechanisms.  However a short CR report (equivalent to 1-2 sides of A4) – using a 


Government-endorsed reporting framework – submitted online each year to Companies House might inspire the 


SMEs/micro-enterprises that have been slow to respond to the responsible business agenda and start to level the 


playing field for businesses that already proactively invest in people and planet.   


Responsible business practices have the potential to increase the performance and competitiveness of UK 


businessiv, as well as trustv – and a stronger emphasis on CR transparency by Government, as promised in the 


Coalition Agreement, has the potential to remind some small companies of the need to balance how they exercise 


their rights and responsibilities.  Most importantly, with small businesses most under pressure at the moment, an 


‘Open Business’ Responsibility Deal could help SMEs regenerate ideas, skills and competitiveness to better build 


for the future – thus boosting the resilience of the British economy. 







PROPOSAL: LAUNCH ‘OPEN BUSINESS’ LABEL AND ONLINE TOOL PROMOTED BY COMPANIES HOUSE 


1. Companies House send out Annual Return reminder to all companies that includes link/ promotion for a 


voluntary web-based corporate responsibility report. 


 


2. Companies complete a light touch, online ‘Open Business’ report with optional boxes for additional 


narrative.  This would be along the lines of the ‘London Better Together’ model assessmentvi (figure 1), with 


online advice if required from the Small Business Journeyvii (figure 2) – or professional advisors. Establishing 


this web-based tool is the one unavoidable cost of the proposal but it is estimated the website could be 


developed for £50-100k. 


 


Figure 1: London Better Together    Figure 2: Better Business Journey resource 


 
 


3. An ‘Open Business’ label could incentivise companies to complete the voluntary report by enabling them to 


put the label on stationery/ websites celebrating their completion of the CR report and/or financial incentives 


could be considered (for example waiving annual return submission fee to Companies House or making the 


time required to complete the form a tax deductible expense).  Recognition of the label and companies that 


have completed the submission by public sector procurers would also act as an incentive. 


 


4. To maintain credibility of the scheme an assurance mechanism might be required.  This could be a year two 


development and an optional extra.  It would undoubtedly require an extra fee and network of independent 


auditors around the country qualified and approved to review companies’ reports, as well as a distinction 


between the label that companies with unaudited versus audited submissions can use.  However it is worth 


noting that given companies would be signing off their submissions as a statement of fact, they might fall foul 


of the Trade Descriptions Act 1968 if any of the information submitted before using the label was later found 


to be false by a consumer.  This could be highlighted at the point of submission and provide an incentive for 


companies to ensure their reports are true and accurate. 


For further information please contact: 


Andrew Dakers | The Cooperatition Incubator 


 


The Cooperatition Incubator is managed on a not-for-profit basis by Sensonido Ltd. 



http://www.cooperatition.org/





Appendix – Sample Labels 


 
                                                           
i
 The exception is Community Interest Companies (CICs) that already complete a light touch Corporate Responsibility report through their 
CIC34 annual return: http://www.cicregulator.gov.uk/CICforms/Example%20CIC34%20small%20cos-%20final%20version.pdf 
ii
 Inter Departmental Business Register (IDBR), Office for National Statistics, http://www.statistics.gov.uk/cci/nugget.asp?id=1238 


iii
 Small and medium-sized enterprise (SME) statistics, Whitehall Pages, http://www.whitehallpages.net/news/archive/4282 


iv
 Ipsos MORI/ BITC research on performance against FTSE350 peers of companies participating in BITC’s Corporate Responsibility Index 


(CRI) each year between 2002 and 2009,  http://www.bitc.org.uk/media_centre/bitc_news_press_releases/lg_research_2010.html 
v
 Edelman Trust Barometer 2010, http://www.edelman.com/trust/2010/  


vi
 London Better Together, http://www.londonbettertogether.org.uk/menus.jsp 


vii
 Small Business Journey, http://www.smallbusinessjourney.com 



http://www.cicregulator.gov.uk/CICforms/Example%20CIC34%20small%20cos-%20final%20version.pdf

http://www.statistics.gov.uk/cci/nugget.asp?id=1238

http://www.whitehallpages.net/news/archive/4282

http://www.bitc.org.uk/media_centre/bitc_news_press_releases/lg_research_2010.html

http://www.edelman.com/trust/2010/

http://www.londonbettertogether.org.uk/menus.jsp

http://www.smallbusinessjourney.com/






The Future of Narrative Reporting – BIS Consultation  
 
Response by the Aldersgate Group 
 
Contact: Andrew Raingold, Deputy Director  
 
Introduction  
 
1. The Aldersgate Group (AG) is a coalition of leading businesses, NGOs, 


professional bodies, MPs and others who promote the case that high 
environmental standards will be a major part of future economic growth, jobs and 
international competitiveness. 
 


2. The AG welcomes the coalition’s commitment to reinstate the Operating and 
Financial Review to ensure that social and environmental duties are covered in 
company reporting and to investigate further ways of improving corporate 
accountability and transparency.  


 
3. In May 2007, the AG published a report (‘Carbon Costs: Corporate Carbon 


Accounting and Reporting’) which makes the case for a common carbon 
reporting standard.  


 
4. The AG was the leading voice for enabling powers in the Climate Change Act 


2008 for mandatory carbon reporting. The Group’s Parliamentarian members 
tabled the relevant amendments and over 100 MPs supported the AG’s 
campaign. The AG was supportive of the final amendment to the Act that puts in 
place an enabling framework to make carbon reporting mandatory by 2012.  


 
5. The AG wrote to Government Ministers in July 210 in support of a clearer, 


stronger signal for the introduction of mandatory carbon reporting in the UK that 
is consistent with international standards. This was supported by a wide range of 
businesses, organisations and Parliamentarians. A copy of the Letter is printed in 
Annex 1.  


 
6. Please note that the views expressed in this consultation response can only be 


attributed to the AG and not to individual members.  
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Question 1: Are company directors providing useful and 
relevant information on the company’s: (i) forward-looking 
strategy and (ii) principal risks and uncertainties? 
 
7. Environmental challenges such as climate change and resource depletion 


represent material risks and opportunities for businesses. 
  


8. The potential scale of these risks are demonstrated in the Coalition Programme, 
which states that: “the Government believes that climate change is one of the 
gravest threats we face, and that urgent action at home and abroad is required. 
We need to use a wide range of levers to cut carbon emissions, decarbonise the 
economy and support the creation of new green jobs and technologies”1. This 
point is re-iterated in the Conservative’s Quality of Life Agenda (2010) which 
states that “we are all agreed that climate change is one of the greatest and most 
daunting challenges of our age”2. 


 
9. The potential opportunities are also vast. The race to develop environmental 


technologies will help define economic prosperity in the twenty-first century. The 
global environmental goods and services sector is currently valued at £3.2 
trillion3 and strong growth is expected. The UK’s share is £112 billion and it 
employs over 900,000 people. In addition, as water and other resources come 
under stress, resource efficiency and innovation will increasingly become the 
primary benchmarks of a successful economy. 


                                                


 
Carbon reporting and accounting  
 
10. Carbon emissions are now a financially material commodity with an economic 


and financial value to business, investors and the City. They need to be properly 
defined, measured, accounted for, audited and reported in the same way as other 
physical commodities and financial instruments. Too little is understood about the 
sources of carbon emissions in the economy. Measures introduced to control 
emissions do not have uniform financial effects on companies even within the 
same sector.  
 


11. Companies are coming under pressure from investor demands to provide 
emissions data as part of their investment risk assessment processes. Many 
companies in Europe and North America now devote considerable resources to 
respond to those concerns. In many cases, however, where they make detailed 
quantitative carbon disclosures, those disclosures are often not adequate for 
investors to make meaningful comparisons.  
 


12. The absence of comparable, standardised measures means that companies who 
reduce their carbon emissions are unable to demonstrate their success in relation 
to their competitors. 
 


13. Investors are also vulnerable to ‘green wash’, where reporting consists of vague 
qualitative disclosures about the issue of climate change. The absence of reliable 
data allows companies that choose not to reduce their dependency on carbon 
emissions to avoid investor criticism. It also makes it difficult for markets to take 
account of carbon emissions within asset and liability pricing. 


 
1 HM Government (May 2010) The Coalition: Our programme for government.  
2 Conservative Part  (April 2010) Modern Conservatism: Our quality of life agenda. 
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14. If companies report according to a common protocol, they will be able to 


demonstrate that they have used the appropriate process to assess risks, define 
boundaries, measure emissions and report on them in a way that is meaningful, 
consistent and comparable. 


 
Current level of carbon disclosure  
 
15. Despite improvements in the number of companies disclosing information on 


carbon dioxide and climate change, the overall level of disclosures are too low 
and figures are not comparable because of the use of different calculation 
methods.  


 
16. The Carbon Disclosure Project (CDP), a not for profit organisation that collects 


information on carbon disclosure on behalf of 534 institutional investors with 
assets of over US$64 trillion, finds that 59% of the FTSE 350 disclosed GHG 
emissions in 20104 (a 4% increase from 2009) This represents significantly less 
than two thirds of large UK businesses and the incremental improvements 
demonstrate the limitations of the voluntary approach. 


 
17. It is also not possible for investors and consumers to make sensible comparisons 


between companies that do disclose their carbon emissions. This lack of 
transparency not only serves to obscure the true contribution of the corporate UK 
to national or international carbon emissions; it also undermines the comparative 
advantage that should accrue to companies with good carbon reporting and 
control. This slows down what needs to be going faster; our transition to a low 
carbon economy. 


 
Compliance with the Companies Act  
 
18. A recent report by the Corporate Responsibility (CORE) Coalition5 finds that the 


Companies Act has failed to make environmental and social reporting simpler 
and more effective. Although the Companies Act makes business reviews 
mandatory, initial analysis of FTSE100 company reviews shows: 


 
 8% have no clearly identifiable business review, leading to confusion for 


shareholders and stakeholders alike. 
 17% made no reference to environmental issues, despite wide 


acceptance that climate change is a business risk. 
 8% completely failed to include any social issues in their business review. 
 14% failed to include any social issues other than labour. 


 
19. Professor Adrian Henriques of Middlesex University, the author of the report, 


argues that compliance with the Companies Act is far from comprehensive, with 
many companies not acting in the spirit of the reporting requirement. He said: 
“The reporting of non-financial information in business reviews was surprisingly 
inadequate. Not a single company mentioned adaptation to climate change. And 
extractive companies were silent on known areas of human rights risk, such as 
security around facilities.” 
 


20. In terms of compliance with the Companies Act, the report finds that: 


                                                 
4 Carbon Disclos re Project (September 2010) FTSE 350 Report  
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(i) S417 says that the purpose of the Business Review is to ‘help them assess 
how the directors have performed their duty [to promote the success of the 
company] under section 172’. An obvious way to do this would be to describe the 
way the Business Review was prepared. Yet… only a minority of companies did 
so. 
 
(ii) S417 requires that if a Business Review does not contain information about 
each of the specified key factors which underlie the business’ performance, then 
these omissions should be stated. This does not appear to have been done in 
any of the Annual Reports. 
 
(iii) There was evidently considerable confusion as to what a Business Review 
actually was. At its worst this meant that in some cases, it was not possible to 
identify the Business Review: 8 Annual Reports appeared to have no identifiable 
Business Review section. This does not seem to be compliant with the Act and is 
certainly outside its spirit. Yet even where it was possible to identify the Business 
Review, there was a great variety of practices concerning the status and use of 
external sources of non-financial information. For example, some companies 
referred to more detail on their websites, others referred generally to their CR 
reports, while yet others made reference to an internet location at which further 
detail could be found. According to legal advice obtained by CORE, such general 
references should not be considered a part of a Business Review. 


 
21. The analysis also finds that:  


 
“On a more technical front, even where quantitative information was reported, 
there was rarely any description or detailed specification of the indicators 
used, such as that the Greenhouse Gas Protocol was used for measuring 
greenhouse gases. It might also have been expected that the specific 
mention in the Act of KPIs (Key Performance Indicators) would have led to a 
more systematic disclosure of impacts and one which would allow the 
comparison companies on their impacts… 
 
“The most reported area of environmental information was ‘emissions, 
effluent and waste’, which includes CO2 emissions; this information is often 
required by other regulation and so is more readily available. Yet even here, 
only one third of companies surveyed reported quantitative information and 
18% did not mention the issue at all. The worst performing environmental 
issue areas were transport, environmental legal compliance and 
environmental expenditure.” 


 


Question 2: What are the constraints on companies providing 
information on these issues? 
 
22. Regulation can be a key driver to ensure companies provide information on 


material environmental and social risks.  
 


23. Greater transparency can then lead to cost-effective action. A good example of 
this is the introduction of the Toxic Release Inventory (TRI), which was passed in 
the United States in 1988. This seemingly innocuous provision required that 
manufacturers disclose their use, storage, transport, and disposal of more than 
300 toxic chemicals (all of which were perfectly legal at the time). The data, 
maintained by the US Environmental Protection agency, became an important 
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Question 4: Does the information help shareholders to press 
directors on key issues relating to strategy and risk, or inform 
their business decisions? 
 
Question 5: If a company does not provide sufficient or 
material information to you, do you challenge it? Is there 
anything which could help you to do so? 
 
 
24. Current levels of disclosure on environmental risks are not providing 


shareholders and other stakeholders with sufficient information to challenge 
Directors. 
 


25. For example, there has been significant media attention over the last year on the 
environmental and financial risks of producing oil in Canada's vast oil sands 
region. This is the world's largest energy project with $200 billion in funds 
committed from the world’s leading oil producers. 


 
26. Co-operative Financial Services and WWF6 argue that while investors are 


beginning to take climate risk more seriously, mainstream financial markets and 
investment practices are still failing adequately to take account of the emergence 
of a carbon-constrained world and the long-term liabilities of carbon investment 
strategies. Their campaign calls for new legislation that would require oil, gas and 
power companies to disclose their future carbon liabilities, be they from product, 
process or those arising from strategic investments. This information should be 
included in company financial reporting and enable investors to factor these risks 
into investment appraisal strategies.  


 
27. Related to this initiative, Fair Pensions, a campaign group for responsible 


investment, co-ordinated two shareholder resolutions, asking BP and Shell to 
publish details of the environmental, social and financial risks associated with 
their tar sands project. This led to a significant proportion of shareholders (over 
10% in both cases) voting against the companies on this issue. As a direct result, 
BP and Shell had to engage more fully with their investors. Important new 
information came to light regarding BP's preparedness for catastrophic climate 
change, the ramifications of which are still being explored by oil and gas analysts 
as well as environmentalists. As for Shell, the resolutions prompted detailed 
disclosures on carbon price, predictions for oil demand, and their Carbon Capture 
& Storage plans for mining projects7. 


 


                                                 
6 Co-operative Financial Services and WWF-UK (April 2010) Tar sands investments could turn toxic 
warns CFS and WWF-UK
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28. Fair Pensions believe that this campaign has shown that investor action is an 
important and viable tool for holding companies to account over environmental, 
social and governance issues in the UK. Several major investors have publicly 
said that they will be pressing BP and Shell for much greater transparency. 
Furthermore, it is clear that pension funds and fund managers have been forced 
to sit up and take notice of the views of the people on whose behalf they invest 
billions of pounds. 


 
Question 6: What other sources of company information do 
you use and how valuable are they (e.g. information provided 
on the website, analysts’ briefings, dialogue with the 
company, corporate social responsibility report)? 
 
29. Disclosures of material environmental and social risks should be published in 


hard copy statutory annual reports and audited accounts. It should also be 
available electronically on the company website, in an easily accessible form, for 
shareholders and potential investors. Supporting information for use by 
city/carbon analysts and NGOs should also be made available from the company 
website. For example, an electronic corporate environmental performance report 
could cover broader environmental and social issues. 


 
Question 7: Is there scope to reduce or simplify the 
requirements on which companies report? 
 
30. There are currently a number of national and international standards for the 


reporting and disclosure of carbon emissions and these should be streamlined. In 
the UK, the Government has recently published voluntary guidelines for 
companies and organisations to measure and report their greenhouse gas (GHG) 
emissions8. It is based on the GHG Protocol, the internationally recognised 
standard for the corporate accounting and reporting of GHG emissions9, and 
aligns with many widely used national and international voluntary measuring and 
reporting schemes. 
 


31. Beyond this voluntary guidance, there are a number of regulatory drivers in the 
UK that ensure organisations report at least part of their GHG emissions. This 
includes the EU Emissions Trading Scheme (EU ETS), Climate Change 
Agreements (CCAs) and the CRC Energy Efficiency Scheme. These regulations 
only cover some of an organisation's GHG emissions, whereas the voluntary 
carbon reporting guidance covers an organisation's total GHG (and international) 
emissions. 


 
32. The AG supports the analysis from the Committee on Climate Change which 


recommends that “the Government undertakes a review of the scope for 
streamlining policies in order to provide appropriate incentives for energy 
efficiency improvement without unnecessarily burdening companies and 
organisations”10. 


 


                                                 
8 Defra and DECC (October 2009) Guidance on how to measure and report your greenhouse gas emiss
9 World Resources Institute / World Business Council for Sustainable Development‘s Greenhouse Gas 
Protocol: A Corporate Accounting and Reporting Standard (Revised Edition) 


ions.  
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33. Internationally, the Climate Disclosure Standards Board (CDSB) was formed at 
the 2007 annual meeting of the World Economic Forum in response to increasing 
demands for standardised reporting guidelines on the inclusion of climate change 
information in mainstream reports. CDSB works to develop a globally accepted 
framework, based on existing standards, for corporate reporting on climate 
change. As with the UK voluntary guidance, the CDSB framework is based on the 
GHG Protocol, and aligns as far as possible with relevant aspects of International 
Financial Reporting Standards. It is being developed with organisations leading 
work in mainstream reporting and climate change-related disclosure. It is 
essential that UK guidance is consistent with international reporting standards 
and the Government continues to support the objectives of the CDSB.  


 


Question 9: Looking at an Operating & Financial Review and 
the existing business review (see Annex D), do you see value 
in reinstating elements of an OFR and if so what would they 
be? In particular, would a statutory reporting standard help to 
improve the quality of reporting? 
 
34. An amendment to the Companies Act led to the Business Review which requires 


directors’ general duties to include “to the extent necessary” an inclusion of the 
impact of the company’s operations on the community and the environment. 
However, directors continue to retain considerable discretion over how to 
calculate and present this information. Climate change is too urgent and too 
important to be left to the “discretion” of directors.  


 
35. A clear, consistent, comparable definition of carbon disclosure is vital for 


progress towards UK climate change targets. Now that the voluntary GHG 
reporting guidance has been published, it should be made mandatory for all large 
UK organisations to ensure greater accountability and transparency. This will 
help companies identify cost savings through greater resource efficiency and 
more effectively address material climate risks and opportunities. It would also 
create a level playing field, allowing investors and consumers to make meaningful 
comparisons, thus driving further emission reductions.  


 
36. A commitment to mandatory reporting now will also cement UK leadership on the 


global stage and give greater credibility to government climate targets. There will 
be further economic benefits, accelerating the development of the low carbon 
economy and giving the City the backing it needs to become the world leader in 
carbon accounting and reporting.  


 
37. For example, thanks in part to the UK’s creation of its own voluntary emissions 


trading scheme a year before the mandatory EU scheme was introduced, London 
was an early mover and is now regarded as the hub of the international carbon 
market. Though the UK scheme was criticised for its emission reduction 
achievements vis à vis cost, the benefits of establishing the trading infrastructure 
(including the development of verifiers and auditors) and the ‘hands on’ 
experience of trading, were considered to outweigh the weaknesses11. The UK 
must not lose the initiative and further leadership – such as the introduction of 
mandatory carbon reporting standards – would help entrench its position, and 
spur the development of expertise in carbon accounting and audit practices.  
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38. The legislation for mandatory carbon reporting is already in place. An amendment 


to the Climate Change Act commits the Government this year to evaluate the 
contribution that reporting on GHG emissions is making to the achievement of 
Government’s climate change objectives. It then has to introduce regulations for 
mandatory carbon reporting by April 2012 or put forward a report to Parliament 
explaining why this has not happened.  


 
39. A mandatory carbon reporting standard has extensive business support, as 


demonstrated by the signatories to the AG letter sent to BIS Secretary of State 
Vince Cable (see Annex 1). A recent survey of 1,674 practitioners by the Institute 
of Environmental Management and Assessment finds that over 80% support 
GHG reporting becoming a mandatory requirement12.  


 
40. In support of the AG letter, Steve Waygood, Head of Sustainability Research and 


Engagement at Aviva Investors said: "We believe that climate change represents 
a profound market failure. There is a clear need for much tougher policy 
measures on the international stage, as well as at the national level. While 
Copenhagen failed to deliver internationally, the UK is well placed to make 
carbon reporting mandatory in the UK. This would allow investors to more easily 
identify climate change risks and opportunities. If we conclude that climate 
change is potentially material then we have an informed basis on which to make 
our investment decisions." 


 
41. The Confederation of British Industry (CBI) also supports the move to mandatory 


carbon reporting. In a recent report13, it outlines the benefits of carbon reporting 
for British businesses, puts forward the need for a big shift for businesses to 
effectively capture emissions data and publicly report them and sets out a 
suggested framework for Government action.  


 
42. James Murdoch, the Chairman and Chief Executive of News Corporation, is just 


one of a number of high profile business leaders that support the introduction of 
mandatory carbon reporting. In an article published in the Financial Times, he 
wrote: 


 
“At a time when some companies emit more greenhouse gases than entire 
nations, we need transparency about emissions. Shareholders need 
disclosure to understand risk. Employees deserve it. Partners will expect it. 
Ultimately it is in the interests of all companies to know their carbon footprints 
and to be open about how they manage them. This is a vital step towards 
reducing risk and aspiring to be more than merely sustainable… 
 
Saying we can tackle climate change without public-company disclosure is 
akin to thinking obesity can be solved if people do not weigh themselves. 
Increasing the regulation of emissions, through mechanisms such as the 
carbon reduction commitment, may force business into disclosing and trading 
emissions, but it will not integrate carbon risk on to the business bottom line. 
We need an internationally consistent framework tied to listing requirements 
to achieve this, as advocated by the Aldersgate Group, a coalition of 
companies and environmental groups. 


                                                 
12 Institute of Environmental Management and Assessment (September 2010) GHG Management and 
Reporting.  
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The UK government is afraid this will be a burden, but many of the best 
companies already do it. They are finding cost savings and opportunities. As 
we move to a cap and trade scheme, we need to be prepared for the new 
lower carbon economy that can emerge from the global financial crisis. To 
make significant reductions in greenhouse gases it is essential to engage the 
private sector as soon as possible, to drive the world towards that new 
economy.”14 


 
43. There will be administrative costs associated with complying with carbon 


reporting legislation, but these are often more than offset by the economic 
benefits. The Government’s recent impact assessment provides useful data 
which supports this case15, including case studies with companies saving 
between £80,000 and £1.2 million per year. Measuring, managing and reporting 
environmental impacts is part of good business management which justify the 
compliance costs for all medium and large organisations.  
 


Wider environmental and social impacts  
 
44. Carbon may be the most immediate resource issue but it is not the only one. 


Today’s business and political interest in carbon is wholly justified, but this theme 
will be replayed in a series of variations, in one resource area after another; most 
obviously in a range of physical resources but soon biological ones as well16.  
 


45. In terms of biodiversity, some of the most important complexities and challenges 
are set out in The Economics of Ecosystems and Biodiversity (TEEB) Report for 
Business17. This is a global study initiated by the G8 that focuses on the global 
economic benefit of biological diversity, the costs of the loss of biodiversity and 
the failure to take protective measures versus the costs of effective conservation’.  
 


46. Not only does this report reinforce the point that our economies and society rely 
on the valuable ecosystems that nature provides free of charge but it 
demonstrates that a business commitment to manage biodiversity and 
ecosystems must begin with corporate governance and involve integration into all 
aspects of management. While businesses must focus on what aspects of 
biodiversity represent the most significant risks and opportunities, red lines 
should be drawn on what to avoid (such as prohibited geographical areas, 
technologies or sectors) and where a reduction in resource inputs would lead to 
benefits for the business, environment and society.  


 
47. Unlike for carbon, new and improved information systems are required and 


reporting requirements are at an early stage of development for certain 
resources. The AG supports ClimateEarth’s recommendation to introduce “a 
framework for the reporting of environmental and social issues that outlines the 
key matters – e.g. ecosystems impacts, water use, community relations, human 
rights impacts – that it may be necessary to report in order to comply with the 
existing business review / previous OFR requirements, and the ways in which 
they must be understood to relate to the business of the company – e.g. 
reputational risk, social licence to operate, regulatory risk.”18  


                                                 
14 James Murdoch (Novemb
15 Defra (September 2009) Impact Assessment of guidance on measurement and reporting on greenhouse gas 
emissions. 


er 2008) The Financial Times: Carbon disclosure should be mandatory by 2010. 


16 See Aldersgate Group (February 2010) Beyond Carbon: Towards a Resource Efficient Future. 
17 The Economics of Ecosystems and Biodiversity (July 2007) Report for Business. 
18 Climate Earth (July 2010) Briefing: The Operating and Financial Review 
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Question 10: The business review provisions require quoted 
companies to report, to the extent necessary, on: 
� main trends and factors likely to affect the future 
development, performance and position of the company’s 
business 
� information on environmental matters 
� information on employees 
� information on social and community matters 
� persons with whom the company has essential contractual 
and other relationships 
i) Is this information useful to you? How do you use it? 
ii) Could disclosure be improved? If so, how? 
iii) Are there key issues which are missing? If so, please 
explain? 
 
48. In addition to the points above (including the introduction of mandatory carbon 


reporting), the AG supports the recommendations of the ClimateEarth briefing19 
on the OFR review which recommends that: 


 
 “It is essential that the information in company reports is fair, balanced and 


comprehensive – statutory requirements must be in place to that effect, and 
these requirements must be objective standards. 
 


 Making sure that companies provide enough information on environmental 
and social issues, and the right kind of information on these issues, is vital – 
statutory provisions must be made to set out the various environmental and 
social issues that must be covered in company reports. 


 
 The proper use of quantitative Key Performance Indicators is a key part of 


non-financial reporting – mandatory provisions must set out the way that they 
are to be used in company reports. 


 
 Implementation of the law is fundamental to the effect of the law – the 


regulator responsible for monitoring and ensuring compliance with the law – 
the Financial Reporting Review Panel – must be capable of doing so, and 
must take positive action to enforce legal requirements for company reports. 


 
 Verification of the information in company reports is essential to ensuring their 


reliability – the mandatory audit should be expanded, and steps must be 
taken to enhance the capability of the audit profession to provide a 
challenging voice to the judgements of management in company reporting, 
particularly with regard to information on environmental and social issues.” 


 


                                                                                                                                           
and company reporting under UK law 


 


19 Climate Earth (July 2010) Briefing: The Operating and Financial Review 
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Question 11: Would more guidance be helpful? If so, what 
form should this take? For example: best practice example, 
sample Key Performance Indicators, etc? 
 
49. Defra’s Guidelines for Key Performance Indicators20 is over four years old and 


should be updated. It should also include clear guidance on how this relates to 
the Business Review and OFR requirements. As stated in response to Question 
9, the AG supports ClimateEarth’s recommendation to introduce “a framework for 
the reporting of environmental and social issues that outlines the key matters – 
e.g. ecosystems impacts, water use, community relations, human rights impacts 
– that it may be necessary to report in order to comply with the existing business 
review / previous OFR requirements, and the ways in which they must be 
understood to relate to the business of the company – e.g. reputational risk, 
social licence to operate, regulatory risk.”21 


 
Question 13: Are there non-regulatory solutions to increasing 
quality through better guidance or publicising excellence in 
business reports? If so, what? 
 
50. Non-regulatory solutions have not been effective in driving adequate corporate 


disclosure of environmental and social risks, particularly in regard to GHG 
emissions.  


 


                                                 
20 Defra (2006) Environmental Key Performance Indicators: Reporting Guidelines for UK Business 
21 Climate Earth (July 2010) Briefing: he Operating and Financial Review 
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Annex 1: Letter to Vince Cable on mandatory carbon reporting  
 
 
26th July 2010 
 
 
Rt. Hon. Vince Cable MP 
Secretary of State  
Department for Business, Enterprise & Regulatory Reform 
1 Victoria Street 
London SW1H 0ET 
 
 
Dear Mr Cable,  
 
We welcome the new government’s commitment for urgent action to decarbonise the 
economy and support green industries and jobs.  
 
As part of this commitment, it is essential that the government ensures that all large 
organisations measure and report their greenhouse gas (GHG) emissions. This is 
necessary for business, which is responsible for nearly a third of total UK GHG 
emissions, to manage and reduce its carbon footprint, leading to reduced energy 
costs, increased transparency and a greater understanding of material climate risks 
and opportunities.  
 
Voluntary initiatives have had some success in mobilising the UK’s biggest 
organisations to address their environmental impact more fully. However, last year’s 
Carbon Disclosure Project shows that only just over half of the FTSE 350 disclosed 
their carbon emissions. The urgency of climate change demands much more rapid 
progress to be made. For this reason, we welcome the government’s commitment to 
reinstate an Operating and Financial Review to ensure that directors’ social and 
environmental duties have to be covered in company reporting, and investigate 
further ways of improving corporate accountability and transparency.  
 
This should be combined with a clear commitment for mandatory carbon reporting for 
all large organisations under the provisions in the Climate Change Act. In opposition, 
the Conservative Party committed to “enhance by secondary legislation the powers 
of the Secretary of State and to bring forward the date that the largest companies are 
required to report on carbon emissions”22. This would help to ensure greater 
accountability and transparency; create a level playing field, and allow investors and 
consumers to make meaningful comparisons. Mandatory reporting would drive 
emission reductions; cement UK leadership on the global stage by providing greater 
credibility to government climate targets; and give the City the backing it needs to 
become the world leader in carbon accounting and reporting. The administrative 
costs would be minimal for those who report anyway and help those who don’t to 
identify significant cost savings.  
 
We – the undersigned – believe a clearer, stronger signal is needed now for the 
introduction of mandatory carbon reporting in the UK that is consistent with 
international standards. Such a decision should be announced in conjunction with the 
Government review (due by December 2010) on the contribution that GHG 
emissions reporting makes to achieving climate change objectives. As part of this 
review, DECC will consider wider options for the treatment of low carbon electricity 
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and it is essential that the regulatory framework makes full use of market forces, 
including preferential purchasing policies, to maximise private investment in low 
carbon energy generation. 
 
Yours sincerely, 
 


 
 
Peter Young 
Chairman 
Aldersgate Group 
 
Signatories 
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An international perspective


Key learning and recommendations from a research project into 


narrative reporting by international consumer-facing companies
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Foreword
The recent crisis in the financial markets has increased the focus on corporate 
governance and its shortcomings. As we now know, too many contracts 
were bought and sold without any real appreciation of the true nature of the 
customer relationships being traded, or indeed their actual value.


In this context we believe that boards of companies need far greater and more 
regular insight into the opportunities and risks associated with their customers 
– after all it is they who generate the company’s present and future cash flows.


The company’s relationship with its customers can be summarised in the 
strength (or weakness) of its corporate, product, or service brand reputation, 
so it’s essential to appreciate the value of the brands the company owns, and to 
ensure they are being properly managed.


This is why the IPA has a long-standing commitment to the improvement of 
reporting in annual reports as a vehicle for demonstrating sound stewardship 
and management of company assets, both tangible and intangible. 


For the last four years (2005-2009) we have focused our research in this area 
on FTSE 350 companies particularly the FTSE 100, and, in association with 
UK IR Magazine, have sponsored an award for Best Narrative Reporting. 


This year, for the first time, we have taken our research global. Given that our 
main interest is the reporting of intangibles, and within that, giving proper 
attention to explaining marketing investment in brands, it made sense to 
review those companies that are most involved in consumer marketing. 


We hope that this global perspective will provide new insights, hints and tips 
for all preparers of annual reports, who seek to offer better quality in their 
communication with stakeholders and convey the full intangible value of  
their brands.


In addition, we hope it will inspire more CMOs and marketing directors to 
engage with financial reporting practices and to ensure that their voice is heard 
within the board room.


Hamish Pringle
IPA Director General
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Why narrative reporting matters


There is a correlation between how a company talks about its business and 
how it runs its business. The disclosure equation explains the benefits of 
a structured approach to communicating this, and the ultimate outcome, 
business performance:


DISClOSURE⁄TRANSPARENCy⁄ACCOUNTABIlITy⁄ 
CONFIDENCE⁄TRUST⁄REPUTATION


In other words, it is not possible to generate the necessary levels of support 
from members of the investing community, and other stakeholders, unless 
a company has a clear disclosure policy, the aim of which is to persuade 
the target audience(s) that the company is well run and will achieve its 
objectives. The narrative in the annual report is one of the key building 
blocks of a company’s disclosure platform.


Why brand reporting matters within  
narrative reporting 
Every company has a brand, or a suite of brands, which determines 
and shapes the relationship between itself, its customers and other 
key partners. The concept of brand is directly linked to customers and 
revenues, through values, behaviours and reputation. Describing a 
company’s activities without painting a picture of these relationships 
leaves a gap in the reader’s understanding of how value is created inside a 
company, and how the company plans to guarantee future revenues. 


The stronger the role played by brand in generating a company’s 
revenues, the more important it is for there to be appropriate disclosure 
on the role of brand in developing and delivering the value proposition 
– from the strategic objectives identified at the outset, through the 
execution, to the eventual outcome. Best-practice disclosure on brand 
reassures business-critical stakeholder constituencies that this part of the 
value chain is being properly managed.


The reports assessed in the following pages are those of the biggest media 
spenders in the world; those companies who invest the most in marketing, 
and whose business model is in part based around the successful 
maintenance and development of brands. In assessing disclosure through 
the narrative in their annual reports, the analysis seeks to understand 
whether the chosen companies have sufficiently communicated the role 
played by brand in their value chains, whether more could be done to 
increase levels of confidence among business-critical stakeholders that 
organisational processes for managing and creating value are effective, and 
whether companies’ disclosure practices are affected, at least in part, by 
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The approach


Introduction


This report is the product of extensive research by IPA analysts into the 
narrative reporting of the top global spenders on media advertising, within 
their annual reports. It does not attempt to offer a complete framework for 
reporting, and stops well short of dictating how a company should write 
or structure its narrative report. It simply offers a compilation of practical 
examples and ideas, based on the brightest and best narrative reports from 
consumer-facing companies around the world. 


Rationale for focusing on listed group company  
annual reports


The required content of the Operating and Financial Review was enhanced 
by the Companies Act 2006 so that the need to explain the main trends 
and factors in UK listed companies’ performance is now well established, 
in common with other OECD group companies subject to International 
Accounting Standards. How well such companies fulfill this obligation is the 
purpose of this review. By highlighting what represents the best practice found 
in these reports, this paper aims to encourage a wider use of the narrative 
report as an opportunity to gain investor and supplier confidence in the sound 
management of corporate assets, both tangible and intangible. 


Topics for comparison and commentary


Using research from previous reports and studies, the following five topics 
were selected to guide evaluation, comparison, and commentary: 


1 CEO and chairmen messages 
What do they reveal about the culture and ethos?


2 Narrative structure 
Does it coherently explain how brands fit the business model?


3 Differentiating material 
Are there any items of narrative which stand out?


4 Intelligent data
Does it use Key Performance Indicators (KPIs) effectively to track  


 performance?


5 Marketing narrative 
Does it give a sense of the quality of marketing and brand 


 management?


There was also the opportunity to offer an overview of different reporting 
styles by continent and to highlight anything else of particular note or interest. 
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Criteria for selection: top media spenders globally


The majority of the reports for analysis have been compiled from the list 
appearing in the Top 100 Global Marketers’ Report, in US publication 
Advertising Age in November 2008 (the 22nd Annual Report). The rankings 
for the top 100 were collated from 86 countries, on the basis of data provided 
by media monitoring services; primarily Nielsen, TNS, Ibope, PARC, 
Steadman, Sigma, and Ifat. 


For the purposes of this study, the top 10 spenders from the USA, Europe and 
Asia have been chosen for analysis. A further 20 UK reports, representing 
top media spenders in the UK (not featured in the global list) have also 
been assessed. In total 50 reports have been analysed. The reports included 
represent the latest report released by each company by April 2009. 


A summary of the reports analysed 


USA: Top 10 
Procter & Gamble 
General Motors 
Ford Motor 
Johnson & Johnson 
Coca-Cola 
Time Warner 
Kraft Foods 
McDonald’s 
Walt Disney Co. 
PepsiCo 


UK: additional 20 
Aviva 
Barclays 
BP 
BT Group 
Cadbury 
Carphone Warehouse 


Group
Diageo 


Europe: Top 10 
Unilever – london
l’Oréal – Paris
Nestlé – Switzerland
Reckitt Benckiser – UK
GlaxoSmithKline – UK
Volkswagen – Germany
Danone – Paris
PSA Peugeot Citroën – Paris
Maxingvest – Germany
Henkel – Germany


Asia: Top 10
Toyota – Japan
Honda – Japan
Sony – Japan
Nissan – Japan
Panasonic – Japan
Hyundai – Korea 
Canon – Japan
Kao – Japan
Samsung – Korea
Suzuki – Japan


Home Retail Group
HSBC 
InterContinental Hotels 
ITV 
lloyds TSB Group
Marks & Spencer Group 
Next 
Royal Bank of Scotland 


Group


Royal Dutch Shell 
SABMiller
Tesco 
Vodafone Group 
Wm Morrison 


Supermarket
  


Source: Top 100 Global Marketers’ Report, Advertising Age, November 2008/IPA
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Overview by continent
The reports from different regions provide different ideas and examples on 
how companies can attempt to provide the investor and shareholder with a 
full and motivating account of their company’s business model and branding 
opportunities, thus inspiring confidence and belief in their future business 
position and plans. 


Europe (mainland)
Relative to other continents, European reports can be characterised overall as:


focusing most on corporate social responsibility, of all the intangible values 
of their organisation


putting effort into developing narrative cohesion linked to the business 
strategy of the organisation and the role of brands


providing relatively more quantitative measures in their narrative than 
other continents (although by no means having yet reached their full 
potential)


using anecdotal case examples of consumer 
brand experience to lighten the tone and create 
an impression of being customer-focused and 
strong on consumer insight.


European reports tend to have a greater social, international development 
and environmental focus (occasionally collectively referred to as ‘ethical’ 
considerations) than reports from other continents. This was especially true 
in how they justified and opened their reports; for instance, Citroën call their 
report a “sustainable development and annual report”. 


This focus on ‘ethical’ issues manifested itself in two main ways. Firstly, it 
meant that the European reports gave far more space to providing information 
about their ‘ethical’ activities and values. 


An example of this is Danone, whose report splits into three main sections; 
science (R&D and clinical trials), society (environment and people), and 
business. The ‘society’ section is given equal weight to the other sections 
and provides numerous anecdotes about how the company has conducted 
sustainable development around the world. This ethical attitude also carries 
over into business benefits. They:


describe their ethical attitude toward employees, using interviews and 
descriptions of best practice


explain how they attract talent online


provide information about both health and safety practices, and professional 
development in leadership skills


¥
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¥


¥


¥


¥


¥


Corporate social responsibility is the 
intangible value given most focus
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All of which leaves the impression that they develop the best staff in the  
best way.


Secondly, many of the European reports incorporated their ‘ethical values’ 
into their overall business model and strategy, making it a core part of their 
business operations. 


This is best highlighted by L’Oréal, whose narrative report describes how the 
company has developed what is called a ‘continuity of values’. The report goes 
on to explain how they wanted to “look far beyond economic performance 
and make sure that the group is increasingly rooted in the heart of countries 
and of society”. This manifested itself in ‘respect for the environment, 
high ethical standards, diversity in our teams and everyday commitment 
to the communities in which we operate’, and was described not as a side 
consideration, but a key part of their business strategy – which is to make 
‘beauty accessible to everyone’. 


Another company focused on ‘ethical values’ is Nestlé. They state that 
“creating shared value is a principle for doing business, founded on the 
conviction that shareholder interests and the interests of society must be 
aligned in order to achieve long-term business success”.


European reports tend to be better at tying their 
entire narrative report into a core belief system or an 
initial structural framework of advantages/strengths/
aims. This helps to make their reports easier to get to 
grips with, because their thinking is joined-up. This 
is key to developing a useful and insightful report. As 


a causal relationship, it also seems to enable companies to better express their 
personality, by drawing out the thoughts behind their results and actions. 


Nestlé sets a great example here, again. Its entire narrative report is based 
around its “4 x 4 x 4 roadmap” which provides a rigorous structure to the 
report, and creates an impression of a high level of joined-up thinking within 
Nestlé. 


An exposition of business strategy 
underpins and gives structural 
coherence to European reports
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Unlike Nestlé, however, some reports do fall into the trap of developing a core 
belief that lacks clarity and specific meaning, and thus fail to improve their 
overall narrative. An example of this was Volkswagen, which chose the slogan 
“Driving Ideas” to bring everything together, but failed to explain how, in a 
real business sense, this controlled their activity and informed their strategy. 


The mainland European reports are generally 
strong at giving financial data, and in accordance 
with this section’s first point, ethical and 
environmental data. However, they are weaker 
when it comes to providing softer measurements 
that can help highlight their business performance, 
their sustainable business value and how they may 
perform in the future. 


For instance, there is generally a lack of quantitative metrics which help 
explain intangible value; such as metrics to explain the performance of their 
brands, the motivation levels of their employees or the satisfaction levels of 
their customers. 


There is evidence of increased usage 
of Key Performance Indicators 
(KPIs) but there is still room for 
improvement, particularly in the 
area of intangibles 
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In addition, where data is provided it would benefit, in most cases, from being 
set over longer periods of time in order to provide insights into the company’s 
business trends, helping to set a context for current results and a route to more 
accurately predicting, and justifying, future results. 


Some of the mainland European reports use personal 
stories to explain information. 


Both Volkswagen and Danone did this with varying degrees 
of success. In this area the key distinction between useful 
personal stories and ineffectual personal stories was the 


perceived purpose behind their usage. Personal stories could add insight, 
personality and flesh to strategic and analytical points that had already been 
made; adding a specific and human face to detail could sometimes bring 
it alive and explain it to the reader. Personal stories came across as weak, 
however, when they were used as a primary source for explaining information. 
In this circumstance, they appeared lightweight and, in certain instances, even 
manipulative. 


Where KPIs fall short, the gap 
is sometimes filled to effect by 
anecdotal references
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Most of the reports from mainland Europe forming 
part of this study stated in general terms that 
brands were a key part of their success; that they 
were very proud of the history of their brands, and 
the reputation they provide. However, almost none support this with real 
evidence or analysis; using brands, instead, as an opportunity to add colour 
and iconic images to the reports.


The UK within Europe
Companies within the UK, especially consumer goods companies, excelled in 
the way in which they outlined their overall strategy, and then incorporated 
other areas of the reporting in that – for instance their brand and employment 
culture. There were, however, different lessons that could be learnt for 
different sectors and companies.


Some UK reports are much stronger in coherent  
brand reporting


Diageo performed strongly in the way in which it reported its business value, 
giving a great deal of coverage to the way in which its market share changed as 
a result of its marketing and advertising campaigns. This is a great example of 
a company linking its information together in a joined-up way, explaining how 
performance in one area leads into performance in another. 


Reckitt Benckiser distinguished itself by its use of KPIs to explore its 
branding strategy. It had KPIs, over two years, on its media investment (media 
investment as percent of net revenues), on its brand positions (percent of 
net revenues in No.1 or No.2 brand positions), and the revenue from its top 
branded products. These KPIs offered metrics that provided strong factual 
support to the rest of the brand reporting narrative. 


Reckitt Benckiser also distinguished itself by giving a great deal of coverage to 
its brand outlook and the strategies it has adopted to develop and exploit its 
numerous brands and sub-brands. These strategies are brilliantly linked into 
the company’s overall strategy as well, bringing innovation, marketing and 
total growth together. 


SABMiller were exceptionally good at reporting their brand. They gave a lot 
of attention to the role of their brands, and their specific efforts at branding 
each of their products. This fed into their overall strategy, which was well 
communicated. 


SABMiller also excelled by linking their brand message into their business 
model and brand programmes; explaining the way in which their branded 
products were developing in emerging markets, and how they had tailored 


Regrettably, most brand reporting 
is remarkably superficial
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their marketing campaigns towards different consumer groups, and product 
specifics, in order to take advantage of market segmentation.


Everyone knows that the banking sector has 
undergone the most severe upheaval in recent 
times, and that there are many important parts 
to its recovery as a sector. One key area for 
improvement is the current reputation most banks 
have among their customers and the general 


population. This needs to be addressed, as current narrative reporting on the 
topic is below standard. Many banks give extensive coverage to their brand in 
a general sense, but fail to offer much in the way of substantive commentary 
or analysis, especially on the specific ways in which their brand helps drive the 
company forward. 


This is an area of opportunity as banks seek to 
re-inspire confidence in their companies going 
forward. Numerous banks stated that their brand 
was one of the key reasons they would succeed in 
expanding into foreign markets, and rebound from 
the worst of the credit crunch-induced market 
turmoil, without explaining, or justifying, how. 


A specific consideration for the retail sector is that a number of companies 
appeared to give little focus to understanding consumers, who are the key to 
their business. Those that did either failed to utilise that understanding in the 
best way (not linking it into the rest of the document; detailing how meeting 
customer needs influenced the operations in the other areas of the business), 
or failed to go into any genuine depth about their customers, instead relying 
upon clichés and platitudes. 


In this context Marks & Spencer distinguished itself by reporting thorough 
customer data in its narrative report, for instance, giving information on its 
mystery shopper scores over the course of the year, and explaining how its 
focus on its consumers would keep it ahead of the competition; “The challenge 
for M&S marketing is how we stay ahead of the competition, by responding to 
the things that matter the most to our customers”. However, although this area 
was very strong, they could improve it by explicitly linking their data into their 
strategy throughout the document.


Tesco were also a leading light in focusing upon their customers, especially 
in reference to the expanding of their operations into the US, and creating five 
key promises to consumers; prices are good, I can get what I want, the aisles 
are clear, I don’t queue, and the staff are great. This is important as it showed 
how their focus upon their customers was dictating their business operations. 
However, considering this, their actual analysis of their consumers was poor; 
they explained how they analysed their consumers, and what they did to 


The financial services sector lags 
behind consumer staples in  
explaining their reputation and brand


Retail brands reveal surprisingly 
different levels of understanding 
about their customer base
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keep their consumers happy, but not what their consumers actually thought, 
or think. They, along with other retailers, need to use a mixture of data, and 
genuine consumer insight, to explain how they have met their customer’s 
needs, and how they will continue to meet them in the future. 


USA
American reports differ slightly from European reports in their overall 
approach. Generally, they nominate a yearly theme or phrase around which to 
base their report. These are more of a cover design feature than a framework 
for structuring the report narrative, and are intended to give an insight into the 
company’s character or ideology. 


When done well it makes the company more personal and does accurately 
portray their character to a potential investor. However, when done poorly, it 
can come across as a cheap marketing trick, designed to impress, rather then 
accurately explain the company and its beliefs. 


The US reports have the strongest focus on 
providing purely financial data. They tend to ignore 
softer economic factors which might impact on 
their company’s future performance, and explain 
some of their past results. As such they come across as generally serious and 
financially focused, which can be a strong and authoritative impression to 
give, but fail to fully explain all aspects of their business to the reader and 
investment community. 


Generally, US reports also fail to use KPIs and 
intelligent data to explain company performance, 
meaning that although they are often strong in 
other areas, especially direct communication from 
the board, they are let down by this serious area of 
weakness.


Some US companies, however, offer really good examples of an integrated 
marketing narrative; marketing analysis peppers the entire report, highlighting 
how it serves the entire business, and how its success has fed into the success 
of the company. 


Examples of this include Procter & Gamble, where the marketing strategy 
is incorporated throughout the report into the overall strategy and the 
Chairman’s message. For example, they explain how their concentration on 
innovation, and understanding of their consumers’ needs for paper towels 
have enabled them to create a flexible product and brand in Bounty, which 
offers sub-brands for different needs (cost, absorbency), each of which can 
then be successfully marketed to different groups.


US reports generally focus on 
financials rather than non-financials


However, there are some prime 
examples of integrated marketing 
narrative
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Perhaps the best US example however is Coca-Cola. Brands are included in 
their opening mission statement: “To inspire moments of optimism through 
our brands and our actions” linking how they play a key part in their business 
aims, as well as their business model. They then go on, throughout the report, 
to explain how their brands are key to achieving their business objectives, 
especially in terms of their continued relationship with the consumer. 


The Coca-Cola report offers an exceptional analysis of their consumer base, 
offering insights into how it is changing (provided with data and intuitive 
explanations) and, even more significantly, how their company is adapting to 
take full advantage of these consumer trends (“Changing demographics are 
driving significant conversion to NARTD beverages”). The company also links 
its marketing activity to its initial mission statement, and states how it believes 
that its marketing can have a positive social impact, providing moments of joy 
for society, as well as a positive business outcome for the company. 


For example they state that “New platforms, such as ‘The Coke Side of 
life,’ are reaching consumers with advertisements, online experiences and 
other programs that reflect the optimism and hope that have historically 
characterized our brands and company”.


Despite this excellent reporting, even Coca-Cola can still improve. Where it 
falls down is where most US reports fall down; in their use of KPIs and data to 
bring rigour and trend information to their analysis of non-financials. 


“We also tailor marketing and communications to specific consumer needs. 
Bounty Basic consumers aren’t persuaded by television advertising; they get 
all the brand communication they need at the store shelf. Other consumers 
are receptive to information about our brands at different times and places, 
and we respond with communication and marketing plans tailored to their 
desires and preferences.”
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Beyond these excellent examples, few other US companies explain their 
marketing strategies, even though many of them state the importance of their 
brand to their business model. Considering the key importance of brands to 
these companies, this is an area with room for improvement.


A small number of US reports were merely compliance 
documents that provided the necessary material in a 
specific compliance form, with no further information. 
These documents read less well, in most cases. 


Finally, it should be noted that the American reports 
used an effective system of question and answer sections 
with their board to help explain strategic decisions they 
had made and results they had achieved. This style of 
information delivery will be further analysed in the 
‘Detailed Highlights’ section.


Asia
Research and development (R&D) is the main focus of intangible reporting for 
Asian companies


The Asian reports were very strong at reporting in the area of R&D. This 
partly reflects the nature of their most successful companies, but also creates 
a perception of cultural devotion to innovation and development. Kao, Toyota 
and Samsung are prime examples.


This focus on R&D reporting demonstrates a strong commitment to a long-
term business model and business plan. It also helps give an insight into the 
future direction of the company.


The Asian reports are particularly strong when it comes 
to the organisation of their information. Their narrative 
reports are generally organised in a very efficient manner 
that provides the information in a logical and structured 
way – making it relevant and accessible. 


A good example of this is Canon, who defined their five key strategies clearly 
and then applied insight and analysis to investigate each of them in turn; 
making important efforts to link them together and explain how they would 
feed into the future success of the business. 


The best companies, however, don’t just explain their organisational structure, 
but base the information in their report around this structure. 


An excellent example of this is Kao. Their report opened with a strong 
business statement, based on a pyramid model of their mission, vision, 
values and principles. They then went on to support this with clear factual 


Some leading US companies still 
treat their annual report as a 
compliance document


Q&A is a feature of US reports 
generally


Joined up thinking characterises 
Asian narrative reporting
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information; including a clear timeline, a detailed explanation of R&D activity 
and a strong graphical representation of trends.


The Asian reports also seemed to capture the greatest 
feeling of excitement about the future. This is difficult 
to analyse, but as a group, the Asian reports created a 
strong sense of optimism and enthusiasm about the 


future, and the part that their company will play in it. This enthusiasm came 
across in the Chairman’s message, the interviews, and the general narrative. 


A good example of this is hyundai. The start of their report is very personal 
and conversational, with monologues, descriptions of cars and individual 
stories. This continues up to page 30 of the report. 


This approach can be learnt from, though it can contain several risks. The 
direct emotive communication does provide an insight into the company’s 
views and culture, and the personal stories can bring the products to life in 
the eyes of the shareholder. However, this approach needs to be considered, 
and limited. Hyundai go too far and devote too much time and space to this 
approach, causing them to appear slightly lightweight, missing out vital 
information, and making important information difficult to find. A number 


Asian reports generally adopt  
a more emotive style







ASIA


��


of other companies were more effective at using interviews and emotive 
communication to convey their personalities.


One of the best exponents of this approach was Sony, where every section is 
analysed by an appropriate person, or persons, answering questions on their 
area. Often interviewed in pairs, these would have a page devoted to explaining 
who they were and what job function they fulfilled, before explaining the 
operations of their department. 


Using this approach allowed Sony to offer a personal and insightful view 
into their company. It enabled them to explain key parts of the company’s 
operations in detail and the passages came across as trustworthy and full of 
desire for the future. It left an impression of a strong and committed workforce 
with a respect and involvement in the corporate brand.
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Detailed highlights


Best practice


This section highlights key areas of strength, which might serve as inspiration 
for others. 


Integrating the business model
Some companies were very effective at putting business models into their 
narrative reports. For example, Kao opened with a very strong business 
model, into which all of their information then tied. This allowed them to then 
provide other unusual but relevant information, such as a timeline of all their 
products that they released and key activities, as well as a concise and relevant 
analysis of R&D, explaining how it links into the company and future growth. 


Justifying bad results
General Motors have an interesting report, illustrating how a company can 
justify bad results. This forces them to concentrate on their business model, 
suggesting that all companies should do this during a recession, when they 
will be struggling. Honda also respond to difficulty in a highly interesting way; 
on page 36 of their report they devote themselves to preparing for the future, 
and as such they lay out the key areas that they will improve to survive the 
economic downturn. This section benefits from being clear and simple in how 
it approaches difficult market problems. Compared to some reports this is 
very refreshing and actually helps inspire confidence in how they will tackle 
upcoming economic difficulties. 


Branding the corporate philosophy
Canon opened with their corporate philosophy, Kyosei, which gave a concise 
definition to their company’s culture, and how it directly effected their 
business operations.


Identifying future growth prospects
Toyota clearly and specifically lay out their plans for future growth. This 
is explained in a section entitled “Solid Foundations for Future Growth,” 
which provides explicit and clear information on how they will achieve high 
performance going forward. This is important as it reassures the reader about 
their future prospects, as well as justifying their previous results. 


Sustainable development
Danone provide faces and stories to highlight their actions, helping 
them bring their work to life, and justify the ethical considerations of the 
company. Danone also devote a lot of time to the intangible of people, 
describing how they treat their workers. This analysis is excelled by an 
excellent survey of their staff’s beliefs about the company, which will be 
followed up with by another survey in the future, allowing for trends in staff 
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attitudes to be recorded. They also provide data, interviews, descriptions of 
best practice, information on attracting talent online, safety information, 
and leadership examples. 


Focus on ethics
L’Oréal is unusual in its concentration on the human and ethical side of its 
business, which can be best highlighted by the following quote:


Linking marketing strategy to corporate strategy
SABMiller excelled by linking their brand message into their internal 
business model and future plans. They clearly linked their specific brand 
programmes into their wider business strategy, covering the way in which their 
branded products were developing in emerging markets, and how they had 
tailored their marketing campaigns towards different consumer groups, and 
product specifics, in order to take advantage of market segmentation.


Market context
Even though Ford’s report is relatively dry, it has some very interesting and 
important information, providing one of the best reports for looking at overall 
market and economic forces and linking them into the company and then into 
trends and strategies. Although long to read, it does provide an effective and 
genuine insight into how the business decisions about the company’s direction 
have been taken.


Community involvement
Johnson & Johnson have a long selection of stories about the difference 
they make to communities, showing that US reports can rival European 
reports for emotive narrative reporting. This can be shown by two snippets 
from their stories:


“The globalisation of cosmetics consumption is only just beginning. For 
l’Oréal, this is an opportunity. And responsibility. As the world leader 
in beauty, l’Oréal has a duty to satisfy all the desires and all the needs of 
consumers across the world, by driving the scientific innovation which forges 
the excellence of its products, and by cultivating the diversity of its brand 
portfolio and its distribution channels to make beauty accessible to everyone.”


“When Archana Aggarwal and her feverish baby, Shreya, returned from 
the paediatric clinic in Delhi, she clicked on BabyCenter® India and saw 
messages from three moms asking if everything had gone OK.”


 “When Renato Wakimoto reads to his 4-year-old daughter before bed, 
they like to point to pictures of her favourite birds in the rainforest. ‘We 
shouldn’t destroy the forest,’ he tells Natalia.”
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Innovation
Procter & Gamble have one of the best explanations and justifications 
of innovation, linking into their history of innovation, listing all of their 
innovations and explaining how they approach innovation as an entire 
company. They explain this well, stating their five key rules to innovation:


Use of intelligent data


Companies differed widely in their use of intelligent data to help explain 
their company’s performance, suggest a trend for the future, compare their 
performance to other companies, and provide data and hard information to 
their intangible assets. Though nearly all of the companies could improve in 
this area, especially in their use of non financial KPIs, some companies did 
excel in some areas. 


Media investment trends
Reckitt Benckiser distinguished itself by its use of KPIs to explore its 
branding strategy. These KPIs offered a key insight into the performance of its 
brand and marketing strategy, and gave strong factual support to the rest of 
the brand reporting narrative. They can be viewed in the next section, Strategic 
marketing and brand reporting.


Competitive rankings
Canon were able to use data to highlight some impressive achievements:


1 We define innovation broadly.
2 We invest in innovation at industry-leading levels.
3 We manage innovation with discipline.
4 We deliver innovation that builds consumer trust and loyalty over time.
5 We lead innovation with global brands and an outstanding team of 


innovation leaders.


External Ratings


Financial Times Global 500 (June 30/July 1, 2007 issue)
Market value ranking: 100
(7th in the Technology Hardware and Equipment category)


FORTUNE Global 500 (July 23, 2007 issue)
Revenues ranking: 182
(6th in the Computers, Office Equipment category)
Profits ranking: 124
(3rd in the Computers, Office Equipment category)


BusinessWeek ‘Best Global Brands’ of 2007 (August 6, 2007 issue)
Ranking: 36
(4th among all Japanese companies)


¥


¥


¥
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Market share data
Nissan showed how using data in a market context can help explain your 
results. For example: 


Market share data over time
Even more impressively, market share KPIs were used by Marks & Spencer 
for its clothes and food industries, showing how they had grown over time. 


Financial KPIs
Citroën have a lot of KPIs for their share performance, sales performance, 
employees and environmental performance. These offer a broader perspective 
on the companies performance, and offer explicit results for more intangible 
areas of the business. 


Employee satisfaction
Danone record data on their employee’s beliefs about culture and values, 
leadership, engagement, corporate image, training and development, direct 
management, and pay and benefits. This helps them back up their statements 
about employee satisfaction, and employee attitudes, stopping them from 
appearing to be just empty words – an appearance that some other companies 
can’t help but give. 


“In Japan, sales reached 721,000 units. Although that represented a 2.5 
percent decrease, the industry as a whole was down 5.3 percent, so Nissan’s 
market share actually increased to 13.6 percent.”
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Environmental reporting
L’Oréal have the best statistics on ethical issues such as CO2 emission and 
injuries as a result of work. However, it is not the statistics themselves that are 
important but how seriously l’Oréal seems to take them. Nestlé also provide 
interesting data in this area, concentrating on what they call “Creating Shared 
Value”.


Consumer data
Coca-Cola have some really interesting data on demographics which suggests 
growth of their market. This is interesting and intelligent analysis of their 
market beyond the simply economic, and helps effectively assure the reader 
about Coke’s future business success. However, this excellent use of data is 
not carried over into brand and marketing information. This is a shame as 
Coke displays one of the strongest understandings of its brand, yet it fails to 
back this up with any KPIs or specifically brand-related data, weakening its 
reporting in this area massively. 


Analysing the success of advertising campaigns
Marks & Spencer are excellent at reviewing the advertisements that they 
have used during the year. They highlight data they have on specific campaigns 
and explain how their ads have progressed to new messages, as old ones have 
become absorbed by the public.


Building our brand
One way we’ve responded to this challenge is by evolving our well-
loved and successful food and womenswear advertising campaigns.


In food, we’ve retained the same broad approach, but we’ve started to 
respond to the issues we know our customers care about. Everyone 
knows that our food tastes good, so our new ‘manifesto’ campaign 
now goes a step further by introducing powerful messages on 
provenance and healthy eating. For example, our ‘mellow yellow’ ad 
showcased our commitment to using only free range eggs in all of our 
food, and ‘true colours’ told the story of how all our food is now 100% 
free of artificial colours and flavourings.


Our womenswear ads – which feature the famous faces of Twiggy, Erin 
O’Connor, Lizzie Jagger, Noémie Lenoir, Laura Bailey and Myleene 
Klass (and at Christmas, special guest Antonio Banderas) – change 
with the seasons, featuring new soundtracks and locations. As with 
the food ads, we survey shoppers each month, and we’re encouraged 
by the customer feedback we’ve received. Figures from Adwatch (who 
analyse the impact of company advertising), show more than half 
of our food ads rated within the top five, and our womenswear ads 
continue to lead at number one. 
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Market share and sales trends, segmentation analysis
Johnson & Johnson show sales and share information by year. This is 
an excellent technique for highlighting trends and also highlighting percent 
changes – which is highly useful and clearly shows what is happening to the 
company’s key business results. They also have a good use of pie charts to 
show the business pipelines and the company by business segments.


Use of independent audit data
Procter & Gamble have very strong evidence which also shows that data 
does not have to be entirely numerate, but can instead comprise a clever use 
of studies and facts that can effectively support an annual report when used 
honestly and intelligently. This example highlights how, added into the text, 
data can sometimes make a convincing argument. 


“The best proof of our innovation capability is the number of top-selling 
new products that come from P&G. The IRI Pacesetters study tracks and 
ranks the most successful new consumer products introduced in the U.S. 
For the past 13 years, one-third of the most successful Pacesetter products, 
on average, have come from P&G and Gillette — more than our top six 
competitors combined.”







��


Strategic marketing and brand reporting


This is a key area in which many companies could improve their narrative 
reporting. Marketing and brands are key to all of the companies analysed in 
this report. In recognition of this, most of the companies state the importance 
of their brand to their company and their company’s success, and even 
their company’s strategy. However, after this they fail to provide enough 
information or analysis on how or why their brands are successful. Even 
more importantly, they fail to explain how they will continue to make their 
brands successful in the future.


One specific trend is for companies to discuss their marketing and brands 
in their CEO and chairman messages. Many chairmen and CEOs state how 
important their brand is to their company’s success and strategy; however this 
is not then backed up or justified by relevant analysis within the report.


Examples of this include Henkel, who claim to have ‘globally trusted brands’ 
that exist around the world and epitomise their company but fail to analyse 
how this is true, and l’Oréal, who state the importance of brands to their 
overall strategy, but similarly fail to analyse how they guarantee its success in 
the future. When analysis is given about brands, it is often overly descriptive 
and lacking in needed specifics and appropriate metrics. 


Examples of this include Citroën who say a lot about their two-brand strategy 
(having two different brands exploiting different parts of the market but 
relying upon the same business synergies), but fail to explain how they will 
differentiate the brands, and especially how they will successfully give each 
brand ‘its own personality’. They also fail to provide a means of recording 
and measuring the success of this strategy. Another example is Nestlé who 
fit their marketing and brand into their ‘4x4x4 roadmap’ structure, offering 
an effective integration of branding into the strategy, but failing to highlight 
the real performance of their brand strategy, either through the use of brand 
metrics or considered analysis.


The best performing companies were Procter & Gamble and Reckitt Benckiser. 


Procter & Gamble offer an excellent example of how to explain brand 
strategy by a company that is managing a large number of brands 


“We’re making our brand portfolio more productive by focusing even more 
on our largest leading brands — the 44 brands with sales of $500 million 
or more that represent 85% of sales and more than 90% of profits. We’re 
getting more disciplined about how to manage the remaining brands in 
P&G’s portfolio, investing in small brands that have potential to become 
billion-dollar brands of the future, supporting brands that may not have 
global potential but are local jewels in some markets, and consolidating 
or divesting underperforming brands. And, we’re seizing even more 
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They also explain how they keep and create customer loyalty through 
innovation and marketing, and then justify the strategy with specific and 
relevant data. 


They also explain how their brands give them reach into every home, and 
through this explain their deep understanding of the customers who ultimately 
buy their products. 


opportunities to leverage P&G scale by eliminating duplicative activities, 
centralizing more functional support, and consolidating some small 
countries into regional hubs.”


“Always has also delivered a steady stream of meaningful commercial 
innovation. The brand’s school education programs teach girls about 
puberty, and introduce them to the category and our brands. Another 
commercial innovation, from both Always and Tampax, is beinggirl.com, 
a unique website that enables teens to get information in a safe, discreet 
environment and to interact with peers facing similar life-stage issues. This 
combination of disruptive, sustaining and commercial innovation keeps a 
brand like Always growing year after year. Always has grown in 21 of the 
24 years since launch and has increased its U.S. market share from 14% to 
48%, and today has a global share of 31%. There are examples like Always 
throughout P&G’s brand portfolio.”


“The diversity of P&G’s brand portfolio gives us the opportunity to innovate 
in more aspects of consumers’ lives than nearly any other company. P&G 
brands are in every room of the house, at virtually every hour of the day. 
As a result, we get to see more of consumers’ needs than other companies. 
This helps us spot more problems P&G innovation can help solve and more 
aspirations P&G brands can help achieve.”







��


Reckitt Benckiser distinguished itself by its use of KPIs to explore its 
branding strategy. It had KPIs, over two years, on its media investment (media 
investment as percent of net revenues) on its brand positions (percent of 
net revenues in No.1 or No.2 brand positions), and the revenue from its top 
branded products. These KPIs offered a key insight into the performance of 
its brand and marketing strategy, and gave strong factual support to the rest 
of the brand reporting narrative. Reckitt Benckiser also distinguished itself by 
giving a great deal of coverage to the specific programmes and campaigns that 
it has adopted over the course of the year in support of its numerous brands 
and sub-brands. These campaigns are brilliantly linked into the companies 
overall strategy as well, linking innovation, marketing and total growth 
together. 







DETAILED hIGhLIGhTS


��


Tactical marketing and brand reporting


To conclude, it is interesting to note some of the unusual approaches that 
companies took in their narrative and marketing reporting. 


volkswagen used product and brand stories to give a sense of the brand and 
the consumer’s relationship with them, and the importance of the brand to 
the company. For instance, they use four pages explaining the development 
of lamborghini and where it fits into the consumer’s mind. They also explain 
their Skoda brand, and its brand slogan, by analysing the history of Skoda and 
how its ideals stem from the Czech Republic. 


PepsiCo, interestingly, highlight the ethical nature of their advertising. Most 
of their marketing information is about how they plan to market ethically to 
consumers and what they have done to ensure that they follow this principle. 
This is slightly unnecessary in detail, but could become increasingly relevant to 
companies in the food and beverages industry. 


Sony has a specific message from their CFO which enabled them to 
purposefully tackle the upcoming economic downturn in the narrative report. 


Nestlé capture the need for many of their high marketing expenditure 
companies to focus on understanding their consumers, and how this 
specifically informs their strategy. For example they state that their: 


This stems from their view that their job is to fully understand their 
consumers, or as they say, ‘achieve deeper levels of consumer understanding 
than our competitors’.


The Kraft annual report was limited, but they extended their reach by 
directing their readers to a dedicated website where shareholders can 
navigate around a number of areas offering information on the company. 
One interesting aspect of this website is the opportunity it allows for 
shareholder engagement and discussion. For instance, there is a section where 
shareholders can watch, judge and comment on the advertising that has been 
developed by Kraft and their agencies.


“60/40+ initiative is unique in ensuring that nutritionally-enhanced 
products always meet consumers’ taste preferences. 60/40+ is accelerating 
growth, driving innovation and renovation, and is at the heart of our 
ambition to be recognized as the leading Nutrition, Health and Wellness 
company. It works in two ways. First it measures a product’s taste 
performance against its key competitors – our aim is to win by at least a 60 
to 40 preference. Second, it measures nutritional superiority, the ‘+’. It is 
the largest initiative of its kind.”
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Additional reading


IPA publications


KPIs for Marketing Reporting: A framework for effective market disclosure, 
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Best Practice in Narrative Reporting 2008: Key learning and recommendations 
from the IR Magazine UK Award judging process, IPA, 2008


Best Practice in Narrative Reporting: A review of FTSE 350 listed companies, 
IPA, 2007 


How Analysts View Marketing: An IPA study of City opinion, IPA, 2006


The Development of Intangible Reporting: How intangible assets are 
transforming management and reporting practice, IPA, 2007 


Other


A Review of Narrative Reporting by UK listed Companies in 2006, Accounting 
Standards Board, 2007


Narrative Reporting Content in the FTSE 100, Radley yelder, 2008


Complexity, Relevance and Clarity of Corporate Reporting: The views of CIMA 
FTSE 350 Directors, Chartered Institute of Management Accountants, 2009







A summary of the reports analysed
In order to access PDFs of each of the reports analysed in this document, please go to: 
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Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name: Joanne Roberts 
 
Organisation (if applicable): Serco Group plc 
 
Address: Serco House, 16 Bartley Wood Business Park, Bartley Way, Hook, 
Hants RG27 9UY 
 
Email:  
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes 
you: 
 
���� Quoted company 


 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 







 


Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
Within the confines of ensuring that profit forecasts are not 
inadvertently made there is currently useful and relevant information 
produced as part of the statutory reporting including IMSs, Annual 
Reports and Accounts and Half Year reports. However, this naturally 
tends to focus on past events and marketing descriptions.   New 
disclosure requirements around segmental reporting will help with 
transparency and insight but there is currently inconsistency in the 
extent of disclosure making cross sector and industry comparatives 
quite difficult. 
 
 
 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
As noted above forward looking statements are restricted by concern 
over making forecasts as well as disclosure of commercially sensitive 
information.   
 
Disclosure requirements relating to risks and opportunities does not 
include the reflection of the relative likelihood or materiality of these 
items which themselves can be difficult to quantify in a succinct way.  
The reader of the information further needs to be "educated" in 
interpreting the information appropriately. 
 
 
Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
 
Comments 
Broadly it does but clearly it is unrealistic to expect any disclosure of 
commercially sensitive matters. 
 


 







Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
N/A 
 
 
 
 
 
 
  
 
Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 
 
N/A 
 
 
 
 
 
 


   
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
 
 
N/A 
 
 
 
 
 
 







Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
There is some duplication between financial disclosures and corporate 
governance but generally statutory reporting requirements are well 
balanced. Areas which can tend to lengthen Annual Reports are the 
business review narrative, which would benefit from focused KPIs.  
 
 
 


 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
 
 
See above.  
 
 
 
 
 







Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
There is little or no merit in this for listed companies, when the Business 
Review requirements of the Companies Act 2006 are viewed alongside 
the reporting requirements of the DTRs (and to a lesser extent the 
Listing Rules).  
 
 
 
 
 
 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  


• main trends and factors likely to affect the future development, 
performance and position of the company’s business 


• information on environmental matters 


• information on employees 


• information on social and community matters 


• persons with whom the company has essential contractual and other 
relationships   


i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
Reporting in this area could and, no doubt, will be improved; however, 
we do not believe there is anything missing in terms of the reporting 
requirements or the areas on which (listed) companies are required to 
report.  
 
With respect to contractual matters, disclosure requirements in this 
respect should be no more onerous than present; commercial 
sensitivities should be capable of protection without any fear of non-
compliance.  
 
 







Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
It is difficult to be prescriptive on this, but more guidance would help if it 
were helpful guidance! Guidance as to the minimum required/acceptable 
would be useful, and also sample KPIs would certainly be of assistance 
to those preparing reports (again incl. the acceptable minima).  
 
 
 
 
 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
No. Advisory votes achieve little, and we would certainly hope that we 
were more engaged with our investor community than to require and 
advisory vote to alert us to any shortcomings. It may also be misleading, 
due to the wide ranging subject matter contained within the BR, the vote 
could be used because of a specific aspect or, conversely, not used 
(abstained on), providing no insight.   
 
The advisory vote on the remuneration report, whilst more specific as a 
subject area, does little to improve dialogue and reporting, although it 
does create (adverse) publicity. Again, we would expect to be aligned 
with our shareholders (at least the major ones) on factors in this arena, 
such that the voting outcome is positive.  
 


 
 
Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
Existing commentaries on business reports such as Futurevalue and, to 
a lesser extent, those produced by RREV/IVIS, provide some useful 
guidance and commentary, however some form of award scheme that 
highlighted/encouraged/recognised best practice might have some 
merit.  







 


Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


• the total remuneration paid to directors, and how this is made up; 


• the performance criteria for payments to directors, and how 
these relate to the company’s strategic objectives; 


• company performance against these criteria, so that there is a 
demonstrable link between pay and performance.; 


• the process by which directors’ remuneration is decided? 
 
 
Comments 
As noted above there is some degree of duplication.  
 
No more is required in this area. 
 


 


Costs 
  
Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details    
 
 
Comments 
Additional, onerous requirements could lead to increased costs, which 
would not be welcomed. Further, there is more work to do at a 
consultation stage; this could perhaps incorporate some sort of 
economic impact assessment.  
Cos of ours is in the region of £135-145k.  
The ARA has to be carefully balanced to ensure value; focused to 
enable the reader to understand and assess performance; KPIs should 
be more widespread, however, these must reflect the business and not 
be overly burdensome and costly to produce and of little value (to the 
reader). The business should select relevant KPIs, but may benefit from 
some guidance on the range hat investors and analysts deem important.  
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Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
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Organisation (if applicable): Publish What You Pay 
 
Address: Publish What You Pay, C/O Open Society Foundations, Cambridge 
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Email:  
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Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
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Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
X Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
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Background 
 
Publish What You Pay (PWYP) is a network of over 600 civil society organisations from 
resource rich developing countries and international non-governmental organizations 
working to ensure that oil, gas and mining revenues are used for economic development 
and poverty reduction.  
 
Revenues from oil, gas and mining industries are an important source of income for 
governments of over 50 countries around the world.  A lack of transparency in these 
payments has lead to corruption, widespread poverty and conflict.  Detailed, country 
specific financial and narrative reporting by extractive industry companies is essential to 
allow citizens and civil society organisations to investigate and monitor the use of 
government receipts for energy and mineral extraction.  In countries that suffer from 
chronic high levels of corruption and state-capture this information is rarely available. 
 
In framing our response to the consultation on narrative reporting, we would like to draw 
your attention to historic legislation passed by the United States Congress on 15 July 
2010. 
 
Provision 1504 (Disclosure of Payments by Resource Extraction Issuers) contained in 
the new Dodd-Frank Wall Street Reform and Consumer Protection Act requires oil, gas 
and mining companies that file an annual report to the Securities and Exchange 
Commission (SEC) to publicly report how much they pay each government for access to 
their oil, gas and minerals1. This information must be presented annually on a country- 
and project-specific basis.  
 
This new listing requirement was passed because it is seen to be of value both to 
investors (in valuing companies and assessing risk) and to citizens in producing 
countries who will be able to use this information to scrutinize the collection and use of 
revenues generated by natural resource extraction. The US government has announced 
that it is actively seeking to work with other jurisdictions to ensure similar requirements 
are enacted and will make this a priority in the year ahead.2 The Hong Kong stock 
exchange had already updated its stock listing rules in June 2010 to require new 
applicant oil, gas and mining companies to disclose “payments made to host-country 
governments”.3   
 
The PWYP coalition urges the UK Government to introduce an equivalent 
transparency requirement for all extractive industry companies, UK and foreign, 
listed on the London Stock Exchange.  Most significant UK domiciled extractive 
companies are covered by the US law, but many of their competitors are not 
because they list only in the UK.  A UK law would plug this hole and help to level 
the playing field for UK companies. 
 


                                            
1 http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=111_cong_bills&docid=f:h4173enr.txt.pdf 
2 http://www.whitehouse.gov/the-press-office/statement-press-secretary-transparency-energy-sector  
3 http://www.hkex.com.hk/eng/rulesreg/listrules/mbrulesup/Documents/mb96_miner.pdf  



http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=111_cong_bills&docid=f:h4173enr.txt.pdf

http://www.whitehouse.gov/the-press-office/statement-press-secretary-transparency-energy-sector

http://www.hkex.com.hk/eng/rulesreg/listrules/mbrulesup/Documents/mb96_miner.pdf





Value of narrative reporting  
 
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
 
Civil society organisations, parliamentarians and individuals in resource-rich 
countries can hold their governments to account for the tax receipts, royalties and 
fees gained from resource extraction when these are publically disclosed.  A lack of 
transparency in the natural resource sector has led to a ‘resource curse’ – high levels 
of poverty, corruption, conflict and economic decline in countries with an abundance 
of oil, gas or mineral resources.  Paradoxically, two thirds of the world’s poorest 
people live in resource-rich developing countries.  Financial transparency in the 
natural resource sector is a fundamental condition to improving governance and 
economic management in over 50 of the world’s poorest countries.   
 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
If oil, gas and mining companies published details of the payments they make to 
foreign governments on a country- and project- specific basis, hundreds of civil 
society organisations, NGOs, individuals and parliamentarians from around the world 
would use the reports to hold their governments to account for the extractive 
revenues received.  This information should be online and easily accessible to allow 
NGOs, civil society groups and individuals to make use of it. 
 
 
 
 







Business Review 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
 
PWYP welcomes the fact that the Department of Business, Innovation and Skills 
consultation on the future of narrative reporting is “exploring all options - regulatory 
and non regulatory - for driving up the standards of company narrative reporting to 
the level of the best and thereby enabling stronger and more effective shareholder 
engagement.”  
 
PWYP also notes that the Department for Business, Innovation and Skills is 
considering creating a “powerful companies regulator” that would have 
responsibilities for regulating corporate governance, corporate information and its 
disclosure, the stewardship of companies by institutional shareholders and the UK 
Listings Authority (Treasury consultation on financial regulation, paragraph 5.22).   
 
PWYP calls on the UK government to extend reporting requirements for all extractive 
industry companies operating in the UK to cover country-by-country and project-by-
project financial reporting of payments made to foreign governments, including taxes, 
fees, royalties, bonuses and other financial transactions.  These disclosure 
requirements are good for business, investors and the UK Government: 
 
Good for business: 


 Major British companies listed with the US SEC like BP would benefit from a 
level playing field.  Some of the world’s largest energy and minerals 
companies, such as Gazprom, Anglo American and Xstrata, would only be 
captured via a rule change on the London Stock Exchange.  


 
 Transparency provides a stable investment climate for business. Investors 


are more able to assess the risk of investing in a company if they know where 
it is paying taxes and how much it is paying. In a world of growing competition 
between companies from North America, Europe, Asia and other regions, 
transparency favours the best companies and deters their less scrupulous 







competitors. 
 
 Companies in the extractive industries need to protect themselves from false 


or unfair accusations and blame-shifting by host governments that can tarnish 
their reputations and lead to hostile operating environments, litigation and 
loss of investment. 


 
 When disclosure of payments leads to better management of government 


resources, companies will receive fewer demands from host communities for 
‘social services’ and may see less need for corporate philanthropic projects in 
developing country contexts. Shell and Exxon spent $64 million combined on 
community development projects in Nigeria in 2001. Payment transparency is 
a low cost way to reduce the amount of such programs. 
 


 Properly managed resource-rich economies feature higher and broader-
based economic growth. This would increase the stability of developing 
countries and create new markets for investors and companies, including in 
the non-natural resource sectors. 


 
Good for investors: 


 Investors need to be able to assess the risks of their investments. They need 
to know where, in what amount, and on what terms their money is being 
spent in often very high-risk operating environments- often poor developing 
countries, that may be politically unstable, corrupt, with a history of civil 
conflict fuelled partly by natural resources. Secrecy of payments carries 
bottom-line risks for investors. F&C Asset Management states, “Investors 
have a strong interest in ensuring that the oil, gas and mining companies in 
which they invest have access to resources and can operate in a stable and 
predictable business climate, especially at a time when the most attractive 
reserves are often in politically unstable regions.”2  


 
 Investors should know how much money is being invested “up front” in oil, 


gas and mining projects.  Oil companies often pay large “signature bonuses” 
to secure the rights for an oil field, long before the first oil is produced - in 
addition to the capital investment. In Angola, $500 million is not unusual for a 
signature bonus and single fields can cost over $2 billion to develop. These 
costs take years for companies to recoup through their production sharing 
arrangements with host companies. It is in the interest of investors to know 
the amount and timing of payments in high-risk operating environments. 
 


 In countries where there is a history of mismanagement of extractive industry 
revenues, new governments may come to power on platforms of 
nationalization or expropriation of foreign assets. Where revenue payments 
are disclosed, there is a better chance that natural resource wealth will be 
better managed for the benefit of all, reducing risks. 
 


 Reputational risk for companies could affect investors – for instance, by 
holding an extractive industry company in a portfolio that could be target of 
campaigning. Companies need to protect themselves from false or unfair 
accusations and blame-shifting by host governments that can tarnish their 







reputations with the investor community and the general public. Disclosure of 
payments is one way to address reputational risk. Extractive companies are 
less likely to be asked to pay bribes, and transparency over payments is less 
likely to leave them open to allegations of bribe paying. 
 


Good for the UK government:  
 Money from natural resources often dwarfs money from ODA. In the UK the 


burden on our aid budget could be reduced if developing countries were able 
to achieve sustainable growth by mobilising their own natural resources. 
Transparency would help by making sure these resources are better-used 
and countries move beyond aid dependency. 
 


 UK energy security will benefit from the fostering of stable, long-term, and 
mutually-beneficial relationships with oil producing nations. 
 


 The British people want to know that their government and corporations are 
not contributing to the corruption, poor governance, and unmitigated poverty 
that too often afflict resource-rich countries in the developing world. 


 
  The UK (along with the USA) will establish itself as a world leader in the 


movement to promote transparent business practices as part of the fight 
against corruption and poverty. 
 


 
 
 
 







 Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
 
Non-regulatory solutions for extractive industry transparency have proved insufficient. 
The UK government has played a key role in the development of the Extractive 
Industries Transparency Initiative (EITI), the multi-stakeholder initiative that 
encourages resource-rich country governments to put in place a framework for the 
disclosure and auditing of payments and revenues.  However, the voluntary 
approach underpinning EITI has meant that progress has been painfully slow.  For 
example, only five countries are EITI compliant to date.  PWYP believes that a 
mandatory approach to financial reporting standards is required to create consistent 
global standards of information disclosure. 
 
The EITI and legislative routes compliment and re-enforce one another. Whilst we 
support the EITI and the critical voice it gives to civil society in discussions over 
revenue transparency, it is not a substitute for legislation. Companies and countries 
who endorse the principles and standards as set out in the EITI have no reason to 
resist legislation. 
 
The consultation document states that “UK companies are rightly considered to rank 
among the best in the world in their standards of corporate governance and 
reporting”.  These companies will benefit from a level playing field. PWYP asks the 
UK Government to continue showing leadership in promoting high standards of 
business reporting and transparency by introducing a requirement for all extractive 
industry companies operating in the UK to include country-by-country and project-by-
project financial reporting of payments made to foreign governments, including taxes, 
fees, royalties, bonuses and other financial transactions, in their annual reports.   
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Consultation response form: the Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name: Mark Goyder 
 
Organisation (if applicable):Tomorrow’s Company 
 
Address: 4th Floor, Samuel House 
6 St Alban’s Street 
London SW1Y 4SQ 
 
Email: 
  
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
√ Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
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TOMORROW’S COMPANY RESPONSE TO BIS CONSULTATION ON NARRATIVE REPORTING 
 
The financial crises of the last decade have demonstrated serious shortcomings in the understanding of 
corporate business models, the alignment of incentives, and the management of risk. The current 
corporate reporting model has not highlighted where these shortcomings exist. This failing is exacerbated 
by the pace of change of business today, with a plethora of new challenges impacting long-term success, 
including a shift in the global balance of power, resource constraints and climate change. 
 
Corporate reporting plays an essential role in the effective functioning of the market economy, enabling 
shareholders and investors to assess the performance of a business across all aspects of activity, establish 
its value and exercise effective oversight.  By corporate reporting we mean all the mechanisms by which 
companies communicate their performance and activity to their stakeholders, with a particular emphasis 
on the flow of information into the investment community. It is clear that the present corporate reporting 
system is sub-optimal in this context. 
 
Tomorrow’s Company has been working to describe the agenda for the improvement of corporate reporting 
since 1997.  


• In 1998 we published our vision of the Annual Report of the future (Sooner Sharper Simpler).together 
with Prototype plc, an early example of a model annual report for an imaginary company.  


• This early work was a forerunner of the thinking that was contained in the work of the Company Law 
Review. Mark Goyder was a member of the CLR working party that developed the proposal for the 
mandatory Operating and Financial Review (OFR). He was also a member of the working group that 
developed guidelines to help companies determine questions of materiality. Some recent responses to 
the OFR have linked it with social and environmental reporting: it is important to remember that the 
OFR was intended to give companies the opportunity to report on all factors that are material to 
present and future performance.  


• We explored the issues of reporting and measurement as part of our 2004 study Restoring Trust, 
Investment in the twenty-first century.  


• We developed 5 key criteria for the assessment of the treatment of strategy and governance in 
sustainability reports, as part of a collaboration with ACCA in 2007(Report of the Judges – ACCA Awards 
for Sustainability 2007) 


• In our report Tomorrows’ Global 
Company, a number of leaders of 
global businesses, along with 
representatives from NGOs and other 
key stakeholders, argued that 
companies need to ‘redefine success’ 
for their organizations in a way that 
recognizes that they operate in a 
context that needs to take into 
account the link between future 
economic success and social and 
environment factors (the triple 
context).  


The triple context


The 
natural 


environment


The social
and political 


system


The 
global 


economy


Sustainable 
value
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• Having redefined success in this broader way then it is vital that all organisational processes, including 
reporting are accordingly aligned. This approach builds on all the work of Tomorrow’s Company from 
the original RSA Tomorrow’s Company inquiry (published in 1995). We place the company’s purpose, 
values and relationships at the heart of its leadership and governance.    


 
• We therefore see measurement and reporting as part of a cycle which starts with the definitions of 


purpose, success and key relationships. It is a cycle that we describe as “inside out and outside in” 


Inside out – outside in


NGOs


Media


Governments


Investors


Suppliers


Customers


Employees


Partners


Define 
purpose


Leadership
and


Values


Obtain 
feedback


Report on
success


Audit
success


Measure
success


Key
relationships


Develop
strategy


Critical success 
factors


Align internal
processes


Define
success


 
 
• It is a joined-up approach through which companies think deeply about what success means in the fast 


changing external operating environment (“outside in”). At the same time as the triple context is 
informing a company’s action, the company also has continuing dialogue with its customers, 
employees, suppliers, community and its shareholders about what it stands for and what success looks 
like. It is this process of communication that we describe as “inside out” – making the purpose and 
values and success model come to life in all the stakeholder relationships. The company’s narrative 
reporting is one part of this larger process.  


 
• This is why companies find non-financial reporting difficult – because it forces them to be explicit 


about their individual definition of “success”, and what the key drivers are to achieve it and to 
communicate these clearly. It also explains why those who grasp the nettle gain so much benefit. 
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• Central to the achievement of this joined up approach is strong leadership and values. In March this 
year, with the encouragement of and participation of BIS, Tomorrow’s Company established a Good 
Governance Forum, which brings together a number of key businesses, organisations and individuals to 
explore what good governance means, to make practical recommendations to company boards and 
policy makers.  The forum is developing a series of guides and toolkits for use by chairs, boards and 
advisors, to help achieve practical change. The first of these makes  the case for a ‘board mandate’: 


 


A mandate captures the ‘essence’ of the ‘character’ and distinctiveness of the company, in 
terms of: its essential purpose; its aspirations; the values by which it intends to operate; its 
attitude to integrity,  risk, safety and the environment; its culture; its value proposition to 
investors; and plans for development. It is about what the company stands for and how it 
wishes to be known to all of its stakeholders. 
 


The process of creating a mandate requires deep and comprehensive discussion by the board, and is a 
prerequisite to encapsulating the board’s fundamental sense of future direction and provides a source 
of understanding from which to draw to inform critical conversations with key interests, internally and 
externally. The mandate is therefore a critical element for a company in terms of redefining its 
success. 


 


 
• In partnership with CIMA and PwC Tomorrows Company, is also in the process of undertaking research - 


Tomorrow’s Corporate Reporting – which is exploring:  
 


What aspects of the system are preventing or supporting the effective development of 
corporate reporting? And what changes are needed to make the system fit for purpose for the 
future? 


 
The focus is on the systems architecture and the behaviours and values of its stakeholders, not on the 
content of the ‘ideal corporate report’. This enables policy makers to identify what aspects have 
prevented or could support the effective development of the reporting model. 
(www.tomorrowscorporatereporting.com). 


 
 
 
 
 
It is against this wider understanding of the keys to successful leadership and governance that we have 
framed our response to the specific questions in the consultation.  
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Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant information on the 
company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
 
Overall the standard has improved. The major problem is that “more is 
less”. Valuable description of strategy is in danger of being buried 
beneath a plethora of compliance requirements, losing the focus on 
what is material to the long-term success of the company.  
 
Hence our view of the need for companies to be encouraged to develop 
an over-arching, short and readable statement that integrates the many 
different elements into a coherent account of where the company has 
come from, where it is going, and what it stands for.  
 
 
 
 
 
 
 
Question 2: What are the constraints on companies providing information on these 
issues? 
 
Comments 
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A possible fear of litigation, especially in the USA resulting In boilerplate 
risk assessments rather than a focus on those risks that are material to 
the company. 
 
A concern about releasing information that may be seen to be part of its 
competitive advantage 
 
A lack of effective communication within companies. Typically when we 
ask companies asked who is responsible for producing the annual 
report, there seems to be a lack of overall leadership. The front end is 
the responsibility of public affairs; the back end belongs to the finance 
director, but clear leadership messages about purpose, values, success 
definition and mandate are too often lost in this division of labour. 
 
 
 
 
 
 
 
 
Question 3: Does the information provided reflect the issues discussed by the 
directors in board meetings?  
 
Comments 
 
On the whole the information provided follows a pattern set by previous 
annual reports.  
 
We are developing the concept of a board mandate (described earlier). 
Properly used, this should prompt the board to shape more strategic 
discussions which would then be reflected in the report.  
 
 
 
 
 
 
 
Question 4: Does the information help shareholders to press directors on key issues 
relating to strategy and risk, or inform their business decisions?  
 
Comments 
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Our concern is that with so much volume of data, there is too little 
information.  
 
Aggregation of data can also strip it of meaning. An employee of a 
global company can identify with information about the company’s 
operations there. But if the data for Brazil has been aggregated into a 
figure for Latin America or the world, it ceases to have the same 
meaning. There is also a need to find a balance between aggregation to 
a global level across country operations and divisions and more 
meaningful reporting at local level. 
 
Companies also need to be much better at charting trends over 5 years, 
and showing comparison with benchmark companies to help 
themselves and their investors identify the key issues.  
 
Investors, particularly institutional investors, rely on information 
obtained direct from conversations with companies rather than what is 
provided to the public at large.  
 
Many of the key risks for companies are related to non-financial aspects 
of the business, yet good non-financial data linked to financial data is 
still in the early stages of development  in many companies.,  
 
 
  
 
 
 
 
 
Question 5: If a company does not provide sufficient or material information to you, 
do you challenge it? Is there anything which could help you to do so?   
 
Comments 
In our own work with companies, often in the role of independent 
commentator, we do challenge companies. We find a particular 
reluctance to “tell it like it is” – for example in giving a full account of 
the cuts in the workforce that may have been made. Reports would gain 
much more credibility if their readers could recognise the real world of 
imperfection in their account of the past year. We recommend a more 
realistic approach. We would welcome a tone of report in which 
companies warned readers that the organisation is human and therefore 
exposed to human frailty; that mistakes have and will be made and so 
on. Of course we understand that the litigious climate promoted 
especially in the USA makes such authenticity harder, and government 
should be striving to do all it can to protect companies who choose to 
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be frank and realistic from being exposed to litigation.  
 
Companies also need to be much better at charting trends over 5 years, 
and showing comparison with benchmark companies to help 
themselves and their investors identify the key issues.  
 
 
 
 
 
 
 
   
 
Question 6: What other sources of company information do you use and how 
valuable are they (e.g. information provided on the website, analysts’ briefings, 
dialogue with the company, corporate social responsibility report)? 
 
Comments 
 
 
 
n/a 
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Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
 
What is critical is for companies to identify those issues that are 
material to its continued and futures success. 
 
The materiality guidelines produced by the Operating and Financial 
Review Working Group on Materiality, under the chairmanship of 
Rosemary Radcliffe  and published by the DTI in September 2003 are 
helpful and BIS should consider updating and republishing these.   
 
There is scope to simplify but the issues are complex. A better balance 
could be struck between the regulated ( primarily financial) and 
voluntary (primarily non-financial) elements that companies currently 
report on. 
 
Any standards developed must give companies sufficient flexibility to 
report on their uniqueness. Comparability and benchmarking has its 
place but there are many significant indicators about a company’s 
health or progress (for example attempts to measure awareness or  
application of corporate values) which there can be no inter-company 
comparability. Much of the innovation taking place in the reporting 
sphere is coming from the voluntary arena and as such is better able to 
keep up with changing market conditions. 
 
 
 
 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
This needs to be left to companies but an integrated summary document 
of the kind set out in Sooner Sharper Simpler should be one option 
companies consider. 
 
Proposals to develop an ‘integrated report’ will also be helpful. 
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Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing business 
review (see Annex D), do you see value in reinstating elements of an OFR and if so 
what would they be? In particular, would a statutory reporting standard help to 
improve the quality of reporting?   
 
Comments 
Yes. Once the “safe harbour” objections of companies have been 
properly dealt with, the statutory OFR and the materiality guidelines 
offer a good basis. 
 
A statutory reporting standard would then be a necessary discipline on 
unquoted companies, although it should not necessarily apply with full 
force and effect to small companies. 
 
OFRs should also be mandatory in the case of agreed mergers (a single 
OFR) or attempted take-overs (one OFR on each side to show the 
different prospective futures for the company).  This would presently be 
a matter for the Takeover Panel, on whose future structure and 
functions we comment in our submission to the parallel Consultation 
Document (Cmnd 7874) issued by HM Treasury. 
 
 
 
 
 
 
 
 
 
Question 10: The business review provisions require quoted companies to report, to 
the extent necessary, on:  
 main trends and factors likely to affect the future development, performance 


and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
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For reasons explained above companies should be required to state 
clearly their purpose and their values and demonstrate how they are 
adhering to them.  This in our experience forces them to move from 
boilerplate to a real discussion of what makes them unique. Without this 
requirement too much of the related reporting on environmental issues, 
or matters of corporate responsibility will relapse into what we have in 
the past described as “compliance” rather than “conviction” corporate 
responsibility.  
 
 
 
 
 
 
 
Question 11: Would more guidance be helpful?  If so, what form should this take? 
For example, best practice example, sample Key Performance Indicators, etc?  
 
Comments 
Start by using the existing materiality guidelines. Update them in the 
light of more recent developments See how these work.. Look also at 
the requirements set up by King III in South Africa and consider their 
applicability here. 


 
 
Question 12: Should there be a shareholder’s advisory vote on the Business 
Review? 
 
Comments 
 
Voting is a very crude instrument. It has its place as a sanction in the 
last resort but it is not a substitute for the improved dialogue and 
learning which effective reporting is intended to bring about.  
 
If there is a statutory requirement to produce a Business Review, it 
seems damaging then to create a process where it can be voted down. 
There should be better ways of achieving a meaningful discussion of the 
company’s strategy, progress, and prospects.  
 
The obvious way forward is to encourage company innovation  linked 
with  the concept of the board mandate. 
 
In the end, the point of the advisory vote would be to affirm that the 
company is operating within the implicit mandate set by the 
shareholders as a body. The first priority is to accentuate the positive  - 
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strengthen the good practice around the quality of the conversation.  
At some later stage there may be a case to consider the advisory vote.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are there non-regulatory solutions to increasing quality through better 
guidance or publicising excellence in business reports? If so, what? 
 
Comments 
 
Tomorrow’s Company has over 10 years experience in assessing the 
quality of reports against its Sooner Sharper Simpler criteria. The 
Strategic Planning Society awards provide another excellent way of 
assessing them. Government should leave the market place to deal with 
this, although it could draw attention to the assessments offered by 
non-profit organisations like TC and SPS. 
 
 
 
 
 
 
 
 
Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and usable 
information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how these relate to 


the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance. 
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 the process by which directors’ remuneration is decided? 
 
 
Comments 
 
Companies should be encouraged to discuss their pay rationale across 
the entire workforce.  A detailed standard might not be made mandatory 
until best practice has been developed., But there is a strong case for 
immediately placing in the public domain each company’s general 
remuneration policies, and in particular the pattern of total remuneration 
across directors and employees, with particular reference to the 
respective amounts paid at each end of the spectrum. 
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Costs 
  
Question 15:  
If you can provide any information on costs associated either with the existing 
narrative reporting requirements e.g. preparing your business review or your views 
on potential costs and benefits in relation to any of the ideas in this consultation, 
please give details    
 
 
Comments 
 
n/a 
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Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
 
LGIM feels that Company directors are providing information on forward-
looking strategy and principal risks and opportunities to a certain extent.  
 
LGIM believes that communication can be improved by companies disclosing 
information that is put in a more relevant context. For example, companies 
could provide key risks in the sector and/or in comparison with their industry 
peers thereby providing more transparency and enabling investors to better 
evaluate the company’s performance.  
 
Furthermore, in relation to companies that operate on a global scale, 
information regarding how they operate in certain regions will enable investors 
to gain a greater understanding of their culture and make cross-border 
comparisons. 
 
 
 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
 
LGIM understands that on certain occasions, companies will not disclose 
commercially sensitive information or anything that may put them at a 
competitive disadvantage. In addition, companies may limit disclosure to 
avoid guiding the market with false expectations.  
 
Nevertheless, LGIM expect companies to provide general disclosure on 
strategy enabling investors to forecast the future direction of the company’s 
performance and to understand its vision. 
 
 
 
Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
 
Comments 







 
As an institutional investor, LGIM is observing companies externally and 
therefore does not participate in boardroom or committee meetings.  
 
LGIM expects key issues and risks regarding strategy to be discussed by the 
whole board, however, directors are privy to some sensitive information which 
is not expected to be disclosed to market participants. 
 
 







Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
Yes. LGIM uses the information provided by directors as a trigger for 
engagement.  
 
For example, when information is missing or whether to align expectations, 
engagement is often found to be the most useful tool for discussion on key 
issues. Furthermore, by entering in to dialogue with companies, a long term 
relationship is formed which is important for communication in stressed 
situations.  
 
  
 
Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 
 
LGIM does challenge information which is not disclosed by companies and is 
always in active dialogue to discuss these issues. In some circumstances, this 
information is provided on request by companies. 
 
The UK Stewardship Code which was published by the Financial Reporting 
Council (FRC) in July is a useful stimulus that promotes investors to 
collectively engage and challenge management information to find common 
commercial ground. 
 
   
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
 


LGIM utilises the Company’s corporate website as another important source 
for information.  


 


The website may be used by a variety of users for a multiple of reasons, but 
CSR reporting is serving limited purpose in providing investors with 







information that is pertinent to the company's operations and strategy. 


 


The main material risk and opportunities to the company and its sector should 
be stated clearly within the main Annual Report and Accounts and all 
information provided should be in relation to them in a manner that is 
consistent and comparable over different periods and within the sector. Such 
information should be monitored against clear targets, where relevant, and 
audited independently. 


 


Extra information which is of use to understand the company's approach and 
corporate responsibility may still be expressed as a supplement, but not 
necessarily as a tool for investors. 


 
 







Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
 
Yes. LGIM feels that the information disclosed by companies in the Annual 
Report & Accounts can be structured and presented in a more basic form, 
much like the US system and its SEC Form 20-F which has standardise 
reporting requirements. This simplifies information for investors whilst still 
enabling them to evaluate investments.  
 
In relation to Social and Environmental issues, key points should be disclosed 
in the companies Annual Report & Accounts with the redirection of 
supplementary information to other sources such as the company’s website.  
 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
Yes. Narrative reporting by companies can be presented and arranged in 
certain formats which adhere to industry wide standards.  


 







Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
 
Although LGIM acknowledges the value of having the OFR and it being 
externally audited, there remains the risk that standardise responses will be 
used by companies. 
 
LGIM believes that the Business Review should contain the company’s future 
assumptions based on current facts and trends. These current facts should be 
audited enabling investors to compare and come to their own conclusions on 
what was said previously. 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
 


LGIM believes that the business review is an important element in corporate 
reporting. The business review should demonstrate the main trends and 
external factors that are likely to affect the company, its employees, its supply 
chain and its environment, explaining why it is significant to them and/or the 
industry as a whole.  


 


The information disclosed should focus on the future but also should be 
substantiated by facts which are verifiable by independent sources. 


 







It should also state what the company will do to address such issues with 
reference to where policy, responsibility of management, targets levels and 
use of Key Performance Indicators are stated. 


 


While the forward looking information would not be binding, this information 
should be linked to future reporting on progress which should be audited and 
verified externally.  


 


This information is important to LGIM when used for entering in to dialogue 
with companies as it demonstrates the company's recognition of external 
financial and non-financial factors affecting their long term value. We would 
also engage on an ongoing basis to monitor the company’s progress over 
time. 


 
 
 







Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
 


Following the guidance of appropriate disclosure for each industry is 
important, though it is not necessarily a question of 'more' but consolidating 
what's already available and used. 


 


It is important to note that the best practice in an industry may not always be 
appropriate for the company and it should aim to link the stated material risks 
to the presentation of data. In this instance, it is not about more guidance but 
the quality of the information. 
 
 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
 
No. LGIM feels that there is no benefit for shareholders to vote on the 
Business Review as they can already vote on the Annual Report & Accounts if 
not satisfied with disclosure. In addition, as a long term institutional 
shareholder, LGIM often engages with companies in advance to inform them 
of our voting intentions. This encourages dialogue and highlights our concerns 
directly with the Company so that it can be improved. 
 
 
 
Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
 
Yes. LGIM feels that there are non-regulatory solutions to increasing the 
quality of business reports. 
 
One way this can be achieved is by encouraging companies to collectively 
agree with their industry peers and stakeholders on the information that 
should be disclosed on certain issues. By doing this, best practice principles 
can be developed. 
 







For example, in the mining sector, the Global Reporting Initiative (GRI) 
encourages companies to provide key information on its mining activities. 
Furthermore, by providing information in this format, it reduces the reporting in 
the Annual Report & Accounts and enables a reporting standard to be set in 
the industry. 


 







Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how 


these relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
 
Comments 
 
LGIM acknowledges that the level of disclosure regarding executive 
remuneration has improved over the years.  
 
However, the disclosure related to annual bonuses still lacks substance and 
value.  Fundamentally, the annual bonus is an area where many companies 
find it difficult to provide information for the year ahead due to market 
sensitivity. Nevertheless, LGIM believes that once the bonus has been paid, 
disclosing basic information such as the threshold target level would not be 
sensitive. 
 
A second area that could be improved relates to the use of benchmark data.  
Many companies do not fully explain the reason for choosing certain 
benchmarks.  Therefore, investors are unable to make a judgement on 
whether this benchmark data has been used appropriately. When reporting on 
this information in the Annual Report & Accounts, LGIM would like to see 
companies disclose what benchmarks they have used, why it was chosen and 
how their financial performance or value compares to that of the benchmark.   
 
Lastly, in relation to Long Term Incentive Plans, LGIM believes companies 
should provide full details of all measures used and how awards have vested 
and been calculated. Any remuneration discretion exercised by the 
Committee should be fully explained with the reason for its application and the 
incremental value transferred as a result. 
 
 
Costs 
  
Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details    







 
 
Comments 
 
N/A 
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Recent legislative changes to narrative reporting, introduced by the
Companies Act 1985 and strengthened by its successor, the Companies
Act 2006, are now having a significant impact on companies' annual
reports. Disclosure requirements have become more demanding, and
the response of companies correspondingly more focused.  


Many reporters are still addressing one of the main changes
introduced by regulation – the use of Key Performance Indicators
(KPIs) to chart progress in achieving their strategy. Typically, of the
five to eight KPIs a company selects for disclosure purposes, market
practice suggests most will be reporting financial performance. The
balance focus on non-financial issues, where the advice of the


Association of British Insurers1 emphasises the importance of disclosure based on material
considerations, including the activities driving value in the company’s operations.


Disclosure on marketing activity, for many companies, addresses both needs: the core purpose of
marketing investment is to maintain and improve brand momentum in order to return a profit
to shareholders. Yet marketing KPIs are, as yet, all but absent from the narrative reports and
business reviews of FTSE 350 companies.  This is despite the fact that brands form 12% of
company market value on average, and a full 20% of intangible value2. 


This publication focuses on financial and non-financial KPIs for marketing investment. It aims to:


1. Demystify marketing metrics.
2. Give guidance on the metrics that matter most in the context of corporate reporting.
3. Provide a useful framework against which companies who invest in marketing can decide on


the KPIs that are appropriate to them.


In addition, it proposes three changes to disclosure practice to ensure delivery of more
transparent and effective reporting of marketing performance.


We hope it will help clarify the role for marketing reporting among all preparers of narrative
reports, put effective marketing disclosure on the boardroom agenda, and position IPA member
agencies as willing allies and advocates of this process.


Moray MacLennan
IPA President and 
Chairman Europe, M&C Saatchi


Foreword


1 Developments in Narrative Reporting: An ABI Position paper 2006
2 Brand Finance; Global Intangible Tracker (GIT TM) 2006 
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• There are signs that appetite for marketing information is growing, particularly among
larger long-term investors and their equity analysts.


• Although marketing is recognised by shareholders to be an inexact science, companies 
still need to demonstrate that they are managing their marketing activities responsibly 
and professionally, with appropriate assessment of risk and reward for every decision
that is taken.  


• However, there appears to be a mismatch between the bottom-up data needs of campaign
managers in marketing, who are seeking to optimise individual brand campaigns, and the
top-down data needs of the chief financial officer, and CEO.


• This document seeks to remedy that situation by applying learning about the metrics that
matter, from general industry learning and new analysis of the IPA dataBANK of best
practice cases in effectiveness.


• It argues that in order to define a relevant set of KPIs for marketing it is important to first set
an appropriate strategic framework. 


• It demonstrates that marketing success is a function of the following value chain:


1. ‘Business’ value growth
Marketing seeks to impact positively on sales and profit. Effective marketing can
increase sales over several years, so marketing should be treated as an investment with a
medium- to long-term payback. Marketing creates value for business when market share
is gained (or share losses are prevented), and incremental profits generated exceed
marketing investment.


2. ‘Customer’ value growth
Marketing seeks to i) attract new customers, ii) encourage existing customers to spend
more and iii) keeps existing customers for longer. Marketing creates value for the business
by increasing consumer demand, thereby increasing customer numbers and/or profit per
customer (often by increasing the prices that customers are willing to pay). 


3. ‘Brand’ value growth
Marketing seeks to create an emotional connection between the company, its products and
services and the public. Marketing creates value for the business when this turns prospects
into customers, and customers into loyal brand advocates, willing to recommend the
company and its brands to others. 


• It asserts that all three provide evidence for successful marketing, and that measures at each of
these levels are necessary to give an accurate report of payback from marketing performance.
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• It identifies three main contributors to successful marketing management and effective
future business performance, which can act as predictive indicators of success: A&P
investment strategy, promotional strategy and innovation intensity. 


• It also proposes that, ultimately, the key financial measures of marketing success should be
marketing payback and return on marketing investment (ROMI). Payback is important
because it correlates the top-line and bottom-line business effect achieved through
marketing, while ROMI can show the efficiency with which these effects are achieved.  


• It then identifies 20 performance indicators for marketing from which five are identified
as key: value market share, ratio of new to existing to lapsed customers, share of voice
relative to share of market, ratio of winning to mediocre to unsuccessful campaigns, and
marketing payback.


• Finally, it calls for three significant changes in reporting practice to encourage better
marketing disclosure:


1. Standardisation of A&P reporting 


2. A ‘Marketing’ section in the narrative report


3. Formal marketing reporting in every boardroom where marketing is a significant budget
item.
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In the context of corporate reporting, the most appropriate definition of key performance
indicators (KPIs) is that provided by the Accounting Standards Board in its Reporting
Statement on the Operating and Financial Review3, namely:


“KPIs are factors by reference to which the development, performance or 
position of the business of the entity can be measured effectively. They are 
quantified measurements that reflect the critical success factors of an entity 
and disclose progress toward achieving a particular objective or objectives.”


ASB Reporting Guideline; Definitions, point 3, page 8, 2005


KPIs provide the benchmarks against which relative corporate success can be measured. To be
effective, they should be:


• internally consistent and externally verifiable
• comparable over time (to demonstrate trends in the business over time)
• comparative over time (to demonstrate relative performance in the market, and versus the


competition, over time)
• material to business performance (i.e. a driver of value).


In the context of corporate reporting, the time frame needs to be yearly at a minimum, and
increasingly six- monthly or quarterly. To be useful at board level, KPIs probably need to be
reported on a quarterly basis.


Why marketing KPIs matter


Effective reporting of marketing KPIs matter because:


1. Marketing assets are one of the main drivers of turnover growth and profit improvement,
particularly for companies which are consumer-facing. Companies have a responsibility to
demonstrate that they are providing incremental value to the bottom line over and above what
they are investing in the top line.


2. For some companies investment in marketing activity, commonly described as advertising and
promotion (A&P), is the single biggest item of operational expenditure (OPEX) on intangibles
in any given year, and companies should demonstrate that they are investing responsibly.


3. Strategic marketing investment, designed to build brand value, takes time. While it is possible to
identify lead indicators of performance in the period when the activity is taking place (in a given
year), the impact of this type of marketing activity can take 18 months to three years to deliver
its full effect. Companies should set expectations of performance which acknowledge this time
frame (three to five years).
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3 The Accounting Standards Board Reporting Statement on the Operating and Financial Review (OFR), published in
January 2006, sets out best practice guidelines for companies’ narrative reporting.  The OFR is the predecessor to the
enhanced business review requirements set out in the Companies Act 2006.







4. Marketing is a competitive differentiator. The quality of marketing matters because it is both
more effective and more efficient. Companies have the opportunity to demonstrate that their
marketing is punching above its weight in the market.


5. Current and future customers are cash-flow generators for business. Brands add value when
they accelerate cash flows, increase cash flows and extend cash flows. Marketing needs to
demonstrate the positive impact brand management is making on its customer base.


Although marketing is perceived by shareholders to be an inexact science, companies still need
to demonstrate that they are managing their marketing activities responsibly and professionally,
with appropriate assessment of risk and reward for every decision that is taken.  


“The analyst community is becoming increasingly marketing-savvy and is ready to be
engaged in a more informal dialogue about the relationship between marketing
investment and shareholder value.”


Martin Deboo, Investec; How analysts think about intangibles and brands, IPA Intangible
Revolution seminar, February 2007


A company that can diagnose whether, and why, its marketing is working is a company that is
well run and suitably equipped to make decisions about investing significant funds on behalf of
shareholders, for the good of the business.


Why marketing KPIs are currently in short supply


IPA analysis of FTSE 100 narrative reports for the financial year 2006/07 demonstrates that
marketing KPIs are currently in short supply (see Appendix 2 for full report).  


Of the 388 KPIs deployed by 75% of the FTSE 100, financial indicators predominate (62%).
Within the 149 non-financial indicators used, 33 relate loosely to customer service, but only ten
relate specifically to brand, or marketing or reputation. Across all of these measures only
customer satisfaction is used with any frequency.


Our literature review suggests that there are five probable reasons for this paucity of
marketing data:


1. Lack of involvement from marketing in the process of preparing corporate reports.
2. Lack of confidence in the credibility of marketing data on the part of the finance department


and other report preparers. 
3. Lack of hard independent data which is ‘fit for purpose’.
4. Lack of availability of consistent year-on-year (YoY) data.
5. A corporate unwillingness to provide competitors with sensitive marketing data.


Regrettably, it appears that many marketers lack the analytical skills required to make sense of the
data and resources at their disposal in a way which serves the needs of the board room.  There is
often a mismatch between the bottom-up data needs of campaign managers in marketing, who
are seeking to optimise individual brand campaigns, and the top-down data needs of the chief
financial officer, and CEO, who want data which enables them to make decisions about current
and future marketing investment in the context of overall business and competitor performance. 
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Fig 1. Customer service and marketing KPIs in FTSE 100 reports 2006/7


Source: IPA June 2007


Customer service 33
Customer satisfaction 7
Customer numbers 5
Customer retention rate 3
Customer service awards 2
Number of customer complaints 2
Orders on time 2
Churn 1
Credit cards in issue 1
Customer care 1
Customer delight 1
Number of features in best-buy tables 1
Telephony answer rates 1
Customer service index 1
Financial advisor practice service ranking 1
Interruptions 1
Minutes lost 1
Product availability 1
Product quality 1


Brand 4
Brand promise 1
% Revenue from top 18 brands 1
Brand perception 1
Global brand volume 1


Marketing investment 1
Media investment (as % of net revenue) 1


Creativity 1
Quality of creative output 1


Reputation 4
Reliability 2
Industry awards 1
Supplier viewpoint survey 1







In the words of one CFO:


“Marketers have constantly hidden behind a fog of measures that are based purely
on tactical marketing activity, rather than solid financial metrics that are relevant
to the City.”


Deloitte; Marketing in 3D, January 2008


Deterrents to marketing reporting


There are, undoubtedly, considerable challenges for marketing reporting:


1. Group, region, business unit, line of business, brand
For multi-brand, diversified, global businesses it is particularly problematic to know at what
level of detail to report. Our recommendation would be to follow the example set by blue-
chip multi-brand consumer-facing businesses such as Unilever, which identify a manageable
number of lead brands in key markets as exemplars of marketing activity, and report on the
remainder in aggregate.


2. External versus internal marketing
The important role of employees as ‘brand ambassadors’ is becoming more recognised,
particularly in service businesses. The internal communications function may reside in the
corporate communications or group marketing department, and a budget may be generated
for internal marketing communications. There is no consensus as yet about how to report on
this budget. Should it be allocated, for example, to human capital or to marketing? For this
reason, it lies outside of the scope of this document.


3. Corporate reputation versus brand
‘Reputation management’ has hitherto been considered to be distinct from ‘brand marketing’,
and mainly focused on public relations and crisis management. We predict a merger between
these two disciplines going forward, to create a new form of ‘corporate marketing’ which
focuses on corporate brand management and is proactive in character and message. Our
recommendation, therefore, is that corporate brand and reputation measures should be
included in our discussion of marketing KPIs. 


4. Sector differences
Different sectors have different value drivers. Success in securing exploration and production
contracts is vital to businesses in the energy sector, while mobile telecommunications
companies focus on  licenses, ‘churn rates’ and ‘average revenue per user’ (ARPU). Retail
businesses, on the other hand, use ‘like for like sales’ and ‘sales per square metre’ as a
benchmark for success. Purchase cycles differ substantially between sectors, as do definitions
of loyal customers. Our belief, however, is that these variations can be accommodated. 
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In order to define a relevant set of KPIs for marketing it is important to first set an appropriate
strategic framework for marketing. Necessarily broad-brush for the purposes of this exercise, it is
our belief that it will be relatively easy to apply this framework to specific businesses and sectors.


What does marketing success look like?


Marketing success is a function of the following value chain:


1. ‘Business’ value growth
Marketing seeks to impact positively on sales and profit. Effective marketing can increase
sales over several years, so marketing should be treated as an investment with a medium- to
long-term payback. Marketing creates value for business when market share is gained (or
share losses are prevented), and incremental profits generated exceed marketing investment.


2. ‘Customer’ value growth
Marketing seeks to i) attract new customers, ii) encourage existing customers to spend more
and iii) keep existing customers for longer. Marketing creates value for the business by
increasing consumer demand, thereby increasing customer numbers and/or profit per
customer (often by increasing the prices that customers are willing to pay).


3. ‘Brand’ value growth
Marketing seeks to create an emotional connection between the company, its products and
services and the public. Marketing creates value for the business when this turns prospects
into customers, and customers into loyal brand advocates, willing to recommend the
company and its brands to others. 


All three are, of course, evident in successful marketing; and, increasingly, with advances in
technology, each can be tracked, on a continuous basis, sometimes in real time. Our belief is that
measures at each of these levels are necessary to give an accurate report of payback from
marketing performance.


What are the predictors of marketing success? 


The future of corporate success is never certain. Nevertheless, in the case of marketing, it is
possible to identify ‘lead’ indicators, which are, more likely than not, predictors of future value
generation. There are three main predictive indicators of successful marketing: A&P investment
strategy, promotional strategy and innovation intensity.


1. A&P investment strategy
i) There is a correlation between size of budget and dominant position in the market. Market


leaders tend to spend most in their sector.


Section 2 
A strategic framework for marketing KPIs







ii) Companies who spend consistently tend to do best. There is a correlation between
consistency of spend and maintenance of a dominant position.


iii) Companies who spend relatively more than their position in the market would suggest tend
to grow faster than the market.


Size and maturity of brand, and quality of campaign, can modify these findings at the margin.


2. Promotional mix
i) The relative balance in spend between strategic investment in brand building and tactical


investment in discounted price promotions is an indicator of business prospects. Discounted
price promotions are rarely profitable for big or premium brands in mature markets and, in
the long-term, promotions can erode brand value and exacerbate price elasticity. Promotional
wars can commoditise whole categories. For big brands, shifting spend from discounted price
promotions to brand communications increases both short-and long-term profit.


ii) The ability to deliver integrated marketing campaigns, to the same brand idea, across
different channels and media, is a predictor of marketing success. The IPA dataBANK shows
that the most effective campaigns use a combination of emotionally rich audio-visual media
(TV, cinema, radio, online) and a direct response element (direct marketing, online). Those
companies who demonstrate management ability in building partnerships with a small
group of trusted agencies tend to do this best. Media modelling tools and techniques now
exist to help optimise media value.


3. Innovation intensity
Innovation can impact on marketing performance at many different levels:


i) Companies who create relevant and timely new news in established markets tend to do best.
Examples of new news might be design innovation, product innovation or message
innovation.


ii) Companies who create relevant new markets tend to do best. There is a correlation between
being first to market and brand leadership.


iii) Companies who set new trends in creative content or channel and media usage tend to do
best. The networked society, enabled through web 2.0, presents new challenges and
opportunities for content creators and producers. 


An understanding of a company’s profile on all of these dimensions of marketing performance can
help investors understand the likely future prospects for organic business growth and profitability.


What is the financial payback from marketing investment?


Financial measures of marketing payback are still in their infancy. The key financial measures of
marketing success should be payback and return on marketing investment (ROMI). In
calculating either of these metrics, the net present value (NPV) of future cash flows must be
taken into account in order to assess whether marketing activity truly adds value.
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1. Payback 
A calculation of payback should correlate the top-and bottom-line business effect achieved 
from marketing. Arguably, the ultimate goal of any business, when it comes to a discussion of
marketing, should be to improve payback over time. Marketing activity is long term in its effects
and therefore a calculation of net present value is a vital part of the assessment of payback.


2. ROMI 
A strictly financial calculation of ROMI can show the efficiency with which these effects are
achieved. On the whole, these calculations have been used to explain success in the periods
following marketing activity, rather than to predict success in advance of marketing activity.  


Increasingly sophisticated modelling tools and techniques now exist to help evaluate the
impact and likely outcome of different budget scenarios. Looking ahead, ROMI could be
employed both for specifying and allocating budgets across portfolios of businesses,
products or services.


However considerable caution must be exercised in the deployment of ROMI calculations.
The reality is that a simplistic approach to maximising ROMI can lead to budget cuts,
reduced profits and the destruction of shareholder value. An assessment of the likely future
financial payback of any activity, involving a sophisticated NPV calculation, is potentially a
more reliable measure.


There is evidence, both in the UK and the USA, of a growing interest in perfecting calculations 
of payback and ROMI, to the point where it can be used both as a predictive planning tool for
marketing activity, and a remuneration incentive for marketing departments and their agencies.
The IPA is at the forefront of developments in this area in the UK, and is working with the
Chartered Institute of Management Accountants (CIMA) and the Incorporated Society of British
Advertisers (ISBA) to develop knowledge, understanding and best reporting practice, across the
marketing, marketing finance, procurement and agency functions.  


Extracts from the IPA guidance note on how to calculate payback and ROMI are provided in
Appendix 1.
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Using these definitions and predictors of marketing success as our foundation, we have arrived at
the following framework for marketing reporting. Any framework, of course, comes with caveats:


• There are more metrics than any company would have space or need for in their annual
report. We have highlighted in colour those which we consider to be the most important key
performance indicators. 


• Some of the metrics listed may be deemed to be market-sensitive, and therefore inappropriate
for disclosure to the market. In those cases, we would recommend that they are considered, at
a minimum, for internal reporting to the board.


• Some of the definitions within these metrics are purposefully general. For example,
‘customer’ is used in its broadest sense to embrace both end consumers and trade customers.
Reputation and brand are bunched together. For some companies the corporate brand will be
their only concern, for others, with a multi-brand business portfolio, the interrelationship
between the corporate brand and business, product and service brands will need to be
identified. These terms will need to be refined in the context of a particular business.


• Some of these metrics are necessarily soft, and take non-financial measurement into a new
realm. Consumer responses mark out the difference between success and failure in
marketing. Therefore it is important that useful human response factors such as ‘buzz’,
engagement and word of mouth are included.


• Many companies may not currently have access to some or all of these metrics. Help is at
hand in the form of a ‘where to…’ guide in Appendix 3.


• For some companies not all of these metrics may be relevant. The recommended range of
metrics listed should be considered to be a menu of possible options, to stimulate
discussion, debate and decision making.


• Many preparers of narrative reports may have difficulty in relating to the wording of these
metrics. However, where lack of clarity exists, we hope this will create the opportunity for an
early meeting with the marketing department to find out more.


• Although an attempt has been made to be comprehensive, readers may find that the list is
incomplete. We have been sparse in our recommendations for metrics which relate to
reputation, brand and quality of communications. Appendix 4 suggests relevant additional
reading.


In all cases, our recommendation would be that these metrics are tracked and reported, ideally
on a quarterly basis, in order to develop and build data sets which are consistent, comparable
over time, and, preferably, also comparative in the market. Where companies select not to use
the KPIs listed as a quantified measure of marketing performance we would recommend,
nevertheless, that the topic area, suggested by that metric, be the subject of discussion in the
narrative report.


Section 3 
A model framework for marketing reporting
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20 performance indicators* for marketing reporting


Fig 2. A model framework for marketing reporting


What How Why


Measures of success


Business value 1. Changes in sales value (not just Price strengthening enhances profit. 
volume) Changes in volume growth can hide 


the impact on profit of discount 
activity.


2. Changes in market share Relative position in the market is more
important to long-term performance 
than actual sales. Increased sales can 
hide market share losses. 


Customer value 3. Volume of new customers Penetration gains year on year and on 
a continuous basis are vital to business
health.


4. Changes in value from existing An increase in average spend per 
customers customer is an indicator of customer 


satisfaction and customer preference.


5. Volume of lapsed customers An increase in numbers of lapsed 
customers suggests declines in 
customer satisfaction, and declines in 
customer preference versus the 
competition.


6. Ratio of new customers to existing  When new customers, as a % of total 
customers to lapsed customers customers show decline, this is a 


warning sign for future business 
performance.


Brand value 7. Changes in levels of awareness An indicator of brand saliency. But 
awareness is insufficient on its own.


8. Changes in perception Improvements in brand image tend to 
reflect more favourable attitudes and 
opinions. 


9. Changes in levels of engagement Engagement is an indicator of brand 
strength and emotional connection. 
It can also be expressed in terms of 
brand affinity and brand consideration.


*KPIs are identified in colour
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What How Why


Predictors of success


A&P investment 10. % increase YoY (allowing for Declining brands are less able to 
strategy economic and media inflation) justify investment; growth brands 


justify more, particularly in emerging 
growth markets. 


11. Advertising to sales ratio  Marketing leads sales not vice versa, 
(A/S ratio) so A/S ratio needs to be set against 


anticipated market and sales growth.


12. Share of voice versus share of When share of voice exceeds current 
market share of market (excess SOV) it may 


be an indicator of market aspirations 
– an aggressive strategic intent to take 
share from the competition.


Promotional mix 13. Ratio of budget allocation between Growth in discounted price 
tactical price promotion and promotional activity is an indicator  
strategic brand-building activity of weakening brand health and/or 


weakening relationships with trade 
channels.


14. Relative effectiveness of media Well integrated campaigns around a 
mix strategies unifying brand or campaign idea tend 


to optimise media value.


15. Ratio of successful to mediocre,   An indicator of sound management in 
to unsuccessful campaigns campaign planning and evaluation, 


and a commitment to continuous 
improvement in communications 
strategy and execution.


Innovation 16. Number of examples of successful A barometer of future prospects from 
intensity new news established businesses.


17. Number of examples of successful A barometer of future prospects 
new market entrants from new business opportunities.


18. Numbers of ‘winning’ campaigns  Measures of campaign ‘buzz’, WOM 
tracking and net promoter scores are 
early predictors of winning campaigns.
Creative quality and differentiation 
improve the chances of campaign 
effectiveness.
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What How Why


Financial metrics


Overall 19. Marketing payback The net profit generated from 
marketing investment (after 
marketing and overhead costs). 


20. Return on marketing investment A relative measure of marketing 
(ROMI) effectiveness and efficiency.


Putting the framework into practice


It is our view that this framework can provide the basis for productive early discussion between
preparers of annual reports and the marketing department, with their agencies.  


For some companies, it is unlikely that data will be readily available in a format for reporting
from the outset, but with this framework as a guide, there is no reason why this cannot be
achieved in time. For those companies already in the habit of preparing a marketing dashboard
for internal reporting to the board, providing this sort of information should be relatively
painless.  Where a company accepts it can strengthen its management metrics and commits to
new, additional KPIs, it will probably want to have them in use for a full year before reporting
on them externally.


A ‘traffic light’ system of colour coding (where green indicates growth, amber indicates stability,
and red indicates decline) can be a valuable addition to make interpretation of the trends easier.
Clarity and simplicity are vital ingredients for making external marketing reporting accessible.  







Section 4 
The way forward for marketing disclosure


In those companies where market responsiveness to brand assets has a significant impact on
total business performance, there is an obligation for companies to improve their disclosure of
marketing metrics.


Although the market is naturally conservative, there are signs that appetite for marketing
information is growing, particularly among the larger long-term investors and their equity analysts.


This publication is intended as a stepping stone in this direction. We intend to make it the
subject of consultative seminars with key stakeholders from the investment, corporate reporting,
research and marketing communities; and to monitor and track developments in marketing
reporting through our association with the annual IR Magazine UK Award for Best Narrative
Reporting.


Looking ahead, we have three additional suggestions to propose to the market:


Standardisation of A&P reporting


There is currently no obligation, under IFRS, for the budget allocation to A&P to be broken out
in the Profit and Loss account in the financial report: nor is the definition of A&P specified, or
the division between trade and consumer marketing activity explained. We would like to
campaign for change in this area to bring greater clarity to A&P reporting.  


A 'Marketing' section in the narrative report


Headings give focus, and we would like to propose that preparers of business reviews include a
heading entitled ‘Marketing’ to act as a reminder of the need for enhanced coverage of this
business critical topic. This might be included, for example, with the Resources and
Relationships section of the narrative report.


Marketing reporting to the board


We have tracked, with interest, the growth in the number of sub-committees on the board with
special responsibilities e.g. audit, remuneration. We acknowledge that formal auditing of
marketing investment is unlikely. Nevertheless, in order to encourage better reporting and
sound stewardship of marketing investment, we would like to recommend that boards of
companies where marketing is a significant budget item should always receive a formal
marketing report, linked to KPIs, at their meetings.


We actively welcome reaction to these proposals, as we look to find ways to turn vision into reality.
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Appendix 1 
How to calculate payback and ROMI 


The following material draws significantly from the new IPA publication authored by Les Binet
and entitled Measuring Marketing Payback (IPA, 2008). 


Step 1 - Incremental sales


The first step towards calculating marketing’s financial payback is to estimate the incremental
sales generated by your activity. To do this, you need to compare actual sales with ‘base sales’ –
how much you would have sold if you hadn’t run the marketing activity in question. 


Estimating incremental sales is by no means easy, but various common methods include:


• econometric modelling
• test and control areas
• extrapolating from a past trend.


Important points to remember in this calculation include:


• Measuring incremental sales is not the same as measuring sales growth. Lack of growth is not
necessarily a sign of ineffective marketing – it may be that sales would have been even worse
without marketing support.


• The effects of your marketing may persist some time after the activity itself has stopped. This
may require you to forecast sales some way ahead into the future.


• Beware of post-promotional dips.


• Too many marketing personnel focus on sales volume and neglect revenue. Ideally you should
measure both.


• Marketing for one product may also boost sales of other products in your portfolio. Such
‘halo effects’ are the main way brand-building contributes to shareholder value, so don’t
forget to take them into account.


• Direct response data do not give you all the answers. Direct response activity may have other
effects besides generating direct responses. Some people may respond to your activity long after
the event, via a completely different channel. Also, not all direct sales are incremental sales.


Step 2 - Incremental profit


The next step is to calculate the revenue generated for the client, remembering to take into
account any effects on price. What the client actually gets are the value of wholesale sales, which
are retail sales less the retailer’s (or other channel intermediary’s) mark-up.
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Incremental revenue = Incremental retail sales value – Intermediary cash margin


Having calculated the value of the incremental sales to the client, the next step is to calculate the
contribution that those sales make to profit. To do this, one needs to take account of the
incremental costs incurred.


Incremental costs = Variable cost per unit x Incremental units


Subtracting these costs from the incremental sales revenue gives the marginal contribution to
profit:


Marginal contribution = Incremental revenue – Incremental costs


Alternatively, rather than using unit costs, one can do exactly the same calculation using the
contribution margin, if this is known. The calculation then becomes:


Marginal contribution = Incremental sales revenue x contribution margin %


Step 3 - Net profit


Having calculated the marginal contribution, the final step is to subtract the cost of the
campaign to calculate the net profit it generates:


Net profit generated = Marginal contribution – Cost of campaign


The net profit generated is the ultimate measure of effectiveness, the measure of how much
money the campaign made for the brand’s owners. 


Important points to remember in these calculations:


• Revenue is not the same as profit


• Don’t subtract fixed costs – The kind of sales uplifts produced by successful marketing can
usually be accommodated within existing production capacity, at least in the short term. So
the only additional costs incurred are the variable costs associated with production and the
cost of the campaign itself.


• It’s very important to base the payback calculation on the ‘contribution margin’, rather
than the net profit margin that appears in the client’s accounts or other management data.
The net profit margin takes account of fixed costs, whereas the contribution margin only
accounts for variable costs.


Net present value – long-term effects 
In the above it has been assumed that payback is calculated over a fairly short period – say six
months to a year. However, much brand-building activity does not pay back over such a short
period. Yet it can still be sensible to invest heavily now behind the promise of growth (or the
avoidance of decline) in the future.
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The above calculations remain valid, however you need to take account of what is called the
'time value of money' – the idea that profits in the future are worth less than profits now, using
discounted cash-flow analysis (DCF). DCF allows you to convert any stream of future payments
to its ‘net present value’ (NPV) – the value of that income stream as a lump sum here and now.


In calculating NPV it is important not to assume that the current strength and position of the
company will continue unimpaired, even if the investment isn’t made. The comparison should
be made between the projected discounted cash flow and the likely base case of a decline in
performance in the absence of investment.


Rather than net profit, the ultimate measure of payback becomes the NPV of the incremental
cash-flow generated by the campaign, which is:


NPV (Incremental revenue) – NPV (Incremental costs)


You may need to take account of some additional costs when calculating long-term payback –
for instance, a long-term increase in demand might require an increase in production capacity.


Return on marketing investment (ROMI)


Net profit generated is the ultimate measure of marketing effectiveness. However, if you want to
measure financial efficiency as well, then you need to do a return on investment (ROI) or return
on marketing investment (ROMI) calculation.


ROMI = (Net profit / Cost of campaign) x 100%


The terms of this equation are the same as those generated for the payback calculation. We
recommend that the term ‘ROMI’ is always used when calculating the return from marketing, in
order to avoid confusion with other ROI measures like ROCE. 


ROMI is a useful measure, because it allows you to compare the efficiency of different
campaigns with different budgets. It also allows you to compare the return from your campaign
with the returns from other alternative investments.


Payback and ROMI for company reporting


The above examination of payback and ROMI is applicable primarily to individual marketing
campaigns over a short period. The requirement to report annually is problematic in properly
expressing group marketing success. In reporting it at a group level it is necessary to create a
new metric with a broader scope. 


This aim can be achieved by reporting an aggregate payback for a selected group of five products
across the year. By combining incremental sales figures for five separate products, and taking the
sum of marketing expenditure on these products across a year, a metric can be created which
gives a strong indication of the wider success of company marketing, without revealing any
figures for weight of marketing spend, or incremental spend attributable to any particular
product or market. Trend data are particularly important in this case. To capture the full return
of marketing activity historic data would need to be disclosed for at least two years prior to the
reporting period. In these calculations a NPV assessment is of particular importance.
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Appendix 2 


2.1 IPA analysis of KPIs in FTSE 100 narrative reports 


During 2007 the IPA conducted an in-depth examination of FTSE 350 annual reports as part of
the judging process for the IR Magazine UK Award for Best Narrative Reporting. The broad
conclusions of this process were published in the IPA report Best practice in narrative reporting.
However, alongside this analysis, the IPA conducted a separate study of KPIs and marketing
information in FTSE 100 reports. 


Key marketing information
This study found that marketing information was generally very poorly represented. Fifty-six of the
FTSE 100 are consumer-facing sectors with heavy A&P investments, and yet the number of reports
which discussed marketing strategy and brands was very small.


Very few had a section dedicated to the company’s brands or marketing strategy, though almost all
had dedicated sections on human capital, and even environmental impact. The chart below shows
what marketing information appeared in 2006/07 annual reports, and the percentage of
companies which disclosed on each item.


Key performance indicators
The IPA study of KPIs in FTSE 100 narrative reports showed a very mixed engagement with the
topic as a whole. Companies had, in many cases, adopted a cautious approach, choosing not to
disclose KPIs in the first year. 


The first stage of the study focused on auditing the incidence of each KPI. Only 75 of the FTSE 100
deployed KPIs. Three-hundred-and-eighty-eight KPIs were deployed at an average of
approximately five per company. In general, financial indicators predominated (62%); however,
there were a surprisingly high frequency of non-financial measures. Of the 388 KPIs deployed, 149
(38%) were non-financial.
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Non-financial indicators
During the next stage of research, the KPIs were categorised. Non-financial indicators were
heavily weighted towards human capital and environmental record. Of the 149 deployed, 90
related to these two areas. Although there were a further 33 which related to customers, these
were very inconsistent, and related to customer service. They did not relate to marketing
strategy or brand value in the main.


Marketing and brand KPIs
KPIs which directly relate to marketing and brand were deployed by a very small percentage of
companies when compared to metrics which measured other key business drivers. KPIs relating to
these two areas were 30 times more frequent than those which measured marketing and brands.
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2.2 IPA/Cass analysis of marketing reporting in FTSE 100
presentations to City analysts


During 2007, the IPA also undertook, with Cass Business School, a detailed analysis of
marketing information appearing in presentations to analysts, in the knowledge that these
presentations form a vital source of interpretive context for analysts in their assessment of a
company, and are generally regarded to be more important than the annual report in
communicating with large institutional investors.  


Our analysis focused on presentations made by FTSE 100 companies during the first six months
of 2007. The definition of FTSE 100 companies used was set on May 24, 2007 to match the IPA
audit of narrative reports. The examination included the written presentations, and where
available the podcasts and webcasts of the presentations including the Q&A.


Overview
On the whole, overall levels of detail were significantly higher than in narrative reports.
However, there was a still a lack of clarity and consistency in the information provided, and
there was very little provision of comparative or continuous data from which to draw
conclusions on overall trends.


Specifically, marketing information related to:
• customer segmentation
• market share
• market strategy
• marketing investment
• marketing metrics
• marketing ROI (ROMI).
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Customer segmentation
A large majority (75%) of FTSE 100 companies provided some sort of customer segmentation
for at least some products. Companies with no segmentation given – 25% – were all business-to-
business or utilities. Those that included some sort of segmentation generally discussed their
sales efforts and their ability to tailor sales outreach to customer needs, rather than divisions in
the marketplace. On the other end of the spectrum, some consumer product companies
presented detailed consumer segmentations, discussing marketing activities aimed at each
segment and justifying their decisions with market trends and demographic information for
each. The large majority of the companies profiled took an intermediate approach. 


The two most common types of segmentation presented were geographic segmentations (29%),
with results or goals divided by country, continent, or region, and internal or divisional
segmentation (62%), with results or goals divided according to the corporation’s internal
organisation. One quarter of companies (25%) provided segmentation based on some aspect of
customer behaviour relevant to the company. This metric gives a very convincing picture of
marketing expertise when it is used, as identifying the relevant behaviour is in itself a display of
market knowledge.


Market share
Over one third of companies (39%) discussed market share, either for the company’s entire
product line or for specific brands. Fifteen percent of companies presented market share by
geographic territory, while 32% focussed on market share by product. There are some
overlapping in reporting. In many cases, increasing market share for a particular product or the
company as a whole was listed as a strategic goal. In other cases, ‘growth’ was presented as a goal.
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Marketing strategy
The strongest presentations of marketing information were those that linked strategic marketing
decisions making to the overall profit goal. Basic linkages of marketing decisions to overall
corporate strategy were made only 49% of the time, with strategic directions for branding
discussed only slightly more often (51% of the time).  
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Marketing investment
Specific marketing detail occurred less often than more general strategic information, with only
26% of companies discussing their A &P investments at all. Only 5% of FTSE 100 companies
quantified their marketing investment in their presentations.


Britvic
A particularly effective example of describing marketing strategy occurred in the Britvic
presentation examined. The presentation gave results and targets for the beverage company’s
products divided by category, but went beyond the level of detail that most firms which use this
sort of divisional segmentation provide. For each general category, Britvic provided information
about market trends, the rates at which the market appeared to be changing, and the projected
effect on Britvic’s brands in that category. This information was clearly related to the company’s
position on value versus volume and the communications strategy for each brand discussed,
giving an overall picture of profit-focused marketing without disclosure of sensitive data.


Marks and Spencer
Marks & Spencer’s presentation provided information about what percentage of customers
purchased top-of-the-line products in several areas of the company, and then offered information
on how marketing could be tailored to these shoppers, maximising profit-per-customer while
minimising cannibalisation of other product sales. This was linked to long-term product
development strategy.


Burberry
In the Burberry presentation a ‘product pyramid’ showed different categories of consumer need and
fitted these to different parts of Burberry’s product line. Each of these ‘fits’ was then discussed as a
potential source of long-term profits. For example, an outerwear line that offers an image of luxury,
presented by integrated communications, can both add sales volume from wealthy customers and
help the brand create an image of exclusivity to support a 10-15% price premium. 


By making a profit-linked rationale clear, Burberry was able to make a strong, financially-rooted
case for long-term strategic marketing decisions, such as the launch of a new fashion line, which
would not be profitable in the short term. 
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Marketing metrics and ROI (ROMI)
Only 12% of companies made reference to some sort of metrics for marketing in the
presentations, although these were not always clearly derived and were therefore presumably
not always useful to analysts wishing to compare a metric across companies. Only 28%
mentioned marketing’s contribution to their companies’ value even indirectly. 


Question and answer sessions
A general overview of the question and answer records available provided two useful, if
unsurprising, observations. 


• First, presentations that contained marketing information provoked more questions about
marketing overall. In other words, companies that demonstrated sound marketing data were
rewarded with increased analyst attention to their marketing expertise.


• In the absence of extensive marketing information in the presentation, the only question
which appeared on a regular basis was about A&P expenditure as a percentage of sales in
consumer-facing companies. 
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Appendix 3 
Where to go for more advice and help


There are over 270 agencies in the IPA membership, and you may find that one of them is
working for you already. If you don’t know, but would like to find out, please contact Tom Mott
(tom@ipa.co.uk).


If you are not currently working with an IPA member agency, but would like IPA advice and
help on this topic, please contact IPA consultant, Janet Hull (janet@ipa.co.uk).


A number of IPA agencies provide econometrics and strategic marketing analytics services,
among them:


Brand Finance
Contact: Mike Rocha
E-mail: m.rocha@brandfinance.com 


Data2Decisions
Contact: Karl Weaver
E-mail: karlweaver@d2dlimited.com


Millward Brown Optimor
Contact: Joanna Seddon
E-mail: joanna.seddon@us.millwardbrown.com


Peter Field
E-mail: peter.field@dsl.pipex.com


Profit Impact of Market Strategy(PIMS)
Contact: Doug McConchie
E-mail: doug.mcconchie@malikpims.com


PriceWaterhouseCoopers
Contact: Andrew Sharp
E-mail: andrew.sharp@uk.pwc.com


Other relevant consultancies, known to the IPA, but outside of the membership, include:


Aevolve (Vizeum and Carat)
Contact: Mark Greenstreet
E-mail: mark.greenstreet@aemedia.com 


Brand Science (MDOMD, M2M, OMD, 
PHD, Rocket)
Contact: Sally Dickerson
E-mail: sally.dickerson@brandsciencenetwork.com 


DDB Matrix
Contact: Les Binet
E-mail: les.binet@ddblondon.com


Leo Burnett
Contact: Gurdeep Puri
E-mail: gurdeep.puri@leoburnett.com


MediaCom
Contact: Jeremy Griffiths 
E-mail: jeremy.griffiths@mediacom.com


Mediaedge:cia
Contact: David Fletcher
E-mail: david.fletcher@mecglobal.com 


Mindshare 
Contact: Simeon Duckworth
E-mail: simeon.duckworth@mindshareworld.com


Naked Numbers
Contact: Scott Thomson
E-mail: scott_thomson@nakedcomms.com


Ninah Consulting (Zenith Optimedia)
Contact: Mike Campbell
E-mail: mike.campbell@ninah.com


Starcom MediaVest
Contact: Nigel Waring
E-mail: nigel.waring@smvgroup.co.uk
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Appendix 4 
Additional reading


IPA publications


Advertising Works 15, Ed. Laurence Green (WARC, 2007)


Advertising Works 16, Ed. Richard Storey (WARC, 2008)


Advertising Works and How: Winning communications strategies for business, Ed. Laurence
Green (WARC, 2005) 


Best Practice in Narrative Reporting: A review of FTSE 350 listed companies (IPA, 2007)


How Analysts View Marketing: An IPA study of City opinion (IPA, 2005)


Marketing in the Era of Accountability, Les Binet and Peter Field (IPA/WARC, 2007)


The Development of Intangibles Reporting: How intangible assets are transforming management
and reporting practice (IPA, 2007)


IPA online


Advertising in a Downturn (IPA, 2008)


Econometrics Explained, Louise Cook and Mike Holmes Ed. Les Binet (IPA, 2004)


Global Intangible Tracker 2006 and 2007: An annual review of the world’s intangible value
(Brand Finance/IPA, 2006 and 2007)


Measuring Marketing Payback, Les Binet (IPA, 2008)


www.intangiblereporting.com


Other


A Review of Narrative Reporting by UK Listed Companies in 2006 (Accounting Standards
Board, 2007)


Advertising and the Long-Term Success of the Premium Brand, Stephen Buck (WARC 2001)


Improving Marketing Effectiveness, Robert Shaw (The Economist, 1998)


Marketing and the Bottom Line, Tim Ambler (Pearson Education Limited, 2000)


Marketing in 3D (Deloitte, 2008)


Marketing Payback: Is your marketing profitable?, Robert Shaw and David Merrick, (Pearson
Education Limited, 2005)


Risky Business (Deloitte, 2005)


The SAGE Handbook of Advertising, Eds. Gerard J. Tellis & Tim Ambler (Sage Publications, 2007)


The Value Reporting Revolution, Robert G. Eccles, Robert H. Hertz, E. Mary Keegan and David
M.H. Phillips (Wiley, 2001)


Value Based Marketing, Peter Doyle (Wiley, 2000)
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Dear Ms Leavens 


The Future of Narrative Reporting – A Consultation 


Grant Thornton UK LLP welcomes the opportunity to comment on the consultation 
document The Future of Narrative Reporting.  


We actively welcome the debate on the statutory Business Review (Operating and Financial 
Review) requirement and the attempt by the incoming Government to re-energise this part of 
the ‘front end’ of financial statements. We also believe that the debate is relevant in light of 
the feedback that the profession has had following the financial crisis about evolving 
shareholders’ needs relating to information flows from companies and the role of audit firms 
in providing assurance over those information flows. Grant Thornton agrees that there is 
scope for enhancing the quality of the business review section of the financial statements, but 
this represents only one aspect of a much wider debate regarding the complexity of corporate 
reporting.  


As part of our commitment to this wider debate Grant Thornton has also commented on the 
Financial Reporting Council’s Louder than Words discussion paper and the discussion 
document issued by the Institute of Chartered Accountants of Scotland Making Corporate 
Reports Readable - time to cut to the chase. We enclose for your information our comment letters 
on these consultations. At an international level, Grant Thornton International has also been 
active in the debate. For example Grant Thornton International has published a book titled 
One Report: Integrated Reporting for a Sustainable Strategy, which was co-authored with the Harvard 
Business School.  The book advocates the integration of financial and non financial 
information into “One Report” to promote greater transparency and improve corporate 
reporting.   


In the context of the business review, the key areas where we believe users are looking for 
enhanced disclosures are: 


• the business model including key success drivers and strategies for achieving success  


• the specific key risks that arise from that model (not just generic sector related risks) 
including the identification of risks by management and steps taken to mitigate those risks 


• the critical judgements and estimates (including use of accounting policies) adopted by 
management and the reasons for and the impact of those judgements 
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The need for change and short term solutions  


Our overall view is that much of the legislation, regulation and standards are already in 
existence. We therefore do not advocate the creation of extensive additional layers of 
guidance in the short term. More emphasis is needed on the promotion of good reporting 
within the existing framework, through external monitoring for example, and encouraging 
more stakeholder interest and, if necessary, stakeholder action. However, we recognise that 
fresh guidance could be required in respect of transparency of critical judgements and 
estimates together with a report by an audit firm on these front end disclosures. 


We recognise that there are already mechanisms in place that could bring about short term 
improvements in reporting. We would also encourage BIS to engage with the FRC’s advisory 
group which is currently looking at the future of narrative reporting and the role of the 
auditor.  


We are pleased to see that as part of their review of financial statements, the Financial 
Reporting Review Panel (FRRP) is giving specific emphasis to matters disclosed in the 
directors’ report, including the business review. This will help raise the profile of what goes 
into the front end of an annual report and accounts and should encourage directors to think 
carefully about the information they include and how they present it. We would therefore 
encourage more communication of the matters which the FRRP, and indeed the Accounting 
Standards Board (ASB), are finding from their reviews.  


Another short-term measure would be to consider whether the guidance in the current ASB 
Reporting Statement on the OFR should be updated or revised in the light of the 
International Accounting Standards Board’s IFRS Practice Statement Management Commentary 
expected to be published shortly.  


The FRC could also intervene with targeted guidance. In the past, the FRC has issued 
guidance in respect of going concern and liquidity risk and goodwill impairment disclosure. In 
our detailed response we refer to areas which, from our experience, are not well addressed or 
where there may be some confusion as to what is actually required. The FRRP and ASB have 
also highlighted in the results of their reviews areas which are commonly seen as being 
deficient, from which additional guidance could be formulated. 


The role of assurance providers  


We believe that the role of assurance providers in relation to narrative reports, and in 
particular the business review, should be explored further. We believe that improved 
reporting might be encouraged by creating a specific requirement for the auditor to provide 
assurance over the enhanced narrative areas. For example there may be scope for a report on 
whether the business review is balanced and comprehensive.  


However, directors may only be encouraged to give meaningful disclosures if they have an 
incentive to do so without the threat of litigation. We suggested in our response to the Louder 
than Words discussion paper that more safe harbours for directors may encourage better 
quality communication. Liability safe harbours would also be appropriate for assurance 
providers, for the provision of assurance that was neither negligent nor fraudulent. The new 
UK Corporate Governance Code may also have a role to play. The role of non executives has 
been enhanced such that they will be required to “constructively challenge and help develop 
proposals on strategy”. We hope that non executive directors will therefore use their role to 
ensure that matters reported in the financial statements relating to strategy correlate with the 
key matters discussed at board level.  
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Presentation of narrative information  


Thinking more broadly, we believe it is time to look beyond the constraints of the annual 
report and accounts with regard to narrative reporting, for example by making more effective 
use of information technology and different ways of communicating information. One 
potential approach is for the annual report to provide a summary of key points with readers 
being directed to other sources of more detailed information on particular issues.  Another 
possibility could be to extend the scope of the existing statutory summary financial 
statements to include summary narrative reporting information. Not all sections of narrative 
reporting are relevant to all users of the accounts, and with continuing pressure from many 
sources to provide more and more information, readers can be overwhelmed with the volume 
of information presented.  


In summary we agree that there is scope for enhancing the quality of the business review. 
There are many factors that could contribute to the achievement of this goal including 
continued external monitoring with the publication of key findings, targeted guidance and 
more general guidance as long as it is kept up to date, and auditor assurance given over 
certain aspects of the business review.  


Our detailed responses to each question within the consultation are set out in Appendix A on 
the following pages. 
  


Yours sincerely 


Grant Thornton UK LLP 
 


cc Financial Reporting Council 


Enc 
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Responses to specific consultation questions  


Question 1: Are company directors providing useful and relevant information 


on the company’s: 


i) forward-looking strategy and  


ii) principal risks and opportunities? 


i) Forward-looking strategy 


The Companies Act 2006 (CA 2006) requires quoted companies to disclose, “the main trends 
and factors likely to affect the future development, performance and position of the 
company’s business”. In our experience, this requirement is not generally interpreted to 
include comments regarding forward looking strategy and therefore at present this area is not 
well addressed by directors. Often whilst very general statements are made about future 
activity, such as in relation to ‘plans to increase revenue’, ‘plans to increase sales of a 
particular product line’, ‘plans to increase business overseas’ there is often very little in the 
way of detail regarding how these strategies are to be achieved. This is also borne out by 
findings of the ninth Corporate Governance Report produced by Grant Thornton, due to be 
published at the end of the year. This review looks at the quality of narrative reporting 
disclosures in the FTSE 350 (303 companies excluding investment trusts). The findings of the 
review will show that less than half of the companies reviewed gave detailed disclosures on 
the strategy and future direction of the business, even though this information is often 
publicly available outside of the annual report, such as on company websites.  


In our view, there is little point in discussing strategies without a corresponding analysis of 
the plans to achieve those strategies, but we sense that this is likely to be an area of disclosure 
where there is some reluctance on the part of directors, for example directors are likely to be 
reticent with regards to how freely they comment on future plans due the risk of legal action 
and of providing information that may be of use to competitors. In addition, if other 
companies are not doing this, directors may be disinclined to be the first to provide such 
descriptive information.  


However for the key users of the financial statements, the investors, this is likely to be a 
significant piece of information, in which case there is clearly a need to balance the provision 
of useful information with the need to safeguard the external interests of the business.  


We put forward the idea in our response to the Financial Reporting Council’s (FRC’s) recent 
Louder than Words discussion paper that more ‘safe harbours’ could be created to encourage 
better quality communication in respect of forward looking information. This may therefore 
be an area to consider.  


The new UK Corporate Governance Code requires non-executive directors to constructively 
challenge and help develop proposals on strategy, and as part of this function they can 
encourage directors to convey the key messages in the accounts.  


ii) Principal risks and opportunities  


Principal risks 
The Companies Act 2006 requirement is to give a description of the principal risks and 
uncertainties facing the company. Further disclosure of the financial risk management 
objectives and policies is also required. 
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In our experience, the quality of disclosure of principal risks and uncertainties is mixed. For 
example, whilst some companies give high quality disclosures others often give generic risk 
disclosures without making it clear as to how these are particularly pertinent to the entity. 
Furthermore, companies sometimes give examples of principal risks without explaining how 
they are attempting to mitigate the impact of these risks and how the risks have changed from 
one accounting period to the next. This could be due to the wording of the legislation which 
simply asks for a description of principal risks, rather than an analysis of their impact. There 
is also a tendency on the part of some companies to list a wide range of risks rather than 
concentrate on the principal risks. Companies also need to disclose how they assess the 
principal risks facing the business, for example, risks that are relevant to the business and if 
they were to materialise would make a difference to the decisions made by its users.   


This area of disclosure was picked up by the Accounting Standards Board (ASB) as not being 
well communicated in their review of narrative reporting published at the end of 2009. 
Similar findings were outlined by the Financial Reporting Review Panel (FRRP) in their 
Annual Report published in August 2010.  


Principal opportunities 
There is no specific requirement in legislation to address ‘opportunities’. However, companies 
are generally keen to give the ‘good news’ which often amounts to describing the 
opportunities that either exist or are being pursued by the company, in which case this is 
probably an area that directors are likely to address.  


In respect of the disclosure of financial risk management objectives and policies, companies 
generally fare better, possibly due to the fact that there is some overlap with IFRS 7 Financial 
Instruments: Disclosures. 


Question 2: What are the constraints on companies providing information on 


these issues? 


The possible constraints or reasons why such information is not always well given are that 
companies may consider that to disclose such information would be commercially sensitive 
or that information would not be material to a user’s understanding of the annual report and 
accounts. However, where detail is omitted, it is not possible for a reader of the accounts to 
tell whether the detail has simply not been given or has not been given for a specific reason. 


We set out in our response to the FRC Louder than Words consultation, our views of the 
barriers to effective communication and these apply to this question too. We stated: 


“We believe that a key barrier is a lack of communication between regulators, companies and 
users of corporate reports. Another barrier is the unwillingness of management to say 
anything meaningful when they do not see others doing so, or when they believe that the risk 
of litigation or shareholder criticism is greater than the potential advantages of clear 
communication. Management are often reluctant to be perceived as market leaders in this 
area, which leads to bland, unimaginative and therefore uninformative disclosure. We also see 
lack of challenge at board level as a potential barrier. For example, non-executive directors 
may not be afforded the scope or not be strong enough to challenge whether communication 
is effective.”  


We note that the publication of the Stewardship Code may help with regard to 
communication between companies and users of corporate reports. The new UK Corporate 
Governance Code may help with regard to the role of non-executive directors and the current 
review of the Higgs Guidance - Improving Board Effectiveness provides an opportunity to 
address all key Board roles.  
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A further point is that companies may not have the systems to fully capture all relevant 
information associated with narrative information, for example environmental and social 
information.   


Question 3: Does the information provided reflect the issues discussed by 


the directors in board meetings?  


It is not possible for a user of the financial statements to know whether disclosures reflect 
matters discussed internally at board meetings. It is therefore the responsibility of those who 
participate in those meetings to ensure that matters that are relevant to the key users of the 
accounts are reflected in the disclosures. This is most likely to be the responsibility of the 
non-executive directors. Their role has been enhanced by the new UK Corporate 
Governance Code through a new principle (A.4). This will require that “non executive 
directors should constructively challenge and help develop proposals on strategy”. The board 
are required to explain in the accounts how the Code principles have been complied with and 
whilst not explicit, as part of this requirement the non-executive directors should be satisfied 
that there is some correlation between the matters reported in the accounts and the matters 
discussed at board level.  


Question 4: Does the information help shareholders to press directors on 


key issues relating to strategy and risk, or inform their business decisions?  


This question appears to be relevant principally to shareholders. From our experience, there 
is an expectation gap between the information that investors would like to see and what 
companies are providing not least because the annual report is in the main backward looking 
and all evidence suggests a reluctance to include forward looking information.  


To a certain extent the Stewardship Code should help to address this, particularly in the case 
of larger institutional investors. The intention is that disclosures made by institutions under 
the Stewardship Code should assist companies to understand the approach and expectations 
of their major shareholders and in doing so should enable them to provide information that 
will help meet such expectations.  


Question 5: If a company does not provide sufficient or material information 


to you, do you challenge it? Is there anything which could help you to do so?   


The statutory narrative reporting disclosure requirements are outside the scope of the audit 
opinion on the truth and fairness of the financial statements. However, as auditors we would 
challenge disclosures that we considered were either missing or deficient. Where possible, we 
would refer directors to best practice guidance and findings of reports such as the ASB’s 
review of narrative reporting and the FRRP’s annual report referred to above.  


However, the response from directors is often that in their view they have given sufficient 
information in the annual report and accounts and have adequately addressed the statutory 
disclosures. It is then difficult to force the issue, particularly as there is no real external 
precedent for dealing with poorly communicated narrative reports.  


The FRRP have historically concentrated their efforts on the application of accounting 
standards and related disclosures (which is largely mirrored in their letters to individual 
companies), in particular when issuing Press Notices on the findings of individual companies. 
This can be a useful tool when encouraging directors to enhance their disclosures or to 
reconsider their accounting practices.  
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Whilst the remit of the FRRP was extended to cover directors’ reports relating to periods 
commencing on or after 1 April 2006, there has been little in the way of specific individual 
examples that have come to the attention of the FRRP. However, the area of narrative 
reporting was given significantly greater attention in the FRRP’s 2010 Annual Report and we 
understand that the FRRP intends to look more closely at directors’ reports, including the 
business review, and we would therefore encourage more communication of the matters 
which they are finding, such as through their annual report.  


One further observation regarding the provision of material information is that directors of 
quoted companies are required under the Disclosure and Transparency Rules to disclose 
likely price significant information, where the information in question would be likely to be 
used by a reasonable investor as part of the basis of his investment decisions and would 
therefore be likely to have a significant effect on the issuer’s share price.  Therefore a 
mechanism is already in place to ensure that material information is disclosed.  


Question 6: What other sources of company information do you use and how 


valuable are they (e.g. information provided on the website, analysts’ 


briefings, dialogue with the company, corporate social responsibility 


report)? 


This question appears to be directed at external users of company information. 


Question 7: Is there scope to reduce or simplify the requirements on which 


companies report?  


In so far as the statutory business review is concerned, which is the main focus of the 
consultation, we do not consider that there is a need to simplify the requirements. The focus 
should be on ensuring that there is a high quality of disclosure surrounding the business 
review requirement and that this is being externally monitored.  


There is however a wider question stemming from the fact that narrative reporting disclosure 
requirements have to be pulled from a wide number of sources, of which the statutory 
business review requirements form only one part. It may therefore be that part of the 
problem lies in the fact that there are so many sources of guidance and regulation that 
companies have to remember to address that they fail to allocate sufficient time to the words 
they intend to use. There is also some perceived and actual overlap and repetition amongst 
the various requirements. The development of a framework for integrating the various 
requirements on which companies report may help to address this issue. 


Question 8: Is there scope to arrange the information in a more useful way?  


We agree that there is scope to arrange information in a more useful way, but it could be 
counterproductive to prescribe the way in which information should be arranged. Companies 
should be trusted to organise the information in a logical manner. However from experience 
this does not always happen.  


Furthermore, the fact that companies do present their front-end narrative reports in different 
ways can often obscure the messages. For example, some companies do not present the 
business review information in the directors’ report, and cross refer to another statement 
where it is often not clear that the requirements have been addressed. Other companies might 
include certain parts of the business review in the directors’ report with other parts outside of 
the report whilst others present the business review information in the directors’ report and it 
is clearly labelled as such.  
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At present, there are varying practices with the way in which information is disclosed, but we 
consider that companies should be given some flexibility in the way in which they present this 
part of the annual report and accounts, although presentation of the accounts themselves 
tends to be more clearly defined and consistent across companies.  


Thinking more broadly, we believe it is time to look beyond the constraints of the annual 
report and accounts with regard to narrative reporting, for example by making more effective 
use of information technology and different ways of communicating information. Rather than 
clutter up the annual report with ever-increasing amounts of narrative, one potential 
approach is for the annual report to provide a summary of key points and direct readers to 
other sources of more detailed information on particular issues. As the annual report is 
produced primarily to meet the needs of investors, the key points could be restricted to those 
that are likely to be of most concern to that investor group.  Such other sources could then 
be freed from the communication constraints that apply to the annual report and accounts 
and could be provided on a more timely basis and in more depth, for example through the 
company’s website. Users could then select the areas and information of particular interest to 
them.  


Another possibility could be to make more use of statutory summary financial statements for 
the provision of certain (summary) narrative information. Again, users could then refer to 
other sources for more detailed information, whether that be the full annual accounts or the 
company website.  


Business Review 


Question 9: Looking at an Operating & Financial Review and the existing 


business review (see Annex D), do you see value in reinstating elements of 


an OFR and if so what would they be? In particular, would a statutory 


reporting standard help to improve the quality of reporting?   


The content of the Business Review section (s417) of the Companies Act 2006 largely deals 
with matters that were formerly contained in the OFR Regulations 2005. The main difference 
is that the 2005 regulations required a statement as to whether the OFR had been prepared in 
accordance with what became the ASB Reporting Standard and to give particulars of 
departures with reasons. After the repeal of the 2005 regulations, the ASB reissued its 
Reporting Standard as a non-mandatory Reporting Statement, largely retaining the same 
material as guidance.  


The 2005 regulations did contain a specific requirement for a statement of the business, 
objectives and strategies of the company and a description of the resources available. 
However the general statement in s417(2) CA 2006 to a certain extent covers this.  


There was an auditor’s duty under the 2005 regulations to state whether matters had come to 
their attention which in their opinion were inconsistent with the OFR, but this area is 
addressed by the statutory requirement for auditors to report on the consistency of the 
directors’ report (including the business review) with the financial statements and in more 
general terms by International Standards on Auditing. 


The 2005 OFR regulations applied only to quoted companies (as defined in legislation) and in 
our view the scope of any future mandatory OFR should remain the same. Our view is that 
the promotion of good reporting within the existing framework and encouraging more 
stakeholder interest and, if necessary, stakeholder action would be more useful.  
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We do not favour reinstating the ASB’s Reporting Standard together with a statement as to 
whether it has been followed. Rather, we believe it would be useful to consider whether the 
guidance in the current ASB Reporting Statement should be updated or revised in the light of 
the International Accounting Standards Board’s forthcoming IFRS Practice Statement 
Management Commentary. 


We believe that the role of assurance providers in relation to narrative reports, and in 
particular the business review, should be explored further. For example, the current legal 
requirement is for the business review to be a balanced and comprehensive analysis of the 
development and performance of the company’s business during the financial year and the 
position at the year end, consistent with the size and complexity of the business. There may 
be scope for the company’s auditors to provide some form of assurance regarding whether 
the review is balanced and comprehensive, given their knowledge and understanding of the 
business in their role as auditor. However, we believe that this could only be achieved if there 
were appropriate safe harbours for auditors, given the subjective nature of narrative reports. 


Question 10: The business review provisions require quoted companies to 


report, to the extent necessary, on:  


• main trends and factors likely to affect the future development, 


performance and position of the company’s business 


• information on environmental matters 


• information on employees 


• information on social and community matters 


• persons with whom the company has essential contractual and other 


relationships   


i is this information useful to you?  How do you use it? 


ii Could disclosure be improved? If so, how?  


iii Are there key issues which are missing? If so, please explain? 


i Is this information useful to you?  How do you use it? 


This question appears to be directed at users of the annual report and accounts.  


ii Could disclosure be improved? If so, how? 


The ASB’s 2009 report on narrative reporting contained some detailed discussion of the 
business review disclosures given by companies. This included the observation that 
companies need to provide better disclosures of their business model and what the company 
does to generate cash. This is reflected in the ASB Reporting Statement (paragraph 31) which 
states “A description of the business is recommended in order to provide members with an 
understanding of the industry or industries in which the entity operates, its main products, 
services, customers, business processes and distribution methods, the structure of the 
business, and its economic model, including an overview of the main operating facilities and 
their location.” Further, the FRC has recently strengthened the UK Corporate Governance 
Code in the areas of the business model and risk disclosures.  


Research carried out by Grant Thornton in the preparation of the annual Corporate Governance 
Review show that very few FTSE 350 companies are currently linking strategy through 
objectives and risks to Key Performance Indicators. We also note that risk disclosures are 
generally in the business review, whilst internal controls are discussed in the governance 
section. This supports the point that annual reports would benefit from a more joined up and 
integrated approach. 
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Environmental matters, employee information, social and community matters and 
essential contractual relationships – general comment  
In our experience as auditors, and as highlighted by the ASB review of narrative reporting, 
the quality of reporting in these areas is variable. This is possibly due to wording of the 
legislation “to the extent necessary” which involves a degree of subjectivity. When challenged, 
directors will often state that in their view they have applied the requirements to the “extent 
necessary”. 


Environmental, employee and social matters are increasingly disclosed outside of the annual 
report in a separate Corporate Social Responsibility report with more detailed disclosures. We 
therefore think there is a question to be asked as to whether the annual report is the best 
place to include such information. For example, if these disclosures are not essential to 
understanding the business, is it right that they should be included within the business review, 
and would separate disclosure be more appropriate? We discuss the scope of the annual 
report in our response to question 8.   
 
We believe that, where non-financial key performance indicators are important to companies, 
assurance provided by independent bodies is necessary to give comfort over the consistency, 
reliability and comparability of data. The Grant Thornton Corporate Governance Review 
shows that a very small number of companies are currently obtaining such external assurance.    
 


Information on environmental matters   
We believe that this is an area which could be improved, but it is an area that varies in 
significance depending on the nature of the business and its size. Certain companies clearly 
have much to say on the subject but there is sometimes a tendency for companies to go into 
great lengths about such matters even though they are not significant in the context of the 
financial statements or the development of the company’s business.  


Integrated reporting  
We note the recent formation of the International Integrated Reporting Committee (IIRC). 
The IIRC’s remit is to create a globally accepted framework for accounting for sustainability: 
a framework which brings together financial, environmental, social and governance 
information in a clear, concise, consistent and comparable format, ie. an integrated format. 
We strongly support the IIRC’s aim to help with the development of more comprehensive 
and comprehensible information about an organisation’s total performance, prospective as 
well as retrospective, to meet the needs of the emerging, more sustainable, global economic 
model. We believe that the development of integrated reporting is an essential part of the 
evolution of corporate reporting over the next decade and that future developments in 
requirements and guidance must take into account this issue. However, the clarity of 
reporting must be one of the key drivers.  


Information on employees 
We consider that there is some confusion here in terms of what is actually required by this 
disclosure, particularly as there is a separate requirement to disclose employee involvement in 
the company. Better guidance as to what sort of matters are to be covered here might be 
helpful as we believe that a number of companies are not aware that there is a distinction 
between the two employee-related disclosures.  


iii Are there key issues which are missing? If so, please explain? 


See above regarding integrated reporting. We do not consider that any other key issues are 
missing.  







Appendix A 


 11 


Question 11: Would more guidance be helpful?  If so, what form should this 


take? For example, best practice example, sample Key Performance 


Indicators, etc?  


Guidance would potentially be helpful in areas that are commonly seen as being deficient by 
regulators such as the FRRP and ASB. However it would be preferable to build on guidance 
which already exists rather than to create a further source, for example by making use of the 
ASB Reporting Standard or the IASB’s IFRS Practice Statement.  


A best practice example could be useful but may discourage companies from thinking for 
themselves. In the context of disclosures in the financial statements themselves, we have seen 
examples of companies inappropriately copying accounting policies of other companies, and 
using example wording from accounts packages without tailoring to their circumstances. Best 
practice examples may lead to similar behaviour in relation to narrative reporting. An 
alternative might be some sort of checklist structured in such a way to make directors think 
about the information and explanations they have given, the way in which this has been 
presented and whether it conveys the intended message. Not simply a yes/no compliance 
checklist but one requiring more reflection.  


In terms of sample key performance indicators, directors should know what their key 
performance indicators are without resorting to a list of KPIs to select from and disclose. 
Such lists can all too easily lead to large numbers of indicators being presented, without any 
clarity as to which ones are really key to how the directors manage the company’s business. 
Again we would make the point that where key performance indicators are important to 
companies, assurance provided by independent bodies would give comfort over the 
consistency, reliability and comparability of data.  


 


Question 12: Should there be a shareholder’s advisory vote on the Business 


Review? 


We are not convinced that such a shareholder vote would achieve any real purpose as 
shareholders are already required to approve the annual report as a whole which includes the 
business review. However, introducing such a requirement for quoted companies would at 
least ensure that the business review was on the agenda for the company’s annual general 
meeting.  


Question 13: Are there non-regulatory solutions to increasing quality through 


better guidance or publicising excellence in business reports? If so, what? 


We consider that guidance already exists in the form of the ASB Reporting Statement. When 
issued as a Reporting Standard, this was originally intended to support the statutory OFR 
which was subsequently removed. However, much of the content of the proposed statutory 
OFR has found its way into legislation anyway through the business review and enhanced 
business review requirements for quoted companies, such that a Reporting Standard may still 
serve a purpose – as long as it is updated for recent developments and evolving best practice. 
This guidance has remained available in the form of the Reporting Statement, but we do not 
know how many companies actually refer to it for guidance. As noted above, we believe it 
would be useful to consider whether the current ASB guidance should be updated or revised 
in the light of the International Accounting Standards Board’s forthcoming IFRS Practice 
Statement Management Commentary.  


We do not have strong views on the promotion of excellence in business reports, as 
companies are different and should be encouraged to tell their own story. However what 
might be useful is the continued emphasis on good practice through reports published by the 
ASB and FRRP, for example.  
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The FRRP issued their annual report in August 2010 and in that report they set out what a 
good set of accounts and report might look like in their view. The points made could easily 
form a series of questions that directors should ask themselves in deciding whether or not 
they have prepared a report that will be meaningful to users. We are pleased to see that the 
FRRP is giving specific emphasis to matters disclosed in the directors’ report. This will help 
raise the profile of what goes into the front end of an annual report and accounts and should 
encourage directors to think carefully about the information they include and how they 
present it.  


It is sometimes evident that directors have simply updated narrative from the previous year. 
They should be encouraged to start with a blank sheet each year although cost and time are 
likely to be relevant factors preventing this. However there is a role here for shareholder 
engagement (institutional investors) in demanding improved disclosures from investee 
companies. The FRC has emphasised the importance of shareholder engagement in 
companies’ corporate governance practice with the release of the Stewardship Code for 
Institutional Investors.  The Grant Thornton Corporate Governance review has shown that 
the number of FTSE 350 companies providing detailed disclosures has steadily increased in 
recent years.    


Directors’ Remuneration Report 


Question 14: Do the current disclosure requirements provide clear and 


usable information about:  


• the total remuneration paid to directors, and how this is made up; 


• the performance criteria for payments to directors, and how these relate 


to the company’s strategic objectives; 


• company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 


• the process by which directors’ remuneration is decided? 


In our view the current directors’ remuneration report legislation provides for adequate 
disclosure of the amount of remuneration paid and how that remuneration is made up and 
from our experience this information is nearly always disclosed in an appropriate tabular 
format.  


The legislative requirements are already detailed in relation to the disclosure of performance 
criteria for payments to directors. They require a statement of the company’s policy on 
directors’ remuneration including an explanation of the relative importance of those elements 
which are and are not related to performance. However the statutory requirement is for 
policy details to be given for the following and subsequent financial periods and we do not 
believe that this is always being addressed. It is not clear whether companies are misreading 
or misunderstanding the requirements. For example, companies will often include a policy 
discussion that relates to the historic figures presented, but it is not always clear as to the 
policy going forward. As a result, there is a lack of linkage to the company’s strategic 
objectives. 
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There is often a disconnect between performance-related elements of pay as disclosed in the 
table referred to above, the explanation given of the policy for performance related elements 
of pay and actual events or activities that have determined the payment of such amounts. We 
encourage companies to explain the link where it is not obvious, but we are aware that this is 
not always well done. Furthermore, the current (and future) Corporate Governance Code 
requires “a significant proportion of executive directors’ remuneration should be structured 
so as to link rewards to corporate and individual performance.” This balance is not always 
evident. 


With regards to the process by which directors’ remuneration is decided, boilerplate 
disclosures are often given here. For example there are often references to having regard to 
the pay of directors of companies of a similar size and in the same industry, but without 
explanation of the criteria for making such comparisons. Similarly boilerplate descriptions are 
often given of the activities of the remuneration committee with little specific company detail.  


In our response to the FRC’s Louder than Words consultation, we noted that for listed 
companies there are currently two sets of regulations governing disclosure of directors’ 
remuneration: regulations made under the Companies Act 2006 and the FSA Listing Rules. 
There is a large measure of overlap between the two but differences remain, meaning that 
companies have to apply two sets of regulations where one would suffice. In our view, this 
adds unnecessary complexity. 


More generally, we note that the current statutory requirements for the directors’ 
remuneration report are highly prescriptive. Whilst this might contribute towards consistency 
of reporting, it is possible that the resulting focus on the detail means that companies lose 
sight of the broader messages, for example relating to the linkage between the company’s 
business model and directors’ remuneration. As the current law has been in place largely 
unchanged since 2002, it may be opportune to review its operation and whether it is still fit 
for purpose. 


Costs 


Question 15:  
If you can provide any information on costs associated either with the 


existing narrative reporting requirements eg preparing your business review 


or your views on potential costs and benefits in relation to any of the ideas 


in this consultation, please give details.  


This question is more relevant to preparers. 


In our view, one of the main costs involved is the time that it takes to ensure that all the 
strands of regulation and guidance have been complied with, often at the expense of good 
quality reporting. 
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The ICGN Statement and Guidance 


has been developed by the ICGN 


Non-financial Business Reporting


Committee in consultation with ICGN


members. The first draft was published


on 31st March 2008 and a consultation


paper on the subject was sent to ICGN


members for comment. A wide range of


responses were received and contributed


towards the final draft.


There was further consultation at an


open meeting of the Non-financial


Business Reporting Committee with


ICGN members at the 2008 ICGN


Annual Conference and AGM in Seoul,


Republic of Korea. ICGN members


attending the AGM voted to approve


the draft document, after which the final


draft was ratified by the membership by


email. In December 2008 the ICGN


Statement and Guidance on Non-


financial Business Reporting was


published and launched at an ICGN


meeting in Wilmington, Delaware.


The ICGN Non-financial Business


Reporting Committee recognises 


the work of existing bodies seeking 


to advance non-financial business


reporting and will engage with such


bodies to promote consistency and


broad stakeholder acceptance. The aim


is to co-ordinate existing efforts and


thereby, in due course, lead to a single


reference point for companies. This will


promote a cohesive view of investor


needs, and provide a more compelling


incentive for companies to embrace 


the key principles of non-financial


business reporting.


Preamble


The aim of the ICGN Statement and Guidance on Non-financial


Business Reporting is to emphasise its importance within the


overall context of company reporting and promote better


understanding by setting out disclosure criteria that will assist


companies in meeting the expectations of investors. As such,


the ICGN Statement and Guidance aims to generate


substantive dialogue between investors and company boards


about the content and timing of non-financial business reporting.
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ICGN Statement 
on Non-financial 
Business Reporting


Introduction


The ICGN considers that it is part 


of the fiduciary duty of institutional


investors, such as pension fund


trustees and fund managers who are


agents for beneficiaries, to take into


account all of the information which


assists in identifying and mitigating 


risk on the one hand, and assists in


identifying sources of wealth creation


on the other. To perform that duty


adequately shareowners and 


investors require comprehensive


financial and non-financial disclosure


by investee companies.


The ICGN position on disclosure and


transparency is set out in the 2005


‘ICGN Statement on Global Corporate


Governance Principles’ as follows:


“Corporations should disclose 


relevant and material information


concerning the corporation on a timely


basis, in particular meeting market


guidelines where they exist, so as 


to allow investors to make informed


decisions about the acquisition,


ownership obligations and rights, 


and sale of shares.” 


The ICGN believes that reporting 


of relevant and material non-financial


information is an essential part of 


the disclosure required to enable


shareowners and investors to make


informed investment decisions. We 


use the term ‘non-financial’ to refer to


information relevant to the assessment


of economic value, but which does not


fit easily into the traditional accounting


framework. Other terms such as


‘extra-financial’ are also sometimes


used to describe this information 


(see Annex 1 regarding terminology).


In a fast-changing, globalising world,


information material to investor


decision-making is becoming increasingly


diverse and dynamic. Long term


success in managing a business in


today’s complex economic,


environmental and social landscape is


increasingly dependent on factors not


reflected in financial statements and in


some instances thought to be outside


the corporation’s sphere of concern. 


The same is true for investors when


assessing a company’s present and


future valuation and ability to understand


its opportunities and risks. For example,


until recently, climate change drew little


attention among investors and financial


analysts. Today, the confluence of


accepted scientific evidence, the


pricing of environmental impacts 


(e.g. through carbon trading schemes),


more rigorous financial models and the


surging volume of venture capital


1.


1.1
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investments in climate-friendly


technologies attest to the rapid


penetration of climate change into


financial markets. Similarly, a company’s


approach to intellectual and human


capital may have material consequences


for reputation, capacity to innovate,


brands, alliances and other intangible


assets that are critical to value creation


in the contemporary knowledge and


information based economy.


These and other issues, including


supply chain management, human


resources, and environmental


management systems, represent a


growing class of variables that drive


company performance and valuation.


All can have an impact directly on


short and long-term value creation and


destruction. They can have an impact


indirectly through effects such as


reputation loss or enhancement and


customer satisfaction and loyalty. 


Non-financial business information,


when combined with financial


information, can provide valuable


insight into the overall quality of


management, a critical variable in the


appraisal of the firm’s financial prospects. 


Disclosure and transparency


The ICGN encourages companies to


report the information necessary for


responsible investment decision making.


This is based on a proper understanding


of the company’s strategic objectives, 


as well as the financial and non-financial


risks and opportunities which may affect


its ability to meet those objectives. 


Companies in different industries, 


sectors and social contexts will face


different material and relevant issues.


Shareholders and investors should seek,


and companies should provide,


information about the factors which


enable investors to judge future


prospects as well as past performance.


Non-financial business reporting


contributes to achieving the objectives of


disclosure and transparency as described


in the ‘ICGN Statement on Global


Corporate Governance Principles.’


However, it should not be considered in


isolation. It is important that all disclosure


integrates consideration of financial and


non-financial risks and factors which may


affect the company’s ability to achieve its


strategic objectives. 


Sustainability reports serve as a useful


purpose for multiple stakeholders in


informing the wider community, but issues


material to investors should be set out


succinctly in the annual report prepared


and/or approved by the board itself, and


addressed to shareholders. This will


demonstrate that directors regularly take


non-financial issues into account. 


Non-financial issues that may be material


include: the impact of environmental risk,


such as climate change; matters affecting


employees, customers, suppliers and


1.2
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host communities; the development and


protection of intellectual property and


other intangible assets which are crucial


to success; ethics, and governance


arrangements. Other non-financial


matters which are relevant may be


company or sector-specific. For example,


reporting by pharmaceutical companies


may include information about the 


multi-year drug development pipeline,


while retail companies may report on


same-store sales. 


The quality of reporting


Standardised reporting within and


between companies greatly assists


investor decision making and


comparative analysis. The ICGN


welcomes efforts to develop


acceptable common understanding,


standards and guidance for disclosure


and reporting to support the financial


statements which are being pursued


by international standards-setting


bodies such as the International


Accounting Standards Board (IASB)


and the wider corporate reporting


community. The value of qualitative


and quantitative reporting alongside


the financial statements should not be


underestimated, nor the importance of


judgement in ensuring the relevance of


non-financial business reporting. 


The ICGN considers that non-financial


business reporting should:


• be genuinely informative and include


forward-looking elements where this


will enhance understanding;


• be material, relevant and timely;


• describe the company’s strategy, 


and associated risks and


opportunities, and explain the


board’s role in assessing and


overseeing strategy and the


management of risks and opportunities; 


• be accessible and appropriately


integrated with other information 


that enables investors to obtain 


a whole picture of the company;


• use key performance indicators 


that are linked to strategy and


facilitate comparisons;


• use objective metrics where they


apply and evidence-based estimates


where they do not;


• be strengthened where possible 


by independent assurance that is


carried out having regard to established


disclosure standards applicable to


non-financial business reporting,


such as those issued by the IASB.


The above examples used to illustrate


these guidelines are not by any means an


exclusive list. They are designed only to


illustrate the need for high standards of


non-financial business reporting which,


when combined with conventional


financial reporting, will enable well-


informed investment decision making.


1.3


ICGN A5booklet v1d (em)  27/11/08  13:52  Page 6







7


ICGN Guidance 
on Non-financial
Business Reporting


Background 


Conventional financial reporting


primarily describes what has already


occurred, for example, revenues, net


earnings and depreciation of assets


during a specified time period. These


are essential to understanding a


company’s financial results and


condition at a point in time. However,


traditional accounting is generally


transaction focused and ill-equipped to


capture intangible drivers which in the


modern economy increasingly


underpin value creation. The so-called


‘value gap’ between more traditional


financial accounting measures of value,


such as book value on the one hand


and market capitalisation on the other,


suggests a need to go beyond


conventional accounting. Investors


need to understand what drives value. 


Non-financial business reporting can


help to inform the investment process


by revealing in both quantitative and


qualitative terms those drivers that


increasingly shape company


performance. The existence of the


‘value gap’ suggests that investors


understand the potential importance 


of non-financial business reporting in


making investment decisions, and the 


issue is whether this process can be


made more efficient and whether it


might benefit from comparable metrics.


Efficient asset allocation depends on


the ability to compare companies


within sectors and ultimately across


sectors and this requires a degree 


of standardisation of definitions. 


To complement the information provided


by traditional accounting, non-financial


business reporting should provide


information that helps put historical


performance into context, and portrays


the risks, opportunities and prospects


for the company in the future, be that


two, five or ten years or even longer in


certain industries. It has an important


role in mitigating the short-termism that


currently afflicts financial analysis and


other approaches to valuation and 


in helping investors understand a


company’s strategic objectives and 


its progress towards meeting them.


Non-financial business reporting


should seek to reflect the complexities


inherent in a contemporary business -


the interdependence of financial and


non-financial factors on its prospects;


management’s understanding of this


interdependence; its ability to harness


this for value creation; and awareness


of the risks and opportunities that flow


from non-financial factors. 


While failure to recognise these risks


and opportunities may not immediately


translate into financial outcomes, this is


2.


2.1
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unlikely to be true in the long-term,


which is the time horizon of greatest


concern to institutional investors and


their beneficiaries.  


Expectations of non-financial
business reporting


Different stakeholder groups and


interested parties have different needs


and expectations about the nature of


information relevant to their decision


making, depending on the issues of


particular concern to them. Investors


seek information about how a company


creates financial value and deals 


with issues including governance,


environmental, social and ethical issues


that can affect its financial performance


and value over time.


It is increasingly recognised that


relationships with key stakeholder


groups including customers, 


employees, and communities can


affect the company’s financial


performance and future value. In other


words, an intangible business value,


positive or negative, may be attributed


to a company’s relationships with 


its stakeholders.


Care needs to be taken to make sure


that measures selected are relevant to


the specific circumstances of the


business. It is useful for investors


seeking to compare the performance


of different companies in a sector if


businesses provide information on


performance against measures that are


widely accepted in the sector concerned.


It is also generally helpful for information


to be provided on how the measures


have been developed and for a


consistent approach to be adopted


from one year to another so that


changes in performance over time 


can be evaluated. 


Critically, businesses need to recognise


the link between improvements in non-


financial areas and in cash flow or the


share price. Such improvements can


occur after a time-lag which highlights


the importance of relevant non-financial


measures as they may act as a lead


indicator of future performance. It is


also important to avoid measuring too


many things leading to a wild profusion


of peripheral, trivial or irrelevant measures.


Basic requirements 
from a shareowner and
investor perspective


The ICGN recognises that there is a


need to balance corporate disclosure


with protection of commercially


sensitive information. The purpose of


setting out guidance on non-financial


business reporting from a shareowner


and investor perspective is to indicate


to companies the type of reporting


which is useful and to encourage 


the investment community to solicit 


such information. 


2.2


2.3
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Bearing in mind that non-financial


business reporting should be both


quantitative and qualitative in nature,


disclosures that are valuable to long


term investors will:


• be genuinely informative and include


forward-looking elements where this


will enhance understanding.


Non-financial business reporting


should support and enhance the


information in the financial statements.


It will set historic performance in the


context of a company’s strategy and


market conditions and will offer insight


into the potential for future success.


Such forward-looking elements include


trend data that can help investors to


assess the company’s strategy and


prospects. Where forward-looking and


historical non-financial business


reporting is provided, it should explain


how it helps to form an assessment of


the company’s strategy and prospects.


For example, does it indicate


significant trends that are not evident


from the financial statements and, if


so, how these trends are likely to affect


the company?


• be material, relevant and timely.


Non-financial business reporting is


material if it might reasonably be 


expected to affect investors’ decisions


about the acquisition and sale of


shares or the exercise of ownership


rights and obligations. Non-financial


business reporting should be timely, 


in particular meeting market guidelines


and it should be made available as


soon as reasonably possible so that


investors are able to make informed


decisions based on it and the


likelihood of a false or distorted 


market is diminished. 


Information should be focused in order


for it to be genuinely useful. Too much


information that is not relevant will


dilute the message. The materiality 


(or not) and relevance of the issues


covered will be determined by the


company’s circumstances and the


sector within which it operates, 


rather than being determined by 


a prescriptive approach to what 


should be reported.


• describe the company’s 


strategy, and associated risks 


and opportunities, and explain 


the board’s role in assessing 


and overseeing strategy and 


the management of risks 


and opportunities. 


The explanation should focus on the


key points necessary to help investors


understand not only the strategy, 


risks and opportunities but also form 


a view of the appropriateness and


effectiveness of the governance


approach adopted by the board in 


its oversight of these matters. 


• be accessible and appropriately


integrated with other information that


enables investors to obtain a whole


picture of the company. 
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Non-financial business reporting should


be in a form which shareowners and


investors can reasonably be expected


to understand. For example, complicated


technical terms should be explained


and care should be taken to ensure


that the information is clearly written


and presented. It should be appropriately


integrated with and presented


alongside financial information in


companies’ reports to shareowners. 


• use key performance indicators 


that are linked to strategy and


facilitate comparisons. 


An indicator is likely to be important


and relevant to strategy if it is used by


the board in monitoring the company’s


performance in achieving its strategy


and if it is therefore likely to affect


board decisions. However, for non-


financial business reporting to achieve


its potential to assist in efficient capital


allocation, it could be argued that


consistent definitions and industry


norms may be needed for certain


metrics even if they are not used 


by management. 


Indicators disclosed in non-financial


business reporting should facilitate


comparisons with other companies


and for the same company over time.


Where sector-specific practices have


emerged for indicators, companies


should follow them unless they have


reasons for considering them


inappropriate. Companies should


disclose indicators that are 


comparable over time, unless


circumstances change and they 


cease to be appropriate.


• use objective metrics where they


apply and evidence-based estimates


where they do not. 


Where objective measures of


intangibles are relevant and can be


obtained, such measures should be


used. In the absence of relevant


objective measurements, estimates


and commentary should be provided.


Narrative discussion and judgement


can be useful in conveying information.


Both metrics and judgement are valuable


in non-financial business reporting.


• be strengthened where possible 


by independent assurance that is


carried out having regard to


established disclosure standards


applicable to non-financial business


reporting, such as those issued by


the IASB.


Independent assurance about the


extent to which non-financial business


reporting has followed established


measurement and reporting standards


can be useful to enhance the credibility


and reliability of the reported


information. Companies should adopt


a clear and disclosed policy towards


obtaining assurance.
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Annex 1:
Terminology


Non-financial business reporting is a


wide-ranging term which can include


both regulated and voluntary disclosure


by companies. From a shareowner and


investor perspective, it is information,


other than financial statements, which


is relevant and material to investment


decision making. This may include


descriptive information around a


company’s operation and strategy 


or other disclosures which may bear


on intangible assets and value drivers, 


and the company’s “social license 


to operate”. Other terms such as 


‘extra-financial’ and ‘narrative reporting’


are sometimes used to describe 


such information.


The United Nations’ Principles for


Responsible Investment (UNPRI)


encompass a significant subset of 


the terms covered by non-financial


business reporting. In this regard, 


the UNPRI has adopted the term,


Environmental, Social and Governance


(ESG) which covers factors that investors,


who wish to be seen as ‘Responsible


Investors’, should take into account and


equally, ESG disclosures expected of


companies. ‘Corporate Social


Responsibility’ or simply ‘Corporate


Responsibility’ are widely used terms


encouraging positive corporate social


and environmental practices and, 


inter-alia, their disclosure as part of


non-financial business reporting.


Some companies have responded to


these various demands for additional


disclosure by producing “Sustainability


Reports” either as part of their annual


reports to shareholders or as stand


alone reports.


In recent years, many companies have


embraced various forms of non-financial


business reporting, notably in terms 


of their environmental and social


impacts. In Europe and Japan, there


has also been experimentation with


various types of intellectual capital


statements. However, there is as yet


no generally accepted definition of


what constitutes non-financial business


reporting, though significant progress


has been achieved. 


In a welcome initiative, the IASB in


2008 began to develop non-mandatory


guidance for a narrative report


described as ‘Management


Commentary’. The IASB aims to


develop the principles, qualitative


characteristics and essential content


elements necessary to make


Management Commentary useful 


to investors. This is an important step


towards achieving global consensus


on non-financial business reporting


whilst recognising diverse legal, 


cultural and regulatory environments 


in different jurisdictions. 
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Annex 2: 
Metrics
Credible and verifiable measurement of


non-financial business reporting is vital.


However, the development of valid


metrics is challenging due to a variety


of factors including the measurement


of intangibles, claims of proprietary


information, and comparability across


qualitative data elements. The metrics


for non-financial business reporting will


frequently be determined by the


specific characteristics of a company


and the sector in which it is operating.


However, there is a growing consensus


on a number of components that will


have widespread relevance across


multiple sectors.  


The ICGN Non-financial Business


Reporting Committee’s own


deliberations, as well as the work of


other interested groups, highlight a


number of broad subject areas as


being integral components of non-


financial business reporting. These


include not only corporate governance,


which is a central focus of the ICGN’s


mission, but also areas such as


intellectual capital, human capital, the


environment, customer goodwill,


reputation, human rights, anti-corruption,


suppliers and community relations. 


These areas may themselves be


redefined or reshaped over time as the


field of non-financial business reporting 


evolves often in line with developments


in legal and regulatory requirements 


and emerging views about topics such


as workplace, social and ethical


practices in the field of non-financial


business reporting. The impact of


global and economic trends should 


be also taken into account. Often the


impact of such trends is immediate 


on the financial reporting side, 


but they also have a long term impact


on corporate sustainability and value.


The ICGN aims to encourage companies


to develop and use metrics which suit


their particular circumstances while


pointing to the value of developing


consensus around components which


allow for comparison. It aims to help


foster such a consensus without


prescribing any particular solutions. 


Annex 3: 
Resource list
Some examples of useful guidance


documents, standards and studies


relating to non-financial business


reporting, including those


recommended by ICGN members 


who responded to the consultation 


on the subject, are listed below.


Further examples will be available in


due course on the ICGN website at


www.icgn.org.
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BIS Consultation on the Future of Narrative Reporting 


Response by the Institute of Environmental Management and Assessment1 


 


Introduction 


1. The Institute of Environmental Management & Assessment (IEMA) is the UK’s leading 
professional body for environment and sustainability practitioners.  IEMA has over 15,000 
members worldwide and represents professionals working in FTSE 100 companies, public 
sector organisations, SMEs, consultants and higher education.  An independent, not for 
profit organisation funded by members, our aim is to promote the goal of sustainable 
development by improved environmental practice and performance.   


2. In pursuing our aim, IEMA actively supports the development of knowledge, understanding 
and capability such that people can make an active contribution to ensuring that 
environmental issues are properly integrated into decision making and can help to deliver a 
low carbon and resource efficient economy.  IEMA members largely work on a broad range 
of multi‐disciplinary environmental issues, including climate change mitigation and 
adaptation, resource efficiency and compliance management. 


 
Overview 


3. IEMA welcomes the Government’s unequivocal commitment, set out in the Coalition 
Agreement: 


“We will reinstate an Operating and Financial Review to ensure that directors’ social and 
environmental duties have to be covered in company reporting, and investigate further ways 
of improving corporate accountability and transparency2.” 


4. Corporate accountability requires directors to take responsibility for their company’s 
performance, including environmental performance, and to be transparent in the way that 
they evaluate risk.  Good quality reporting and disclosure is critical to enabling this to 
happen.  Unfortunately, too few companies report on their environmental performance in a 
way that shareholders can evaluate the long term success of the business and related 
director performance.  In addition, the failure to be transparent about environmental 
performance also means companies are less well able to demonstrate responsibility to 
broader society. 


                                                            
1 Institute of Environmental Management and Assessment (IEMA), St Nicholas House, 70 Newport, Lincoln LN1 
3DP Tel: 01522 540069    www.iema.net 


2 HM Government (May 2010) The Coalition: Our Programme for Government 







2 


 


5. IEMA believes that mandatory environmental reporting has key benefits. 


i. Annual reporting would stimulate companies to improve on their environmental 
performance and unlock business benefits that they otherwise wouldn’t recognise 
or act on; 


ii. Reporting on the long‐term environmental risks and opportunities to the company 
provides the basis for shareholders to hold directors to account for the long‐term 
success of the company. 


6. Mandatory environmental reporting provides a basis for companies being accountable for 
environmental issues that are material for society and other stakeholder groups, beyond the 
narrower interests of a company’s members.  This is an important issue to consider in terms 
of company reporting. 


7. The results of a recent survey3 of 1674 environment and sustainability professionals within 
IEMA’s membership shows the value of reporting.  Professionals are clear about the benefits 
to business: 


“GHG reporting is viewed by IEMA members as an important enabling tool that helps to 
build, embed and sustain a strategic organisational approach to carbon and GHG 
management. Reporting is identified as having a significant role to play in overcoming 
barriers, including building commitment and support from the board and senior 
management, unlocking funds and securing investments in low carbon measures and 
initiatives, and securing the engagement of suppliers.” 


8. It is for these reasons that over 80% of IEMA members support reporting on greenhouse gas 
emissions being a mandatory requirement on companies, as it will make an active 
contribution to accelerating the transition to a low carbon economy in a way that adds value 
to business. 


9. The graph below, taken from IEMA’s report, demonstrates that companies that report on 
their GHG emissions performance have greater ambition and are more likely to seek to make 
transformational change to their organisation, compared with those who don’t report or 
only use GHG management information internally.  This is important because those 
organisations that are facing up to the challenge of the transition to a low carbon economy 
are more likely to be able to adapt their business to minimise risk and maximise opportunity.   


                                                            
3 IEMA Special Report GHG Management and Reporting, October 2010 www.iema.net/ghgreport   
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Value of narrative reporting  
 
Question 1 ‐ Are company directors providing useful and relevant information on the 
company’s:  


a. forward‐looking strategy and  


b. principal risks and uncertainties?  


10. Government has highlighted that “climate change is one of the gravest threats we face, and 
that urgent action at home and abroad is required4”.  Government has also committed to a 
long term target of 80% reduction in greenhouse gas emissions (GHG) by 2050, against a 
1990 baseline – with interim targets established to ensure that the UK remains on course.   


11. The move to a low carbon economy and resource efficient economy will require all 
companies to change the way that they do business in a carbon‐constrained world.  The 
changes required will go far beyond the energy sector; no part of the economy will be 
isolated from the changes.  Transformation of the economy will present businesses with 
risks and opportunities: risks from not adapting business models quickly enough; 
opportunities for new products and services.  


                                                            
4 HM Government (May 2010) The Coalition: Our Programme for Government 
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12. Too few companies are considering the long term changes required to operate in a carbon 
constrained world.  There is a real risk that decisions taken today, without proper 
consideration of a future low carbon economy,  will fail to safeguard the long‐term success 
and competitiveness of companies.  


13. In addition, the inevitable changes to the climate that will occur even if the ambitious GHG 
reduction targets are met, are not being considered or embedded in corporate risk 
management. 


14. Research5 into reporting under the Companies Act 2006, carried out on behalf of the CORE 
coalition, provides evidence that there are gaps and omissions in company reporting on 
environmental risks and uncertainties.  The report concluded that: 


“It may reasonably be expected that companies’ CO2 production and their susceptibility to 
climate change would be widely considered and reported constituting a ‘principal risk and 
uncertainty facing companies’ (Section 417 (3) (b)). While this was the single best‐reported 
issue other than economic performance, detailed quantitative information was provided by 
only 48% of companies. In general it was surprising to find that there were almost no 
analyses of the sensitivity of the company to climate change or the consequences of 
adaptation.” 


“There was also little correlation between the issues reported and the risk to the shareholder, 
as shown by the relative absence of reporting of climate change risks to the company.” 


Climate Change Reporting 


15. IEMA believes that there are three key areas in relation to climate change that company 
directors should be reporting on: 


i. Annual reporting of GHG emissions in line with an agreed reporting standard.  
Evidence from IEMA’s survey shows that the Defra/ DECC guide has rapidly been 
adopted and this should form the basis of the reporting standard. 


ii. Reporting of risks and business implications from the transition to a low carbon 
economy.  Directors should be reporting on how their business is managing risks and 
maximising opportunities, set against a national context of the 80% GHG emissions 
reduction by 2050.  


iii. Reporting on the risks from a changing climate, based on appropriate climate 
projections (e.g. UK 2009 climate projections). 


16. The above points focus on climate change related reporting.  These are highlighted partly 
because climate change is such a serious threat, but also because this has emerged as an 
area where companies are gaining reporting experience.  However, companies should also 


                                                            
5 CORE Coalition (2010) “The Reporting of Non‐Financial Information in Annual Reports by the FTSE100” 
prepared by Professor Adrian Henriques, Middlesex University. 
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be reporting on other environmental issues, including potential resource constraints that 
might limit their future prosperity. 


 
Question 2 ‐ What are the constraints on companies providing information on these 
issues?  


17. For the vast majority of companies, environment, GHG emissions and the associated energy 
use are not a material cost issue to the business – other costs such as staff are significantly 
higher.  The result is that environmental performance and GHG emissions are not issues that 
reach board level; as a consequence, they don’t get reported to shareholders. 


18. There is also a general lack of awareness of the strategic implications to companies of the 
transition to a low carbon and resource efficient economy, which means that the longer 
term perspective is often ignored.   


19. Although climate change is a significant and material issue for broader society, this doesn’t 
necessarily translate into being a material issue for a company’s shareholders.  This raises 
issues about accountability to society vs accountability to shareholders…at present the 
Companies Act focuses director duties on the long terms success for the benefit of 
shareholders. 


 
Question 4 ‐ Does the information help shareholders to press directors on key issues 
relating to strategy and risk, or inform their business decisions?  


20. Based on the above points, IEMA doesn’t believe that sufficient information is provided by 
directors to enable shareholders to challenge them on key risks and strategic direction with 
regard to environment and business performance. 


 
Question 7 ‐ Is there scope to reduce or simplify the requirements on which companies 
report?  


21. IEMA’s research on GHG management and reporting6 shows a wide range of GHG reporting 
standards and protocols are used to support companies’ carbon footprint and reporting 
activity.  IEMA members identified a need for aligned standards and for improved clarity and 
consistency in approach.   


22. The 2009 Defra/DECC “Guidance on how to measure and report your greenhouse gas 
emissions” has become widely used by practitioners and provides a basis for future 
mandatory GHG reporting. 


 


                                                            
6 IEMA Special Report GHG Management and Reporting, October 2010 www.iema.net/ghgreport 
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Business Review  


Question  9‐ Looking at an Operating & Financial Review and the existing business review 
(see Annex D), do you see value in reinstating elements of an OFR and if so what would 
they be? In particular, would a statutory reporting standard help to improve the quality of 
reporting?  


23. IEMA members strongly support the introduction of a statutory reporting standard for GHG 
emissions as this will bring clarity and consistency to reports and also, importantly, help to 
stimulate internal GHG emissions reduction. 


24. An issue regarding the re‐introduction of elements of the OFR relates to the competence of 
auditors to assure any statements about company environmental performance and the 
management of risk, the relative costs of such assurance, and the extent to which this would 
make companies less likely to provide comprehensive disclosure information.  


 


Question  11 ‐ Would more guidance be helpful? If so, what form should this take? For 
example: best practice example, sample Key Performance Indicators, etc?  


25. IEMA believes that additional guidance would be useful.  Most available guidance is focussed 
on GHG emissions performance reporting; however, there is insufficient information 
available to support reporting on long term environmental risks and opportunities, and the 
potential strategic implications to companies from the UK’s transition to a low carbon 
economy and an 80% reduction in GHG emissions by 2050.  IEMA would welcome the 
opportunity to work with BIS to develop appropriate guidance. 


 
Question 13 ‐ Are there non‐regulatory solutions to increasing quality through better 
guidance or publicising excellence in business reports? If so, what?  


26. IEMA does not believe that non‐regulatory solutions will provide sufficient stimulus for 
companies to report on their ongoing environmental performance, nor on the long‐term 
environmental or business risks.  The current provisions in the Companies Act regarding the 
Business Review, with the ambiguity around what is required to be reported (i.e. the caveat 
“to the extent necessary”), means that reporting is inconsistent, often lacking key 
information on which shareholders can make informed decisions, and fails to demonstrate 
that companies are taking their environmental responsibilities seriously. 


Potential Costs  


Question  15 ‐ If you can provide any information on costs associated either with the 
existing narrative reporting requirements e.g. preparing your business review or your 
views on potential costs and benefits in relation to any of the ideas in this consultation, 
please give details. 
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27. As part of IEMA’s work on GHG management and reporting, data was collected on the costs 
of reporting (as being distinct from issues and costs around GHG emissions management).  
When directly asked, practitioners were very clear about their ability to estimate costs.  77% 
stated they could not be confident enough to estimate reporting cost with a reasonable level 
of accuracy (i.e. to within £5,000). 


28. However, as a consequence of asking the above question, we have a high degree of 
confidence in the (albeit limited i.e. 50 respondents) data on reporting costs. Within that 
data we asked a sub question to ascertain the overall GHG management cost.  A majority 
(over 70%) have costs for GHG reporting (not wider GHG management) of below £10K.  We 
believe that the relatively low cost of reporting represents good value to shareholders. 








 


                 


 


20 Fashion Street 
London E1 6PX 
18th October 2010 


 
 
 
 
 
 
 
Dear Minister 
 
Thank you for your invitation for views on the current UK narrative reporting framework.  
 
Investis is the UK's leading provider of corporate website services to listed companies. We work with more than a third of 
the FTSE350 and manage the corporate websites of some 200 companies, which gives us a unique perspective on how 
people are accessing information and what information they access.  
 
We agree with the Government that the regulatory framework for communications by public companies is due an 
overhaul. However our perspective is that by focusing narrowly on narrative reporting within the context of the annual 
report, you are ignoring the revolution that has taken place in the past ten years in the shift from print to the web as the 
primary source of information for stakeholders. 
 
 This shift is not simply a matter of where stakeholders go to find information. It has also changed fundamentally the way 
in which we consume information – online newspapers for example are not electronic facsimiles of the print editions, 
their rise has brought changes to the very nature of what a newspaper ‘is’ and the immediacy and reach that the internet 
offers has turned the print‐first model on its head so that the web edition now leads. We now demand a mode of 
communications that is more interactive, immediate and responsive.   
 
While corporate reporting is different in kind, there is no question that the role of the annual report has been changed by 
the same forces and we would urge you to look at a broader approach to reform which takes this into account. The first 
thing to address is that no regulatory body in the UK actually requires a listed company to have a website. It is a strange 
quirk that having a website is a requirement of the regulatory regime governing the Alternative Investment Market (AIM) 
under Rule 26, while the Main Market with all its attendant regulation has no such requirement. We believe that the 
requirement to maintain a corporate website with some minimum disclosure standards is an essential pre‐requisite to 
ensuring that future legislative and regulatory reviews can take account of the changing nature of the communications 
landscape. 
 
Our response is focused on questions 6‐9, which do provide scope to address the problems of narrative reporting not at 
the level of the information that is disclosed, but the means of disclosure. 
 
Question 6: What other sources of company information do you use and how valuable are they (e.g. information 
provided on the website, analysts’ briefings, dialogue with the company, corporate social responsibility report)? 
 
We would like to back up our comment about the importance of the corporate website as an information source.  We 
would draw attention to a survey commissioned by the EC last year looking into the impact of the Transparency Directive 
that was published in December 2009. The slide below shows that websites are clearly the preferred resource for financial 
stakeholders. While the annual report remains an important document it is only part of the mix and any regulation should 
take this into account. 


     







 


                 


 


 
While the annual report should provide an account of both the financial affairs and the broader responsibilities of 
companies, it remains in essence a document for shareholders. If the Government wants to achieve its stated aim of 
“coherence” in reporting, including environmental and social issues, it should focus some of its attention more broadly 
and more explicitly on the corporate website, which is the one place where all stakeholders come and should expect to 
find a coherent account of a company’s activities and performance in the context of its broader responsibilities. 
 
Question 7: Is there scope to reduce or simplify the requirements on which companies report? 
 
The regulatory requirements for corporate reporting seem to be in a state of constant flux. We know from our 
conversations with our clients how frustrating this is and that most companies believe that it is counter‐productive to the 
aim of creating better communications. Changes to regulation always seem to make reports longer and the acceleration 
that has been seen in the last 10 years is particularly striking. One of our clients, the FTSE100 financial services company 
Prudential, has put every annual report since its inception on its website. The chart below shows the growth in the annual 
report page count, separating the narrative ‘front end’ from the financial statements at the ‘back end’.  
 


     







 


                 


 


 
We do believe the Government should simplify the reporting requirements and reduce the quantity of reporting. This 
might best be achieved by exploring the suggestion made in paragraph 30 of the consultation, to limit narrative reporting 
to a summary of the strategic issues with supporting information presented separately. To do this the regulations may 
need to become much more prescriptive and granular about what a company should report, a move in the direction of 
form‐based reporting (cf. the annual 10‐K document required by the SEC for US listed companies) which might raise the 
quality of average reporting, but could also lower the standard of the best. Nevertheless we believe that this should be 
explored further. 
 
Question 9: Looking at an Operating & Financial Review and the existing business review (see Annex D), do you see 
value in reinstating elements of an OFR and if so what would they be? In particular, would a statutory reporting 
standard help to improve the quality of reporting? 
 
We do not believe that there is merit in reinstating elements of an OFR. The UK has opted for a principles‐based 
accounting system and regulatory regime and there is little evidence to suggest that tinkering with the requirements of 
narrative reporting within this framework does much to improve the quality of the reporting.  
 
We believe that the annual report should remain the key document of record for a company’s financial performance each 
year, but that a static, retrospective document plays only a minor role in the ongoing dialogue with the market. Regulatory 
disclosures on ad hoc developments and ongoing periodic reporting are the lifeblood of the market. The professional 
investment community have access to one‐to‐one or group meetings, analyst days, site visits and the like. For other 
people the corporate website is the key information source and the mechanism by which companies fulfil their obligations 
to provide equal treatment of all shareholders. 
 
 


     







 


                 


     


 


We would urge this Government to cast its net widely in considering the regulatory framework and the range of 
communications mechanisms available to companies in reaching their stakeholders. Focusing on the narrative content of 
the annual report seems to be a dangerously narrow approach to take.  
 
Yours sincerely, 
 
 
 
 
 
Alexander Loehnis 
 
Director, Investis Ltd 








 


Jane Leavens 
Corporate Law and Governance Directorate 
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
19 October 2010 
 
 
The Future of Narrative Reporting – A Consultation 
 
The Department for Business, Innovation and Skills is currently undertaking a consultation on the 
Future of Narrative Reporting. In the foreword to the consultation, the Minister for Employment 
Relations, Consumer and Postal Affairs lists three key objectives for the consultation: to drive up the 
quality of corporate reporting, particularly on social and environmental issues, empower shareholders 
to act as effective owners of the companies they invest in, and achieve coherence without increasing 
the regulatory burden on companies. The foreword goes onto to confirm that the reinstatement of a 
mandatory Operating and Financial Review is central to achieving these aims. 
 
However, the question of whether further legislation is required to improve the quality of companies’ 
disclosure, and whether the reinstatement of the Operating and Financial Review is the right way to 
achieve this, needs to be seen in light of three key issues currently surrounding UK corporate 
reporting. 
 
1.  The environment in which corporate reporting takes place has changed significantly since 
the last round of legislation covering narrative reporting 
 
The Companies Act 2006 introduced changes to the way in which companies publish and distribute 
their annual reports, paving the way for a rapid increase in online corporate reporting. Companies now 
make the annual report available on their website alongside other corporate information that is subject 
to different regulations, or in many instances not regulated at all. This has started to significantly alter 
the status of the annual report. Whereas it was once the preeminent source of information about 
corporate performance, its usefulness is now diminishing. For example, when the annual report is 
published on the company’s website, the Directors’ Remuneration Report is the only substantial piece 
of information that has not already been published on that site. All new regulations covering the 
content of the annual report need to take this change into account.   
 
2.   Concerns have been expressed that UK narrative reports currently contain too much 
‘immaterial clutter.’  
 
The Accounting Standards Board (ASB) periodically reviews the standard of narrative disclosure by 
UK companies. In 2009 a report was published, entitled ‘Rising to the challenge – a review of narrative 
reporting’, in which the ASB expressed concerns about narrative reporting in two broad areas:  the 
extent to which companies were effectively complying with existing regulatory guidance, and the 
extent to which annual reports were becoming difficult to use due to the inclusion of ‘immaterial 
clutter’. In the review, the UK’s principal regulatory body for corporate reporting largely declared 


 







 


 


 


 


companies’ compliance with existing regulation to be work in progress. It is difficult to see how the 
imposition of further regulation can improve this situation. 
 
3.  The greatest block to effective narrative disclosure comes from the development of a 
compliance-only mindset in companies 
 
More legislation does not equal better disclosure. The more legal requirements are placed on 
companies, the more they take a legal mindset when considering how to comply. Increasing the 
regulatory burden on companies’ narrative reporting, particularly in terms of their social and 
environmental obligations, will only exacerbate the tendency for companies to restrict their disclosure 
only to what is required of them.   
 
The desire to hold companies to account for their obligations towards society and the environment is 
legitimate, as is the expectation that corporate disclosure concerning non-financial matters should be 
of equal interest to shareholders and other parties. 
 
But in a rapidly changing environment for corporate reporting, it would be a missed opportunity if 
regulators continued to see the annual report as the most effective vehicle for communicating these 
activities, for these reasons:  as audiences increasingly turn to the website as the primary means of 
accessing key corporate information, so the relative importance of the annual report is diminishing; as 
the quality and accessibility of information found outside the annual report increases, so the growing 
complexity and size of company reports makes it harder for users to easily extract useful and relevant 
information from it, and; as the regulatory burden on the annual report continues to grow, so 
companies are resorting to a narrow, legalistic approach to disclosure, designed more to protect the 
company from potential legal action than communicate meaningfully with shareholders. 
 
We do not believe that incremental regulation will have a positive impact on the quality of narrative 
reporting by UK companies. Instead, regulators should take this opportunity to address the relevance 
and applicability of all corporate reporting legislation, in light of the rapid and significant changes to 
corporate disclosure brought about by the Internet.   
 
Finally, we do welcome the desire to explore non-regulatory options for improvement. However, we 
recommend  that the many ways in which best practice reporting is already encouraged and promoted 
– through guidance, research, rankings and multiple award programmes – are taken fully into account 
before further activity is countenanced.    
 
Yours sincerely 


 


James Brock 
Executive Director 
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19 October 2010 
 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills  
1 Victoria Street  
London SW1H 0ET  
 
Narrativereporting@bis.gsi.gov.uk 
 
Dear Ms Leavens 
 
The Future of Narrative Reporting 
  
IMA represents the asset management industry operating in the UK.  Our members include 
independent fund managers, the investment arms of retail banks, life insurers and 
investment banks, and the managers of occupational pension schemes. They are 
responsible for the management of £3.4 trillion of assets, which are invested on behalf of 
clients globally. These include authorised investment funds, institutional funds (e.g. 
pensions and life funds), private client accounts and a wide range of pooled investment 
vehicles. In particular, the Annual IMA Asset Management Survey shows that in 2009 IMA 
members managed holdings amounting to 40% of the domestic equity market. 
 
In managing assets for both retail and institutional investors, IMA members are major 
investors in companies whose securities are traded on regulated markets.  Therefore, we 
have an interest in the standards governing how such companies prepare their accounts as 
users of the information.  Thus we welcome the Department for Business Innovation & 
Skills (BIS) undertaking this consultation and giving us the opportunity to comment.    
 
Reporting has become increasingly complex and the Business Review, in reporting both 
financial and non-financial information, has a vital role to play in helping shareholders 
understand a company and its forward strategies.  The audited financial accounts on their 
own do not provide adequate qualitative and forward-looking information to enable 
shareholders to make an informed assessment of a company and a well drafted Business 
Review should explain to them the possible risks to, and issues that will impact, a 
company’s business and how it delivers value.   However, whilst we support the 
Government seeking to drive up the quality and improve the coherence of narrative 
reporting, we do not consider there is a need for further regulation in this area for the 
reasons set out below.   
 


 It is not clear what problem the current consultation is necessarily seeking to 
address.   Although the statutory Operating and Financial Review (OFR) was 
repealed in 2005, it was soon substantially reinstated in the form of the Business 
Review in the Companies Act 2006.  The Accounting Standards Board’s Reporting 
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Standard on the OFR has remained as voluntary guidance and the IASB also has 
proposals for guidance entitled Management Commentary.  In addition, the most 
recent UK Corporate Governance Code, which has replaced the UK’s Combined 
Code, has provisions for boards to report on the company’s business model.  We 
consider this framework is still relatively new and should be given more time to bed 
down before it is reviewed. 


 
 Moreover, the framework has delivered significant improvements in recent years to 


the quality of narrative reports, and more recently the remit of the Financial 
Reporting Review Panel (FRRP) was extended to include these disclosures in its 
review of accounts.  We believe the detail of any narrative reporting is best 
developed by market practitioners and discussed between the preparers and users 
of the information, the shareholders.   Revising disclosure requirements or making 
them more prescriptive could engender a mechanistic, box ticking approach aimed 
at ensuring compliance as opposed to allowing companies to produce meaningful 
reports tailored to their own circumstances.   


 
 The main area where there were differences between the requirements relating to 


the OFR and the Buisness Review was that under the former the auditors of quoted 
companies were required to report both whether the information in the OFR is 
consistent with the audited accounts, and whether there is any information in the 
OFR that is inconsistent with anything that came to their attention during the audit.  
The Companies Act 2006 only required auditors to state whether in their opinion the 
information in the directors’ report is consistent with the audited accounts.  The 
current consultation is silent on this matter and investors views are divided in that 
some would welcome additional audit assurance in that it could enhance the 
reliability of the information whereas others fear that requiring narrative reporting to 
be audited could result in boilerplate reporting and dumb down the information 
disclosed. 


 
 Investors would, however, welcome a more cohesive approach to corporate 


reporting in that for example, strategies and risk management practices can be 
disclosed in the Chief Executive’s statement, the financial review, the Directors’ 
Report and the notes to the financial statements.  In addition, the recent UK 
Corporate Governance Code, which has replaced the UK’s Combined Code, has 
provisions for boards to report on the company’s business model.   In the front of 
the accounts some of the disclosures are ‘audited’ and it is left to the reader to 
ascertain where the audited disclosures end and the unaudited begin in pages of 
narrative 


 
 
I set out in the attached our comments on the detailed questions raised. Please contact me 
if you would like clarification on any of the points in this letter or the attached, or if you 
would like to discuss any issues further. 
 
Yours sincerely  


 


Liz Murrall 
Director, Corporate Governance and Reporting  
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IMA’s responses to the questions raised are outlined below. 
 
1  Are company directors providing useful and relevant information on the 


company’s:  
i) forward-looking strategy? and  
ii) principal risks and uncertainties?  


 
Within the current reporting framework, there have been significant improvements in recent 
years to the quality of narrative reports, and more recently the remit of the Financial 
Reporting Review Panel (FRRP) was extended to include these disclosures in its review of 
company accounts.  We believe the detail of any narrative reporting is best developed by 
market practitioners and discussed between the preparers and users of the information, the 
shareholders.   Revising disclosure requirements or making them more prescriptive could 
engender a mechanistic, box ticking approach aimed at ensuring compliance as opposed to 
allowing companies to produce meaningful reports tailored to their own circumstances.  The 
existing framework is still relatively new and should be given more time to bed down. 
 
2.  What are the constraints on companies providing information on these 


issues? 
 
One of the key constraints on companies providing useful information on these issues is 
that the disclosures are often in different sections of the annual report. For example, 
strategies and risk management practices can be disclosed in the Chief Executive’s 
statement, the financial review, the Directors’ Report and the notes to the financial 
statements.  In addition, the recent UK Corporate Governance Code, which has replaced the 
UK’s Combined Code, has provisions for boards to report on the company’s business model.   
In the front of the document some of the disclosures are ‘audited’ and it is left to the reader 
to ascertain where the audited disclosures end and the unaudited begin in pages of 
narrative.   A more cohesive approach to reporting and clarity as regards the matters that 
are subject to audit assurance would help. 
 
3.  Does the information provided reflect the issues discussed by the directors in 


board meetings? 
 
We are not aware of the detail of the discussion in board meetings and are unable to 
comment on this aspect.  We consider narrative reporting should reflect the director’s 
assessment of the strategy of the business and the main risks to that strategy.   This does 
not necessarily follow the agenda at board meetings. 
 
4.  Does the information help shareholders to press directors on key issues 


relating to strategy and risk, or inform their business decisions? 
 
Investors do not necessarily use accounts to make decisions on buying, selling or holding 
shares or to press directors on key issues in that they are more likely to use preliminary 
announcements, external analysis, information from their dialogue with companies, market 
prices, perceived outlook, etc when doing so.  Accounts are prepared primarily for investors, 
the holders of ordinary shares, as the providers of the risk capital and bearers of residual 
risk, but they are essentially a confirmatory document published some time after the events 
to which they relate.  Thus they facilitate investors’ assessment of management’s 
stewardship of the resources under its control, and the accountability of directors for their 


.
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past actions.  They are vital for the operation of the markets in that markets need to have 
confidence in the information reported, especially in the current economic climate.   
 
5.  If a company does not provide sufficient or material information to you, do 


you challenge it? Is there anything which could help you to do so? 
 
The main requirements for companies to provide “material information” to the markets are 
enshrined in the listing rules in that listed companies have an obligation to report to the 
market “information that is likely to have a significant effect on the [share] price”.   
Undoubtedly, investors have a role in encouraging better reporting in the accounts and may 
challenge disclosures if they do not consider them sufficient but they are not consulted on 
their preparation in that, as noted above, the accounts are published some time after the 
events to which they relate and are a confirmatory document that facilitate an assessment 
of management’s stewardship of the resources under its control, and the accountability of 
directors for their past actions. 
 
6.  What other sources of company information do you use and how valuable are 


they (e.g. information provided on the website, analysts’ briefings, dialogue 
with the company, corporate social responsibility report)? 


 
As noted under question 4, investors use a variety of sources of information in making their 
investment decisions, including websites, analysts’ briefings, market prices and dialogue 
with the company. 
 
7.   Is there scope to reduce or simplify the requirements on which companies 


report? 
 
IMA supports such requirements being maintained as high level principles and that the 
existing framework, which is still relatively new, should be given more time to bed down 
before requirements are reviewed. 
 
8.   Is there scope to arrange the information in a more useful way? 
 
See answer to question 2. 
 
Business Review  
 
9.  Looking at an Operating & Financial Review and the existing business review 


(see Annex D), do you see value in reinstating elements of an OFR and if so 
what would they be? In particular, would a statutory reporting standard 
help to improve the quality of reporting? 


 
Although the statutory Operating and Financial Review (OFR) was repealed in 2005, it was 
soon substantially reinstated in the form of the Business Review in the Companies Act 2006.  
The Accounting Standards Board’s Reporting Standard on the OFR has remained as 
voluntary guidance and the IASB also has proposals for guidance entitled Management 
Commentary.  We consider these should remain as guidance and provide a basic framework 
for directors to apply flexibly in structuring their Business Review to meet the particular 
circumstances of the business.  This flexibility is important to avoid mechanical reporting 
and narrative that comprises a series of bland standard phrases and caveats as opposed to 
useful forward-looking information that reflect the unique nature of the business.    
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The main area where there were differences between the requirements relating to the OFR 
and the Buisness Review was that under the former the auditors of quoted companies were 
required to report both whether the information in the OFR is consistent with the audited 
accounts, and whether there is any information in the OFR that is inconsistent with anything 
that came to their attention during the audit.  The Companies Act 2006 only required 
auditors to state whether in their opinion the information in the directors’ report is 
consistent with the audited accounts.  The current consultation is silent on this matter and 
investors views are divided in that some would welcome additional audit assurance in that it 
could enhance the reliability of the information whereas others fear that requiring narrative 
reporting to be audited could result in boilerplate reporting and dumb down the information 
disclosed. 
 
10.  The business review provisions require quoted companies to report, to the 


extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business  
 information on environmental matters  
 information on employees  
 information on social and community matters  
 persons with whom the company has essential contractual and other 


relationships  
  


i) Is this information useful to you? How do you use it?  
 
This information is useful in that reporting has become increasingly complex and the 
Business Review, in reporting both financial and non-financial information, has a vital role to 
play in helping investors understand a company and its forward strategies.  The audited 
financial accounts on their own do not provide adequate qualitative and forward-looking 
information to enable shareholders make an informed assessment of a company and a well 
drafted Business Review, in accordance with the above requirements, should explain to 
them the possible risks to, and issues that will impact, a company’s business and how it will 
deliver value.   
 


ii) Could disclosure be improved? If so, how?  
 


There have been significant improvements in recent years to the quality of narrative reports 
and as the existing framework is still relatively new, we consider it should be given time to 
bed down before requirements in this area are reviewed. 
 
 iii) Are there key issues which are missing? If so, please explain?  


 
We do not believe there are any key issues that are missing. 
 
11.  Would more guidance be helpful? If so, what form should this take? For 


example: best practice example, sample Key Performance Indicators, etc? 
 
No. Please see answer to question 9. 
 
12. Should there be a shareholder’s advisory vote on the Business Review? 
 
Shareholders already have a vote on the annual report and accounts, and we do not see 
any added benefit in a future advisory vote on the Buisness Review in that: 







ANNEX 
IMA’S COMMENTS ON THE DETAILED QUESTIONS RAISED  


 
 it is not clear what an advisory vote against the Review would mean in practice; 
 a vote would not necessarily improve the quality of reporting - indeed it could 


potentially encourage more boilerplate reporting which would be a retrograde step; 
and 


 we question what such a measure would achieve in that investors already engage 
with companies and do not necessarily have to vote on a matter before they do so. 


 
In addition, the recent review of the UK’s Corporate Governance Code has already 
lengthened proceedings at AGMs in that it recommends that each director of a FTSE 350 
company should stand for re-election each year providing a means to hold each individual 
director, and the board collectively, to account at each AGM. 
 
13. Are there non-regulatory solutions to increasing quality through better 


guidance or publicising excellence in business reports? If so, what? 
 
As noted in question 9, we do not see any value in upgrading existing guidance in that the 
existing framework, which is still relatively new, should be given time to bed down before it 
is reviewed.    However, measures that publicise excellence in business reports are welcome 
in that they encourage best practice to develop and there may be merit in such measures 
being used to highlight reports that fall short of what is needed and which should improve. 
 
Directors’ Remuneration Report  
 
14. Do the current disclosure requirements provide clear and usable information 


about:  
  


 the total remuneration paid to directors, and how this is made up;  
 the performance criteria for payments to directors, and how these relate 


to the company’s strategic objectives;  
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance;  
 the process by which directors’ remuneration is decided?  
 
If not, please explain including any views on how this might be improved 


 
Current requirements ensure there are full and comprehensive disclosures, albeit that the 
complexity of many remuneration schemes results in complex and lengthy disclosures.    We 
consider it would be helpful if requirements in this area were reviewed to simplify them and 
consideration given to the possibility of disclosing some of the information on a company’s 
website. 
 
15.  If you can provide any information on costs associated either with the 


existing narrative reporting requirements eg preparing your business review 
or your views on potential costs and benefits in relation to any of the ideas 
in this consultation, please give details 


 
This question is outside IMA’s remit. 
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Foreword 
 
The UK Commission for Employment and Skills is pleased to present this submission on the 
Future of Narrative Reporting Consultation, as to how the reporting on non-financial 
information could bring valuable additional transparency to the public arena. We are 
responding, in particular, to emphasise the importance of the human capital or “people” 
dimension as a vital source of non-financial information and to offer our support in providing 
guidance on how its coverage in the narrative reporting framework can be strengthened in 
future.  
 
Our recommendations are that Government: 


1. Recognises the importance of skill development to business success and includes 
human capital reporting in its development of narrative reporting 


2. Mandates businesses as a minimum to report on skill development within its 
Business Review. We hesitate to mandate that businesses should include certain 
information in their Business Review (because of the danger of undermining the Directors' 
responsibility to determine key factors), but this issue is of such vital importance to the 
competitive position of both individual firms and the economy as a whole that we think serious 
consideration should be given to making it a mandatory reporting item 


3. Works with business to develop appropriate measures of skill development 


We also recommend further development of existing tools that encourage private investment 
in skills development and the adoption of High Performance Working (HPW), such as the 
Investors in People (IiP) standard and integrate/align them to any changes in narrative 
reporting standards.   


In this submission, we make the case for this change in the narrative reporting framework 
not only because human capital is essential to the success of individual businesses but, 
also, because it supports wider policy developments taking shape. These developments are 
aimed at creating the right conditions to stimulate businesses to invest in and utilise their 
human capital to its full potential.  This in turn seeks to support the development of a more 
internationally competitive skills base for the UK as a whole. In particular, as Government 
articulates its aspirations for the development of a modern workplace it is recognising the 
important role human capital plays in improving business performance.  


At its core this is about behavioural change. Based on the UK Commission’s research 
evidence we see narrative reporting as one of the tools that can help to support this 
behavioural shift, achieving a far-reaching step change in how businesses perceive their 
people and their skills. This needs to be explicit, transparent and a core part of managing the 
business. Human capital reporting serves to do this: by facilitating the gathering and 
processing of more explicit information about human capital within business, helping 
businesses to make more optimal investment decisions which will impact on current and 
potential staff, customers, and organisational performance and by raising the profile of 
the value of human capital, and what they have to offer, as a more tangible asset, providing 
the means to more effectively turn “potential” business performance into “actual” 
performance with benefits not only for the business but also to the wider investor 
community. 


Jeremy Anderson 
Commissioner 
UK Commission for Employment and Skills 


October 2010 
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1. Introduction  
 
The UK Commission for Employment and Skills advises Government on the policies, 
strategies, and measures that we need as a country to achieve our World Class Ambition of 
being one of the top eight countries in the world for skills, jobs and productivity. Established 
in 2008, we strengthen the employer voice and provide greater employer influence over the 
UK's employment and skills systems by bringing employer leadership through our 
Commissioners. Fundamentally then, this is about developing policy to support economic 
growth through skills and jobs.   
 
In monitoring UK progress to the skills, jobs and productivity ambition, we have published 
two annual reports, most recently Ambition 2020: 2010 edition. We have also published 
advice on ensuring the UK has the skills it needs and are currently working with officials in 
BIS on the development of the forthcoming Skills Strategy and Comprehensive Spending 
Review. This builds on earlier work. What has become apparent through our research in this 
area to date is that there are many aspects of public policy which impact on skills levels in 
the UK, not just the skills and employment systems.  Consideration also needs to be given to 
the effects of economic development, spatial and industrial policy, for example, as well as 
business enterprise.  
 
The policy framework we present in Ambition 2020 demonstrates the range of factors at play 
influencing current skill levels and affecting skills supply and demand and a basis to consider 
how such factors interrelate. Our work highlights therefore the need for a more holistic 
approach to skills development that includes supporting employers more broadly in the way 
they manage their businesses including influencing their decisions on wider business 
investment as well as workforce development. Narrative reporting has a key role here. 
 
We set out our advice as follows: 
 
2. The prize: Why improved human capital reporting matters to government  
3. The prize: Why improved human capital reporting matters to business 
4. Building on current narrative reporting practice  
5. Conclusions, Recommendations and our offer 


 
 


2. The prize to the economy: Why improved human capital 
reporting matters to government? 


The Government seeks to enhance the international competitiveness and prosperity of the 
UK. The value of the economy is based on how many people are working (the employment 
rate), the jobs they do (a balanced economy), and the value of what they produce whilst they 
are at work (productivity). Skills are essential for all three and are a key determinate of a 
nation’s economic competitive advantage, as articulated by Adam Smith (1776) when 
describing the balance between supply and demand:   


The balance between supply and demand is regulated “first, by the skill, dexterity, 
and judgment with which its labour is generally applied; and, secondly, by the 
proportion between the number of those who are employed in useful labour, and that 
of those who are not so employed.  


[An Inquiry into the Nature and Causes of the Wealth of Nations 1776] 
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Our recent benchmarking research showed that the UK is currently the 6th largest economy 
in the world and the 4th largest in the OECD. However, this world class position is not 
reflected in employment and productivity rates. The UK only ranks 10th and 11th respectively. 
When it comes to skills, despite significant progress in recent years, the UK is ranked 19th for 
low skills, 21st for intermediate skills and 12th for high skills against OECD competitor nations 
with little anticipated improvement to 2020. Further action is required to ensure Performance 
can be truly world class. 


The Government acknowledges the value of skills to businesses and the UK economy as a 
whole and the importance of the skills agenda has been reflected in a number of speeches 
and statements, for example: ‘(...) Skills delivered in the workplace are essential for 
economic growth and personal progression’.1 
 
Given the importance of skills to economic growth, this highlights the importance of taking 
action at a micro level to support the effective development and use of human capital in the 
workplace – narrative reporting on human capital provides one tool to encourage such 
action.  
 
 


3. The prize to business: Why improved human capital related 
narrative reporting matters to business  


We have published a comprehensive assessment of the value of human capital and skills - 
we summarise here the value to business, which is the key focus for developments in 
narrative reporting: 
 


 Businesses which do not train their staff are twice as likely to fail as those that do.  


 Benefits associated with a higher skilled workforce include: increased employee 
satisfaction, exploitation of new opportunities, lower rates of absence and staff 
turnover, better returns, improved productivity, and higher added value product 
strategies.  


 Higher skill levels increase a firm’s confidence in their employees’ ability to adapt, so 
encouraging greater investment and innovation.  


Our research has identified High Performance Working (HPW) as a means for businesses 
to move into this modern workplace sphere and to realise these benefits. HPW is essentially 
a holistic approach to managing a business which encourages on-going business 
development to enable businesses to: continually seek competitive advantage move up the 
value chain, reorganise their working practices, raise skills demand and invest in their staff. 
By doing so, employers can improve the use of skills in their workplaces and thus overall 
organisational performance. 2 However, at the moment only a small number of UK 
businesses have moved to this modern workplace approach and adopted High Performance 
Working Practices (HPW).  Narrative reporting is one tool that can help to extend take up 
and a realisation of wider benefits. 3  


                                                 
1 John Hayes, speech to ALP (14 July): http://www.bis.gov.uk/news/speeches/john-hayes-assoc-learning-
providers 
2 See High Performance Working: A Policy Review, Evidence Report 18, UKCES, May 2010 
http://www.ukces.org.uk/upload/pdf/High%20Performance%20Working%20-%20Main%20Report_1.pdf 
and High Performance Working: A Synthesis of Key Literature, Evidence Report 4, August 2009 
http://www.ukces.org.uk/upload/pdf/UKCES%20Evidence%20Report%204.pdf 
3 Our recent review identified that the IIP Standard mapped against many of the facets of a high performance 
working organisation and in particular, the new choices approach, launched in 2009, ensures a greater focus on 
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Our analysis builds on earlier work; for example, the Kingsmill Review of 2003 highlighted 
the benefits of human capital reporting issues for businesses at a number of levels: better 
management within the firm, greater investor confidence, improved ability to attract, motivate 
and retain staff, and so on. 4 Thus, improving narrative reporting might benefit a number of 
different groups, which impact on the success of the firm and ultimately, the economy more 
broadly:  
 


 consumers and customers drive the value of businesses through their marketplace 
choices. As well as being attracted to the improved goods and services they could 
expect to receive from firms providing higher value goods and services facilitated 
through investment in their staff, they may also place a greater value on companies 
with reputations for investing in staff as they have for companies with good 
reputations in CSR.  


 
 investors would benefit both from a deeper understanding of the ways in which 


businesses are investing in skills development of the workforce, and, with a raised 
understanding of the value of this training to businesses, would better be able to 
assess the relative value of different firms on a wider range of measures, including 
human capital. Evidence from the US suggests that, over a period of time, firms with 
higher levels of human capital investment are more likely to achieve higher levels of 
success  


 employees and potential employees would benefit from having improved 
information about the potential investment opportunities provided by businesses to 
their staff, and therefore a clearer understanding of how they might be developed 
themselves within different firms;  


 
Thus, benefits to businesses arise through: 


 The process of gathering the information, by tackling information deficiencies within 
business, challenging senior management on current practice and fostering 
discussion about the value of skills to individual firms;  


 If barriers to sub-optimal provision are tackled through the process then business 
could expect to benefit from improved staff motivation, greater survival rates, 
improved productivity and so on; 


 In itself, this may be enough to attract more investors, customers and staff. However, 
the publication of this data could also support this through greater transparency and 
appealing to those clients whose behaviour would (and arguably should) be 
motivated by high skill businesses; 


 Publication will also perhaps lead to greater benchmarking across business, which 
may also influence employer decision making. 


Despite these benefits, our research has found significant variations in levels of investment 
in skills development and training and evidence of sub-optimal employer investment in 
skills. This points to market failure. The barriers to employer investment in skills resulting in 
market failure include: the inability to reliably measure the returns on investment in skills as 
well as imperfect information about the value of investing in skills. Other factors point to 


 
the needs of the business. As a policy tool and business framework, IIP provides a clear potential for 
encouraging take up of high performance working and a set of measures which could be taken up in narrative 
reporting. 
4 Accounting for People 2003, p. 8-9.  
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short-term behaviour in the capital markets, a lack of management skills in identifying skills 
deficiencies and the impact they can have on business performance, as well as the fact that 
current accounting practice treats spending on skills development as a cost and not as an 
investment. At this time of constraint on public expenditure, we need to consider responses 
to market failure which are not as costly to the public purse as subsidised provision. We 
need to lever in greater private investment in human capital to address sub-optimal provision 
which considering what potential levers and tools might signal to employers the need to 
change and begin to tackle the root causes of sub-optimal investment. This includes tackling 
information deficiencies and presents a role for human capital reporting.   


Improving narrative reporting requirements with regard to human capital provides an 
important potential route, therefore, to tackling many of these barriers. We propose that 
explicitly recognising, reporting and celebrating human capital within the workplace is an 
important factor that can underpin business success by: 


 raising the profile of the value of skill investment to managers, accountants and, 
employees within firms bound by the requirements, facilitating greater internal dialogue 
about human capital practices and their impacts and  


 raising the profile beyond these firms to the wider business community of human capital 
reporting and practices and why they are important to business – at this general level, it 
could provide a useful ‘nudge’ to the training decisions of employers outside the scope 
of narrative reporting. 


Additionally, the publication of the information through a company’s Annual Report would 
demonstrate to investors, consumers and employees, the value of skills and human capital, 
providing a clearer description of the extent of skill development and the scale of human 
capital within these firms. Vitally too, we suggest that giving consideration how a wider set of 
HPW factors could be incorporated in narrative reporting would extend business 
performance further still. 
 
As we stated above, much of this is not new and has, to some extent, been considered in 
the past, following the Kingsmill Review in particular. So what is different now? Government 
is calling for greater transparency in businesses in the wake of the banking crisis and clearly 
sees the narrative reporting as a route to achieving this. Additionally, there is less public 
money to spend on staying with the globally competitive skills race, but the race itself is no 
less important as we seek to emerge from the recession stronger and prosperous. Thus, it 
would appear to be an opportune time to use narrative reporting as one additional tool to 
influence employer decision making, tackle information barriers and encourage employers to 
share the responsibility for developing and maintaining a skilled workforce. The changes the 
Government introduces to narrative reporting will likely impact on the business community 
beyond those directly required to complete Business Reviews and we do need tools which 
will have a wider reach and achieve a greater step change in how business see and deploy 
their people. So what can we learn from past experience and apply differently and more 
successively now in this area. 
 
 


4. Building on current narrative reporting practice 


In this section we outline our understanding of current narrative reporting practice in human 
capital reporting and how this might be developed 
 
Human capital reporting (HCR) has developed from a rudimentary definition in the 1960s 
to a stage now where employees are not solely seen as a cost but also “constitute an 
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intangible asset in terms of reputation, intellectual capital, expertise and knowledge and 
innovation”.5  
 
The growing importance of HCR to business was emphasised by the Chartered Institute of 
Personnel Development (CIPD). In a 2003 paper it stated it had “a wealth of evidence from 
its programme of research investigating the impact of people management practice on 
business performance to demonstrate that human capital is at least as important as financial 
capital in generating success.”6  
 
However, despite some positive developments in incorporating HCR in business reporting, it 
has not quite made sufficient progress to tackle market failures, perhaps because the timing 
of introducing further measures has not been quite right, as suggested in section 4.  


Under the auspices of narrative reporting, those companies that are required to conduct an 
enhanced Business Review, as set out by the Companies Act 2006, use the best practice 
guidance, established by the Accounting Standards Board (ASB) for that purpose. Known as 
the Reporting Statement of the Operating Financial Review (OFR), it “is intended to have 
persuasive rather than mandatory force.”7 
 
The Reporting Statement acknowledges the importance of staff in that “employees may be a 
particularly key resource – and accordingly a key risk – for many entities”8 and its 
Implementation Guidance provides direction in assessing employee performance and 
development to quoted companies, specifically obliged by the Companies Act to provide 
information on their employees and social and community issues.9 The Reporting 
Statement’s advice on these issues is reproduced here:  
 


 Recruitment and retention  – employee turnover, retention rates, remuneration 
policies, number of applicants per post, offer/acceptance statistics, levels of skills 
shortages;  


 
 Training and development – hours spent on training, number of courses taken, 


leadership/career development; 
 


 Workforce performance and profile – employee productivity, revenue/profit per 
employee, diversity, number of professionally qualified employees.10 


 


The Reporting Statement acknowledges that employee matters, of concern to directors, will 
depend on the organisation in question (its sector, business model, strategy etc).11 This 
means that directors are given significant leeway in what they actually report. As the 
Association of Chartered Certified Accountants (ACCA) comments: 
 
“... it is ultimately left to directors’ discretion to decide whether this information is material to 
the business and therefore should be included in disclosures, and as a result many 
organisations disclose the bare minimum or simply state that it is not considered sufficiently 
important.”12  


 
5 ACCA 2009, p. 1.  
6 CIPD 2003, p. 1.  
7 ASB, Reporting Statement, 2006, p.5 
8 ASB, Reporting Statement, 2006, IG24, p. 45, Ibid.  
9 As per Section 385, Companies Act 2006, a quoted company is one which is listed on the London Stock 
Exchange, New York Stock Exchange, Nasdaq or in the European Economic Area.  
10 ASB, Reporting Statement, 2006 IG26, p. 46, Ibid.  
11 ASB, Reporting Statement, 2006, IG26 p.46, ibid 
12 ACCA, p. 1.  
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The discretion of what to actually report about employee matters means that levels of skills 
shortages, hours spent on training, the number of courses taken, the number of 
professionally qualified employees, and so on and so forth, are typically not reported. As the 
ACCA also observes, “organisations undertake very little external reporting on human capital 
issues”.13  
 
When companies do report on human capital issues, many choose “peripheral disclosures ... 
over the more important key drivers of their business”14, as identified in a review of narrative 
reporting by the ASB. It advises that non-financial measures should be clearly relevant to the 
business and information on employee matters should not include unimportant items, “such 
as the number of employees just to tick a box.”15 The ACCA similarly states that “there is still 
little credible information communicating this view of HCM [human capital management] in 
annual reports and sustainability reports along with other quantitative and narrative 
disclosures”.16 The ASB’s review also states that, “where companies are struggling to report, 
it could be due to a lack of clarity of the requirements.”17 
 
This lack of clarity may explain the lack of human capital reporting found by ASB. It may also 
be the case that under-reporting is symptomatic of the relatively low profile of training and 
skills compared to other narrative reporting requirements, such as corporate and social 
responsibility (CSR). If the profile of training and skills can be raised to a similar level as that 
enjoyed by CSR then this may ‘nudge’ employers into investing in more training and skills for 
employees. 
 
We cannot be clear on the reasons, and for many firms covered by the requirements, it is not 
because they do not already train or have high skilled workforces, but we suggest that the 
current inconsistencies and shortfalls in narrative reporting could be addressed reporting 
enhanced through strengthening the current guidance. In doing so, we suggest this could 
form one element of a sustained approach to encouraging employer investment in skills. 
  
 


5. Conclusions: Improving narrative reporting to reflect the value of 
human capital  


We see improved narrative reporting as one vital tool that can help to support the transition 
towards a modern workplace culture that Government seeks. Such a step puts a stronger 
onus on skills development and skills utilisation at the firm level to support more businesses 
in the UK to achieve high performance working and greater business success. For business, 
an engaged and productive workforce is their biggest asset, key to profitability and growth. 
Improved narrative reporting could impact in a number of different ways: 


 On the firm itself in the gathering and processing of information for the narrative 
report, in tackling sub-optimal training behaviour rooted in information deficiencies 
and in reaping the benefits associated with a skilled and productive workforce; 
 


 Enabling investors to make better informed investment choices and thus, again, 
rewarding employers that invest in skills development. 


                                                 
13 Ibid. 
14 ASB, Rising to the Challenge  
15 ASB, Rising to the Challenge P.20 
16 ACCA, Ibid.  
17 ASB, Rising to the Challenge P.3 
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 Helping consumers and customers to see whether they share the company’s 
values before they choose to do business with them, therefore also indirectly raising 
the importance of a modern workplace culture to business success. 


 Allow potential employees to make an informed choice of whether this company is a 
great place to work, also helping employers to attract and retain the best talent. 


Our recommendations are that Government: 


1. Recognises the importance of skill development to business success and includes 
human capital reporting in its development of narrative reporting 


2. Mandates businesses as a minimum to report on skill development reporting within 
its Business Review 


3. Works with business to develop appropriate measures of skill development 


We also recommend further development of existing tools that encourage private investment 
in skills development and the adoption of High Performance Working (HPW), such as the 
Investors in People (IiP) standard and integrate/align them to any changes in narrative 
reporting standards.   


Our offer 
We recognise the challenge of this agenda and that previous attempts have not taken the 
agenda far enough. We would be happy to support Government to: 
 


 Make the case to business for including skills in narrative reporting 


 Make the case to business for investing in skills per se; 


 Identify the appropriate form of Guidance which might most effectively tackle the 
barriers to optimal provision we have identified; 


 Work with Government on forthcoming research into appraising the options to 
improve human capital reporting in the workplace and our general research into 
influencing behaviour. 


 Identify broader measures to enhance private investment in skills so that the 
revisions to narrative reporting guidance are delivered as an effective package of 
measures to increase UK skill levels and enable us to improve our position on the 
world stage. 


 








 


Department for Business, Innovation and Skills  
The future of narrative reporting – a consultation 
 
RAILPEN’s Comments on Detailed Questions 
 
Introduction 
 


In assessing the issues associated with the current narrative reporting framework, it is 
important to consider whether or not there is in fact a problem with the framework and its 
application by companies. Some companies already report to a high standard, providing 
shareholders and other stakeholders with a forward looking and meaningful view of the 
company. This suggests that effective reporting is a prize that is not beyond our reach. 
Unfortunately there are still plenty of other companies that continue to report only to a level 
of bare compliance with reporting regulations. Consequently Railpen considers that there 
remains plenty of scope for improvement and therefore welcomes this opportunity to respond 
to the Department for Business Innovation and Skills’ consultation on the future of narrative 
reporting. 
 
 
Value of narrative reporting 
 


1. Are company directors providing useful and relevant information on the company’s: 
 forward-looking strategy; and 
 principal risks and uncertainties? 


 
Although there have been some improvements in recent years since the introduction of the 
Business Review requirements, much of this, with a few commendable exceptions, has been 
in form rather than substance with too much boilerplate disclosure, often in legalistic 
language, which gives limited insight into how the company’s strategy is formulated.  
 


Effective narrative reporting should provide the reader with a clear view of the company’s 
business and strategic direction. Ideally, narrative reporting should provide a clear statement 
as to the company’s objectives and how it plans to achieve them, as well as the key risks 
associated with the strategy. This should be in addition to disclosure of performance against 
its objectives over the reported year, and the longer term.  
 


In practice, narrative reporting tends to focus on past events, rather than setting the forward-
looking strategy and principal risks. Companies seem to struggle with meaningful forward 
looking disclosures and often the linkage to strategy is retrospective rather than prospective.  
This is possibly due to the backward looking nature of financial reporting, and may be an 
effort by the company to correlate the narrative with the financial results.  
 


The reporting of risk is superficially more comprehensive with lengthy lists but with limited 
effort to indicate which risks are more significant in the board’s opinion. We would prefer to 
see briefer lists of risks that arise from the company’s specific strategy and operations rather 
than a generic list. We note that the remit of the Financial Reporting Review Panel (FRRP) 
has been extended to cover such disclosures and we welcome its attempts to discourage 
generic lists of risk with no serious effort to indicate the major risks. 
 


Many companies see the annual report as a compliance exercise whilst others see it as a 
marketing exercise. Neither approach is very informative despite the increasing length of 
reports as too much of the material is discursive rather than relevant. We consider that 
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reporting should be seen as neither marketing nor compliance but present a balanced view of 
the company in its own words rather in some formulaic phrases.  
 
2. What are the constraints on companies providing information on these issues? 
 
We consider that there are number of obstacles both real and apparent to better reporting on 
these issues. In part it is a case of perceived constraints. 
 


The most important constraint arises from directors’ concerns that the provision of forward-
looking information which proves to be wrong or misleading could expose them to litigation. 
Although such fears should not be dismissed, it is important to note that Section 463 of the 
Companies Act 2006 provides a safe harbour in that a director will be liable for any loss 
suffered as a result of an untrue or misleading statement in the directors’ report, the 
remuneration report or the summary financial statements.  
 


We understand that a director will only be held liable in relation to statements which are 
known to be untrue or misleading or if there was a deliberate attempt to conceal a material 
fact. This appears to us to be quite a high threshold of safety and we do not consider that 
disclosing the key strategic issues for the business and the key risks that it faces should 
contravene section 463. However, perhaps more clarity from the Government is needed on 
how this section of the Act is likely to be enforced, as this could be an important factor in 
improving the quality of reporting across the board. 
 


The piecemeal and incremental evolution of narrative reporting in the UK has inadvertently 
encouraged a silo approach in that many disclosures are scattered in different parts of the 
report without a unifying theme or suitable cross references. Some of these disclosures are 
audited whilst others are not and it is often far from obvious to the reader whether a particular 
piece of text is audited or not. We suggest that a more cohesive approach to reporting would 
be helpful in this context as would greater clarity on the matters that need to be audited.  
 


A further difficulty with narrative reporting is in balancing the requirements of different 
stakeholders and to gauge the report’s audience. As a result, companies sometimes attempt to 
report to too many stakeholders and the size and scope of the report becomes a major concern. 
One of the key challenges for corporate reporting is to create reporting to meet the necessary 
regulatory requirements, whilst effectively informing shareholders and other stakeholders.  
 


A further constraint on companies providing forward looking information and principal 
relates to potentially sensitive information. Investors do not expect companies to report on all 
aspects of their corporate strategy, and are typically understanding of the difficulties 
companies face with respect to legal requirements, or competitive advantage. As shareholders, 
we do not want our portfolio companies to disclose detailed information which could be 
commercially damaging. The challenge for companies remains to provide information which 
is material and relevant to the stakeholders, and which is also genuinely informative and 
forward-looking.  
 
3. Does the information provided reflect the issues discussed by the directors in board 


meetings? 
 
It is hard for investors, as outsiders, to know whether or not a company’s reporting reflects 
boardroom discussions as we are not party to these discussions and do not have access to 
board papers.  We would hope that the vague references sometimes found in annual reports 
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are not indicative of the debate at the board and we would prefer that any material issues 
discussed by the board are better reflected in the annual report.  
 


Clearly companies are better placed to answer this question than investors. We hope that they 
will respond meaningfully to this question in order to provide some indication to investors of 
the breadth and depth to which particular issues are considered.  
 
4. Does the information help shareholders to press directors on key issues relating to 


strategy and risk, or inform their business decisions? 
 
It is important to remember that narrative reporting is only part of a company’s reporting 
process. Much of the important information needed by investors is provided continuously 
throughout the year through meetings, presentations, preliminary announcements and interim 
results. The annual report and accounts are prepared primarily for shareholders as the 
providers of risk capital and owners of the company, and should provide them with both 
forward and backward looking information to allow them to asses the company’s prospects 
and to hold the directors accountable for their stewardship. 
 
5. If a company does not provide sufficient or material information to you, do you 


challenge it? Is there anything which could help you to do so? 
 


We are in regular dialogue with quoted companies in our portfolio, and this includes 
engagement on issues such as disclosure and transparency. We will also consider taking 
voting action where engagement on such issues fails or where we feel that disclosure of 
material information is weak or inadequate. We have several examples of this in relation to 
remuneration report disclosure.  
 


We also note that report users are able to report inadequate reporting to the FRRP which has 
various investigatory and enforcement powers. This channel is not well known and perhaps 
deserves greater prominence.  
 


The FRRP helpfully indicated in its 2010 annual report that there is an increasing interest in 
narrative reporting and that information requests to companies often included concern 
regarding inconsistencies between the narrative information at the front end of the report and 
the financial information at the back end. We consider this type of enforcement and oversight 
to be useful. We welcome the expanded role of the FRRP to include narrative reporting and 
we hope that the FRC will continue to develop this further and to publish annual reports on 
the findings. We also hope that the Government for its part ensures that there are adequate 
resources for the FRC to take this forward.  
 
6. What other sources of company information do you use and how valuable are they 


(e.g. information provided on the website, analysts’ briefings, dialogue with the 
company, corporate social responsibility report)? 


 
Investors use a variety of sources of publicly available information from the company and 
other data providers. Some of the most useful information is obtained through engagement 
with companies and their directors.   
 


We certainly believe companies should make full use of their website. Whilst some 
companies have useful and informative websites that are easy to navigate, many do not use 
their websites effectively whether by failing to put key information online or through poor 
presentation.  
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We consider that corporate social responsibility or sustainability reports can provide useful 
information on environmental, social and governance risks, depending on the nature of the 
business. However, if these risks are material and relevant to the company, there may be a 
case to suggest that this type of information should be reported in the annual report at least in 
summary rather than exclusively in a stand-alone document.  
 
7. Is there scope to reduce or simplify the requirements on which companies report? 
 
The current reporting regime has developed incrementally and not necessarily in a coherent 
fashion with the result that reports can lacks focus and contain too much immaterial detail or 
clutter. There may be some merit in rationalising this by setting high level principles. 
However this runs the risk of diluting the expectation that companies should report on 
objectives, performance and risks which are relevant and material to their individual 
circumstances. We fear that setting prescriptive requirements in an attempt to make them 
relevant for all companies could result in them becoming too high level, and therefore not 
useful in making investment decisions.  
 
8. Is there scope to arrange the information in a more useful way? 
 
We believe there is significant scope to present information in a more helpful way. 
Companies should take notice of shareholders’ requirement for consistent and comparable 
information to assist them to make investment decisions. Reports should be structured in a 
way that makes them clear and concise so that readers can easily extract the information they 
need. This can extend to something as straightforward as providing a comprehensive index to 
the report. 
 


We share the concern of the Accounting Standards Board (ASB) and the FRC about 
immaterial clutter which was well expressed in their review of narrative reporting and in 
“Rising to the Challenge” in October 2009. A possible approach to counter this may be to 
encourage companies to explain how they measure and record the materiality of issues of 
potential importance to the business.  
 


We note that initiatives are underway to encourage briefer but relevant reporting and would 
draw attention to the Institute of Chartered Accountants of Scotland’s paper on Making 
Corporate Reports Readable1. The paper seeks to demonstrate that it is possible to produce a 
corporate report in less than 30 pages which tells management’s story of what is important by 
eliminating the boilerplate narrative and providing decision-useful information. 
 
 


Business review 
 


9. Looking at an Operating & Financial Review and the existing business review (see 
Annex D), do you see value in reinstating elements of an OFR and if so what would 
they be? In particular, would a statutory reporting standard help to improve the 
quality of reporting?  


 
As we understand it, the substantive differences between the OFR and the Enhanced Business 
Review are not great and the main divergence was the higher duty on the external auditor to 
report on whether the information in the OFR was consistent with the audited accounts and 
whether the OFR was inconsistent with any other information that came to light during the 


                                                 
1 http://www.icas.org.uk/site/cms/download/AA/Making_Corporate_Reports_Readable.pdf 
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audit. As a result of the repeal of statutory OFR, the ASB’s Reporting Standard 1 was 
reissued as Reporting Statement 1 (RS1) as voluntary guidance. We consider that regardless 
of whether the OFR is reinstated, it would be sensible for the ASB to review RS1 to ensure 
that it is still current.  
 


We do not consider that a statutory reporting standard would necessarily improve the quality 
of reporting and fear it could lead to a tendency toward boilerplating which would not 
encourage companies to report on information that is relevant and material. Some degree of 
flexibility is helpful as it allows for the use of judgement. We consider that a revised RS1 
could continue to serve as best practice guidance. We also note that the IASB will shortly 
publish its own guidance on management commentary which may well have a persuasive 
effect on the approach of companies to reporting.  
 


In summary, we have some reservations about an overly prescriptive approach which could 
have unintended consequences and result in more, rather than less, legalistic boilerplate 
reporting through bare compliance with the letter than true compliance with the spirit. We 
hope that market led best practice will be sufficient but recognise that the authorities should 
keep a watching brief to ensure that that companies do not abuse such flexibility. In this 
regard, we welcome the expanded role of the FRC’s Financial Reporting Review Panel to 
include narrative reporting and we hope that this is developed further. 
 
10. The business review provisions require quoted companies to report, to the extent 


necessary, on: 
 main trends and factors likely to affect the future development, performance 


and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships 
1. Is this information useful to you? How do you use it? 
2. Could disclosure be improved? 
3. Are there key issues which are missing?  If so, please explain. 


 
The fifth bullet point appears to refer to conflicts of interest on which companies are already 
required by existing law to make some kind of disclosure on related party transactions and so 
on. This is clearly in the wider public interest as well in the best interests of shareholders.  It 
is very much for companies to decide on how much to report on the remaining provisions 
highlighted in this question and this varies from company to company both in terms of the 
extent and quality of reporting.  
 


We feel that the above list of issues is sufficiently comprehensive from the investor 
perspective. If properly applied, it will play a vital role in giving investors an understanding 
of a company and its forward strategies. However, in order to ensure reporting is effective and 
useful, companies should be encouraged to explain how they measure and record the 
materiality of issues to the business.  We believe that the quality of reporting in some 
circumstances can also serve as an indicator of the quality of management. 
 
11. Would more guidance be helpful? If so, what form should this take? For example: 


best practice example, sample Key Performance Indicators, etc? 
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We believe that companies are likely to benefit from guidance on reporting. This could be in 
the form of best practice examples or key performance indicators, such as those of the Global 
Reporting Initiative2, or the DVDA/EFFAS KPIs for ESG3. We also draw attention to the 
International Corporate Governance Network’s guidance on best practice reporting4.  In any 
case, anything that is reported, and the way it is presented, needs to be relevant to the 
company and must relate back to its stated strategic objectives.  
 


We also concur with the FRC’s view that the linkage between the front and back ends of the 
annual report and accounts needs to be improved. In this regard we favour the concept of 
more joined up reporting and support the Prince of Wales’ Accounting for Sustainability 
Trust’s initiative to set up the International Integrated Reporting Committee (IIRC) which 
seeks to “create a globally accepted framework for accounting for sustainability: a framework 
which brings together financial, environmental, social and governance information in a clear, 
concise, consistent and comparable format”5.  
 
12. Should there be a shareholder’s advisory vote on the Business Review? 
 
Whilst not entirely convinced of the merits of an advisory vote on the Business Review, we 
believe it has at least some superficial attractions and should be considered further as part of a 
range of options to encourage companies to report more effectively. The main potential 
benefit is that it could provide a clearer focus of accountability on reporting. It gives 
companies the flexibility to report in a way that is meaningful to their business, but it also 
allows shareholders to monitor those who are taking advantage of such flexibility by making 
inadequate disclosure.  
 


We anticipate that other respondents will object that there is already an opportunity to vote on 
the report and accounts and that it is not clear what a vote against the Business Review would 
mean in practice. We recognise that for an advisory vote to be meaningful it would need to be 
accompanied by effective engagement to ensure the company understands the requirements of 
the shareholders and the reasons for an adverse vote. At best this could stimulate more 
meaningful engagement between investors and companies. 
 
13. Are there non-regulatory solutions to increasing quality through better guidance or 


publicising excellence in business reports? If so, what? 
 
We welcome measures to publicise excellence in business reports in order to raise awareness 
as to what is considered to be best practice in reporting. We would draw particular attention to 
the ICSA/Hermes Transparency in Governance Awards now in their second year and which 
seek to reward transparency in reporting in several categories including strategy, risk 
remuneration and governance.  
 


We also consider that may be scope for the FRC, through the work carried out by the FRRP, 
as part of its annual report on narrative reporting to highlighting a limited number of 
companies that report to a high standard. 
 


                                                 
2 http://www.globalreporting.org/Home 
3 http://www.dvfa.de/files/die_dvfa/kommissionen/non_financials/application/pdf/KPIs_ESG_FINAL.pdf 
4 http://www.icgn.org/files/icgn_main/pdfs/best_practice/buss_reporting/icgn_statement_&_guidance_on_non-
financial_business_reporting.pdf   “ICGN Statement and Guidance on Non-financial Business Reporting” 
published December 2008 
5 http://www.integratedreporting.org 
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We also wish to make the point that improved technology may well assist better reporting in 
the future. We note that XBRL is being rolled out by regulators in some jurisdictions and 
whilst it is not necessarily the full answer, there may be lessons to learn. Web-based 
technology is still developing and will enable companies to report more coherently whilst 
providing links to standing data elsewhere on their websites. Companies could perhaps be 
encouraged to make greater use of technology in reporting through some sort of prominent 
award for innovation possibly with BIS endorsement or possibly as a new category under the 
Queen’s Awards for Enterprise. 
 
 
Directors’ Remuneration Report 
 
14. Do the current disclosure requirements provide clear and usable information about: 


 the total remuneration paid to directors and how this is made up; 
 the performance criteria for payments to directors and how these relate to the 


company’s strategic objectives; 
 company performance against these criteria, so that there is a demonstrable 


link between pay and performance; and 
 the process by which directors’ remuneration is decided? 


If not, please explain including any views on how this might be improved. 
 
From our experience we would observe that the level of disclosure within remuneration 
reports, as with most other aspects of company reporting, varies from company to company.  
 


The specific requirements set out in the regulations are in principle comprehensive and 
provide sufficient guidance and detail to ensure that the information required of companies 
allows shareholders to make informed voting decisions on the advisory vote that accompanies 
the Directors’ Remuneration Report. However, we further observe that the interpretation of 
the requirements generates a variety of approaches to disclosure, not all of which allow an 
informed view to be reached by shareholders. In such circumstances, many shareholders will 
not support the accompanying vote on the remuneration report; a vote against or an abstention 
is often considered appropriate on the disclosure issue alone, given the importance of 
transparent and fulsome information. 
 


On the specific areas for comment:   
 
Total remuneration paid and how it is made up  


 
The amount paid as basic salary in cash is a routine disclosure item for companies. However, 
there remains some uncertainty about the value of long term incentive awards at any one point 
in time. Given that these awards drive the variable compensation element of an overall 
remuneration package, it would be helpful if there was some way to provide values of the 
outstanding awards at any one point in time, (for example, at the year end) and then published 
in the Remuneration Report.  
 


Such disclosure would serve two purposes: it would provide a better line of sight for 
shareholders on the value of outstanding awards; and it would allow participants of the plans 
a clearer understanding of the monetary value of their interests in outstanding awards. One of 
the key concerns that investors have is that long term incentive schemes may not necessarily 
be motivational precisely because they are too complicated and participants do not understand 
how much there is available to them. The greater the degree of opacity in a scheme, from the 
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view of both participants and shareholders, the greater the extent to which the scheme will not 
achieve its ultimate aim: to align the interests of shareholders and directors. 
 


As we stated in our response to the Walker Review in 2009, the US system of requiring 
disclosure of the top highest earners within a company, regardless of whether they are board 
members, would also be worth considering for the UK context, especially in relation to how 
the board sets remuneration levels for executive board members and how pay elsewhere in the 
company is taken into account when setting such levels.  
 


A further area on which we would encourage specific requirements is salary increases. Too 
often, an increase in salary occurs without any specific disclosure in the remuneration report 
narrative. Shareholders do track such increases as they analyse remuneration reports year on 
year, but there should be a specific requirement for any % increase to be disclosed and 
explained. The importance of appropriate salary levels should not be underestimated, given 
that they are the driver for all other forms of the remuneration package.  
 
The performance criteria for payments to directors, and how these relate to the 
company’s strategic objectives 
 


We very much agree with the Minister’s observation in his foreword to the consultation 
document that it is “very important that there is a clear link between the company’s strategic 
objectives and the criteria for payments to directors”. The disclosure of the performance 
criteria applying to awards which generate payments to directors is fundamental to 
shareholders’ understanding of how directors are incentivised to generate returns for 
shareholders.  
 


Shareholders need to be able to assess the stringency of the performance criteria, in order to 
make a judgement about the linkage, or lack thereof, between pay levels and performance 
achieved. They also need to understand on what basis the performance criteria is being 
defined; ie. if it is an earnings-based performance criterion, what specific definition of the 
earnings metric is being used?  
 


Unfortunately, in too many cases, the performance criteria is either not particularly stringent 
and challenging enough to justify the award levels available or there is not a clear enough 
linkage between the strategy that the Company is espousing, and the performance metrics that 
underpin the remuneration systems which shareholders assume drive the Executive Directors 
to deliver that strategy.  
 


A mapping of the strategy drivers to the bases for performance metrics that underpin the 
remuneration system would, in too many cases, provide insufficient commonalities between 
either system, or indeed, none at all. This is where remuneration systems are lacking and we 
would encourage recommendations that require a narrative on how the specific performance 
criteria that is chosen underpin and drive the strategy of the company.  
 


One obvious way in which this manifests itself is where the CEO and Finance Director 
provide forecasts in their quarterly update statements to the market, which indicate strong 
performance is expected and the performance criteria underpinning the remuneration system 
would be met easily. This apparent disconnect between what the market is being told and 
what is disclosed in the remuneration reports needs to be addressed and could be overcome by 
a more rounded discussion about pay, and specifically the performance criteria chosen, and 
how it underpins the strategic direction of the Company.  
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Following on from this, it is important to note here that the current disclosure requirements do 
include a requirement to explain as to why any such performance conditions are chosen. 
Some companies do take the time to explain why specific criteria is chosen; for example, that 
the metrics reflect the key performance indicators of the Company. However, this is by no 
means routine across all company disclosures and we consider that the disclosure 
requirements could be better enforced or indeed enhanced specifically to require a more 
detailed explanation of why specific targets are chosen in order that shareholders can better 
understand the linkage between performance criteria and strategy.  
 
Company performance against these criteria, so that there is a demonstrable link 
between pay and performance 
 


We consider that the requirements could be further strengthened to require a better 
explanation as to how the Company’s overall performance is reflective of the achievement of 
the specific performance criteria within incentive plans.  
 


Anodyne statements that assert “exceptional performance” during the year and that maximum 
bonuses were therefore payable do not provide sufficient information for shareholders to 
judge the link between pay levels and performance achieved. This could be achieved by an 
expectation of a better, more comprehensive narrative from companies about their 
remuneration programmes.  
 


Exceptional performance can justify exceptional pay but the real question is whether 
performance is truly exceptional. The onus is on the Remuneration Committee to explain 
clearly the levels of performance achieved and essentially creating a narrative link between 
the financial statements and the remuneration system. 
 
The process by which directors’ remuneration is decided 
 


We would emphasise that if there is enough information available, the process by which 
directors’ remuneration is decided is apparent and clear to shareholders. However, in too 
many cases, we find explanations are insufficient to understand the linkage between pay and 
performance.  In practice meaningful information is very rare on the process as to how 
remuneration is decided.  
 


The role of the Remuneration Committee is critical to shareholders in terms of the 
explanations of the actions that they have taken during the year. We commend disclosures 
that set out at the beginning of the remuneration report what activities and decisions were 
undertaken during the year by the Remuneration Committee.  We would draw particular 
attention to the 2009 remuneration report for Aviva plc as a good example of this type of 
disclosure.  Such high level overviews should be encouraged across all companies so that 
shareholders have a clearer understanding of what they have focused on for the year under 
review.  
 


We further consider that there should be a requirement for the discretion afforded the 
Remuneration Committee to be explained and when it is used, for there to be full and 
transparent disclosure of why this was considered appropriate, and what impact the use of 
their discretion had on payments made and the award levels achieved.  Shareholders 
generally do not have a concern with discretion but too often, the discretion is used to the 
advantage of participants (ie. the vesting of awards despite performance criteria not being 
met) instead of to the advantage of shareholders (ie, the reduction in the level of award 
because the overall financial performance of the Company has suffered, despite specific 
performance criteria being met.) 


 9







 


 10


 


In support of the above comments, we also submit a paper published by Railpen Investments 
and the UK proxy advisory firm Pensions & Investments Research Consultants (PIRC), 
entitled ‘Say on Pay: Six Years On – Lessons from the UK experience’. The paper provides a 
comprehensive overview of the UK experience of having the annual Say on Pay vote, from 
the perspective of both companies and investors and analyses the impact of the introduction of 
the Directors’ Remuneration Report Regulations in 2002. The key conclusions from the report 
are set out below and a copy is attached for reference: 
 


 Both investors and companies report that since the introduction of the vote there has 
been an increase in engagement over remuneration. Whilst this has led to some 
friction, it has also created an improved dialogue between companies and their owners 
over this important governance issue. 


 


 There has been a sharp reduction in directors’ typical notice periods since the 
introduction of the shareholder vote. 75% of directors were on one year in 2001, 
compared to over 95% now. This has reduced the risk of payment for failure. 


 


 Performance-related elements of remuneration now account for a much larger 
percentage of the total, with long-term incentive plans (LTIPs) becoming a more 
significant element. 


 


 Between 2000 and 2008 there was a clear movement away from the use of option 
schemes towards LTIP share awards. And from 2003 onwards there was a small 
increase in the number of share matching (or bonus deferral schemes) being 
introduced, suggesting that following the introduction of the vote in 2003 companies 
were more innovative in considering their remuneration structure. 


 


 But total remuneration has continued to grow even when markets have fallen, 
suggesting shareholders need to do more to achieve true performance linkage. 


 


 Some shareholders do not appear to have used their voting rights effectively, with the 
average vote against a company’s remuneration report falling from a peak in the 2004 
season. Therefore the report argues that shareholders must use the ownership right of 
having a vote on pay actively if it is to have a meaningful effect. 


 
 
Potential Costs 
 


15. If you can provide any information on costs associated either with the existing 
narrative reporting requirements (e.g. preparing your business review) or your 
views on potential costs and benefits in relation to any of the ideas in this 
consultation, please give details. 


 


As an investor rather than a preparer of accounts we have limited knowledge of the costs 
associated with reporting. Clearly companies are better placed to provide a thorough answer 
to this question. We will study responses on this with interest. We suspect that at least some 
of the information needed to support improved reporting would already be available for 
internal reporting and management purposes and so companies should not use cost alone as 
means for justifying inadequate reporting. However, we concede that a marginal increase in 
cost might be a price worth paying for better reporting and assurance. 
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Introduction


 


Legal & General has approached this Consultation from two standpoints: 


a) as a FTSE-listed Company with corresponding reporting requirements, producing Annual 
Reports which are independently ranked in the top quartile of the FTSE350, and; 


b) as a major UK institutional investor with holdings of over 4% in the FTSE All-share Index 
and hence a major role in monitoring and engaging with other listed companies.  In this 
context our stated mission is “..to engage with companies and vote as shareholders on 
behalf of our clients in a manner that maximises value and promotes integrity”. 


Our starting-point in responding to this consultation is that the UK already enjoys a high 
standard of corporate reporting. The introduction of a narrative reporting regime for the “front 
half” has been helpful, but in our opinion the previous government’s decision to implement 
an OFR, and its subsequent retreat from this position, made very little difference to the 
quality of disclosure.  More substantive changes have been the growth of web-based 
reporting, which we believe is beneficial for companies and their shareholders, and the 
introduction of short-form alternatives which present a useful alternative, particularly for retail 
shareholders. 


Ultimately, the drivers of good narrative reporting are twofold.  Strict compliance is enforced 
by the presence of directors’ liability for the content of the Report & Accounts, while better 
than average narrative reporting is likely to be valued by shareholders.   


We now turn to address the questions raised in the consultation. 


 


Value of Narrative Reporting


 


1. Are company directors providing useful and relevant information on the 
company’s: 


 i) Forward-looking strategy and 


 ii) Principal risks and uncertainties? 


We believe that, while there is broad compliance with the narrative reporting requirements, 
qualitative standards of narrative reporting are mixed. This view is borne out by independent 
survey evidence for example by independent observers such as FutureValue. 
(http://www.futurevc.co.uk/) 


In the two areas highlighted by this question – forward-looking strategy and principal risks 
and uncertainties - a wide range of approaches are adopted. In particular, there is variation 
between those companies which provide a basic short-term outlook statement and overall 
statement of strategy and those which provide a more detailed account of how strategy is 
applied to individual business units and divisions.   
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There is also variation in the treatment of Principal Risks and Uncertainties (“PRUs”). The 
main issues here would appear to be lack of a clear view as to where in the front half of the 
report to place this section (ie whether it belongs in the governance section or nearer the 
front of the report), whether to make the PRUs generic or specific, and whether to 
differentiate between those risks which are wholly external to the company (eg economic 
changes) and those where the company has greater control (eg systems failures). 


2. What are the constraints on companies providing information on these issues? 


In terms of discussion of strategic issues, the main constraints for the company issuing the 
report are internal: directors are understandably cautious about forward-looking statements 
or statements of future strategic intent which by their nature are difficult to verify to a 
standard that is acceptable to the company’s auditors and legal advisors. As such, there is a 
tendency to dilute strong statements or comments which reflect opinions held rather than 
verifiable facts between drafting and publication. 


3. Does the information provided reflect the issues discussed by the directors in 
Board meetings? 


In the case of our own Report & Accounts, the majority of the strategic issues under 
discussion (both for the company overall and for business divisions) have been the subject 
of Board discussion during the year in question.  For PRUs, these will have been discussed 
and approved by the Group Risk Committee. Other aspects of the narrative reporting content 
– for example those relating to Corporate Social Responsibility – will have been discussed 
by relevant Board Committees. 


4. Does the information help shareholders to press directors on key issues relating to 
strategy and risk, or inform their business decisions? 


We believe the provision of a narrative report is broadly helpful to shareholders as part of a 
company’s broader investor relations programme.  We would note, however, that in our 
experience the extent of involvement by retail shareholders on issues of strategy or risk is 
very limited, and such shareholders may find a short-form Summary Financial Statement 
(“SFS”) more useful.  Institutional shareholders tend to rely more on analyst and shareholder 
presentations and meetings with company management than on the narrative content of the 
Report and Accounts, although research (FutureValue) does suggest that there is a 
correlation between high-quality narrative reporting and share price performance. 


5. If a company does not provide sufficient or material information to you, do you 
challenge it? Is there anything which could help you do so? 


We do challenge where insufficient information is provided.  This is part of our programme of 
engagement on a variety of Environmental, Social and Governance issues (25 meetings 
were held on environmental and societal issues and 133 meetings were held on 
governmental issues with investee companies in 2009).  This programme is run alongside 
our ongoing engagement with investee companies on performance issues.  Engagements of 
this nature are usually directly with the Board of the company concerned, and occasionally 
(on governance matters) with the relevant company Chairman or Senior Independent 
Director.  
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We recognise that access is easier for us as a major institutional shareholder (indeed, often 
the largest shareholder) than for smaller shareholders. Nevertheless, even as a 4% 
shareholder, there is little influence that can be exerted against a recalcitrant investee, 
especially as in the case of index-fund investors, selling the holding in the company in 
question is not available as an option. 


In terms of facilitating challenge on disclosure, we believe that this process would be 
facilitated by broader changes to the way in which institutions engage with investees on 
governance issues, for example enabling investors to work together without the risk of 
forming concert parties. 


6. What other sources of company information do you use and how valuable are they 
(eg information provided on the website, analysts’ briefings, dialogue with the 
company, corporate social responsibility report)? 


As mentioned above, we use a wide variety of information sources, the most useful of which 
are dialogue with the company and analyst briefings.  While not within the scope of this 
consultation, the “back half” of the Report and Accounts is also of paramount importance.  
Corporate Social Responsibility Reports are widely used by specialists, both within 
institutional investment firms and by campaigners within NGOs.  The use of company 
websites raises interesting questions, and we discuss this separately below. 


7. Is there scope to reduce or simplify the requirements on which companies report? 


Among the most difficult decisions which a company has to take with respect to annual 
reporting is the judgement of how much detail the Annual Report & Accounts (ARA) should 
include.  Surveys and anecdotal evidence suggest wide disparities in the way different types 
of shareholders use the ARA document. For many retail shareholders, the full document (in 
some cases substantially in excess of 100 pages) may simply present too much technical 
information to be useful. There are also substantial cost and environmental impacts involved 
in printing and distributing a full ARA for all shareholders.We therefore support efforts to 
simplify reporting requirements.  One way to take this agenda forward would be to further 
encourage use of web-based reporting.  


Use of Online Report & Accounts and Summary Financial Statements 


Legal & General reports on two accounting bases and as such has an ARA which in totality 
extends to some 200 pages. We have approximately 45,000 shareholders. For the 2006 
ARA, the decision was therefore taken to encourage as many shareholders as possible to 
make use of a high-quality html version of the ARA online.  As this document has evolved 
over the last three years, we have been able to incorporate increased functionality to give 
online users greater flexibility in the way they order and present data. Users can print a PDF 
version if they choose. 


Meanwhile, those who expressed a preference for print were, moreover, encouraged to use 
a short-form document, the Summary Financial Statement (“SFS”). Naturally, any 
shareholder can request and receive a full printed ARA should they want it.  The 
consequence of this has been that, as at the 2009 ARA, 2,557 shareholders (or 5.6%) 
expressed a preference to receive the full printed ARA. Shareholders requesting the SFS 
were 7,207 (15.6%)  
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Moreover, for 2009, our CSR report has been only available online. This enables us to 
include much more granular information of the sort used by CSR analysts. Since launching 
this online CSR Report, we have not received a single request for a printed version. 


In our view, this example (which is by no means unique) presents a strong case for 
developing a regulatory framework which permits maximum use of online reporting, 
minimising the need for printing. 


8. Is there scope to arrange the information in a more useful way? 


Current arrangements allow a considerable degree of flexibility in ordering the content of the 
“front half” narrative report.  We believe this flexibility is helpful: the optimum narrative (with a 
clear ‘beginning, middle and end’) will vary from company to company and this is a decision 
best left to companies themselves. A more prescriptive approach is likely to encourage ‘box-
ticking’ rather than the preparation of a clear and coherent narrative.  That said, however, it 
should be clear to companies that both Key the Performance Indicators (“KPIs”) and the 
PRUs must be prominent in the front half of the Report. 


Business Review


 


9. Looking at an Operating & Financial Review and the existing business review (see 
Annex D), do you see value in reinstating elements of an OFR and if so what would 
they be? In particular, would a statutory reporting standard help to improve the 
quality of reporting? 


We note the Coalition commitment to reinstating an Operating and Financial Review “to 
ensure that directors’ social and environmental duties have to be covered in company 
reporting and investigate further ways of improving corporate accountability and 
transparency”. 


In our view, the decision by the last government to move away from the OFR made no 
material difference to narrative reporting practices. It is our view that the UK already enjoys 
high standards of corporate reporting and we would be sceptical as to whether a statutory 
reporting standard would lead to improvement: it is more likely, in our opinion, to lead to 
greater box-ticking which diminishes rather than enhances the preparation of informative 
narrative reports. 


We see a particular issue with the reporting of social and environmental aspects of a 
company’s performance. Current best practice encourages these items (and particularly their 
relationship to the company’s business performance and strategy) to be covered in narrative 
reporting.  However, specialist investors such as ethical fund managers and NGO’s tend to 
require a high level of granularity in the information they use on environmental and social 
performance, and this is generally best covered in a separate, cross-referenced, CSR report, 
often made available through the company website. Including this level of detail in the main 
Annual Report & Accounts (“ARA”) is likely to make the main document increasingly 
unworkable for the main body of shareholders, whose primary focus is on the company‘s 
financial performance.  We therefore support the current arrangements for the Business 
Review under the Companies Act 2006 whereby these issues need to be covered in the 
Business Review only to the extent necessary for an understanding of the company’s 
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business, with more detail being made available in a CSR report as a matter of voluntary 
good practice. 


10. The business review provisions require quoted companies to report, to the extent 
necessary, on: 


 Main trends and factors likely to affect the future development, performance 
and position of the company’s business 


 Information on environmental matters 
 Information on employees 
 Information on social and community matters 
 Persons with whom the company has essential contractual and other 


relationships 
 


i)   Is this information useful to you? How do you use it? 


These are useful headings.  In particular, the requirement to comment on external factors 
likely to affect the company’s business performance is a useful adjunct to the PRUs which 
should likewise highlight external threats. 


ii)  Could disclosure be improved?  If so, how? 


We feel it is difficult to legislate or regulate specifically for better disclosure without running 
the risk of creating a ‘box-ticking’ culture where items are covered in a way which meets the 
strict requirements of the rules but does not add insight to the company’s business 
operations. However, we would suggest that the overall quality of disclosure could be 
improved by removing the current optionality which exists over whether certain items in the 
front half of the ARA are inside or outside the Business Review (“BR”). In our view the 
simple solution, whereby the entire front half is inside the BR is the most appropriate 
solution. 


iii)  Are there key issues which are missing?  If so, please explain? 


We feel the current prescriptive list of issues as summarised above is sufficient.   


11. Would more guidance be helpful?  If so, what form should this take?  For example: 
best practice example, sample Key Performance Indicators, etc? 


It should be noted that the selection of KPIs is entirely at the discretion of the Board. There is 
a wide variety both in terms of the number of measures chosen and which measures are 
included.  This variation applies to financial KPIs and, even more so, to non-financial KPIs. 
While different sectors and business models will require different KPIs, good practice would 
seem to suggest that: a) KPIs should be limited in number (not all measures can by 
definition by “key”); b) for comparability purposes, KPIs need to be in place for several years, 
rather than being redefined annually, so that good numbers in a particular year do not 
automatically become KPIs, and; c) there should be a more explicit link between KPIs and 
discretionary elements of directors’ remuneration. 


Guidance on KPIs would be useful: but only to the extent that it is consistent. There is a case 
therefore that guidance is disseminated primarily through auditors rather than to individual 
companies. 
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12.  Should there be a shareholder’s advisory vote on the Business Review? 


We see little value in this proposal.  Shareholders already vote on the acceptance of the 
Annual Report & Accounts (ARA) at the company’s AGM, although in practice this rarely 
results in a negative vote.  The ability of shareholders to reject the Report & Accounts 
nevertheless amounts to a powerful threat to a Board and ensures focus both on the front 
and back halves of the ARA.  Moreover, the regular opportunity to vote on acceptance of the 
ARA acts as a proxy opportunity for a vote of confidence in the board as a whole and is a 
potentially important aspect of the governance process.  


As such, we feel an additional and unnecessary level of complexity would be introduced by 
facilitating a separate vote (albeit only advisory) on the front half of the ARA. Would a 
negative vote, for example, be treated as a criticism of presentational aspects of the front 
half, or as something more akin to a vote of confidence?  What would happen in the event of 
a negative vote on the front half and a positive vote on the ARA overall?  Would an advisory 
vote apply also to Summary Financial Statements, if these are the primary means of 
communication with retail shareholders? 


13.  Are there non-regulatory solutions to increasing quality through better guidance 
or publicising excellence in business reports?  If so, what? 


A number of non-regulatory mechanisms already exist. These include rankings of the sort 
alluded to in para 30 of the Consultation Document (again, see the research on the 
FutureValue website) as well as numerous reports on best practice and awards, organised 
by bodies including the Investor Relations Society, the Strategic Planning Society and ARA 
design and production specialists. A company’s auditors will also frequently provide 
feedback and advice on best practice. 


We do not feel that there is a need for an additional government-sponsored ranking process, 
or for a panel of experts to be convened (convened by whom?). While there may be scope 
for BIS to circulate examples of good practice, in the absence of evidence of rule-breaking 
we feel it is would be an inappropriate use of resources for government to be offering 
detailed commentary on the reports which companies submit to their shareholders. 


Directors’ Remuneration Report


 


14. Do the current disclosure requirements provide clear and usable information 
about: 


 The total remuneration paid to directors, and how this is made up; 
 The performance criteria for payments to directors, and how these relate to the 


company’s strategic objectives; 
 Company performance against these criteria, so that there is a demonstrable 


link between pay and performance; 
 The process by which directors’ remuneration is decided? 


If not, please explain including any views on how this might be improved. 


The Remuneration Report is one of the most actively referenced parts of the ARA, and 
frequently viewed of the SFS.  One of the additions we made to this section of the Report in 
2009 was to add a summary of the remuneration report, highlighting key content and 
directing readers to further information on subsequent pages.  
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Potential Costs


 


15. If you can provide any information on costs associated either with the existing 
narrative reporting requirements eg preparing your business review or your views on 
potential costs and benefits in relation to any of the ideas in this consultation, please 
give details. 


Beyond time spent by finance and company secretarial staff and management, the principal 
tangible costs associated with the ARA relate to design, printing and mailing. The first is 
largely discretionary, and the latter two can be substantially reduced by migrating 
shareholders online.  In the case of a company with a large shareholder register (for 
example a demutualised company or a privatisation stock) these print and post savings can 
be very considerable.  


Except insofar as they might add to the length of the ARA, we do not see the ideas and 
proposals discussed in this consultation adding in any material sense to the cost of 
reporting. 
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Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name:   Derek Maylor 
 
Organisation:  The Communication Workers Union North West  
   Safety Forum 


The C.W.U. N.W. Safety Forum represents 15,751 members of the Communication Workers 
Union in the North West who mainly work for Royal Mail, BT and O2. We have members 
who work for other communication companies and in the financial services industry. There 
is a large active retired members section that is not included in the membership figure 
quoted.        


Views were taken from members and the consultation was discussed at the BT Unions 
Safety Co-ordinators meeting on September 23rd. and the CWU NW Safety Forum October 
8th. 
 
Address:  PP1A, Telephone Exchange, Foundry Street, St Helens,  
  WA10 1AB 
 
Email:                                           
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
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X Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 
 
Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant information on the 
company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
 
There should be a general duty on directors, under the HSW Act, as 
suggested to the HSC in 2006, based on the Institute of Directors (IoD) 
voluntary guidance and supported by an Approved Code of Practice. 
Directors would have to demonstrate that they were considering health 
and safety risks their business posed employees. 
 


 
 
Question 2: What are the constraints on companies providing information on these issues? 
 
Comments 
 
Many companies who voluntarily follow the IoD guidelines see no 
constraints and willingly provide such information; the only constraint 
is the will to do so. 


 
 
 
Question 3: Does the information provided reflect the issues discussed by the directors in 
board meetings?  
 
Comments 
 
There are many Directors who demonstrate concern with their 
employees’ welfare and 65% of lager companies say it is in on board 
meeting agenda. By default that means that 35% of companies do not 
currently consider health and safety at board level when taking strategic 
decisions.  
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Question 4: Does the information help shareholders to press directors on key issues 
relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
N/A 


  
 
Question 5: If a company does not provide sufficient or material information to you, do you 
challenge it? Is there anything which could help you to do so?   
 
Comments 
 
N/A 
 
 


   
Question 6: What other sources of company information do you use and how valuable are 
they (e.g. information provided on the website, analysts’ briefings, dialogue with the 
company, corporate social responsibility report)? 
 
Comments 
 
N/A 
 
 
 
 


 
Question 7: Is there scope to reduce or simplify the requirements on which companies 
report?   
 
Comments 
 
N/A 
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Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
N/A 
 
 
 
 


 
Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing business review 
(see Annex D), do you see value in reinstating elements of an OFR and if so what would 
they be? In particular, would a statutory reporting standard help to improve the quality of 
reporting?   
 
Comments 
 
N/A 
 
 
 


 
 
Question 10: The business review provisions require quoted companies to report, to the 
extent necessary, on:  
 main trends and factors likely to affect the future development, performance and 


position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other relationships   


i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 
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Comments 
 
BS ISO 26000 offers guidelines for social responsibility and covers 
issues such as human rights, the environment, consumer issues and 
community involvement. It will be issued shortly and be invaluable to a 
board considering issues mentioned. 
 
Furthermore the Carbon Reduction Commitment Efficiency Scheme is 
now is now in force and companies face fines for non-compliance. The 
scheme applies to all bodies consuming more than 6,000 megawatts of 
power a year and boards should be monitoring this to provide an annual 
report on energy use.  
 
 
Question 11: Would more guidance be helpful?  If so, what form should this take? For 
example, best practice example, sample Key Performance Indicators, etc?  
 
Comments 
 
N/A 
 
 
 
 


 
 
Question 12: Should there be a shareholder’s advisory vote on the Business Review? 
 
Comments 
 
N/A 
 
 


 
 
Question 13: Are there non-regulatory solutions to increasing quality through better 
guidance or publicising excellence in business reports? If so, what? 
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Comments 


Directors with responsibility for sustainability will be are of the societal 
and environmental impact of boardroom actions.  Companies can gain 
commercial advantage considering greener products and services both 
up and down the supply chain and in publicising such excellence and 
good practice. 


 


 
Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and usable information 
about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how these relate to the 


company’s strategic objectives; 
 company performance against these criteria, so that there is a demonstrable link 


between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
 
Comments 
 
N/A 
 
 
 
 
 
 
Costs  
Question 15:  
If you can provide any information on costs associated either with the existing narrative 
reporting requirements eg preparing your business review or your views on potential costs 
and benefits in relation to any of the ideas in this consultation, please give details    
 
 
Comments 
 
Far from incurring cost we feel that such an investment in employee’s 
safety supports a company’s balance sheet. The HSE cite reduced 
costs, lessened threat of legal action and better reputation for corporate 
responsibility among investors, customers and communities as some of 
the positive outcomes for a company, all with financial implications. 
 
 


 








 
 
 
Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name: Robert Nash 
 
Organisation (if applicable): WWF-UK 
 
Address:  
WWF-UK 
Panda House 
Weyside Park 
Godalming 
Surrey GU7 1XR 
 
Email:  
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
X Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
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 Other (e.g. consultant or private individual) 
 







Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
We believe that there is more that could be done in terms of forward 
looking strategy and principal risks and opportunities, particularly with 
reference to social and environmental impacts and risks. For example 
few companies where carbon emissions are significant (for example oil 
and gas companies) are discussing their future strategy on how they 
will manage the impact of carbon pricing or highlighting the potential 
risks related to these emissions.  BP’s carbon liabilities on its proved 
reserves would be around £42bn at a carbon price of £75 per tonne and 
Shell’s could be £36bn. 
Equally, companies who are investing in carbon intensive businesses 
are not disclosing the environmental impacts of their investments; nor 
are they disclosing in any detail the potential risk of investing in these 
businesses, and based on research undertaken by Mercer are not 
actively managing this risk (Carbon Risks in UK Equity Funds, 2009, 
Trucost) . 
Too many companies are making a large number of generic ‘boiler plate’ 
disclosures about a large number of risks; whereas the type of 
information that is required is a more detailed and decision-useful range 
of information about a select range of key risks, combined with 
contextual information to clarify the choices made about which risk 
factors are highlighted. 
 
In addition, information about specific environmental impacts or targets 
is sometimes out of step with strategic information provided on the 
same issues, which in turn can be inconsistent across the reports. For 
example, BP has provided information regarding its strategy with regard 
to climate change and carbon emissions – but the broad strategic 
statements are rarely if ever linked concretely to actual emissions 
performance of the company. 
Furthermore, in its disclosures to investors in response to a shareholder 
resolution BP provided additional information which is inconsistent with 
a sustainable vision for energy. The company made a range of 
statements about future energy demand and supply. Every one of the 
statements, however, is based on the International Energy Association 
(IEA) ‘Reference Scenario’. This assumes no new action to reduce 
emissions and mitigate climate change. It is extremely unlikely to occur 
and it also has startling implications which are not explained by BP: 
• Rising fossil fuel use would see annual GHG emissions rise from 







29Gt in 2007 to over 40Gt in 2030. 
• Atmospheric GHG concentrations more than double, reaching 
around 1,000ppm by the end of the century. 
• This would result in an average global temperature rise of up to 
6°C, with catastrophic consequences for people and the planet.  
(For further details see “Toxic Fuels: Toxic Investments – why we need 
greenhouse gas reporting”, WWF-UK and The Co-operative Bank, 
Insurance and Investments, 2010) 
This type of reporting demonstrates a serious lack of reliability, both in 
quantitative information and, crucially, in the relationship between 
statements about strategic direction and statements about specific 
risks. 
 
 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
Companies will sometimes assert that a risk is too remote and 
unquantifiable to be disclosed in the annual reports. However there may 
be opportunities where the risk is potentially significant for providing 
different scenarios to try to explain the potential impact. Disclosures 
could consider a range of plausible regulatory and economic scenarios. 
For example, there could be climate change/carbon risk assessments 
which incorporate low levels of carbon emissions, high price of carbon 
and shift away from fossil fuels necessary to limit atmospheric CO2 at or 
below the level required to avoid dangerous climate change. 
The lack of guidance on how to select key risks and what type and 
format of information (including the balance of quantitative and 
qualitative or contextualising information) it is useful to report to users 
makes it harder for companies to make important choices about these 
issues. 
 
This is a case where clearer and more specific guidance has the 
potential to reduce the burden on companies and to produce more 
concise, simple and effective reporting; rather then introducing extra 
burdens and complexity – as is often assumed to be the case. 
The profusion of competing reporting standards in key areas such as 
greenhouse gas (GHG) emissions can make it harder to report 
consistently and appropriately. Mandatory regulations for reporting of 
GHG emissions could provide the certainty and consistency in this area 
that businesses and investors need. 
 
In relation to impacts on the freshwater environment, while information 
on internal water consumption is normally straightforward to obtain, the 
information needed to determine water use and related impacts in the 







supply chain is not always readily available. 


 
 
Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
Comments 
No Comment. 
 


 
Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
Investors should be using this information to challenge directors, and 
we believe that investors need more information particularly in 
connection with environmental and social issues. For example BP lost 
50% of its stock market value in 2010 and investors also lost out in 
terms of dividend. Were investors fully aware of the potential risks? 
More and deeper engagement with institutional investors in particular 
improves investors’ ability to assess risk and opportunities and 
enhances their ability to influence the strategy of companies to manage 
those risks and opportunities. 
 
A report recently published by the charity FairPensions (Preparing for 
the storm? UK Fund Managers and the Risks & Opportunities of Climate 
Change, FairPensions, Oct 2009) found that 86% of fund managers 
surveyed stated that they would welcome mandatory reporting 
requirements for companies to report their GHG emissions and 78% 
would welcome stock exchange listing rules requiring companies to 
disclose risks related to climate change. 
 
More than half the respondents said that poor quality data on GHG 
emissions disclosed by firms and a lack of regulatory requirements for 







investee companies were barriers to incorporating climate risks and 
opportunities into their analysis and decision making 
 
Company reporting need not provide all of the information needed to 
make a full assessment of the likely success of the business in the 
future. However, it must at a minimum provide shareholders with 
sufficient information to identify key issues of concern in order that they 
can conduct their own analysis and press directors and management on 
their strategy and processes. This minimum standard is not currently 
being met. 
 
One example of this is the recent 2010 shareholder resolutions on tar 
sands at BP and Shell. In this case significant investor action and direct 
engagement was required even to gain access to the basic information 
about the basis of investment decisions and assumptions on key 
environmental and social risks, including carbon risk and the cost of 
cleaning up and restoring the local environment in areas disturbed by 
extraction and processing of bitumen. The disclosures that were made 
in response to the resolution revealed information about these 
businesses that should be available as a matter of course in company 
reports. 
 
When pressed, companies often point to information that is provided 
elsewhere in other publications or on their websites. This information is 
frequently found to be confusingly presented, incomplete, inconsistent, 
and extremely difficult and time-consuming to locate. It is also largely 
unverified. This does not facilitate investor or stakeholder engagement. 
 
For more details on the resolutions and their significance in this 
context, see the report “Toxic Fuels: Toxic Investments – why we need 
greenhouse gas reporting”, WWF-UK and The Co-operative Bank, 
Insurance and Investments, 2010. 
 
Understanding the risks derived from impacts on the water environment 
requires not only knowledge of the direct impacts of a company’s 
operations on water resources and water quality but also its indirect 
impacts that are created through the supply chain. To ensure that 
shareholders have sufficient information to press directors on risk 
issues, and business decisions are properly informed, reporting on 
water-related impacts needs to include, but go beyond, simple metrics 
of water consumption and direct water quality impacts, to include 
impacts through the supply chain, This could be achieved with tools 
such as water footprinting. 
  
 







Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 
 
 
Yes – WWF have used the shareholder resolution route to demand 
greater levels of transparency from companies (for example Shell and 
BP). The resolution process, increased investor awareness and interest, 
and public interest triggered a level of disclosure which was previously 
absent. Additional powers for investors and other stakeholders to raise 
concerns about disclosures and to request additional clarification would 
be useful. This could include a vote on the OFR/Directors’ Report at the 
AGM. We believe that the use of shareholder resolutions as a tool for 
greater dialogue and accountability should be encouraged – resolutions 
should not be considered only as a ‘nuclear option’ that is too extreme 
for normal usage, but rather as one of the many tools investors have to 
engage with investee companies. 
 
Legislation which requires full disclosure of environmental and social 
risks, and the financial implications of those risks, is essential. As 
explained in the above response to Question 4, the bare minimum that 
investors and other stakeholders require is sufficient information to 
make an assessment of the key risks and issues upon which they need 
to engage directly with a company. Enforcement/implementation 
mechanisms should also seek to empower investors and other key 
stakeholders to obtain adequate disclosures. 
 
 
   
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, and dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
We would use the report and accounts, website, analysts’ briefings, CSR 
reports and where appropriate dialogue with the company. We find that 
the CSR reports are sometimes of limited value in assessing the 
relationship between ESG factors and business/financial performance, 
and it is commonly stated that investors do not use them. Some 
important information is only disclosed in analysts’ briefings or even in 
private meetings. It is important that information be disclosed in an 
effective, connected, and coherent manner, which facilitates analysis of 







key issues, rather than confusing shareholders and other users and 
obscuring the links between interrelated factors. 
 
 
 
 


 
Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
We believe that greater clarity and more effective guidance in the form 
of enhanced Government regulation will help make narrative reporting 
simpler, more consistent and more useful. Certainty in the principles, 
processes, requirements and reporting standards need not make the job 
of preparing or understanding reports more difficult or expensive. On 
the contrary, company reporting of the type we have advocated does not 
significantly increase the amount of information which companies need 
to collect.  It simply implies drawing this information together in a form 
which is more systematic and useful, and enables users to be assured 
that all the relevant information is included. 
 
 
 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
We believe that it would be helpful to provide a level of quantitative 
information alongside the narrative reporting. Consistency of 
presentation can be enhanced by providing guidance, for example on 
the presentation of Key Performance Indicators (KPIs) and explanation 
of their context and assumptions. 
 
A recent report which provides useful practical advice on how to 
achieve better disclosure on key issues is: ‘From Transparency to 
Performance: Industry-based Sustainability Reporting in Key Issues’, 
Steve Lydenberg et al, Harvard University, June 2010. 
This report, prepared by Arup in partnership with Harvard University, 
makes a strong case for mandatory reporting on environmental and 
social impacts. It also proposes that a standardised format for reporting, 
including on KPIs that will vary for specific industries, is vital. 
The report proposes a framework for developing KPIs that relies on the 
principles of simplicity, materiality and transparency. It also proposes a 







method six-step method (building on broad disclosure frameworks like 
the Global Reporting Initiative (GRI) for identifying KPIs by industry 
sector, and tests the method on six sub-sectors. 
The aim, which we support, is, “the development of concise guidance on 
key material sustainability issues for each sector that should be 
disclosed by all companies at a minimum”. 
 


 







Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
 
We would support reinstating elements of the OFR. In particular we 
support the need for the information to be independently verified by the 
auditors.  
 
We would also support the reintroduction of statutory reporting 
requirements to provide greater clarity on the content, principles, and 
process of narrative reporting. 
 
The OFR also focuses on future development of the company, which we 
support. There should be an appropriate focus on strategic factors and 
risks, and on the way in which environmental and social factors affect 
them.  
 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) Is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 







We strongly support the need for this information and believe it can be 
strengthened by the inclusion of more quantitative data, including 
scenarios. In particular we would wish to see more forward-looking 
information, for example on carbon costs and other risks associated 
with climate change, such as risks to water supply, and to explain their 
emissions reduction strategy 
 
Please see above answers for details on usage of information and 
improvements required. 
 
In addition, disclosure could be improved by providing clear guidance 
on both the principles and the process of preparing narrative reporting. 
This should include guidance (ideally industry sector-specific) on the 
types of factors that should be covered, on how to make decisions 
about which specific factors to include and how to make useful 
disclosures about them. In particular, disclosure could be improved by 
achieving a much clearer and more useful range of information on the 
way in which environmental and social issues relate to risks to the 
success of the business, now and into the future. 
 
As discussed above, guidance on the reporting on financial and non-
financial KPIs would be of significant value. 
 
A key overarching principle to be considered is the way in which better 
regulation and more detailed rules and guidance can improve 
disclosures. In particular, disclosures at the moment are often 
inconsistent and incomplete, and yet simultaneously lengthy, repetitive 
and confusing. An improved and more precise regulatory framework can 
help disclosure to be, instead, more consistent, more concise, more 
comprehensive and more useful. This has the potential to make 
reporting work better for companies and their stakeholders alike. 
 
 
 







Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
We believe more guidance and examples would be useful. A good 
example of the type of guidance that might be helpful has been issued 
by the Carbon Disclosure Project, with worked examples and more 
specific advice on levels of disclosure. 
 
 
 


 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
We support the introduction of a shareholder’s advisory vote on the 
Business Review / OFR. 
 
 
 
 


 
 
Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
There are some good examples of non-regulatory examples which aim 
in improve disclosure, for example the Carbon Disclosure Project and 
their linked initiative on water disclosure. However it is clear that 
voluntary disclosure does not achieve the levels of transparency needed 
and that a regulatory approach is required to deliver effective results in 
many aspects of narrative reporting, as detailed elsewhere in this 
response. 
 
 
 







Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how 


these relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
 
Comments 
 
 
No comment 
 
 
 


 
Costs 
  
Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details    
 
 
Comments 
 
 
No comment 
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SAY ON PAY: SIX YEARS ON 3


Executive summary


If shareholders need a vote on one
issue, it is executive remuneration;
as Sir Adrian Cadbury, author of
the 1992 Cadbury Report on UK
Corporate Governance: 
“Financial Aspects of Corporate
Governance”, observes:    


“Say on pay promotes dialogue
between investors and boards
and encourages investors to
engage with boards on a readily
understandable issue, where 
interests may conflict. It is also a
litmus test of how far boards are
in touch with the expectations of
their investors.”


Shareholders in UK companies
have had a mandatory resolution
to enable them to vote on a 
company’s remuneration policy
since 2002. Shareholders in US
companies are beginning to have
experience of the same resolution,
so-called ‘Say on Pay’, with the
expectation of the introduction 
of legislation to require US 
companies to provide their 
owners with a vote on the 
compensation of their executives.


The discipline of going through
the annual vote process, from the
perspective of both companies
and investors, is a valuable one. 
It enriches the understanding that
investors have of companies due
to the importance of remuneration
within corporate governance risk
analysis. It has required investors
to develop expertise on pay 
structures, and this enhances 
both the quality of corporate 
governance evaluation 
undertaken, and the overall 
engagement with companies.
Without doubt, the pay vote 
has created a challenge for 
investors, as it provides an extra
resolution at each company on
which they have to decide their


voting position. In addition, there
is a responsibility on investors to
ensure that they inform 
companies of the reasons why
they have voted a certain way 
on the remuneration report 
resolution.


Essentially ‘Say on Pay’ is part of a
larger corporate governance
process, and not an end in itself. 
It can provide a good insight into
the relationship of board members
with each other and how much
ownership the remuneration 
committee has over the 
compensation process. If a chief
executive answers questions from
shareholders on compensation
matters, one must question
whether it is the remuneration
committee which owns that
process or whether it is the chief
executive who is the ultimate 
decision maker. Such observations
have wider implications for the
underlying governance structures
of a company. 


The question of how shareholders
can engage more effectively with
the businesses that they own over
issues of remuneration is not a
straightforward one. However,
with over six years of experience
in dealing with a statutory 
advisory vote on remuneration,
shareholders in UK companies 
can provide valuable lessons for
the US market. Increasingly, with
the globalisation of investment
mandates, investors in UK 
companies are also investing in 
US companies, and will use the
analytical techniques and 
experience gained from the UK
when assessing Say on Pay 
proposals at US companies. 
Furthermore, investors with no 
experience of assessing Say on
Pay proposals can learn valuable
lessons from the UK experience. 


In this paper, we discuss the 
impact the advisory vote on 
remuneration has had in the UK in
terms of:


a) remuneration levels;  


b) the relationship between 
shareholders and companies; 


and 


c) the importance of 
remuneration as an indicator of 
the governance structures that 
underpin a company. 


Introductory Section considers the
concept of ‘Say on Pay’ in the US
market, and considers the other
markets where shareholders do
have a vote on remuneration.


Section 1 looks at the events in
the UK in the lead up to the 
remuneration vote being 
introduced in 2002.


Section 2 considers what the vote
sought to achieve in the UK.


Section 3 looks at the vote in
practice in the UK and the reasons
why shareholders vote against the
remuneration resolution.


Section 4 evaluates the impact of
the vote on executive pay overall.


Section 5 considers whether the
vote in the UK has met its 
objectives. 


Section 6 concludes, and considers
the remuneration report vote in
the context of: 


i) Pay for performance;
ii) Rewards for failure;
iii) Empowering remuneration


committees; and
iv) Shareholder activism. 


Section 7 poses considerations for
UK investors in terms of the 
experience of the last six years,
and going forward.  
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1) The US debate
The expected implementation of
an advisory vote on compensation
at US companies comes at an 
important juncture in the debate
about corporate governance in the
USA, and globally. By extension,
the responsibilities and actions of
both shareholders, as principals,
and board directors, as their
agents, are under much scrutiny.
The politicisation of the debate
around executive remuneration,
amidst the perception of a 
fundamentally flawed bonus 
culture and public hostility to
banking executives, has only
strengthened the need for a 
shareholder vote on compensation
- a move that we believe will serve
to enhance the rights of investors
in US companies. 


On 31 July 2009, the House of
Representatives voted 237 to 
185 to approve the Corporate and
Financial Institution Compensation
Fairness Act of 20091, which 


includes a proposal to give 
shareholders of US companies an
advisory vote on compensation.
At the time of writing, the bill had
been referred to the Committee
on Banking, Housing and Urban
Affairs in the Senate.


In February 2009, as part of 
President Barack Obama’s 
initiatives to curb executive pay, it
was announced that companies
participating in the capital access
programs could waive the imposed
compensation limit cap of
$500,000 “only by disclosure 
of their compensation and, if 
requested, a non-binding ‘say on
pay’ shareholder resolution.”2


This is an interesting quid pro quo.
The message seems to be that 
giving shareholders a vote on 
remuneration is a sign that a 
company will adopt responsible 
remuneration policies and does
not need the cap imposed. 
Effectively, the waiver of the cap
can be taken to imply that the


vote itself acts as a deterrent to
egregious pay practices. 


On 6 April 2009, in her speech 
to the Council of Institutional 
Investors Spring Conference in
Washington, Mary Schapiro, 
Chair of the Securities and 
Exchange Commission (SEC),
identified the areas of governance
reform that would be the focus of
the SEC’s immediate agenda. 
On compensation, Schapiro 
commented that improved 
disclosure “is letting a company's
owners know how their managers
and directors ensure that 
compensation does not drive 
inappropriate risk-taking.” 
She referred to a report from 
the Financial Stability Forum3,
which stated three principles for
"sound compensation practices" 
– (i) effective governance of 
compensation; (ii) effective 
alignment of compensation 
with prudent risk taking; and 
(iii) effective supervisory oversight


President Barack Obama, 
4 February 2009


“This is America. We don’t 
disparage wealth...But what gets
people upset – 
and rightfully so – 
are executives 
being rewarded 
for failure. Especially 
when those rewards 
are subsidised by US 
taxpayers.”


Introduction


1 Corporate and Financial Institution Compensation Fairness Act of 2009 (H.R. 3269) http://www.govtrack.us/congress/billtext.xpd?bill=h111-3269.
2 ‘Remarks on the Economy and Executive Pay,’ 4 February 2009, Washington, D.C.
3 ‘Principles for Sound Compensation Practices’, Financial Stability Forum, 2 April 2009.
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and engagement by stakeholders.
It is within this “oversight” role for
shareholders that having a vote on
pay comes to the fore. 


Commonly referred to as “Say on
Pay”, we believe that the advisory
vote on compensation is part of a
larger corporate governance 
reform exercise that is needed in
the USA. Together with proxy 
access and underpinned by 
majority voting, Say on Pay will 
be an important factor in 
modernising the shareholder 
experience of investing in US 
companies. Given the scrutiny
within which compensation is 
now regarded, the voices of 
dissent on Say on Pay are 
becoming increasingly diluted. 
As investors with several years of
experience in the UK market,
which introduced legislation on
giving shareholders a vote on 
pay in 20024, we believe that
these reservations are misplaced.
Some opposition may stem from 
a misunderstanding of how the 
UK regime operates and we 
hope that this paper provides a
comprehensive overview of the
UK experience to inform the 
debate about Say on Pay in the 
US market.   


By the middle of this year’s US
voting season, it was obvious the
extent to which Say on Pay is 
now part of the US corporate 
governance landscape:


• AFSCME reported that, as at 
4 May 2009, of the 29 Say on
Pay shareholder proposals that
had been voted on since the
start of the 2009 proxy season,
which asked companies for a
vote on compensation, 10 
received a majority of the votes
cast, out of for and against
votes, and the average vote
across these ten proposals was
46%; and it was expected that
around 80 Say on Pay 
shareholder proposals would 
be voted on in 2009.5


• On 5 May 2009, California
State Teachers Retirement 
System (CalSTRS) launched
their ‘Principles for Executive
Compensation’ which set out
model guidelines that they 
considered their investee 
companies should follow. 
CalSTRS requested 300 of its
portfolio companies to develop
these comprehensive executive
compensation policies and to
allow shareholders an advisory
vote on these policies6. 


• On 7 May 2009, Senator
Charles Schumer announced
plans to introduce a corporate 
governance based bill called 
the Shareholder Bill of Rights
Act 2009, which, amongst 
other enhancements to their
ownership rights, would give
shareholders a vote on 
executive pay. The bill’s aim is
clear: “to prioritise the long-
term health of (their) firms and
their shareholders”7. 


In fact, there have been 
ruminations about Say on Pay in
the USA for some time and when
AFLAC announced, in February
2007, their intention to give 
shareholders a vote on pay8, this
represented a watershed in terms
of US corporations’ general 
intransigence in providing their
shareholders with a vote. The 
inaugural vote took place at
AFLAC’s 2008 annual general
meeting where 93.1% of the
votes cast supported the 
resolution.  


In March 2007, Congressman 
Barney Frank, Chairman of the 
Financial Services Committee, 
introduced the “Shareholder Vote
on Executive Compensation Act”
in the House of Representatives.
This proposed giving shareholders
of US public companies an 
annual non-binding advisory vote
on executive compensation 
packages, as well as an additional
non-binding advisory vote if the


company awards a new golden
parachute package whilst 
simultaneously negotiating the
purchase or sale of the company9.
On 20 April 2007, this legislation
was passed in the House of 
Representatives by a vote of 
269-134. The very same day, 
then Senator Obama supported 
enactment of Say on Pay through
his introduction of a companion
bill in the Senate, which required a
shareholder advisory vote on 
executive compensation. In 2008,
in addition to AFLAC, five other
companies gave their shareholders
a vote on remuneration and all
resolutions received over 90%
support, except the vote at 
Jackson Hewitt Tax Services, which
only received a slim majority of
53.6%.


Say on Pay is becoming a reality;
and compensation has proved to
be the dominating feature of the
2009 US proxy season, with 
increasing numbers of proposals
on ‘Say on Pay’ either filed by 
investors or provided by 
companies to their shareholders.


In addition, there are ramifications
from the US government’s 
intervention in the financial sector.
555 US financial institutions 
received capital infusions via the
US Treasury's Capital Assistance
Program, a bank-share purchase
program intended to restore 
confidence in banks and get them
to lend10. This program is funded
with $250 billion of the $700 
billion Troubled Assets Relief 
Program authorized by Congress
in October 2008 via the 
Emergency Economic Stabilization
Act. One of the conditions of 
participation was restrictions on
the compensation paid including:
an annual advisory vote on 
compensation presented to 
shareholders; limits on 
compensation; a provision for the
recovery of bonuses and awards
for the top named executive 
officers (NEOs), and the next 20


4 ‘The Directors Remuneration Report Regulations 2002’, Statutory Instrument 2002 No. 1986
5 ‘Say on Pay Shareholder Proposals Garner Record Support During Tumultuous Shareholder Season’, 4 May 2009. Note that AFSCME filed the 


first shareholder proposals on giving shareholders a vote on pay in the USA.
6 ‘CalSTRS Guidelines offer Substance on Executive Pay’, 5 May 2009 (www.calstrs.com)
7 ‘Support the Shareholder Bill of Rights Act 2009’, letter from Senator Charles Schumer, 7 May 2009.
8 ‘Aflac Adopts Non-Binding 'Say On Pay' Shareholder Vote’ 14 February 2007
9 http://financialservices.house.gov/ExecutiveCompensation.html  
10Participants in Government Investment Plan: http://online.wsj.com/public/resources/documents/st_BANKMONEY_20081027.html
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most highly paid executives if 
the awards were based upon 
inaccurate statements; and a 
prohibition on 'golden parachutes'
severance awards for the NEOs
and the next five most highly paid
executives.


2) Learning from other markets
This paper will explain the
processes behind the remuneration
report regulations that exist in the
UK, which can serve as a model
for the US and other countries
considering the introduction of 
a vote on remuneration. Whilst
the differences between the
institutional landscapes of the 
US and the UK are well-known,
this does not render the UK 
experience as irrelevant when 
considering the US model.
However, the vote on 
remuneration is not unique to 
the UK; in fact, it is becoming 
a feature of governance models 
in many other countries. 


In Australia, shareholders have 
had a vote on pay since 2005, 
introduced under the Corporations
Act 2001 (Section 250R). 
The Australian experience was 
recently reviewed by the Business
Roundtable in Australia, and
Charles Macek, the chairman of
the remuneration committee at
Telstra, Australia’s major telecoms
provider, observed: “I think that
what we are hearing is that 
communication with the 
institutional shareholders has 
actually improved as a direct 
consequence of the remuneration
report and I think that’s been
without a doubt the major positive
that’s come out of that”11. 


In Europe, Sweden and Holland
have a binding vote on executive
pay and further to their initiatives
in Switzerland, shareholder group
Ethos (http://www.ethosfund.ch/)
has had success in getting some
major Swiss companies to enable
their shareholders to have a 
remuneration vote (UBS, Credit
Suisse, ABB and Nestle SA) and
legislation is currently under 
consideration by the Swiss 
parliament. Other countries are
also experiencing companies 
putting their pay to a shareholder
vote of their own volition 


(Denmark, Finland and Canada).
Shareholders in these markets are
rising to the challenge of Say on
Pay. For example, in April 2009,
the Canadian Coalition of Good
Governance (CCGG) announced
the development of an 
“Engagement and Say on Pay”
policy 12 which encourages 
shareholders to engage with 
companies on any concerns
around the remuneration policies.
In its statement, CCGG said that 
it “regards ‘Say on Pay’ 
shareholder advisory resolutions 
as an important part of [this] 
ongoing integrated engagement
process between shareholders and
boards”; clearly, an expected 
outcome of having the vote on
pay is envisaged as an 
enhancement to engagement
processes.


However, the UK provides the
largest sample of data and 
anecdotal evidence of the 
experience of having a ‘Say on
Pay’. This paper sets out the 
background to the introduction 
of the vote and we explain some
of the experiences of the 
UK in terms of having the vote.
We hope that this paper will dispel
some of the myths around the 
UK experience that are being 
used in the USA to downplay the
significance, and achievements, 
of having a vote on compensation
issues. This paper should be read
as a contribution to what sort of
structures should be in place to
allow investors in US companies 
a proper voice in the debate on
executive compensation. 


But first, it is always helpful to go
back to basics so let us remind
ourselves what the purpose of
compensation is, and why 
shareholders have an interest in 
it. One definition of the word
‘compensate’ is as follows: 


“To make satisfactory payment 
or reparation to; recompense or
reimburse.”13


Compensation is money provided
by the members of a company to
remunerate the agents elected by
the owners of the company, to
provide safe and profitable 
stewardship over the assets of the


principals. These principals are, 
ultimately, the beneficiaries of
pension funds and other savings
and investment schemes managed
by institutional investors. It seems 
unequivocal, then, that 
shareholders should have an input
into the process. This takes us to
the crux of the matter; having a
vote is not about shareholders
having control over the process;
what it is about is shareholders
having input and influence over
the process and for approving the
compensation structures that are
in place. This is a subtle, but very 
important, difference.


But why all this focus on 
compensation?


It is fair to observe that the 
corporate governance debate
sometimes appears dominated by
remuneration issues. After all,
there are many other aspects of
corporate governance (shareholder
rights, audit issues, board structure
and independence), that make up
the corporate governance risk 
profile of a company. However,
given the current economic 
climate, the focus on remuneration
has only increased.


There are other reasons, apart
from society’s general concern at
high levels of executive pay, why 
remuneration is a fundamental
focus for corporate governance.
Many shareholders take 
remuneration as a proxy for the
wider corporate governance
strengths and weaknesses of the
company. If there is confidence
that compensation plans facilitate
true alignment between the 
interests of directors and 
shareholders, this may assure
shareholders that other 
governance structures are in 
place and are working effectively.
For some fund managers, 
remuneration is also often the 
one corporate governance issue
that they will take a stance on.
Whilst they might not necessarily
take a view on quantum, they 
are very keen on alignment of 
directors’ interests with those of
shareholders and have used the
remuneration vote as a way to
raise concerns about any 
perceived lack of such alignment. 


11Business Spectator/Mercer Roundtable, 3 February 2009  http://www.businessspectator.com.au/
12http://www.ccgg.ca/media/files/guidelines-and-policies/engagement-and-say-on-pay/CCGG%20SOPP%20Final.pdf
13http://www.thefreedictionary.com 
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The context
In the UK, the onus is very much
on investors to provide oversight
of companies in respect of 
corporate governance issues. 
The Directors’ Remuneration 
Report Regulations 2002 are a
good example of how investors
have been encouraged by the UK
Government to influence 
corporate behaviour. Prior to the
regulations being introduced in
2002, the first reference to a
shareholder vote on remuneration
could be found in the 1948 
Companies Act, Table A, where it
is stated that:


“The remuneration of the 
directors shall from time to time
be determined by the company in
general meeting.”14


Looking back at the history of the
remuneration question in the UK,
a report by PIRC in 199315 noted
that appeals for pay restraint by
directors had been made at that
time by the Prime Minister, the
CBI and the Archbishop of 
Canterbury. Issues included large
golden handshakes, the structure
of executive share option schemes
and underlying pay increases that
were outstripping inflation, 
company performance and general
wage levels. 


In 1999, the Department of Trade
and Industry (DTI) - now the 
Department for Business, 
Innovation and Skills - appointed 


PricewaterhouseCoopers (PwC) 
to monitor compliance by listed
companies with the best practice
framework on directors’ 
remuneration set out in the 
Greenbury Code of Best Practice
and the Combined Code16. It is
somewhat telling that only five per
cent of companies analysed during
that period disclosed, even in
broad terms, how performance
measures related to long-term
company objectives. Only seven
of the 270 companies monitored
by PwC chose to put forward the
remuneration report for 
shareholder approval at the annual
general meeting, as recommended
by the 1995 Greenbury Report17. 
As a result of the PwC report, the
Government announced that it
would be consulting on a number
of possibilities for creating “an 
effective and more focused way in
which shareholders could influence 
directors’ pay”.18


In 2000, much of the year was
spent waiting for the 
Government’s response to its 
consultation document issued in
July 1999. This floated various
ideas for improving shareholder
oversight of the remuneration-
setting process along with 
proposals to improve reporting. 
As frustration grew amongst
shareholders over the slowness 
of the Government to report the
outcome of its July 1999 
consultation exercise, in the 
absence of any initiative from the


DTI, various investor groups took
matters into their own hands. In
March 2001, PIRC wrote to all
800 companies within the 
All Share Index asking them to put
forward a voluntary resolution
seeking endorsement for 
remuneration reports and 
notifying them that PIRC would be
advising clients to vote against
senior members of remuneration
committees where no such 
resolution was forthcoming. A few
weeks later, a group of investment
managers, co-ordinated by 
Hermes, wrote to companies 
with a similar request, suggesting
also that they might propose a
shareholder resolution on the 
matter at recalcitrant companies.
Approximately 10% of FTSE100
companies complied19.


Finally, the Directors 
Remuneration Report Regulations
(DRRR) came into force on 
1 August 2002 and applied to
companies' financial years ending
on or after 31 December 2002.
The DRRR set out what was 
required of the remuneration 
report within the reporting 
documents of a company, and also
introduced a mandatory annual
vote for shareholders on the
remuneration report for listed 
companies, in advisory form.
Listed companies are required to
put their remuneration report to
shareholders in general meeting as
a separate resolution. At the time
the regulations were introduced,
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1 The UK Say on Pay experience: 
the context and trends prior to 
the vote


14 1948 Companies Act, First Schedule, Table A, Part 1:“Regulations for Management of a Company Limited by Shares, not being a Private 
Company” Section 76 (http://www.companieshouse.gov.uk/about/tableA/comm1July48CoAct1948_P1.pdf)


15 “Directors’ Remuneration”, PIRC Limited, London, 1993. 
16 “Monitoring of Corporate Governance Aspects of Directors’ Remuneration” produced by PricewaterhouseCoopers for the DTI (1999)
17 “Directors’ Remuneration: Report of a Study Group chaired by Sir Richard Greenbury”, 17 July 1995.  
18 Speech by Stephen Byers, then Secretary of State for Trade & Industry, to the ABI and NAPF Seminar on Institutional Investors and the 


Competitiveness of British Industry, 19 July 1999.
19 PIRC Proxy Voting Review 2002, p.21
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the Government made it clear that
whilst it did not currently intend to
regulate in this area, it would do
so if necessary. In its response to
the Trade and Industry Select
Committee’s 16th Report of 
Session 2002-03, on “Rewards for
Failure”, the Government stated
that whilst it recognised best 
practice was the “preferred 
option” and that “legislation was
considered an inappropriate route
which would create unnecessary
complexity and uncertainty as well
as significant regulatory burden”,
there are consequences should the
voluntary approach fail: ”the 
Government will be monitoring
the position closely and, if need
be, will not hesitate to take the
appropriate action”.20


It is important to understand not
only the political and social 
context that led up to the 
implementation of the 
remuneration report vote 
requirements but also the practice
undertaken by companies which
fuelled the concern and the need
for a vehicle to allow shareholders
a stronger voice on remuneration
issues.


Here are some key examples:


At the turn of the millennium,
British Airways angered 
shareholders by paying their 
departing chief executive, Robert
Ayling, compensation equating to
approximately 400% of base
salary. Possibly in light of the 
controversy, the remuneration 
policy was put to a shareholder
vote at the company’s next AGM.
In the same year, as the proposed
merger between Glaxo Wellcome
and Smithkline Beecham gained
momentum, both companies were
subject to shareholder scrutiny
over the terms of the executive 
directors’ share plans, which 
allowed accelerated vesting in the
event of a merger such that
awards that were not eligible for
vesting on the merger date would
become so. As a result, at 
Smithkline Beecham Group, an
award worth approximately 20
times salary was granted to the
chief executive. PIRC therefore


recommended opposing the 
election of both chairmen of 
the respective remuneration 
committees. 


In 2001, a £2.5m payout to 
directors at Royal Bank of 
Scotland, following the NatWest
takeover, provoked a 17% vote
against the chairman of the 
remuneration committee, 
Sir Angus Grossart. 


This was eclipsed by the level of
shareholder protest at Schroders,
where the board tabled a 
resolution seeking approval for a
payment of £5 million to the 
departing chairman and ex-chief
executive, Sir Win Bischoff. The
group compensation committee
deemed the award a reflection of
his outstanding contribution 
during the group’s development
and success over a 16-year period.
However, shareholders questioned
whether such a discretionary 
payment was justified given that
company growth under Sir Win’s
guidance had been reflected in
salary and previously established
bonus and incentive schemes in
which he had participated and
been incentivised by. Coming after
the sale of its investment banking
business, many shareholders were
dismayed by another transaction
bonus which 40% of the non-
family shareholders voted against. 


Similar to prior shareholder protest
at Smithkline Beecham, in 2001
Billiton’s merger with BHP was
overshadowed by concerns about
the automatic vesting of share 
options, irrespective of whether
performance targets had been
met, on the completion of the
merger.


During 2002, 30% of companies
put their remuneration reports or
policies for shareholder approval,
up from 8% in 2001 and 3% the
year before. These proposals were
more prevalent among larger 
companies with 44% of FTSE100
companies bringing forward a 
resolution, compared to 17% of
Small Cap companies.


For the first time in the UK, in
2002, two companies were forced
to withdraw or amend their 
proposed share option schemes
due to the level of opposition. 
The first of these was Prudential
which, despite a prior consultation
process, attracted 41% opposition
for an overly complex scheme
which could have paid the chief
executive, Jonathan Bloomer, an
award of between £3m and £6m
(estimates varied) and around
90% of his salary for median 
performance. (PIRC’s proxy voting
analysis had highlighted Prudential
and advised opposition to 
shareholders.) Given Prudential’s
role as an institutional investor 
of note, the scheme was also 
portrayed as setting a benchmark
of acceptability for other 
companies. In the face of 
opposition fromvarious fund 
managers and other insurance
companies, Prudential backed
down the day before the AGM
and withdrew the share scheme. 


A week later, Selfridges amended
its share scheme proposals in 
response to a Local Authority 
Pension Fund Forum campaign
against its weak performance 
targets, a concern shared by other
institutions. The amendment 
clarified the maximum award limit
and introduced a 5% dilution limit,
although the target remained 
unchanged. The resolution was
passed but a substantial 25% 
vote was recorded against it. 
The company subsequently 
committed itself to reviewing the
scheme. 


A similar level of shares registered
opposition against the HBOS share
scheme brought to shareholders in
2002, which attracted attention 
in part due a perceived lack of 
appropriate challenging 
performance targets.


Whilst share schemes attracted
dissenting votes, major 
controversies also emanated from
other remuneration issues such as
substantial increases in basic pay
at BP, Barclays and Schroders. 
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20 House of Commons, Trade and Industry Select Committee – Third Special Report, 2 March 2004 
(http://www.parliament.the-stationery-office.co.uk/pa/cm200304/cmselect/cmtrdind/415/41504.htm)
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The trends
In the years running up to 2003,
and despite a backdrop of 
increasing regulatory pressure 
and general shareholder dismay,
companies continued to increase
all aspects of cash remuneration.
Issues of concern were by no
means limited to increases in 
cash-based remuneration, but 
also included insufficient levels 
of disclosure, the structure of 
remuneration packages, 
share-based incentive schemes
and directors’ contractual 
arrangements. 


Specific concerns at the time 
related to the lack of an upper
limit under numerous cash bonus
arrangements; one-off share
awards; inadequate disclosure of
performance conditions whether
under bonus arrangements or
share-based incentive schemes;
rolling retesting of performance
conditions; cliff vesting; and, most
of all, contract lengths and 
severance arrangements. Rolling
retesting, a common practice of
the time, meant that if a company
failed to meet performance targets
in the set timeframe (usually 
three years), the board would 
extend the test for one or more
years while also adjusting the 
performance hurdle to maintain
the same average annual 
performance target. For example,
if the old hurdle called for growth
in earnings per share of 9% over
three years, the board would raise
the new hurdle to 12% over four
years. The consequence of such
practices increased the likelihood
that awards would become 
available, thus undermining the
concept of ‘pay for performance’.


i) Trends in salary 
pre-remuneration vote 
As Figure 1 displays, average 
executive directors salaries, when
adjusted for inflation, increased in
a rapid fashion for FTSE100 and
Mid Cap companies in the years
running up to the introduction of
the remuneration advisory vote. 
When rebased to 2000, FTSE100
companies increased average 
executive salaries by 22.5% over
three years. 


Between 1999 and 2000, the 
average executive director’s salary
rose by 6.7% for the FTSE100, by
5.6% for the Mid Cap and by
8.0% for the Mid Cap. 


Between 2000 and 2001, the 
average executive director’s salary
rose by 12.8% for the FTSE100,
3.4% for the Mid Cap and 5.4%
for the Small Cap.


Pay continued to rise in 2002, with
salary increases in the FTSE350
and a rise in the overall cash 
remuneration across all indices 
despite a decrease in annual cash
bonuses and the value of exercised
share option awards. Between
2001 and 2002, the average 
executive director’s salary rose by
7.8% for the FTSE100, 12.6% for
the Mid Cap and 4.6% for the
Small Cap. 


Salary rises in each index were well
above inflation. Between 2002
and 2003, the average executive
director’s salary rose by 7.2% for
the FTSE100, 7.4% for the 
Mid Cap and 6.9% for the 
Small Cap. 
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Average executive director salaries (adjusted for inflation):
2000 - 2003
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Figure 1 (Source: PIRC)
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ii) Trends in bonus 
pre-remuneration vote 
Whilst average salaries had
increased in excess of inflation
through the same period, the 
effect of the global market 
downturn in 2001/2 manifested 
a relative drop in the level of
bonuses awarded to directors in 
2002, as Figure 2 demonstrates.
This resonated earlier for Small
Cap companies that saw bonuses
drop consecutively from 2000 to
2002. Notwithstanding the relative
drop in 2002, average cash
bonuses still increased through the
three year period by approxi-
mately 40% and 20% for
FTSE100 and Mid Cap companies
respectively. As disclosure of 
targets for directors’ bonuses 
was generally limited, it was not
possible to assess whether the 
resumption of an upward trend 
reflected better performance by 
the companies or changes in the
targets allowing them to be
achieved more readily. 
The increase in salaries and 
benefits meant that in spite of the
drop in annual bonuses, overall
cash pay continued to rise. 


Total annual bonuses (excluding
the value of share-based awards)
increased by 34% for the
FTSE100, 26% for the Mid Cap
but decreased by 12% for the
Small Cap during 2001.
On average, annual bonuses were
worth 77% of salary for executive
directors in the FTSE100, 52% of
salary for the Mid Cap, and 34%
of salary for the Small Cap. 


In 2002, annual cash bonuses 
(excluding share-based awards
and gains) for the average director  
decreased from 2001, reflecting 
overall poor market conditions.


-7.3% for the FTSE100, -17.0% 
for the Mid Cap and -13.9% 
for the Small Cap. On average,
annual bonuses were worth 66%
of salary for executive directors in
the FTSE100, 39% of salary for
the Mid Cap and 26% of salary
for the Small Cap. Between 2002
and 2003, the average executive 
director’s annual cash bonus rose
in percentage terms by 14.5% 
for the FTSE100, 16.8% for the 
Mid Cap and 20.5% for the 
Small Cap. 


When each element of cash 
remuneration is combined, ie, 
factoring in base salary, bonuses,
and benefits, the escalation over a
four-year period is striking. Using
2000 base data, Figure 3 exhibits
the percentage increase in average
combined cash remuneration 
running up to the first year of 
having a vote on remuneration in
2003. In addition, it is worth 
noting that this cuts across a 
significant market downturn in
2001. 


In the three years running up to
the remuneration vote, a 30%
drop in the FTSE AllShare Index
was accompanied by an inversely
related 30-40% increase in 
average executive total cash 
remuneration for FTSE100 and
Mid Cap companies. 
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Figure 2 (Source: PIRC)
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Figure 3 (Source: PIRC)
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iii) Trends in contracts & 
severance payment 
pre-remuneration vote
PIRC first brought shareholders’
attention to the potential 
consequences of long notice 
periods as far back as 1994 when
over 40% of executives in the
FTSE350 had contracts of three
years or longer, compared to less
than 30% of one year or less. 
One-year rolling contracts did not
become the most common form of
contract in the FTSE350 until 1998
when just over 50% of directors
had one-year notice periods 
compared to approximately 45%
on two-years’ notice. The major
change took place in 2001 when
75% of FTSE350 directors had 
one-year contracts, up from 56%
in 200021. Only 23% had a 
two-year contract down from
42% in the previous year.


In 2000, whilst contract lengths
had been declining the cash value
of compensation paid to departing
directors had increased for all 
indices over the previous two
years. Average compensation
amounts stood at around 120% 
of salary and 90% of total cash 
remuneration. Among FTSE100
companies, 40% disclosed 
liquidated damage provisions in
2000, up from 34% in 1999. 
In the Mid Cap, 29% of 
companies had liquidated damage
provisions, up from 23% in 1999.
For the Small Cap, the percentage
had fallen to 11% from 15%. 


In 2001, average compensation
amounts stood at around 130% 
of salary and 90% of total cash 
remuneration. The explanation for
the increase in compensation at a
time of shortening notice periods 
was that compensation was being 


paid for more elements of a 
director’s emoluments package
than simply salary. As the bonus
element of packages was 
increasing, this pushed up 
compensation relative to salary. 


The trend towards reducing 
executive contractual notice 
periods to one year or less 
continued during 2002. In 1994
notice periods in excess of one
year were the norm, held by 70%
of FTSE350 directors. This reduced
to 43% by 2000 and in 2002, only
16% of executive directors still
had a contract with a notice period
longer than one year. However,
despite the general reduction in
contractual notice periods over
these periods, with inclusion of
‘unearned’ cash bonuses in
compensation payments, many
paid out by companies were still
considered excessive. 
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Figure 4 (Source: PIRC)
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21 The Greenbury Report first recommended the reduction of contract lengths to one year or less in 1995, Greenbury Recommendations, 1995, D2; 
B10. The Hampel Committee further emphasised that boards should set as their objective to reduce directors’ contracts to one year or less, 
Hampel Summary and Recommendations, 1998, 24 and see 4.9 of the Hampel Committee deliberations. The Combined Code (May 2000), 
opined that directors’ contracts should be one year or less and again reiterated that boards should set this as an objective, Combined Code (May 
2000) B.1.7. In Schedule B, in the 2000 Combined Code, it is, in addition, specified that “Any service contracts which provide for, or imply, notice
periods in excess of one year (or any provisions for predetermined compensation on termination which exceed one year’s salary and benefits) 
should be disclosed and the reasons for the longer notice periods explained.” Finally the Combined Code of 2003 established that service 
contracts should be set to one year or less and that “if it is necessary to offer longer notice or contract periods to new directors recruited from 
outside, such periods should reduce to one year or less after the initial period.” This is the same rule included in the successive Combined Codes.


ain Language 
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i) Improving the linkage between
pay and performance
One of the key aims of the 
remuneration vote was to improve
the linkage between pay and 
performance. Many investors 
were not overtly worried about
quantum in and of itself, if large
rewards mirrored the creation of
shareholder value. Such an 
approach reflected the desire to
provide alignment of interests 
between shareholders and 
directors as a way to overcome 
the separation of ownership and
control (the principal/agent 
problem). One way in which this
would be achieved, it was argued,
was calls for better standards in 
reporting and transparency in 
respect of remuneration 
arrangements.


ii) Empowering shareholders and
improving shareholder democracy
A further aim was to empower
shareholders such that they were
in a more informed position on 
remuneration. By providing 
shareholders with a way to 
influence pay structures the 
remuneration report vote would
improve shareholder democracy 
at companies as a consequence.
Remember the UK Government’s
key aim when considering the 
introduction of a vote was to 
create “an effective and more 
focused way in which shareholders
could influence directors’ pay”22.  


The word influence is key here; in
this view the aim of the vote was
not that shareholders should
micro-manage companies by 
setting pay levels and structuring
compensation plans. Then, as
now, few shareholders had the 
appetite to get involved in the
minutiae of executive pay 
structures; indeed this was very
much the role of the remuneration
committee and what shareholders
delegate to committee members
and entrust them to do. 


The aim of the vote was to allow
companies to demonstrate how
they could align the interests of 
directors with those of the owners
by having transparent, effective
pay policies that provide incentives
to act in shareholders’ interests
over the longer term. Whilst
shareholders typically do not want
to set the detail of remuneration
policy, they should have the right
to a say on how effective they
think remuneration policy is in
achieving alignment of interests.
Shareholders have the opportunity
to influence pay policy towards
best practice and away from poor
practices, in order that such 
alignment is achieved. 


iii) Remuneration committees
Although perhaps not an explicit
aim, the introduction of the vote
was considered to create greater
focus by remuneration 
committees and for them to 
have more ownership of the 
compensation process. It would
allow them the opportunity to
demonstrate how they are 
carrying out their duties as 
agents of their principals. 


As a consequence of this, having 
a vote on remuneration would 
provide shareholders with an 
alternative to voting against 
the remuneration committee 
members and focus concern 
in one area. 


As an extension of this, the Say on
Pay resolution can be considered
as a way to ‘contain’ the concerns
which are remuneration based to
one resolution, which should be a
positive for companies. 


iv) Engagement 
A final concern was the overall
lack of engagement by 
shareholders on remuneration
policies in general. Previously, 
engagement had been primarily
driven through voting activity 
on individual share incentive plans.
This proved somewhat restrictive
for discussing remuneration 
generally, given that focus was 
on a specific scheme. Overall 
remuneration practices underpin
these schemes but it was difficult
to take a more holistic view on 
remuneration, or object to broad
remuneration policy. Addressing
incentive schemes in isolation was
somewhat limiting and often 
necessitated taking a view on the
scheme and ignoring other 
contributory factors such as salary
sizes (a multiple of which forms
the basis of incentive scheme
awards). As an extension of this, 
it was difficult for investors not to
let other remuneration practices
influence their decision on the
schemes themselves.
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2 What did the UK Say on Pay vote 
seek to achieve? 


22 Speech by Stephen Byers, then Secretary of State for Trade & Industry, to the ABI and NAPF Seminar on Institutional Investors and the 
Competitiveness of British Industry, 19 July 1999.
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In this section of the report we 
review the evidence provided by
PIRC’s annual proxy voting 
reports to give a sense of how
shareholders responded to their
newly won voting opportunity.


1) How have investors used the
vote? 
i) Voting trends in remuneration
Until 2004 PIRC reported on 
increasing opposition votes on 
remuneration report adoption at
FTSE350 company meetings 
relative to the level of support 
for share-based executive share
option schemes (ESOSs) and 
long-term incentive plans (LTIPs).
However, from 2005 to the 
present, the trend has been one 
of convergence on a stable level 
of opposition. Figure 5 shows 
that the average level of 
opposition for remuneration 
reports has fallen by 1.5% to


3.54%, whereas the average level
of opposition for LTIPs has risen 
by 1% to 4.9%.


1 Excessive Excessive  Unchallenging One-off award Unchallenging  Lack of Golden hello
payout severance payout targets targets disclosure
potential regarding 


performance 
targets.


2 Option Breach of US Lack of Excessive One-off cash Excessive Excessive
scheme for dilution limits disclosure liquidation bonus severance severance
non-executive regarding damages payout payout
director performance 


targets


3 Breach of One-off option Excessive Lack of One-off award Unchallenging Unchallenging
dilution limits award severance disclosure  targets targets 


payout regarding
performance
targets


4 Breach of US Excessive Unchallenging Golden hello One-off award Unchallenging One-off award
dilution limits severance payout targets targets


5 Breach of US Unchallenging Lack of Unchallenging Breach of Excessive Unchallenging
dilution limits performance disclosure targets dilution limits liquidation targets


conditions/excessive regarding  damages
severance payout performance 


targets
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3 The UK Say on Pay vote in 
practice 


ii) Top 5 remuneration issues year-on-year


Figure 5 (Source: PIRC)


Figure 6 (Source: PIRC)


Excessiveness One-off award
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From Figure 6, the following 
summary trends in shareholder
voting on remuneration can be
seen:


• Protest votes regarding the
breaching of dilution limits have
declined over time as a 
reflection of more compliant
practice.


• There is an increasing focus 
on the disclosure and 
“challenging” nature of targets
after 2004, most likely in light
of increased company 
performance as economic 
conditions improved and 
higher disclosure expectations
following the introduction of
the remuneration vote in 2003.


• There has also been a growing 
intolerance towards one-off
awards, although this could also
be exacerbated by the increased
use of one-off awards to retain
and recruit talent during 
improving economic conditions.


• Particularly from 2005, there
has been a growing level of 
opposition to both one-off
awards and the level of 
potential and actual severance
payments. 


• In the wake of the financial 
crisis, early indications from the
2009 season suggest a 
significant upsurge in opposition
to remuneration reports in 
general. 


2) How have companies 
responded? 
Companies have, in some cases,
used the vote as an opportunity. 
It is worth noting that most firms
do not have egregious pay 
practices and have a good story to
tell in terms of their remuneration
practices. 


For these companies the vote has
become an opportunity to gain
shareholder endorsement of their
pay practices. Such goodwill 
serves companies well when
changes are proposed, or there is 
an issue of concern raised, in 
subsequent years.


Generally, anecdotal evidence 
suggests that there has been a
more focused engagement 
process for companies and an 
increase in engagement activity
with their owners. The role of the
remuneration committee seems 
to have been enhanced as a result
of the DRRR. From some 
investor experiences, it has forced
members of such committees 
to take ownership of the 
remuneration policy and 
structures, and it is obvious when
this is the case, and when it is not.
Whilst remuneration consultants
have their part to play in terms of 
structuring remuneration plans, 
it is the remuneration committees
who should make the decision
about whether or not a plan is 
acceptable. The remuneration 
consultants advise the committees,
but of course the committees do
not have to take their advice. 


i) Consultation
Consultation with shareholders has
been another positive outcome of
the vote process. Companies have
embraced consultation and, of
course, used it to their advantage,
though it should be clearly 
understood that undertaking 
consultation does not always
mean a ‘yes’ vote. Sometimes, an
incentive plan which does not
meet best practice criteria is 
proposed as an opening gambit. 
There will be features within it 
that companies must know 
investors will object to. Therefore,
shareholders have to be careful
not to interpret a shift from this
opening position towards best
practice as a ‘win’. The ‘revised‘
scheme could be what the 
company wanted all along, but it
had put forward a less acceptable
version initially in order to 
‘manage’ the consultation process. 


As suggested above, some 
companies apparently think that
simply because they have 
consulted, they are going to
achieve shareholder endorsement
for their remuneration policies 
and practices. In fact, some 
companies become quite 
aggravated when they have 
consulted with shareholders and
still face disagreement. But this is
the shareholders’ prerogative. 
There may always be issues that 
shareholders object to, and if
those elements are in the final 
plan arrangements, then we are
always going to vote against. 
A further point for consideration 
is that disclosing that a company
has consulted with shareholders
does not automatically infer that
shareholders have given their 
consent to the proposals. 
An additional point is to consider
the representative nature of the
bodies who have been consulted.
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ii) Defeat of the remuneration 
report vote: GlaxoSmithKline plc
Whilst not the only company to
have its remuneration report 
resolution defeated – witness the
number and level of defeats in the
2009 proxy season alone23 – the
significance of the defeat of the
remuneration report resolution at
GlaxoSmithKline (GSK) in 2003
should not be underestimated.
GSK was the first company to
have its remuneration report 
defeated by its shareholders and
this served to raise the profile of
the remuneration report resolution
and, by extension, the debate
about executive pay in general. 
As a consequence, the 
remuneration report resolution
was firmly established as a key 
aspect of the UK governance 
landscape.


The concerns at GSK related to the
golden parachute provision within
the pay arrangements for then
chief executive, JP Garnier, with 
respect to the two-year contract
provisions that GSK had agreed
with him, and the US pay 
characteristics of the pay structure,
such as a lack of performance 
linkage. 


There was 50.7% opposition to
GSK’s remuneration report vote
with another 10% of shareholders
abstaining from voting. The total
dissent of 61% made the GSK
vote the highest opposition to a 
remuneration report at a UK 
company since the advisory pay
vote was introduced. 


In response to this vote result, and
the concern expressed by a 
majority of the shareholders who
voted, the company announced a
fundamental review of all aspects
of its remuneration policy and
practices by Deloitte & Touche.


Subsequently, GSK overhauled its
remuneration plan for 2004 after
extensive consultation with 
shareholders and their pay 
consultants. The company 
continues to make changes to its
remuneration policies as its 
business evolves and in 2009, 
prior to their 2009 AGM, a further
review was undertaken by the
company in order to implement
changes to the company’s 
remuneration practices, with a
shift towards UK style packages
for their new chief executive and
their chief financial officer. 
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23 2009’s proxy season is proving unprecedented in the frequency with which companies are facing strong opposition to their remuneration 
practices (for example, on 3 April 2009, Royal Bank of Scotland was defeated by 90.4% of shareholders voting against the resolution; and on 
19 May 2009 Royal Dutch Shell saw its remuneration report resolution defeated when nearly 60% of its shareholders did not support the 
remuneration resolution. Two other companies have had the remuneration resolution defeated (Bellway plc and Provident Financial plc). 
The remuneration resolution at Amec plc and Tomkins plc have passed on minority support, ie, if abstention votes are included, the votes in 
favour were under 50% of the total votes cast.
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i) Post vote: general pay trends
Tracking levels of executive 
director salaries from 2000 to
2008, Figure 7 reflects a relatively
sharp drop in fixed-base salaries
from 2006 onwards. This is likely
explained by an apparent 
increase in variable performance
based bonus and share incentive
remuneration (see Figures 8 - 12). 
The move to a higher proportion
of performance dependant pay
can be seen as a corollary of 
increased shareholder engagement
since the introduction of the 
remuneration vote that had
equipped shareholders with a 
portal to express concerns that 
remuneration should have a
higher proportion of pay linked
specifically to the performance of 
the company and its associated 
objectives. 


The effect of the global market
downturn in 2001/2 manifested a
relative drop in the level of
bonuses awarded to directors in
2002. This resonated earlier for
Small Cap companies that saw
bonuses drop consecutively from
2000 to 2002. Figure 8 also 
exhibits a sharp increase in bonus
awards for Mid Cap companies
from 2006, which corresponds
with an associated decrease in
base salaries from 2006. These
caveats aside, over an eight-year
period, the general trend has been
for cash bonuses to increase 
significantly, with Small Cap
awards increasing by 100%, 
Mid Cap companies a shade 
under 250% and FTSE100 
companies by approximately
200%. 
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4 What has been the impact on 
executive pay?


Figure 7 (Source: PIRC)


Figure 8 (Source: PIRC)


Average executive director salaries (adjusted for inflation): 
2000 - 2008


Average executive director cash bonus: 2000 - 2008
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Whilst a fractional drop in LTIP
gains occurred concurrent to the
nadir of the 2003 market crash,
Figure 10 indicates that the 
preceding three years had seen
salary, bonus and LTIP gains 
gradually increase as the FTSE100
index performance depreciated at
its sharpest rate. 


More intriguing perhaps is that
LTIP gains grew significantly in
2004 and 2005, when the 
retrospective preceding three-year
performance period would have
included the downturn years of
2002 and 2003. The relatively
steady 40% appreciation in index
performance from 2003 up to
2007 saw LTIP gains and bonus
awards grow approximately 300%
from 2003. 


With the exception of Small Cap
companies, Figure 9 reveals that
total cash remuneration for the
top 250 listed companies 
continued to increase through
2000 – 2002 despite the global
market crash that had affected 
the economy. This occurred
notwithstanding bonus payments
dropping in the same period, 
indicating that companies 
increased the proportion of base
salary and cash benefit payments
in the same period. 
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Figure 9 (Source: PIRC)
Figure 10 (Source: PIRC)


Average executive director total cash remuneration (adjusted for
inflation): 2000 - 2008


FTSE100 - average executive director total remuneration 
against FTSE100 Index performance: 2000 - 2008
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In a similar fashion to the FTSE100,
we can see from Figure 11 that
Mid Cap companies saw a drop in
LTIP gains concurrent to the nadir
of the 2003 market crash, 
although in the preceding year
LTIP gains had spiked with a 
considerable 350% year growth.
Mid Cap companies show some
evidence of being more responsive
to the market during 2002, 
during which bonus awards
dropped in line with trend of 
index depreciation. The market
turnaround from 2003 to 2007
which had seen the index 
appreciate approximately 80% was
met with a partially correlated rise
in bonus awards and LTIP gains.
However, in a similar vein to
FTSE100 companies, the 2005
spike in LTIP gains presents 
something of a misalignment 
between pay and performance, 
given that the preceding 
three-year performance period 
included the downturn years 2002
and 2003. Although perhaps the
most striking performance pay 
misalignment occurred during
2008, in which LTIP gains rose 
approximately 150%, bonus
awards held at 2007 levels 
and base salaries increased, over a
year in which the index returned
full circle to year 2000 levels. 


Figure 11 (Source: PIRC)
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FTSE Mid Cap – average executive director
total remuneration against FTSE250 Index performance: 
2000 - 2008
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Relative declines in bonus awards
and LTIP gains up to 2002 were
positively correlated with the 
market crash of the time, which
bottomed out a year early for
Small Cap companies, per Figure
12. The significant market 
turnaround up to 2006, which 
had seen an approximate 60% 
appreciation in index performance,
was matched with relatively 
modest growth in salary and
bonus payouts. 


However, the market turnaround
was clearly recognised by the
growth in vesting of LTIP awards
in 2007 and 2008. The only major
performance pay misalignment for
Small Cap companies is recognised
by the growth in bonus payouts
during 2007 and 2008 over a 
period in which the respective
index fell approximately 80%. 
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Figure 12 (Source: PIRC)


FTSE Small Cap – average executive director
total remuneration against FTSE250 Small Cap performance: 
2000 - 2008
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ii) Post vote: general pay trends
plotted against index performance
Rebased to 2000, Figure 13 
reveals an inverse correlation 
between the performances of the
FTSE AllShare next to the level of
total executive cash remuneration
from 2000 – 2008. The disparity is
particularly evident most recently
in 2008. Across the eight year 
period, a 30% drop in the FTSE
AllShare Index was accompanied
by an inversely related 80% 
increase in average executive total
cash remuneration for FTSE100
companies, 60% for Mid Cap 
companies and a 30% increase for
Small Cap companies.


When the respective index 
performance is extrapolated and 
inserted next to each respective 
market cap, we are able to 
compare the levels of total cash 
increases next to their specific
index performance. 


The divergence is most evident 
for the FTSE100 (Figure 14), which
saw companies increase total cash 
payments to executives by 
approximately 80% next to a 
corresponding 30% depreciation
of the FTSE100 in the same 
eight-year period.  
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Figure 13 (Source: PIRC)


Figure 14 (Source: PIRC)


FTSE 100 total cash FTSE Mid Cap total cash


FTSE Small Cap total cash FTSE AllShare performance total cash
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For Mid Cap companies (Figure
15), a general upward trend in
total cash payments corresponded
with a stagnant slide in FTSE 
Mid Cap index performance up
until 2003, when the index 
outperformed and surpassed total
cash increases for 2005 and 2006.
This may explain the sharp 
increase in bonus payments from
2006 to 2007 for Mid Cap 
companies displayed in Figure 11.
The depreciation of the Mid Cap
index from 2006-2008 back to
2000 levels, saw total cash 
payments drop by 10% from 
2007 to 2008. 


A similar trend is exhibited by
Small Cap companies (Figure 16),
with the exception that total 
cash payments dropped in hand
with the index from 2000, and 
increased just as the index turned
in 2002. From 2002, significant
outperformance of the Small Cap
index up until 2006 was matched
with modest growth in total cash
payments. These caveats aside,
total cash payments finished up
30% whilst the respective index
finished 40% down. 
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Figure 16 (Source: PIRC)


Figure 15 (Source: PIRC)
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iii) Post vote: trend in the level 
of incentive share schemes 
introduced
From Figure 17, it appears that 
although there is a declining trend
between 2001 and 2003 in the
number of schemes introduced,
there is a positive spike between
2004 and 2006, before it returns
to a steady rate of 65 schemes per
year. The number of incentive
share schemes introduced during
the year can be explained by 
either the renewing of previous
schemes that had expired, or by
updating the remuneration 
structure to align further with best
practice. Given that this sudden 
increase follows the introduction
of the remuneration vote in 2003,
this suggests that it was a result of 
updating remuneration structures, 
in order to meet any resistance
that may have been expressed by 
shareholders in the previous year.


iii) Post vote: structure of 
remuneration: movement from 
executive share option schemes
options to long-term incentive
plans
As Figure 18 illustrates, between
2000 and 2008 there was a clear
movement away from the use of 
option schemes towards LTIP share
awards (or nil-cost options) and 
share matching schemes. This is
partly explained by the growing 
unpopularity of share option
awards following most company
share prices becoming underwater
after the slump in 2002, making
options ineffective at incentivising 
directors. From 2003, more than
half of all schemes introduced 
during the year were LTIPs as they
became normal market practice.
2003 onwards also saw a small 
increase in the number of share
matching (or bonus deferral
schemes) that were introduced,
which reversed by 2007, implying
that following the introduction of
the vote in 2003, companies were
more innovative in considering
their remuneration structure. 
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Figure 17 (Source: PIRC)


Figure 18 (Source: PIRC)


Number of incentive share schemes introduced each year –
2001 - 2008
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1) Has the introduction of the
vote met its broad objectives? 
The current economic situation
has heightened concerns about
egregious pay practices. It is 
important to note that the 
structures of investment banking
pay, where bonuses play a very
significant role, are different from
the pay policies applied to 
executive directors of other 
companies. Nonetheless, it is 
certainly true at the time of 
writing that the question of 
executive pay in general is once
again attracting much scrutiny. 


This debate is an important one
and has led to renewed focus on
pay at different levels within 
companies, and a more general
discussion about what are fair and
equitable pay policies. One area of
growing concern is the differential
between pay of the CEO 
compared to pay for the average
employee. Evidence demonstrates
that this disparity has increased
significantly in recent years. 
Therefore, a realistic appraisal is 
required of the successes and 
failures of shareholder engagement
over pay spurred by the 
introduction of the advisory vote.


There have certainly been many
positive outcomes from the 
introduction of an advisory, 
non-binding vote on 
remuneration:


• Having a vote has been 
valuable in terms of increasing
and enriching the dialogue 
between investors and the 
company. There is now a more
sophisticated debate taking
place.


• Disclosure has improved such
that shareholders now have
more transparent information
than before the regulations
were introduced. 


• The vote has provided a 
common platform to engage
with companies. It has 
improved shareholder 
democracy in terms of taking 
a view on remuneration. 


• It can be seen to have 
de-personalised the issue of 
remuneration, drawing the
focus away from remuneration
committee members generally,
and votes against directors as
members of the remuneration
committee are now used in 
extremis.


• Having a vote has focused more
attention on remuneration, and,
as a consequence, executive
compensation can be taken as 
a proxy for good governance
generally. If the compensation
policies and practices
demonstrate a strong alignment
of the interests between 
shareholders and directors, 
it can be generally inferred that
other corporate governance
structures support this 
alignment and facilitate the 
protection of the long-term 
interests of shareholders. It is
also important to observe that
there is now more focus on 
remuneration by financial 
analysts. 


2) But pay continues to go up
However, we cannot ignore that
overall pay levels continue to 
increase. Furthermore, in the 
current economic environment,
even more emphasis is being
placed on fair pay practices, the
alignment of interests and 
performance linkage. Investors will
expect awards to only become
payable for performance that has
created value and will not take
kindly to rules being pushed to 
accommodate the different 
economic environment. Witness
the defeat of the remuneration 


report at Bellway plc, in January
2009, where bonuses were paid
out to executives despite 
performance criteria not being
met; 59% of shareholders voted
against the remuneration report, 
a resounding defeat of the 
resolution24. 


The quantum question is a difficult
one; it has many facets to it, the
first being that it is quite difficult
to determine that a specific
amount is too much money. For all
the remuneration benchmarks in
existence, few commonly-utilised
metrics say simply: “this amount is
too much.” As an extension of
this, an amount is ‘too much’ 
relative to what? Through 
experience, shareholders develop
a sense of when an annual bonus
of six or seven times salary on an
annual basis is probably too 
generous. Companies, hopefully,
appreciate that as well. Most
shareholders do not have any 
issues with high levels of pay if
those high levels have been 
generated through exceptional
performance and shareholders
have experienced high levels of
value creation. Exceptional 
performance can justify 
exceptional pay, but the real 
question is whether performance 
is truly exceptional. Therefore, 
the focus has been on seeking 
performance linkage. 


Quantum cannot be considered
without a discussion on the
sources of pressure on pay levels.
One observation is that a key
pressure on executive salaries is
other executives’ salaries; this
goes back to one of the 
unintended consequences of 
remuneration reporting in that 
pay levels are now much more
transparent, together with the
structures that underpin and 
generate those pay levels.


5 Results


24 http://www.bellwaycorporate.com/pdf/RNS_AGM_results.pdf
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If there is a well-functioning 
market, this determines the ‘going’
rate for an executive director. 


Another feature is how 
remuneration at executive level is
linked to pay in other parts of the
organisation. There have been
some changes to the Companies
Act provisions in the UK, which
now require remuneration 
committees to state ‘how’ they
take into account other pay within
the organisation when setting the
pay levels for executives25. 
Certainly, when you have a pay
freeze for most of the workforce,
but the executive salaries continue
to increase, that seems quite a 
disconnected way to provide 
incentivisation for executive 
directors. 


There are also outside pressures,
but UK shareholders have, by and
large, managed to dismiss most of
these arguments:


• A few years ago there was a
perceived risk of UK executives
going to work in the USA if
they did not get US-style pay.
The reality is that there are
other reasons why people work
in the UK apart from the fact
that they do not get US-style
pay packages. 


• Subsequently, it was argued
that UK public companies
needed to offer private equity
style pay packages, to provide
enough incentive for directors
to keep companies on the 
public market. Often, there was
little acknowledgement of the
major downside risks faced by
executives in private equity-
owned businesses, which can
lead to personal bankruptcy if
the business fails. In addition,
employment prospects in the
private equity world look
slightly less attractive since the
credit crunch. 


• In 2008, companies argued that
they needed to pay one-off 
retention payments to executive
directors because none of the
long-term performance schemes
have paid out. It was recognised
that such propositions 
fundamentally undermined two
of the key purposes of effective
remuneration systems: the 
concept of pay for performance
and the alignment of interests
of shareholders and directors. 


Investors have a duty to work
through the myths and realities of
executive pay whilst being 
cognisant of the need to reward
entrepreneurial talent and risk 
taking, and foster a culture of
long-term wealth generation. It is
a fine line, and there are certainly
legitimate pressures on executive
pay. However, in terms of 
retention payments in 2009, this
seems quite a perverse argument
now. It exacerbates the concern
that companies are willing to 
overlook the most basic principle
of performance-related rewards –
if the performance criteria 
attached to awards has not been
satisfied, then awards should not
become payable, except in the
truly exceptional circumstances. 


3) Shareholders getting too 
involved
A final criticism of introducing a
shareholder vote on remuneration
is that investors will then be  
expected to get involved in the
minutiae of executive
compensation. However, this is
misconception for two principal
reasons:


• The advisory vote on pay covers
a range of compensation issues
above and beyond the structure
of incentive plans, such as
salary, pensions, and overall 
policy on compensation 
matters. For example, it is 
helpful to be able to take a view
on the level of disclosure on all
these matters Furthermore, the
vote covers practices that have
been undertaken in the year


under review, as well as 
proposals for the future, so it is
all-encompassing in terms of 
compensation practices.


The remuneration vote is an 
effective vehicle to demonstrate
general support for 
compensation policy whilst 
concerns about the actual 
mechanics of incentive plans
can be voiced through the vote
on the actual plan itself.
As many incentive plans in the
US do not have performance
targets applied, shareholders
may decide to vote against the
plans because of the absence of
performance linkage. Therefore,
a vote on pay would allow
shareholders in US companies
to demonstrate to the company
whether it is the overall pay 
policy they have concerns with,
or whether the overall policy is
generally good (and a vote in
support is registered) whilst 
voting against pay plans 
themselves, and thus confining
concerns to one area. This 
complementary approach also
works vice versa.


• Not all companies demonstrate
poor pay practices; and not all
investors will have exposure to
all companies in the USA. So it
will not be necessary for 
investors to undertake detailed
analysis of every single 
compensation plan, and 
certainly in the UK, we do not
spend extended periods on
every single FTSE company 
because for the majority of
cases, there are no issues of
concern. The egregious 
practices are what take up the
time and effort, and this is 
merited. 
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25 The new requirement for quoted companies to report in their directors’ remuneration report on how they have taken pay and employment 
conditions elsewhere in the group into account when setting directors’ pay (in paragraph 4 of Schedule 8 to the Large and Medium-sized 
Companies and Groups (Accounts and Reports) Regulations 2008) will have to be included in reports for financial years beginning on or after 
6 April 2009. See Schedule 8: Quoted Companies: Directors’ Remuneration Report - Part 2, Section 
(http://www.opsi.gov.uk/SI/si2008/draft/ukdsi_9780110806303_en_26#sch8)
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The UK’s experience of having a
resolution to enable shareholders
to vote on remuneration provides
many valuable lessons for the 
US market. Since the introduction
of the vote, engagement has been
based on a more rounded 
understanding of remuneration.
This enriches both the company
and the investor experience. 
It allows an informed debate to
take place about the nature of
compensation plans, their 
structure, the degree of alignment
garnered through the plans and
importantly, how it supports the
company’s strategy. It moves the
engagement discussion from 
simply a vote on plan details to 
a more relevant debate about 
remuneration practices in the
round. However, there is an 
important point to make here: 
the remuneration vote has 
facilitated better engagement 
with companies but the vote 
and engagement should not be
seen as mutually exclusive. 
The vote is the first tool in the
process. However, engagement
without voting is engagement
without teeth and cannot be 
taken as an alternative to voting.
They must go hand in hand.  


Pay for Performance
One of the main benefits of the
vote is that it has strengthened the
pay for performance culture; this
was one of the major drivers of
the vote’s implementation. 
Previously, performance and pay
had not been as closely related. 
Sir Christopher Hogg, Chairman of
the Financial Reporting Council
and Chairman of GlaxoSmithKline
at the time of the defeat of their
remuneration report resolution in
2003, observes: 


“The vote forced a focus on pay
for performance. It was definitely
a step in the right direction. Even
though the vote is only advisory, 
it does have an impact – boards
are not insensitive to the 
consequences of a defeat or a
high vote against and are very
aware of the message that is 
being sent by shareholders.”26


Rewards for Failure
The reduction in service contract
lengths for executive directors has
significantly reduced the risk of 
so-called ‘rewards for failure’. 
It was somewhat galling for 
shareholders to witness executives
being paid a contractual amount
equivalent to their notice period 
in order that they no longer serve
on the board of a company with
immediate effect, when the 
stewardship of the company 
under that director’s tenure had
destroyed long-term shareholder
value. However, the furore over
the pension paid to Sir Fred 
Goodwin, previously the chief 
executive of Royal Bank of 
Scotland, has reinvigorated this 
concern and turned the spotlight


on pension provisions for 
executive directors as a source of
potential ‘payment for failure’27.
Focus will now turn on the 
disclosure of pension benefits 
and the practices endorsed by
companies in terms of the pension
provision for executive directors.
Proposed UK tax changes on 
pension contributions for high
earners may well have a further
effect.


Empowering Remuneration 
Committees
Anecdotal evidence suggests that
the vote can be used as a way for
non-executives and remuneration
committee members to refuse 
unreasonable or unrealistic 
demands from executives on 
remuneration matters. The vote
has made the consequences of
pay decisions more acute for 
companies, and the responsibilities
and accountability of the 
remuneration committee have 
become more visible. Ishbel
Macpherson, Chair of the 
Remuneration Committee of
Speedy Hire plc, a UK Small Cap
company, observes: 


“As Chair of a remuneration 
committee, I value the fact that
there is an annual advisory vote
on the remuneration report at the
annual general meeting. It has
made companies more disciplined
in their approach to the reward
structure of senior executives. 
In certain companies it can 
provide a brake on demands from
a domineering executive team
and leads to greater engagement
with shareholders.”28


6 Conclusions


26 Interview with the authors of this report, 2009.
27 In early 2009, there was much public concern and debate over the arrangements for an annual pension amount of £703,000 a year to be paid to 


Sir Fred Goodwin upon his early retirement as chief executive of Royal Bank of Scotland at the age of 50. Royal Bank of Scotland is now owned 
predominantly by the UK Government after it was bailed out by taxpayers’ money. Subsequently, on 18 June 2009, the company announced that 
Sir Fred Goodwin had agreed to a reduced amount of £342,500 per annum (http://www.investors.rbs.com/news/releasedetail.cfm?
ReleaseID=397764).


28 Ibid.
rs and the 
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Aligning interest: the significance
of remuneration 
We see Say on Pay as an 
opportunity for companies to
demonstrate how they are using
compensation structures to
achieve alignment of the interests
of directors with shareholders. 
We expect that a further 
outcome of the introduction of a
shareholder vote at US companies
will be improved, and more 
transparent, disclosure within the
Compensation Disclosure and
Analysis section of annual reports
and the Securities and Exchange
Commission has already pressed
for the use of plain English29. 
This would put shareholders in a
more informed position to make
effective and meaningful voting
decisions. There are positive 
benefits for companies in such 
developments. Most firms do 
not have egregious pay practices
and have a good story to tell. 
A vote on remuneration would
provide US companies with the
opportunity to gain shareholder
endorsement of their pay 
practices. The value of the 
goodwill created in such cases
should not be underestimated 
and often serves the company
well, especially when they are 
proposing changes, or there is 
an issue of concern on
compensation, in subsequent
years. 


Many investors see remuneration
as a proxy for good governance
generally. If there are well-
structured remuneration practices
in place which facilitate the 
alignment of interests between
shareholders and directors, this
can be an indication of a company
that pursues good governance
structures in the long-term 
interests of shareholders. 


As Sir Adrian Cadbury observes: 


“Say on Pay promotes dialogue
between investors and boards and
encourages investors to engage
with boards on a readily 
understandable issue, where 
interests may conflict. It is also 
a litmus test of how far boards are
in touch with the expectations of
their investors.”30


Shareholder activism: how active?
Given the low level of votes
against remuneration reports prior
to the current spike in opposition,
we would query whether 
shareholders in UK companies
have used the rights granted to
them effectively. As discussed 
earlier, the vote is a core element
of shareholders’ engagement with
companies. In our view, Say on
Pay will only have an impact if
shareholders are prepared to vote
against companies; furthermore,
the right to vote on remuneration
is accompanied by obligations to
engage with companies. As Ralph
Barber, group company secretary
at HSBC observes:


“Having a vote on the
remuneration report each year 
underpins institutional 
shareholders' rights and 
obligations to engage 
constructively on remuneration 
issues in the interests of the 
ultimate investors they and the 
directors serve.”31


Enshrining a right to vote on pay
for investors in US companies will
not end the debate about 
executive pay, and it will not end
examples of egregious practice. 


However, we firmly believe it will
enhance shareholder oversight
where it is currently weak, 
improve the dialogue between
companies and their investors on
remuneration, and help address
the worst practices for the benefit
of all concerned. There is nothing
for companies to fear, and much
for them, and their shareholders,
to gain.
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29 Speech by then SEC chairman Christopher Cox: 'Plain Language And Good Business' Keynote Address To The Center For Plain Language 
Symposium, 15 October 2007.


30 Ibid.
31 Ibid.
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The banking crisis has forced a 
debate about the role of corporate
governance within the financial
sector, and specifically the impact
of remuneration systems which
may have perversely incentivised
excessive risk-taking by banking
executives. This leads, in turn, to a
wider debate about how the vote
on remuneration has been utilised
since it was introduced in 2002,
and the efficacy of the powers it
has given shareholders. In this
context, three notable 
observations are: 


• The vote has not addressed the
appropriate levels of pay for
performance achieved, and we
have shown that the total 


remuneration for directors of
the UK’s largest companies 
has continued to rise rapidly.
Enhanced disclosure runs the
risk of the so-called ‘ratcheting’
effect but increased 
transparency is nevertheless
preferable to continuing opacity. 


• The difference between pay at
the top of a company and pay
for others employed in the
lower echelons of an 
organisation has generally not
been debated. This is becoming
a more pressing concern for
some investors now, and a 
requirement for such 
consideration by companies 
was introduced in the 
Companies Act 200632.


• The format of the advisory vote
on pay is being questioned; in a
recent speech, Lord Myners, UK
Financial Services Secretary,
asked whether the vote should
“continue to be advisory, or 


should it have some mandatory
element?”33


These are important considerations;
for if the purpose of the 
remuneration report in the UK is 
to remain relevant and current, 
debate must consider these 
matters. A key focus should be 
how the powers entrusted to
shareholders and directors through
the remuneration report vote 
translate into remuneration systems
that provide true alignment of the
long-term, and sustainable, 
interests, of these two parties.  
Real progress has been made in 
the UK since the vote on pay was
introduced in 2002. However, 
recent events have indicated that
the remuneration report vote 
must be underpinned by a more 
robust system of dialogue and 
engagement between shareholders
and directors, where both are 
accountable for the actions they
take.


SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE 27


32 Ibid. Schedule 8: Quoted Companies: Directors’ Remuneration Report - Part 2, Section 4
33 Lord Myners, Association of Investment Companies Annual Conference, 21 April 2009.


7 A question for the UK: 
where do we go from here?


“Shareholders have had an 
advisory vote on companies' 
remuneration reports since 2002.
However, our evidence suggests
that this advisory vote has largely
failed to promote enhanced
scrutiny of, or provided an 
effective check on, remuneration
policies within the sector. 
We believe the time is now ripe
for a review of how institutional
investors with holdings in the 
financial services sector have 
exercised these rights. We expect
the Walker Review on corporate
governance in the banking 
sector to examine this issue as
part of its work.”


Banking Crisis: reforming 
corporate governance and pay in
the City, House of Commons
Treasury Committee, Ninth Report
of Session 2008-09, 12 May 2009


?
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Appendix A: Top UK remuneration-related oppose votes: 2002-2008


a) Top 5 UK remuneration-related oppose votes by company during 2002


Company Proposal Opposition Explanation


1 Prudential Adopt Prudential 41% The scheme came in for considerable criticism in terms of
executive share its total potential payout, variously estimated at between
plan £3 million and £6 million per annum for chief executive


Jonathan Bloomer, for achieving top performance. 
PIRC regarded the scheme as overly complex, with a 
reward at median performance equivalent to 90% of the 
chief executive’s salary. In the face of opposition the 
proposal was withdrawn.


2 TR European Approve the  40% Shareholders raised concern over the remuneration
Growth Trust share scheme arrangement of Stephen Peak, a non-executive director


for Stephen Peak at TR European Growth Trust, who was remunerated by 
the fund managers. The maximum award under the 
scheme was limited to 100,000 options each year with  
an overall maximum of 500,000. The options were 
subject to undisclosed performance conditions and were 
to be issued at a premium of 20% to the share price.


3 Anite Group plc Approve the 41% PIRC corporate governance analysis highlighted that a 
amendments to number of aspects of the schemes did not reflect best 
the LTIP practice, notably a lack of information on performance 
performance targets and the breach of agreed institutional dilution 
targets. limits.


4 BAE Systems plc Approve BAE 33% Most investors support the operation of SAYE schemes 
Systems SAYE that are within the accepted dilution limits of 10% in ten 
share option years because, in principle, they allow all employees to 
scheme 2002 benefit from business success. However, the high oppose 


vote was largely due to US shareholders’ opposition to 
the ‘dilutive’ nature of the proposals. 


5 BAE Systems plc Approve BAE 32% As above. 
Systems SAYE
share incentive
plan
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b) Top 5 UK remuneration-related oppose votes by company during 2003


Company Proposal Opposition Explanation


1 GlaxoSmithKline Receive the 51% This was the first time a company’s remuneration report
plc  remuneration had been voted down as a resolute of investor sentiment 


report towards a policy which included a potential severance 
payment of up to $20m for the chief executive, 
Dr Garnier.


2 BAE Systems plc Approve the 49% The bulk of the opposition came from shareholders 
remuneration following a US proxy agency’s recommendation to 
report oppose. The recommendation was followed despite 


BAE’s employee plans being within UK institutional 
guidelines on dilution.


3 Emblaze plc Approve the 41% The Israeli-based but UK-listed group put forward a 
directors’ resolution authorising the issuing of options to its chief 
remuneration executive of up to 2.9% of the issued share capital. 


Although not required to seek authorisation under UK 
rules, Israeli law requires one-off grants to be approved 
by shareholders.


4 Shire Receive the 40% Contracts provided for a payment on termination of 
Pharmaceutical remuneration 12 months’ salary, bonus, benefits’ cash value and 
Group plc report pension contributions. £4.3m pension compensation 


payment was made to Mr Stahel. Change of control 
provisions provided for 24 months’ salary, bonus and full 
benefits (and a mitigation statement was not disclosed).


5 BSkyB plc Approve the 38% Performance criteria for LTIP and the ESOS were deemed 
remuneration insufficiently challenging and Mr Ball had a two-year 
report contract which included liquidated damage provisions as 


well as salary, bonus and benefits. 
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c) Top 5 UK remuneration-related oppose votes by company during 2004


Company Proposal Opposition Explanation


1 The Maiden Receive the 63.3% Disclosure was considered poor as the maximum awards
Group plc  remuneration for the executive share option scheme and the 


report discretionary bonus had not been disclosed. 
The executive share option scheme only had one 
performance criterion at a single vesting point, an EPS 
target of 6% real growth over three years, which was 
judged insufficiently stretching in light of brokers’ 
consensus forecast.


2 The Maiden Approve the 61.1% Proposed performance targets were not specified, other 
Group plc restricted share than being based on the company’s operating margin. 


incentive plan There was an automatic vesting of awards on a takeover.
2004


3 Aegis Group plc Approve the 49.2% Shareholder concerns centred around the contractual 
directors’ termination provisions for the chief executive which 
remuneration would grant an annual salary and an additional amount 


of unearned bonus equal to prior years’ annual bonus. 
Two other directors were also entitled to two years’ pay 
upon change of control.


4 TT Electronics plc Approve the TT 40.8% The new scheme introduced a performance hurdle of 4% 
Electronics plc EPS growth per annum against brokers’ consensus 
2004 Inland forecast of over 70% EPS growth per annum. 
Revenue The scheme also allowed full vesting at a single point. 
unapproved In addition, for each grant the target could be met in any 
company share consecutive three years in a six-year period.
option plan


5 Heywood Approve the 40.2% Performance criteria for LTIP and the ESOS were deemed 
Williams Group remuneration insufficiently challenging and Mr Ball had a two-year 
plc report contract which included liquidated damage provisions as 


well as salary, bonus and benefits. 
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d) Top 5 UK remuneration-related oppose votes by company during 2005


Company Proposal Opposition Explanation


1 United Business Approve the 77.11% The opposition vote was a reflection of sentiment 
Media plc directors’ towards Lord Hollick’s £2.5m bonus for handing over to 


remuneration the new CEO. Despite earlier protestations that he had 
“earned it” Lord Hollick offered to waive the payment 
following the vote.


2 MFI Furniture Approve the 60.47% The points of contention in the committee’s report, as 
Group plc directors’ acknowledged by the Chairman at the AGM, included 


remuneration the liquidated damages on a change in control provided 
for in executive contracts and the extension of the 
executive co-investment plan.


3 Goshawk Approve the 55.40% At the AGM Phoenix Asset Management, holding over 
Insurance directors’ 28% of the company’s stock, voted against three 
Holdings plc remuneration resolutions: the remuneration report and the re-election 


of the two non-executive directors standing from the 
remuneration committee. At the meeting, the 
remuneration report was passed on a show of hands 
even though a clear majority of proxy votes were cast in 
opposition.


4 Lonmin plc Approve  54.05% The remuneration committee paid compensation for the 
the 2004 loss of incentive awards from a previous employer, to a 
remuneration director who joined the board during the year. 
report In addition, an ex-gratia payment was made to a director 


who left the board during the year, in recognition of his 
work for the company.


5 George Wimpey Approve the 44.20% Performance targets attached to the George Wimpey 
plc remuneration LTIP were not considered sufficiently challenging by PIRC 


report and the combined awards during the year under review 
were deemed excessive.
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e) Top 5 UK remuneration-related oppose votes by company during 2006


Company Proposal Opposition Explanation


1 Croda  Approve the 51.51% The proposal met with heavy opposition due to concerns 
International plc directors’ over the performance targets attached to a long-term 


remuneration incentive plan. The chairman failed to call a poll and the 
resolution was passed on a show of hands.


2 Amvescap plc Approve the 48.41% Shareholders opposed the controversial US$9m bonus 
remuneration payment to Charles Brady, the outgoing chairman, who 
report was awarded for ‘exceptional leadership during a 


particularly difficult period in the history of the company, 
including managing an opportunistic hostile approach 
and the recruitment and transfer of succession to a new 
CEO’.


3 Abbot Group plc Approve the 46.10% PIRC pointed out serious concerns over the large awards 
remuneration of free shares granted under a new executive share 
report ownership plan, which did not have any performance 


conditions attached to it. Furthermore, the company 
provided directors with funds to cover their income tax 
and national insurance liability arising on acquisition of 
the beneficial interest in these shares.


4 Morgan Sindall Approve  41.19% PIRC was concerned over the award of the discretionary 
plc remuneration bonus of 20,000 performance shares to chief executive, 


report Paul Smith.


5 Psion plc Approve the 39.84% Specific concerns related to targets attached to the 
long-term share scheme, which were considered insufficiently challenging, 
plan and the 5% and 10% dilution limits for schemes were 


not adhered to.
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f) Top 5 UK remuneration-related oppose votes by company during 2007


Company Proposal Opposition Explanation


1 Computacenter Approve share 26.72% The degree of opposition reflected shareholder concerns 
plc option plan over the fact that the specific performance targets 


operated under the scheme were not disclosed.


2 Hays plc Approve the 24.93% The proposal met with relatively high opposition due to 
remuneration strong concerns over the guaranteed bonus, one-off 
report restricted share award and bonus replacement award 


that the new chief executive, Mr Cox was entitled to.


3 Computacenter Approve the 23.48% The focal point of concern related to the EPS targets 
plc remuneration attached to the PSP which were not considered 


report challenging given the brokers' forecasts.


4 Rank Group plc Approve  14.68% For Rank Group the same concern, as for 
remuneration Computacenter’s remuneration report, arose in relation 
report to the EPS targets attached to the PSP which were not 


considered challenging given the brokers' forecasts.


5 Compass Group Approve the 12.40% Severance payments include, in addition to pay and
plc remuneration benefits, an amount in lieu of the pension salary 


report supplement and a notional bonus of 75% of salary. 
PIRC considered this to create an unacceptable 
possibility of substantial reward for failure.


xt.xpd?bill=h111-3269.
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g) Top 5 UK remuneration-related oppose votes by company during 2008


Company Proposal Opposition Explanation


1 Hays plc Approve the 45.99% The proposal met with high opposition for the second 
remuneration year running. This reflected shareholder concerns with 
report the ‘golden hello’ arrangements for Mr Cox and the 


compensation provisions for the departing chief 
executive Mr Waxman, which included a notional 
unearned bonus. 


2 Chrysalis plc Approve the 43.25% The proposal met with high opposition due to strong 
remuneration concerns over potential and actual compensation 
report payments. Mr Riley who resigned in August 2007 


received compensation payments amounting to 
approximately 355% of base salary during the year.


3 Paragon Group Approve the 35.87% The principal concern related to the performance targets 
of Companies remuneration under the performance share and matching share plans 
plc report which were considered insufficiently challenging. 


4 BP plc Approve the 27.06% The focal point of concern related to the special retention 
remuneration awards granted to Mr Inglis and Mr Conn. In addition, 
report PIRC had significant concerns over the remuneration 


committee's decision to allow Lord Browne and 
Mr Manzoni, who left the board during the year, to  
participate fully in the 2005-2007 and 2006-2008 
Executive Directors’ Incentive Plan despite their departure.


5 Catlin Group Approve the 19.25% Shareholder opposition related primarily to concerns over 
plc remuneration the operation of performance conditions, under the 


report company’s LTIP, which were not considered challenging. 
Additional concerns related to the disclosure of the 
performance conditions themselves, which precluded a 
definitive analysis. 
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Appendix B: Reasons for opposing, abstaining, or voting for a 
remuneration report vote


The points below indicate the typical factors that are taken into account when deciding how to vote on 
remuneration reports.


Voting against:


A variety of different issues that
cause concern:


• Performance conditions have
been changed which causes
them to be easier to meet; 


• High levels of pay and there is
no real link to the performance
achieved, or to be achieved; 


• Annual bonuses continue to 
rise and salaries continue to 
increase, perhaps double digit
salary increases become a 
pattern; 


• Structural issues and overall lack
of performance linkage; 


• Performance targets do not
align with the long-term 
strategy of the company.


Voting to abstain:


• No evidence of excess and a
good level of disclosure; but
salaries have been increased
year on year and there is no 
justifiable reason as to why;


• Overall, there are no structural
issues but there is a general lack
of disclosure and there is scope
for more information to be 
disclosed and for the company
to be more transparent.


Voting in support:


• Clear disclosure of the main 
aspects of remuneration 
(ie, performance criteria, 
maximum awards, any 
departures from normal 
practices/scheme details);


• No evidence of excess; 


• Clear link between pay levels
and performance; 


• Clear alignment of the interests
of shareholders and directors
through robust remuneration
practices;


• Remuneration committee
demonstrates behaviours that
protect the interests of 
shareholders whilst offering 
pay packages and remuneration
policies which allow 
incentivisation and retention;


• Performance targets for the
long-term incentive plans do
support the long-term strategic
plan of the company.
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RAILPEN Investments®
PIRC


PIRC is regulated by the FSA.


Railway Pension Investments Limited 
trading as Railpen Investments is 
authorised and regulated by the 
Financial Services Authority and is 
a wholly owned subsidiary of 
rpmi Limited.
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Department for Business, Innovation and Skills 


The future of narrative reporting – a consultation 


 


NAPF Response October 2010 
 


Introduction 
 


The National Association of Pension Funds (NAPF) represents the interests of UK 


occupational pension funds with assets in excess of £700bn. The NAPF has a role in 


ensuring institutional investors are well equipped to make informed investment 


decisions, and this is aided by having access to adequate and meaningful 


information on the companies in which they invest.  


 


When assessing the issues associated with the current narrative reporting framework, 


it is important to first address whether or not there is in fact a problem with the 


framework and its application by companies. There are many companies who report 


to an excellent standard, providing shareholders with a meaningful and holistic view 


of the company. There are, however, a number of laggards who report only to a level 


of bare compliance with reporting regulations. To this end, whilst some companies do 


report to an exceptional standard, the NAPF believes that, overall, there is room for 


improvement. The NAPF therefore welcomes this opportunity to respond to the 


Department for Business Innovation and Skills‟ consultation: The future of narrative 


reporting. 


 


 


Value of narrative reporting 
 


1. Are company directors providing useful and relevant information on the 


company’s: 


 forward-looking strategy; and 


 principal risks and uncertainties? 


 


Narrative reporting often tends to focus on past events, rather than setting the 


forward-looking strategy and principal risks. This is possibly due to the backward 


looking nature of financial reporting, and an effort by the company to correlate the 


narrative with the financial results. Effective narrative reporting should provide the 


reader with a clear view of the company‟s business and strategic direction. Ideally, 


narrative reporting should provide a clear statement as to the company‟s objectives 


and how it plans to achieve them, as well as the key risks associated with the 


strategy. This should be in addition to disclosure of performance against its objectives 


over the reported year, and the longer term. 


 


Many companies see the annual report as a marketing document; and many see it 


as a compliance exercise. The NAPF believes that reporting should be seen as neither 


marketing nor compliance – rather, it should present a balanced view of the 
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company in its own words. Unfortunately, not all companies achieve effective 


narrative reporting, and the NAPF recognises that getting the report‟s balance right 


can be difficult. 


 


2. What are the constraints on companies providing information on these issues? 


 


The most important constraint arises from directors‟ concerns that the provision of 


forward-looking information which proves to be wrong or misleading could expose 


them to legal redress. It is important that companies are able to provide their 


shareholders with relevant information without taking that risk. Section 463 of the 


Companies Act 2006 provides that a director will be liable to compensate for any loss 


suffered as a result of an untrue or misleading statement in the directors‟ report, the 


remuneration report or the summary financial statements. It also provides a „safe 


harbour‟, whereby a director will only be liable in relation to statements wh ich are 


known to be untrue or misleading or if there was a deliberate attempt to conceal a 


material fact. The NAPF believes that more clarity is required from the Government as 


to when and how this section of the Act is likely to be enforced, as this could be an 


important factor in improving the quality of reporting across the board. 


 


Another key difficulty with narrative reporting is balancing the requirements of 


different stakeholders and having an understanding as to the report‟s audience. As a 


result, companies often attempt to report to too many stakeholders and the size and 


scope of the report becomes a major concern. One of the key challenges for 


companies is to create reporting that meets the necessary regulatory requirements, 


whilst effectively informing shareholders and other stakeholders.  


 


A further constraint on companies providing forward looking information and 


principal relates to potentially sensitive information. Shareholders do not expect 


companies to report on all aspects of their corporate strategy, and are typically 


understanding of the difficulties companies face with respect to legal requirements, 


or competitive advantage. The challenge for companies is to report information 


which is material and relevant to the stakeholders, and which is genuinely informative 


and forward-looking.  


 


3. Does the information provided reflect the issues discussed by the directors in 


board meetings? 


 


It is difficult for investors, as outsiders, to know whether or not a company‟s reporting 


reflects boardroom discussions. Certainly, the NAPF would hope that material issues 


discussed in boardrooms are duly reported to stakeholders via the annual report. The 


NAPF hopes that companies will respond to this question and that this will enable 


investors to gauge the depth and extent to which particular issues are considered.  
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4. Does the information help shareholders to press directors on key issues relating to 


strategy and risk, or inform their business decisions? 


 


It is important to recognise that narrative reporting provides only an element of a 


company‟s reporting process. The reporting and disclosure process is complex, and 


much of the valuable information shareholders require is provided to them 


throughout the year, by way of meetings, presentations and interim results. However, 


the annual report, and the narrative reporting provided within it, should ideally 


provide the reader with a holistic picture of the company – including both forward 


and backward looking information – allowing them to make a considered judgement 


of the company.   


 


5. If a company does not provide sufficient or material information to you, do you 


challenge it? Is there anything which could help you to do so? 


 


The NAPF engages in regular dialogue with quoted companies, and this includes 


engagement on issues such as disclosure and transparency. Where engagement on 


such issues fails, the NAPF Corporate Governance Policy and Voting Guidelines 


recommends voting sanctions that a shareholder may wish to pursue in the event of 


poor or non-disclosure of material information. 


 


In 1990, the Financial Reporting Council (FRC) established the Financial Reporting 


Review Panel (FRRP), which looks to ensure that financial information provided by 


companies is compliant with the relevant accounting standards. Report users are 


able to report inadequate reporting to the FRRP who will approach the company in 


question for further information or explanation. The FRRP reported in its 2010 annual 


report that there is an increasing interest in narrative reporting and that information 


requests to companies often included concern regarding inconsistencies between 


the narrative information at the front of the report (the „front end‟) and the financial 


information at the back (the „back end‟). The NAPF sees this type of enforcement 


and oversight as a valuable part of the journey towards effective reporting. 


 


6. What other sources of company information do you use and how valuable are 


they (e.g. information provided on the website, analysts’ briefings, dialogue with 


the company, corporate social responsibility report)? 


 


The NAPF engages in direct dialogue with companies on behalf of its institutional 


investors, and this is where much of its information is gathered.  


 


The use of electronic reporting has developed extensively in recent times, and this 


has been of great benefit to report users. The ability to search electronic reports for 


key words and phrases is important, as is the use of hyperlinks directing the user to 


routine „boilerplate‟ reporting, thus reducing clutter in the report. 
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Companies should make full use of their website, as it is a fast and effective means of 


reaching stakeholders. It is easily accessible and enables the company to provide 


regular updates on its activities. If companies do elect use their website as a means 


of reaching stakeholders, they need to be certain that the website is easy to 


navigate. Whilst many companies have useful and informative websites, there remain 


many who do not use the website effectively, either due to simply not making 


information available, or by having information which is difficult to find. 


 


With respect to other forms of reporting (such as corporate social responsibility or 


sustainability reports), these can certainly provide useful information on, for example, 


social, environmental or human capital risks. However, if these risks are considered to 


be material and relevant to the company, then one might argue that this information 


should be reported in the annual report rather than a stand-alone document. 


Companies should take a holistic approach to reporting on risk, risk strategy and 


targets, and performance, and material risks (whether financial, social, 


environmental, governance or other risks) should be reported consistently. 


 


7. Is there scope to reduce or simplify the requirements on which companies report? 


 


With respect to narrative reporting, companies should report on objectives, 


performance and risks which are relevant and material to their individual 


circumstances. The danger with setting prescriptive requirements on which 


companies report is that in order to become relevant for all companies, the 


requirements may become too high level, and therefore not useful for making 


investment decisions. The current regime has not been produced particularly 


coherently, and has lead to a situation where many reports contain too much 


irrelevant and immaterial detail, or clutter. There is certainly scope to „cut the clutter‟, 


and this has been recognised by the FRC, through the FRRP.   


 


8. Is there scope to arrange the information in a more useful way? 


 


Companies should take notice of shareholders‟ requirement for consistent and 


comparable information to assist them to make investment decisions. Reports should 


be structured in a way that makes them clear and concise so that shareholders can 


easily extract the information they require.  


 


The NAPF considers that better layout and formatting of reports would be useful. To 


this end, the NAPF is supportive of initiatives such as that of the International 


Integrated Reporting Committee, which aims to “create a globally accepted 


framework for accounting for sustainability: a framework which brings together 


financial, environmental, social and governance information in a clear, concise, 


consistent and comparable format”.  
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Business review 
 


9. Looking at an Operating & Financial Review and the existing business review (see 


Annex D), do you see value in reinstating elements of an OFR and if so what would 


they be? In particular, would a statutory reporting standard help to improve the 


quality of reporting?  


 


The Enhanced Business Review captures many (in fact, most) of the elements of the 


Operating and Financial Review (OFR). The OFR was certainly a useful tool for the 


provision of best practice guidance, and it remains so, however it does not 


necessarily need to become a statutory requirement. Whether or not the OFR were to 


be reinstated, the ASB‟s reporting statement RS1 should be updated to ensure it 


remains current and relevant.  


 


The NAPF does not believe that a statutory reporting standard would necessarily help 


to improve the quality of reporting. A statutory reporting standard may lead to a 


tendency toward boilerplating, which would not encourage companies to report on 


information that is relevant and material. A degree of flexibility as to what and how 


companies report is important, as it allows for the use of judgement. However, 


companies should not take advantage of such flexibility, and must ensure that the 


annual report is not treated simply as a marketing exercise.   


 


10. The business review provisions require quoted companies to report, to the extent 


necessary, on: 


 main trends and factors likely to affect the future development, 


performance and position of the company’s business 


 information on environmental matters 


 information on employees 


 information on social and community matters 


 persons with whom the company has essential contractual and other 


relationships 


1. Is this information useful to you? How do you use it? 


2. Could disclosure be improved? 


3. Are there key issues which are missing?  If so, please explain. 


 


With respect to conflicts of interest (fourth dot point), companies are already required 


to report on this as determined by companies law, and therefore companies should 


already have a direct focus on this issue.  


 


The remaining provisions highlighted in this question are very much at the discretion of 


the board as to how much or how little is reported. Some companies report on this 


information well, some report only the bare minimum to satisfy the requirements of the 


provisions, whilst others report extensively, often providing more information than is 


required for stakeholders and resulting in reports that are simply too big and not fit for 
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purpose. In order to ensure reporting is effective and useful, companies should be 


encouraged to explain how they measure and record the materiality of issues to the 


business.   


 


As corporate governance specialists, this data is helpful to the NAPF in assessing the 


overall standards of governance at a company. The key to good disclosure is a focus 


on exceptions or unusual features of the reporting. 


 


11. Would more guidance be helpful? If so, what form should this take? For example: 


best practice example, sample Key Performance Indicators, etc? 


 


Companies are likely to benefit from guidance on reporting. This could be in the form 


of best practice examples or key performance indicators, such as those of the Global 


Reporting Initiative1, or the DVDA/EFFAS KPIs for ESG2. In any case, anything that is 


reported, and the way it is presented, needs to be relevant to the company and 


must relate back to its stated strategic objectives.  


 


12. Should there be a shareholder’s advisory vote on the Business Review? 


 


The NAPF believes that whilst there should not be a statutory requirement, an advisory 


vote may be useful. It gives companies the flexibility to report in a way that is 


meaningful to their business, but it also allows shareholders to monitor those who are 


taking advantage of such flexibility by providing inadequate disclosure. In order for 


an advisory vote to be effective, it would need to be coupled with effective 


engagement to ensure the company understands the requirements of the 


shareholders and the rationale for an adverse vote.  


 


13. Are there non-regulatory solutions to increasing quality through better guidance 


or publicising excellence in business reports? If so, what? 


 


The NAPF believes that an advisory vote on the Business Review, coupled with 


effective engagement, may lead to increased quality in reporting. The NAPF also 


sees merit in publicising excellence in business reports in order to raise awareness as 


to what is considered to be best practice in reporting. Already in existence is the 


ICSA/Hermes Transparency in Governance Awards, and there may be scope for the 


FRC, via the FRRP, to publish a report on their results, highlighting companies who 


report to a high standard.  The NAPF is supportive of a „name and fame‟ approach, 


as opposed to a „name and shame‟ approach. 


 


                                                 
1 http://www.globalreporting.org/Home 


2 http://www.dvfa.de/files/die_dvfa/kommissionen/non_financials/application/pdf/KPIs_ESG_FINAL.pdf 
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Directors’ Remuneration Report 
 


14. Do the current disclosure requirements provide clear and usable information 


about: 


 the total remuneration paid to directors and how this is made up; 


 the performance criteria for payments to directors and how these relate to 


the company’s strategic objectives; 


 company performance against these criteria, so that there is a 


demonstrable link between pay and performance; and 


 the process by which directors’ remuneration is decided? 


If not, please explain including any views on how this might be improved. 


 


The Remuneration Report should provide full disclosure of the key components of 


remuneration.  


 


There are often weaknesses around demonstrating the link between pay and longer 


term performance (for example the value of shares or options vesting in a year is 


seldom aggregated with other pay and the rewards linked back to the performance 


of the business and the shares). It would be useful if companies were to provide the 


value of outstanding awards at one point in time, as it would allow shareholders to 


understand the value of outstanding awards, as well as allowing beneficiaries to gain 


a clearer understanding of the monetary value of awards outstanding. In addition, 


there is often excessive focus on peer benchmarking and too little on the job itself.  


 


With respect to the performance criteria for payments to directors, company 


performance against the criteria and the process by which remuneration is 


determined, the disclosure of such information is fundamental for shareholders to 


gain an understanding of how directors are incentivised to generate returns. 


Shareholders must be able to assess performance criteria to the extent that they can 


make a judgement about the link between pay and performance.  


 


The NAPF would be supportive of a recommendation that companies fully explain 


how and why the performance criteria are chosen, and how this links to the 


company‟s strategic objectives. Further, this recommendation could be strengthened 


by requiring that companies better explain specific linkages between the overall 


performance of the company and the achievement of the performance criteria. 


Thorough explanations of the links between pay and performance should ultimately 


enable the shareholder to understand the process by which directors‟ remuneration is 


decided. 
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Potential Costs 
 


15. If you can provide any information on costs associated either with the existing 


narrative reporting requirements (e.g. preparing your business review) or your 


views on potential costs and benefits in relation to any of the ideas in this 


consultation, please give details. 


 


The NAPF considers that companies are better placed to provide a thorough answer 


to this question. However, the NAPF believes that much of the required information 


would already be available for internal reporting and management purposes and so 


companies should not use cost alone as means for justifying inadequate reporting.   


 


 


 


 


 


 


 


 


 


Emily Dellios 


Policy Adviser, Corporate Governance & Investment 


National Association of Pension Funds 
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IPA interest in sponsoring the IR Magazine UK Award for ‘Best Narrative Reporting’ stems
from its conviction that companies’ narrative reports represent the best forum for developing
greater understanding of the issue of intangible assets. Whatever the terminology – ‘intangible
assets’, ‘non-financials’, ‘extra-financials’, ‘sources of long-term value’ – the subject matter is
increasingly recognised as business-critical for companies, investors and stakeholders alike. The
factors and processes which generate this intangible value inside companies are of commercial
significance, and identifying them and reporting on them has become a new challenge. For some
companies, mastering disclosure in this area represents a source of differentiation and
advantage.


Against this background, the IPA’s specific interest lies in the area of brand intangibles,
representing up to 12% of company market value on average, and a full 20% of intangible
value.* More generally, the IPA is pleased to be helping to develop the debate. Through
publications, events and, particularly, sponsorship of this award, the Institute wishes to continue
to stimulate and crystallise the arguments around the importance of best practice reporting,
deepen the understanding of different  aspects of corporate value creation and strengthen the
quality of the dialogue in this area between investors and companies. 


IR Magazine and the IPA are delighted that the ‘Best Narrative Reporting’ award has become a
feature of the investor-relations landscape and, through public recognition of the progress some
companies are making, both a reflection on, as well as a driver of, excellence in corporate
narrative disclosure.  


Moray MacLennan 
IPA President and
Chairman, Europe, M&C Saatchi


Foreword


* Brand Finance: Global Intangible Tracker (GIT TM) 2006 
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An intense debate followed the abolition of the mandatory Operating and Financial Review
(OFR) in November 2005, involving the preparers, users and analysts of companies' annual
reports. Companies were told that they were welcome, if they wished, to report to the provisions
of what had now become the 'voluntary' OFR. Despite this unexpected change in Government
policy, it became clear that a number of the features of the OFR remained in place as statutory
reporting obligations, because the provisions of the Accounts Modernisation Directive had been
incorporated into the 1985 Companies Act.


Following further high-profile debates in the business press, and in Parliament, most of the
remaining provisions of the OFR were reintroduced, this time into what was to become the
largest piece of legislation created in the UK, the Companies Act 2006. It was throughout this
process of policy development that UK companies started to embrace a new disclosure regime,
the business review, which has begun to transform the annual report from a 'mere' compliance
document into an important new communications medium in the world of investor relations.


A three-stage judging process


1. The IR Magazine UK Awards process is based on an annual survey sample of some 700
analysts and fund managers conducted by Mary Maude Research. Respondents are asked to
identify companies displaying good and best practice in a range of IR-related activities, with
top-scoring companies nominated as prize-winners.  


2. In the case of the ‘Best Narrative Reporting’ award, a list of the highest scoring companies
was subjected to further scrutiny by two IPA analysts who evaluated the companies’ reports
against ten key marking criteria.  


3. This extra level of due diligence led to the identification of a shortlist of six reports, which
were then subjected to the views of an expert judging panel. The judges assessed the reports,
rigorously analysing the narrative from the perspective of their own specialist knowledge, and
nominated an award winner and three runners up.


Rationale for focusing on the narrative report


The judging process was based on the formal Annual Report and Accounts, which constitutes
each company’s formal compliance document. The panel recognised that companies are
choosing a range of methods for communicating the material traditionally found in the annual
report, and that the passing of the Companies Act 2006 had also provided the legislative powers
for companies to use e-comms to develop alternative communications and messaging strategies.
The panel operated on the basis that a company’s investor relations strategy would be consistent
across the disclosure suite, whether in terms of fixed-time reporting or on the basis of ongoing
communications with the markets, and that the Annual Report and Accounts was a
representative document of the company’s disclosure policy and practice.  
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Following the 2007 award, we noted that ‘Companies should seek to go beyond compliance and
use the narrative section of their annual report as a communication opportunity’. The evidence
from the 2008 awards process is that the quality of disclosure is improving, significantly in
places, and that the communication opportunity is being leveraged. There is a sense that the
preparation of the Annual Report and Accounts document is being viewed less as a chore and a
hygiene task, and is becoming more a business priority.  


The marks awarded by the judges take full recognition of the fact that the winning reports were
not perfect, and that improvement is still possible in many ways. But the quality of the
disclosure in the longlist, and particularly the shortlist, makes it difficult to see how preparation
of the Annual Report and Accounts document will ever revert to a compliance-only process.  


The involvement of analysts and fund managers at the beginning of the award process continues
to prove particularly valuable, given that one of the primary purposes of the award is to close the
loop between investors and companies on the issue of value creation. It is noteworthy that the
award process took place against a backdrop of significant activity in the area of disclosure, with
increasing evidence that, for investors and companies alike, the agenda will only grow in
importance.  The following comments are offered in that context.


• Disclosure does not take place in a vacuum; all sectors, from capital markets to consumers,
are now requiring higher levels of transparency as a prerequisite to the trust on which their
relationship with companies is based. The benefits for a company committed to high-quality
disclosure are increased credibility, improved market positioning and an enhanced
reputation. 


• Good disclosure practice is a priority, on which future business success depends. In the
current economic climate, where most business models are under significant stress, even
threat, the importance of high-quality disclosure increases, and may even generate advantage
for a company, particularly in relation to levels of investor confidence and access to capital.


• Directors understand the strategic nature of disclosure, and also that disclosure performance
and operational performance are inextricably linked. Disclosure, even of past performance,
creates expectations for the future and therefore can, and usually does, lead to changed
management behaviour. 


• A company’s approach to disclosure is inevitably leading to further reflection on how value is
being created within the business model, how existing value is being protected, and how that
value story is being communicated.  


• High-quality disclosure will become the hallmark of all well run companies. The evidence
from last year’s reporting awards process, substantiated by market practice this year, is that
FTSE 100 companies do not have a monopoly on good practice narrative reporting.
Companies in the FTSE 250, and lower down, have proven equally adept at communicating
the story of their business in an increasingly engaging way, at little or no extra cost, and some
of the best examples of innovation come from that end of the scale. Indeed, ‘less is more’. The
judging panel was clear in its view that it was not looking for business reviews running to
excessive length – another reason why smaller companies are equally able to deliver. 


Overview
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• Nor is the disclosure agenda exclusively for listed companies. The introduction, over the past
year, of self-regulatory disclosure regimes for parts of the private equity and hedge fund
sectors, has demonstrated that, where brand, reputational and positioning issues are
involved, the need for a properly considered disclosure strategy is never far away. The
momentum in this area is growing, with recognition from Sovereign Wealth Funds, and parts
of the alternative investments sector in other jurisdictions, that they will soon be out of
position if they do not also adopt appropriate disclosure policies and practices.


• Market positioning is a more powerful and attractive driver than regulatory pressure for
pursuing improved disclosure. While the disclosure ratchet moves in one direction only, the
commercial rationale must remain the dominant motivation.


What can companies do to improve their performance?  


The guidance, and feedback, from the judging process, set out in this document, provide clear
pointers for companies on what more they need to do to ensure they are properly positioned.  


• The dominant outstanding issue remains the link between a company’s strategy, its ability to
deliver, and the value subsequently created. Ensuring alignment between the narrative, and
the operational performance it describes, requires a stronger, and more coherent approach to
identifying, and then reporting on, the unique characteristics of a company’s business model
which make it likely to succeed.


• In many company’s reports these value pieces of the jigsaw are missing, or remain
undeveloped compared to other parts of the narrative. This weakens the communication of
the company’s value, and leaves investors in the dark in their understanding of all aspects of
the operation of a company’s business model.


• In contrast, strong reporters understand that high-quality disclosure, with few or no gaps,
satisfies a legitimate need of investors to know more, and understand better.  


The Best Narrative Reporting award therefore seeks to acknowledge those companies whose
disclosure substantially closes this knowledge gap. And because disclosure changes behaviour,
the award also aims to generate greater confidence among companies to develop their capability
in those areas which complete the value creation narrative. These include, though are not
limited to, the issues of brand and reputation which lie at the heart of driving increased sales,
customer loyalty and employee commitment, and ultimately satisfied shareholders.


Best practice reporting deepens the understanding of the process of corporate value creation,
and strengthens the quality of the dialogue between a company and those with the greatest
interest in the long-term sustainability of its business model. We expect to see companies
increasing their use of narrative disclosure processes, not simply to deepen this dialogue but
also, in recognition of the importance attached to delivery, to strengthen the systems which
create the value in the first place.
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IR Magazine commissioned Mary Maude Research to carry out a quantitative study of investor
perception aimed at identifying the companies that are currently the leading exponents of
investor relations in the UK. The survey also garnered responses on a number of issues that
currently affect the investor relations community. The research for the awards was carried out in
London by Mary Maude Research in March/April 2008.


Survey respondents


With 700 respondents, the target group interviewed consisted mainly of sell-side analysts, buy-
side analysts and portfolio managers (Fig 1). 


Fig 1. Survey respondents by job function


* ‘Other’ includes heads of research (buy- and sell-side), corporate governance and corporate 
social responsibility specialists, and independent research analysts. 


Source: Investor Perception Study, Mary Maude Research for UK IR Magazine 2008


The questionnaire


The interviews were conducted by telephone, and each interview took between ten and 20
minutes. In relation to the ‘Best Narrative Reporting’ award, candidates were asked:


“Which company provides the best narrative reporting in the business review in 
its annual report? Please think in terms of the forward-looking commentary on 
the company’s prospects, non-financial information, information about KPIs, 
risk factors, and so on.”


Stage 1
Identifying the longlist
IR Magazine Awards Investor Perception Study


Sell-side analysts 53%


Buy-side analysts 28%


Portfolio manager 14%


Other* 5%







The points system and the creation of the longlist


Respondents were asked to nominate companies by first, second and third rankings. Points were
attributed to nominated companies on the basis of: five for a first placing, three for a second
placing and one for a third placing. 


A total of 24 companies were identified through the voting process, and their names were
forwarded to the IPA for further analysis. The longlist represented those companies who, in the
eyes of City commentators, produced the most convincing and compelling communications to
target markets within the investment community.


The companies rated as having the best narrative report sections were, in alphabetical order:


• Aviva 
• Barclays 
• BG Group 
• BP 
• British Land Company 
• Cadbury Schweppes 
• Capita Group 
• Diageo 
• GlaxoSmithKline 
• Great Portland Estates 
• HBOS 
• Home Retail Group 
• HSBC Holdings (Hong Kong)
• InterContinental Hotels Group 
• Land Securities Group
• Lloyds TSB Group
• Michael Page International 
• Reckitt Benckiser 
• Rio Tinto 
• Serco Group 
• Tesco 
• Vodafone Group 
• WPP Group 
• Xstrata 


The annual reports studied were all from 2007. For avoidance of doubt, visual representations of
the 24 studies are shown in Fig 2.
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Fig 2. The longlist
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The 24 reports on the longlist were then assessed by two IPA analysts against ten criteria,
specifically developed for the award, on a 7-point marking scale from -3, for very poor
performance, to +3, for excellent performance. 


The ten criteria 


The IPA judging criteria were developed on the basis that the progression from ‘good practice’ to
‘best practice’ narrative disclosure required a more sophisticated set of judgements than were
being used at the time in terms of general market commentary. The criteria can be sourced to
the ASB’s guidance to companies, before and after the abolition of the mandatory OFR. The
criteria have stood the test of the relatively short period of time during which the awards have
been in existence.


While,  from a legal and regulatory perspective, the primary audience for the business review is
the existing investor base, the criteria are designed to acknowledge that the actual audience
includes potential investors, other members of the financial community (including analysts) and
other business-critical stakeholders groups (including employees, customers, suppliers,
community groups and NGOs). The criteria are also designed to guide those who, within the
companies themselves, prepare the narrative from inception through to completion.


The criteria are designed to allow each company the flexibility to tell its story in the way it
wants, displaying the personality and character which mark it out in a complex and competitive
world.


1. Concise


A well communicated, accessible narrative, clearly articulating the value proposition
underpinning the business, for the benefit of all those with a significant interest in the
company and its success.


• Without stipulating the number of pages, a business review should not be overlong, however
complex the business model. Readers’ time is limited; excess length can complicate the
communication of the value proposition. The panel also looked at style, design, format,
presentation, signposting and innovation – any mechanism used to attract readers’ attention
and keep them engaged.


2. Comprehensive


Within the constraints of producing a concise and readable document, the report painted the
full performance and governance picture, as well as achieving technical compliance.


• The business review contains a number of regulatory ‘must-dos’ – risk, key performance
indicators (KPIs), forward look – which provide a useful structure for analysing a company’s
report, as well as providing an element of comparability with other companies’ narratives.
Where one or more of these elements is weak, it undermines the integrity of the report, and
can lead to lower marks elsewhere. 


Stage 2
Creation of the shortlist
Analysis by IPA criteria
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3. Material


Focused on those aspects of the company’s operations, financial and non-financial, that are
business-critical.


• How a company talks about itself reveals much about how the business is actually run. The
ability of a narrative to concentrate on the issues which really matter speaks volumes about the
management culture inside the company, the operating systems and the likely quality of
execution. Material disclosure distinguishes top-quality reporting. 


4. Cohesive


Internally consistent and joined-up reporting, linking strategy, objectives, risk and
performance, with the narrative supporting the numbers.


• Joined-up narrative, and a logical and coherent reading experience, allows an analyst or
investor to see the bigger picture more clearly. Straightforward disclosure about the business
plan, and the operating model, should be consistent with the overall investor relations
communication strategy. A poor mark elsewhere in the report can affect the standard of
disclosure achieved in this category.


5. Strategic


Reporting from the perspective of the Board, identifying the key drivers of, and risks to, long-
term value, thereby focusing the minds and priorities of senior management.


• Investors are looking for high-quality Board-level thinking at every turn of the business review,
and particularly disclosure linking the company’s strategic analysis with the resulting
operational performance. In this way investors can judge the strength of the management team
and its ability to deliver, and make better-informed judgements on future prospects.


6. Forward looking


Identifies (expectations of) future business performance in the context of current performance
and capabilities.


• By regulation, a business review must look at the past; to create value it should also look to the
future. Investors are primarily interested in a company’s prospects for generating long-term
earnings growth, and targets and associated commentary build visibility and confidence.
Ultimately, the strength of disclosure communicates management’s ambition, and its
confidence in its ability to deliver future earnings.


7. Explicit


Deployment of financial and non-financial KPIs, explained and verified.  Appropriate trend
data and specific targets are provided.


• The credibility of a narrative depends on the company’s ability to be specific about the way in
which it runs the business, the targets it sets, and how it measures progress in achieving them.
The absence, or weakness, of KPIs, undermines the overall reporting effort; it raises questions
in the mind of investors and may attract the interest of the Financial Reporting Review panel.
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8. Comparative


Places the company in its competitive context, and positions performance relative to the wider
market. Market-share data provided.


• Investors are interested in a company’s ability to grow share in profitable markets, to
demonstrate resilience in declining market conditions and to communicate a stronger
investment rationale than that of competitors. Whatever the company’s business model, and
whatever its market context, the competitive situation needs to be explained – convincingly.


9. Comparable over time


Recognition that trends over time are as important as the absolute performance being
reported, that momentum is important, and that quantification increases credibility.


• The use of trend data and analysis helps the reader understand whether the business model
is adapting to evolving market conditions. Reconciliations between different time periods can
be a particularly useful mechanism for deepening the reader’s understanding of the dynamics
of the market environment within which the company is operating. The sustainability of
value requires supporting data over time.


10. Balanced


Setting out both good and bad, emphasising success while conceding non-performance.


• ‘Telling it how it is’, as recommended by the Financial Reporting Review panel, is an effective
way of winning the hearts and minds of the reader.  Honesty and integrity in disclosure add
to the quality of the final product. Even top-performing companies have competitors, and
have to manage hostile market conditions.  Investors require visibility of the (potential)
downside as well as the good news.


Average scores across the 24 reports on the longlist


Fig 2. below shows the average score for each of the ten criteria. From this it is easy to see the
key general areas of strength and weakness in current reporting.


Fig 3. IPA criteria in order of average score (best to worst)
Average score (-3 to +3 on a 7-point scale where +3 is excellent)


Source: IPA  
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The shortlist


The radar graphs below illustrate the scores achieved by the top six companies out of the 24
analysed. The companies are displayed in alphabetical order:


Fig. 4 Profiles of the six shortlisted companies against IPA criteria
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Source: IPA
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Source: IPA
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After the process of marking each report against the IPA criteria, the top six reports were
submitted to the expert judging panel. 


Each member of the judging panel scrutinised the six reports in detail. The members then met
as a group to discuss their views and challenge, as necessary, the opinions of their colleagues. At
the conclusion of the judging process, the panel agreed the runners up, second place and
eventual winner of the award for best narrative reporting.


Nomination of the winner and runners up


After thorough debate the judging panel agreed the following ranking:


Winner
• Land Securities


Second place
• Capita Group


Runners-up (in alphabetical order)
• Aviva
• Xstrata


The judging panel


The judging panel for the award was drawn from a range of organisations with an interest in
better narrative reporting; including representation from large pension funds, accountancy
bodies, and thinktanks engaged in understanding the value of intangible business assets: human
capital, corporate reputation, marketing and brands.


Details of the judging panel follow overleaf.


Stage 3
The winner and runners up
The IPA judging panel
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Chair


Moray MacLennan – Moray is Chairman (Europe) of M&C
Saatchi, with responsibility for all group companies in London,
Paris, Berlin and Madrid. As President of the Institute of
Practitioners in Advertising (IPA), Moray has identified as a priority
for his two-year term of office to reinforce the importance of
marketing and brand investment in developing long-term corporate
value, and the key role of agencies in optimising that value.


Moray McLennan |  Chairman, Europe, M & C Saatchi  |  IPA Chairman of Judges


Convenor


Seamus Gillen – is Founder of consultancy ValueAlpha and
narrative disclosure specialist for the Institute of Chartered
Secretaries and Administrators (ICSA), and Course Director of
ICSA’s ‘Narrative Reporting in practice’ seminar.


Seamus Gillen |  IPA Convenor of Judges and Founder, ValueAlpha


Mark Goyder – Mark is Founder of Tomorrow’s Company, the not-
for-profit and agenda-setting organisation committed to ‘creating a
future for business which makes equal sense to staff, shareholders
and society’. Tomorrow’s Company has published a number of
ground-breaking reports in areas ranging from pensions to climate
change, as well as its work on companies’ annual reports. Mark was
a member of the Company Law Review Team whose deliberations
informed the Companies Act 2006.


Mark Goyder |  Founder, Tomorrow’s Company


Aine O’Keeffe – Aine is Advisor to the Chief Executive at The Work
Foundation, an independent, not-for-dividend research-based
consultancy, which is the most influential voice on work, workplace
and employment issues in Britain, led by Will Hutton. She has
collaborated with Will on a number of publications, most recently
on Staying Ahead: an economic analysis of the creative industries in
the UK for the Department of Culture, Media and Sport.


Aine O’Keeffe |  Advisor to the Chief Executive, The Work Foundation


Fig 5. IPA judging panel
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Patricia Peter |  Head of Institute Governance, Institute of Chartered Accountants


Hamish Pringle – Hamish is Director General of the Institute of
Practitioners in Advertising (IPA), the professional institute and
trade body for over 270 advertising and marketing communications
agencies in the UK, representing 17,000 individuals and an annual
media expenditure in excess of 15bn.


Hamish Pringle |  Director General, Institute of Practitioners in Advertising


David Russell – David is Co-Head of Responsible Investment at the
University Superannuation Scheme (USS), the country’s second
largest pension scheme, with some £30bn in assets. The fund is a
pioneer in sponsoring research into the sources of long-term
corporate value through its membership of the Enhanced Analytics
Initiative – an international collaboration between asset owners and
asset managers aimed at encouraging better investment research into
long-term extra-financial issues. The Initiative currently represents
total assets under management of c. €1.8 trillion (c. US$2.4 trillion).


David Russell |  Co-Head of Responsible Investment, University Superannuation Scheme


Jennifer Walmsley – Jennifer, an Associate Director  at Hermes
Equity Ownership Services (EOS),  engages with UK companies on
behalf of their long-term owners with the aim of increasing
shareholder value, or preventing its destruction. Hermes' EOS
clients include: BT Pension Scheme (its owner); BBC; Canadian
Public Sector Pensions Investment Board; National Pension Reserve
Fund of Ireland; VicSuper (Australia); PKA (Denmark); and
Pensioenfonds PNO Media (Netherlands). 


Jennifer Walmsley |  Associate Director, Hermes Equity Ownership Services


Patricia Peter – Patricia is best known from her former position as
Head of Governance at the Institute of Directors, where she
established herself as one of the leading thinkers on how companies
could capture increased value from governance processes. Patricia
has recently moved to become the Head of Institute Governance at
the Institute of Chartered Accountants in England and Wales.
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Judging comments
Comments made at the judging meeting were logged and amalgamated as follows:


Runners up Second place


Total score 26


Aviva


Total score 26


Xstrata


Total score 27


Capita


A very close runner-up and
approaching the narrative from a
completely different perspective, 
the report goes directly to the heart 
of the business and outlines, in
clearly-understandable detail, the
architecture of the business model.
The judges were impressed with the
articulation of strategy from the
outset, and the way in which this is
broken down to provide visibility of
the philosophy, the systems and  the
processes deployed to deliver results.
The section on managing the business
responsibly is embedded in the text,
signalling its importance, and the
segmental reporting on growth
markets identifies the sources of
future earnings, increasing the
accountability to deliver.


The early use of the Aviva triangle,
and its deployment throughout
the report, helps the reader
understand the purpose, vision,
strategy and regional performance
of the company from the outset.
The business review succeeds in
communicating the complex 
world of insurance, and there is
consistency of approach in the
disclosure in each segment. The
risk narrative is strong, as is the
reporting on KPIs, covering both
financial and non-financial areas.
The Chairman and Chief
Executive’s statements on the
importance of the company’s
employees is supported by
narrative focusing on the
importance of people and talent as
key components of Aviva’s success.


The report successfully covers the
complexity of a global business
operating in different mineral 
and mining sectors, and helps the
reader understand the main
dynamics of the enterprise. There
is a useful analysis of the outlook
for the company from the 
Chief Executive, and this is
supplemented by more detailed
statements in the segmental
reporting. The judges considered
the disclosure on risk to be
particularly strong, as well as 
the associated section on KPIs,
covering both financial and 
non-financial areas of activity. 
The business review also details
the company’s market position
compared to competitors, a feat
still achieved by too few reports.
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Overall winner


Total score 28


Land Securities


The report impressed its
personality and character on the
judges in a way which gives full
meaning to the term ‘narrative’.
The business review confidently
– and with style, an attractive
layout and interesting graphics -
outlines the complexity of the
business in a way which attracts
interest and invites the reader to
continue all the way to the end.
The identification of values,
vision and strategy at the
beginning is helpful, and is
complemented by the
Chairman’s statement on the
three key issues facing the
business. The segmental
reporting is strong, as is the
explanation of drivers, and
future drivers, of performance.
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In addition to marking the 24 companies on the longlist provided by IR Magazine, the IPA
analytics team prepared a commentary on each of the ten criteria featuring in their marking
framework. The overall objective was to provide useful feedback and guidance notes to all
preparers of annual reports, looking to achieve excellence in narrative reporting. 


Concise


Considering the size of the FTSE 100 companies, and the breadth of activity each one
represents, most managed to keep their reports concise and focused, producing the information
in an accessible amount of pages and detail. Many scored full marks in this area, a good
outcome given the difficulty of the challenge. 


Some companies still produced large reports, however, with too much detail and unfocused
material. Too many reports also drifted into becoming text-heavy, a key area where reports can
improve next year. Diagrams, business models, integrated ideas, and an effective page layout
would all increase the level of accessibility, and make the reports easier to digest. 


High performers
• Provided only that information which was important and key to their company’s performance  
• Had a user-friendly, accessible design


Low performers
• Included unnecessary discussion on non-important areas
• Went into too much detail about small, non-key, areas of the business’ operations
• Were text-heavy and hard to penetrate


Comprehensive


This section experienced the greatest spread in terms of marks and quality, with the lowest
average score due to the high number of companies that scored negative marks. 


Areas of non-performance differed from one company to another. Sometimes information was
missed out completely, at other times the standard of disclosure was weak – there was no
specific trend. It is surprising that, even among high-performing reports, these omissions should
occur. Inevitably, a poor mark in this area affected scores in other categories.


High performers
• Included information on all key areas such as risk, market, strategy, future plans, KPIs,


people, non-financial assets
• Made sure they provided a full company story


Low performers
• Left out important detail
• Didn’t address key issues
• Were too text heavy, making  it difficult to find specific information


Key learning from IPA analysis 
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Cohesive


Companies displaying the highest standards in this area generally had the highest quality of
report. Only three companies gained full marks in this category, and all were winners: Land
Securities, Capita and Xstrata. 


This is a difficult area to get right, but by doing so a company can significantly improve the
power of its disclosure. The best reports opened early on with strategy-focused content, and
used this as an umbrella to structure the flow of information.  They linked all information back
to strategy, explaining its purpose, and then used performance commentary in relation to
objectives to analyse the success of the strategy and its implementation.  


Companies should see these reports as holistic documents, which follow on logically throughout.
Free-standing sections, though easier to construct, render the report of a much lower quality,
and the content potentially confusing.


High performers
• Started with strategy and used it to control and define the flow of information in the rest of


the report
• Linked all results and detail into the company’s strategy and future plans
• Created models that explained the relevance of the information being disclosed
• Created a complete document with all sections being linked


Low performers 
• Kept each section separate and isolated
• Failed to link detail to strategy (or future prospects)
• Described the past with no analysis or explanation


Balanced


This is the category in which companies scored the fewest high marks, although many
companies scored two out of three – not an area of major weakness, but improvement is
possible. Some reports failed to give an account of the markets in which they operated and the
competitive challenges encountered in the past, possibly with an eye on the future. Some reports
failed to provide a balanced view of the risks their company faced. In contrast, the analysis
offered by Land Securities, with risks highlighted per business segment and throughout the
report, provided valuable insights into the challenges involved in keeping the business on course.


High performers
• Acknowledged areas of weakness, described them, and then explained how they would


improve performance
• Analysed changes in the market that might affect performance, and offered strategies to


mitigate the damage
• Commented on their rivals and how their strategies affected them


Low performers
• Failed to accept or mention any obvious weaknesses or mistakes
• Ignored their market and how it is changing, and ignored their competitors 
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Explicit


Some companies clearly failed to identify their KPIs. Despite the legislative requirements in this
area, which may leave room for manoeuvre, stakeholders’ expectations make it inconceivable
that any credible business narrative can get by without the deployment of carefully thought
through indicators. The best companies had both financial and non-financial KPIs spread over
time, with trend data and clear explanation. 


Many companies failed to address the challenge of deploying non-financial KPIs, including in
such business-critical areas as brand awareness, customer satisfaction and employee satisfaction.
Non-financial KPIs often relate to business processes which generate long-term value, and
represent the distinct and unique characteristics of the company’s business model. Poor
performance in this area meant that companies failed to articulate one of the key aspects of the
value proposition, namely the ability of management to harness and leverage the intangible
assets which are an indispensable part of their business success. 


High performers
• Had a good mix of KPIs that covered financial and key non-financial areas
• Analysed their KPIs so that their relevance was justified and the results explained
• Offered comparison over time so that trends could be analysed
• Linked their KPIs into strategy and targets


Low performers 
• Failed to identify KPIs clearly
• Restricted themselves to only the most basic financial KPIs
• Failed to explain, analyse or justify their chosen KPIs
• Chose obscure KPIs


Comparable over time


With nearly all companies providing data that offered a comparison with the previous year, this
category is defined more by those who performed best. A minority of companies offered
comparisons over a minimum of four years. They deployed graphs which analysed trends and
provided a picture of the long-term direction of the company, allowing them to place the year’s
results in context. 


In contrast, some reports gave too much historical background, without adequate explanation of
how this was relevant to the company’s present position and its future prospects. This
information might best be left to a section on the corporate website, unless its rationale for
inclusion in the business review is made more explicit. 


High performers
• Offered comparisons over several years in numerous different areas
• Used graphs to analyse the trends of the past several years
• Clearly linked the information into the main narrative 


Low performers
• Only offered one-year comparisons
• Offered no trend data
• Failed to incorporate the data into the mainstream narrative 
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Forward looking


The best companies appeared to do two things well. They provided specifics, in terms of dates
and projected figures, and they grounded their marketplace information and strategy in the
future.  A good example of a company doing this well is GlaxoSmithKline, which explained key
future research and development, provided a detailed pipeline, and articulated a strong
explanation of the evolving market in which they operate. The weaknesses of many companies in
this area stemmed from either a failure to address the future, due to a traditional reporting
format, or a failure to provide specific targets for the future, leaving the report vague and open-
ended. 


High performers
• Had a forward-looking focus to the report
• Gave specific predictions and targets for the immediate and mid-term future
• Included pipelines and completion dates where appropriate
• Had clear goals for the future, and expressed a means to measure their success


Low performers
• Reported only on past events
• Provided only vague and general  objectives for the future (“increase the size of the business”)
• Made no predictions


Comparative


Placing a company within its competitive context is key for an understanding of how it will
develop and what the future holds. Reports need to discuss a company’s place within its
markets, its competitors and how changes in that market will affect them. Too many companies
ignored this discussion and focussed too narrowly on introspective comments about their
actions, without providing the market context which justified the strategic response. Some
companies simply provided a general discussion on the economy, without reference to the
implications for their specific market. 


GlaxoSmithKline provided a commendable section on Competition, discussing its competitors
and how it aimed to strive to be the most efficient and competitive company in the sector.
Beyond this, GlaxoSmithKline also deployed strong sections on the regulatory environment, and
global manufacturing and supply. This helped base the company in its market context, providing
a realistic explanation of the constraints and issues it faces.


High performers
• Gave detail on the key challenges and opportunities in the market
• Explicitly linked the company into the market and gave its market position
• Gave detail on how key regulation affects them, and detail on how possible future regulation


may affect them


Low performers
• Gave no description of the wider market place
• Failed to comment on their position in the market, or on their competitors
• Had an introspective approach, focusing only on their company’s past actions
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Material 


Companies seemed to find it difficult to find the right balance in terms of their reporting on
social and environmental issues. Some reports excluded consideration of their social or
environmental impact, where it seemed some commentary would have been appropriate, while
others reported on non-business-critical issues whose relevance to the business model was
difficult to understand. 


Reports often failed to provide enough information on other intangible assets especially, from
the IPA’s perspective, their brand profile and, where relevant, their marketing resource and
capability. Without an explanation of the brand, a company cannot explain its strategy for selling
or increasing demand for its product. Areas where disclosure was of a higher standard included
that of Reckitt Benckiser, which commented on their media spend and the importance of brands
(especially their superbrands). WPP were also strong in  highlighting their key brands. Aviva
were the only company to discuss a specific campaign. Generally, however, too many companies
failed to highlight the importance of their brand as a key asset of the business, how it had grown
and developed, and their plans for it for the future.


High performers
• Reported on those areas that are key to their business performance
• Explained and linked all information into the strategy, performance and future prospects 


for the company


Low performers
• Left out key areas of the business or failed to discuss key actions and issues
• Discussed non-critical business issues at length


Strategic


Companies in the longlist generally handled disclosure on strategy well, with the key
differentiator between the good and the best being the ability of companies to weave the
strategic narrative into their report so that it formed a coherent thread throughout. 


Reports were best when controlled by an umbrella of strategies/objectives/aims which informed
all of the report. This gave a clear focus to the information and a direction to the report. It also
helped companies avoid a traditional report style format of basic historical information.  Clear
statements from the Chairman and CEO help communicate the strategic messages of the
narrative. Strategy can often also be best represented and displayed through the use of models,
providing the reader with a clear mental picture of the company’s strategy and how all the
information they read fits into that.


High performers
• Opened with, and clearly identified, their strategy
• Linked the strategy, themes and issues into their entire report, and used the overall content


as an umbrella to control and define the flow of information 
• Fitted their strategy into an easily accessible and identifiable model


Low performers
• Kept their strategy too broad and vague
• Failed to link their strategy into the rest of their report
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IPA publications


KPIs for Marketing Reporting: A framework for effective marketing disclosure 
(IPA 2008)


Best Practice in Narrative Reporting: A review of FTSE 350 listed companies  
(IPA 2007)


How Analysts View Marketing: An IPA study of City opinion
(IPA 2006)


The Development of Intangibles Reporting: How intangible assets are transforming
management and reporting practice
(IPA 2007)


Other


A review of Narrative reporting by UK Listed Companies in 2006 
(Accounting Standards Board, 2007)


Narrative Reporting Content in the FTSE 100 
(Radley Yelder 2008) 


Additional reading 
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SPECIAL REPORT –   
GHG MANAGEMENT 
& REPORTING







IEMA offers ongoing support to environmental professionals and 
aims to promote sustainability through improved environmental 
practice and performance. Recent IEMA climate change, 
environment and sustainability guidance includes:


Practitioner Volume 14 – Climate Change Mitigation: A guide for organisations
Practitioner Volume 13 – Adapting to climate Change: A guide to its management in organisations


Information for Environmental Management Systems  –  www.iema.net/ems
Climate Change within Environmental Impact Assessment  –  www.iema.net/eia-cc
Further climate change guidance, case studies and weblinks for practitioners and organisations – www.iema.net/practitioner/14


Institute of Environmental Management and Assessment
St Nicholas House
70 Newport
Lincoln
LN1 3DP
Tel: +44 (0)1522 540069
Fax: +44 (0)1522 540090
E-mail: info@iema.net
Web: www.iema.net


Ruddocks has been delivering innovative design and print solutions 
to clients in the private, public and charitable sectors for more
than 125 years.


An on-going commitment to caring for the environment is at the 
heart of Ruddocks’ operations.  A commitment that was confirmed 
when it was the first printer in Lincoln, and one of only 5 per cent 
of printers nationally, to achieve ISO 14001 accreditation. Ruddocks 
has also achieved Forestry Stewardship Council (FSC) certification 
and continues to introduce measures to reduce its waste, emissions 
and energy requirement.


For more information visit: www.ruddocks.co.uk







Reducing emissions of greenhouse gases (GHGs) is essential if we are to minimise the risk of dangerous 
climate change. The first three national carbon budgets set an emissions reduction pathway up to 2020; 
it is critical that these are achieved if the longer term 2050 target is to be met.  To be successful, all 
companies across all sectors of the economy will need to be engaged.


Various policy mechanisms are being deployed to stimulate action.  Pricing mechanisms, trading schemes 
and regulation are all being used to set the economy on a low carbon trajectory.  Nevertheless, the 
majority of companies in the UK are not taking action to lower their carbon footprint and reduce their 
GHG emissions.  The reality for many is that carbon and GHG emissions are a low or non-existent 
priority; the subject doesn’t feature as an issue in their business – even though reducing energy 
consumption is good for the bottom line and improves environmental performance. There is a 
significant challenge – to overcome the barriers that prevent these companies from minimising their 
impact and maximising the opportunity.


This report sets out environment and sustainability practitioner views on carbon and GHG management 
and reporting.  It sets out the drivers and barriers that help or hinder the business case, and the value 
that can be gained from GHG management and reporting.  It also shows the range of activities that 
are being used to achieve emissions reductions, based on IEMA’s GHG management hierarchy.


Making carbon and GHG reduction a strategic business issue requires consistent reporting and 
accountability.  Overwhelmingly, the profession believes that GHG reporting should become a 
mandatory requirement for companies.  Not only would this help to stimulate internal action to 
reduce emissions, it would also help companies demonstrate business responsibility on the 
pressing environmental issue of our time.  Government needs to take action now to ensure 
that the UK is able to meet and exceed its carbon budgets.


Martin Baxter
Executive Director – Policy
Institute of Environmental Management and Assessment
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The production of this report has been made possible due to the valued input of IEMA members. 
Through their informed, enthusiastic and extensive response to the IEMA GHG Practitioner survey 
in April 2010 and participation in a series of regional workshops, members have helped IEMA to 
establish some key findings that will prove essential to policy formation and practical application.  


IEMA would also like to extend its thanks to several members who have offered time and support  
to this project, assisting in the initial construction of the GHG survey and also in the delivery of
subsequent workshops including;  David Probert, Bekir Andrews, Marek Bidwell, Iain Hossack, 
Sheila Scott and Steve Marsden. 


In addition, the report has taken account of review comments kindly provided by the following 
IEMA fellows and full members:


• Bekir Andrews, Sustainability Manager, Romec
• Lucy Candlin, Director of Planet and Prosperity Ltd
• Nigel Leehane, Associate Director, Conestoga-Rovers & Associates (Europe) Ltd
• David Nancarrow, Sustainability Director, Atkins Limited
• Colin Parry, Environmental Risk Manager, Diageo
• David Robinson, Greenhouse Gas Scheme Manager, 
 Complete Integrated Certification Services Ltd (CICS)


The report has been written and edited by Nick Blyth at IEMA, with important contributions 
from Martin Baxter, Edward Barlow, Katrina Pierce and Richard Harada


ACKNOWLEDGEMENTS


2


A
C


K
N


O
W


LE
D


G
EM


EN
T


S
1







The long-term challenge of climate change requires action to reduce emissions of greenhouse gases (GHGs) 
in all organisations, across all sectors of the economy.  Environment and sustainability professionals have a 
crucial role to play in helping to make the transition to a low carbon economy, by developing the business 
case for carbon management, delivering emissions reductions through a variety of methods, engaging 
stakeholders and the workforce and reporting on success.  


As an active and growing membership body, the Institute of Environmental Management and Assessment 
(IEMA) can make a distinctive ‘practitioner focused’ contribution to this challenge and to the current 
debates on climate change, related policy and the challenge it poses for organisations. 


This report is focused on the state of carbon and GHG management as a practitioner activity, considering 
issues, trends and future potential direction.  It will be informative to practitioners wanting to review their 
own practice, views and experience across a broader group of peers, and to policy makers developing an 
understanding of drivers and barriers to GHG management and reporting.    


This report is derived from a comprehensive survey of IEMA members completed by 1,674 practitioners 
in April 2010 into the state of GHG management and reporting within the environment and sustainability 
profession, supplemented with a series of workshops attended by 200 practitioners to further test and 
examine key issues.  As such, it represents a substantial body of evidence on which to inform future 
decisions and policy.


GHG MANAGEMENT AND REPORTING – 
ENGAGEMENT AND AMBITION


IEMA members show a high level of activity and engagement on climate change within their organisations, 
with two-thirds of respondents citing this as a leading or important part of their work.  Practitioners are 
working across a broad range of activities, including GHG management and reporting, carbon strategy 
development, and product/ service carbon reductions.  For practitioners who are actively engaged in this 
work area, over half (57%) indicate their organisations are publicly reporting on carbon/ GHG footprints.  


Over the last 10 years there has been an increase in GHG reporting across organisations of all sizes and in 
the main economic sectors, with the rate of growth increasing over this period.  Larger organisations are 
more likely to report on their GHG emissions and are more likely to be able to demonstrate quantified 
emissions reductions, when compared with small and medium sized enterprises.


IEMA Members indicate a high level of ambition within their organisations on addressing climate change.  
85% of organisations have ambitions beyond achieving legal compliance, with the majority seeking to 
build a positive reputation as a low carbon leader, become a low carbon leader in their field, or make 
transformational change to their business model.  This level of ambition is critical if the UK is to meet 
its national carbon budgets, and needs to become more widespread and mainstream across the whole 
of the economy.


DRIVERS AND BARRIERS


Developing an understanding of drivers that encourage organisations to take action on GHG emissions, and 
barriers that prevent or hinder action, is critical for environment and sustainability practitioners, seeking to 
secure progress within organisations and across supply chains. It is also important for policy professionals in 
identifying the methods and policy levers that will catalyse greater participation and engagement.


For those already engaged in GHG management and reporting, the strongest drivers were cutting costs 
and financial efficiency, organisational values and legal compliance.  For those whose organisation is not yet 
active, new legal requirements are by far the greatest driver that would result in action.  Although a number 
of drivers combine to support the case for action on GHG reductions, a single business driver will usually 
act as a tipping point.  The CRC Energy Efficiency Scheme is a significant driver, with almost half of active 
participants’ organisations falling within the scheme’s requirements.
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A wider range of barriers were identified as preventing or limiting progress on GHG management, with 
the most significant being other competing priorities in the organisation that are business critical or 
legally required.  Other important barriers included lack of access to capital and funding for low carbon 
investments, and internal pressures to generate returns on investment over short time periods, perhaps 
reflecting the difficulty in some organisations and sectors in building a strong business case when energy 
costs appear low in relation to overall business turnover.


FRAMEWORK FOR GHG REDUCTION


Practitioners use a wide range of methods in taking action on carbon and GHG emissions.  Energy 
management and reductions on site, improvements to buildings and premises, staff engagement and 
awareness campaigns were the most widely used.   The measures used and practitioner response levels, 
closely align with the IEMA GHG Management Hierarchy, a policy and organisational planning framework 
to guide carbon and GHG strategies through avoidance, reduction, substitution and compensation.  


Organisations will often have multiple opportunities for action which span the GHG Management Hierarchy 
at any one time. There is a pressing need to support greater activity at the top of the hierarchy, where 
avoidance measures are a challenge.  Compensatory action at the bottom of the hierarchy, such as carbon 
offsetting, need not be held back as action is required on all fronts. However, such compensation should 
generally not be taken in isolation from or in place of other measures in the GHG management hierarchy. 
Avoidance and reductions at source need increased focus if businesses and organisations are to significantly 
contribute toward the UK’s challenging carbon budget targets.  It is also these measures that are essential 
in any business climate change strategy seeking to achieve genuine financial savings for the organisation. 


THE VALUE OF GHG REPORTING


GHG reporting is viewed by IEMA members as an important enabling tool that helps to build, embed and 
sustain a strategic organisational approach to carbon and GHG management.  Reporting is identified as 
having a significant role to play in overcoming barriers, including building commitment and support from 
the board and senior management, unlocking funds and securing investments in low carbon measures and 
initiatives, and securing the engagement of suppliers.
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There is a clear correlation between organisational ambition in relation to GHG emission reductions, and 
public reporting of performance; public reporters are more likely to be seeking to make transformational 
change or become a low carbon leader in their field.  Public reporters are also more likely to have achieved 
a GHG reduction over the last two years.  It is unclear which way these relationships correlate: are 
good performers and more ambitious companies more likely to report; or does reporting enable better 
performance and raise organisational ambition?  We are strongly of the view that this is a synergistic and 
mutually supportive relationship and that over a period of time, robust accounting and transparent reporting 
will help ensure that organisational approaches are relevant and effective in securing GHG reduction and 
associated wider business benefits (cost savings, competitiveness, reputation, etc).


MANDATORY GHG REPORTING


The Climate Change Act 2008 set a requirement for Government to use powers under the Companies 
Act to make GHG reporting a mandatory requirement for companies or to explain to Parliament why it 
has not done so.  A significant majority of practitioners (over 80%) support GHG reporting becoming a 
mandatory requirement. 


Given the scale of the climate change challenge and the identified value and benefits of GHG reporting, 
a mandatory GHG reporting requirement should be rapidly introduced for large companies.  For other 
companies, consideration should be given to a phasing in of mandatory reporting and prioritised based on 
GHG emission footprints. The DEFRA/ DECC reporting guidance for organisations should be used as the 
basis for a mandatory reporting standard, given that it has rapidly become widely established. 


FURTHER CHALLENGES


Managing and reporting of GHG indirect emissions in supply chains and across product life cycles (Scope 
3 emissions) is a significant challenge for practitioners.  Only 8% of active practitioners’ organisations were 
addressing all their significant Scope 3 emissions.  A greater level of pressure is starting to be seen in 
supply chains, with 39% of active practitioners facing pressure to manage or report on GHG, and 28% 
placing pressure on their suppliers.  There is scope for this to be increased and for organisations to spread 
and extend positive GHG management across their supply chains and stakeholder networks (domestic 
and international). 


The purchase of green tariff electricity is confirmed by 25% of respondents, although the way this is 
accounted for in GHG reporting varies significantly. The majority count green tariff as grid average and 
therefore many who are reporting outside of statutory schemes are not gaining the full ‘GHG value’, 
even though they might be paying a premium. Greater clarity and guidance is needed.


Although 80% of respondents confirm that there is a role for carbon offsetting, only 14% had purchased 
an offset.  Caution is noted, with concern raised that offsetting can divert attention from achieving internal 
reductions at source, although robust aligned standards and improved guidance would help to provide 
greater confidence.


Developing a clear business case for GHG management, accounting for emissions, instigating 
reductions, sustaining action and reporting on progress – all are activities led by environment and 
sustainability professionals. These practitioners require and use a range of knowledge, skills and tools 
to ensure maximum effectiveness. They are and will be essential in the transformation required to 
achieve the diversity of low carbon businesses and organisations that will thrive and make up the 
future green economy. 
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1.1 WHY A SPECIAL REPORT? 


As an active and growing membership body, the Institute of Environmental Management and Assessment 
(IEMA) can make a distinctive ‘practitioner focused’ contribution to current debates and considerations on 
climate change and related policy proposals.  The nature of IEMA’s membership and position as the largest 
UK membership body representing environment and sustainability professionals means that it is uniquely 
placed to investigate the practising professional’s direct experience, their views on the state of carbon 
management and reporting and the key issues and challenges for practitioners and the organisations they 
work for. This report seeks to capture and review those views along with some unique ‘market information’ 
from extensive engagement work with members over the first half of 2010.


IEMA is uniquely placed to investigate the practicing professional’s experience and the key issues and 
challenges they face on carbon (GHG) management and reporting.


Climate change poses major challenges for both organisations and practitioners;  the landscape can be 
confusing with rapid change, uncertain price signals, extensive guidance and unclear risks and opportunities.  
This report does not seek to provide further guidance or road maps for practitioners. It is instead focused 
on the state of carbon and greenhouse gas (GHG) management as a practitioner activity, effectively a 
baseline overview considering issues, trends and  potential future direction. As such this ‘initial review’ will 
be informative to both practitioners and policy makers.  


1.2 CLIMATE CHANGE - CHALLENGE AND CONTEXT


The climate change challenge facing society is now well understood as a growing reality and escalating 
priority. Urgency is not just a factor of increasing GHG emission levels, to date inextricably linked to 
economic growth, but is also linked to the duration of GHGs in the atmosphere and time lags within 
natural cycles. These system factors have already ‘built in’ a level of future climate change. A further 
consequence is that for all of us, the scale of change required will continue to increase each year unless 
and until global GHG emissions peak. 


Within the UK, the 2008 Climate Change Act introduced legally binding targets including GHG 
emission reductions of at least 80% by 2050 and reductions in emissions of at least 34% by 2020. 
Both these targets are against a 1990 baseline. 


Other key provisions of the Act include:
• A carbon budgeting system which caps emissions over a 5-year period. The first three carbon 
 budgets run from 2008-2012, 2013-2017 and 2018-2022;
• The creation of a Committee on Climate Change- an independent, expert body to advise 
 Government on the carbon budgets;
• Powers to introduce a domestic emissions trading scheme (leading to the CRC Energy 
 Efficiency Scheme);
• Reporting at least every 5 years on the risks to the UK of a changing climate and publication of 
 a programme setting out how these impacts will be addressed;
• Issue guidance on organisational GHG emissions reporting, require a review of GHG reporting and 
 set provision for a  potential future requirement of mandatory GHG reporting for companies.


1 INTRODUCTION
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Table 1.1: The UK’s first three carbon budgets


Note - The Committee on Climate Change has said that the UK should aim to limit the use of carbon offsets / 
credits and to meet its carbon budgets through domestic reductions. The previous Government (2005-2010) 
aimed to meet the first three carbon budgets without purchase of overseas credits outside the EU ETS, although 
it did reserve possible credit purchase as a fallback option (ref- HMT, Building a low-carbon economy: 
implementing the Climate Change Act 2008, April 2009).


1.2.1 What has been achieved in recent years?


The UK Government’s Greenhouse Gas Inventory National System1 provides an independent estimate of 
the UK’s GHG emissions for reporting to the UNFCCC. The 2008 National Inventory Report concluded 
that, up to 2006, total GHG emissions (as CO2e) had been reduced by 15.1% or 15.6% if reductions from 
net “Land Use, Land Use Change and Forestry” (LULUCF) were included. This exceeds the UK’s 2012 Kyoto 
reduction target. However, the rate of reduction from 1990 is approximately 1% per year, significantly below 
the 2-3% rate suggested as required by the Committee on Climate Change and significantly below higher 
required estimated rates by some other sources (e.g. Tyndall Centre).


The trend is further informed by the recent work of the Committee on Climate Change2  in their second 
annual report to Parliament on progress made in reducing emissions and meeting carbon budgets (as 
required under the 2008 Climate Change Act). They found that CO2 emissions fell by only 0.6 percent 
annually in the period before the recession relative to 2-3 percent annual cuts required in the period to 
2020 to meet current carbon budgets. Overall, UK GHG emissions fell by 1.9 percent in 2008 (CO2 fell 2%) 
and 8.6 percent in 2009 (CO2 fell 9.7%); the committee is however clear that this reduction was mainly due 
to the recession and other factors like fuel price rises.


1.2.2 Energy security and cost pressures


In addition to legislation, a further leading business driver for all organisations will continue to be the price 
of energy and carbon, especially in the context of global population growth and development pressures (e.g. 
International Energy Outlook 2009 projections whereby world consumption is projected to increase by 44 
percent from 2006 to 2030).  Energy costs have fluctuated in recent years, in part due to increasing demand 
from developing countries, followed by global recession.  Other drivers on global energy prices will be the 
resumption of economic growth and the “peak oil” phenomenon.


“Peak oil” is the concept of passing maximum global output of liquid hydrocarbon fossil fuels, into diminishing 
oil reserves with reduced annual output and consequent price pressures. There is uncertainty and varying 
predictions for the date of peak oil (some suggesting within the next 10 years). Following its peak, and 
assuming the absence of equivalent alternatives, the price of oil is likely to continuously increase as greater 
effort is required to recover crude from increasingly marginal and difficult reserves.  Energy shortages and, 
potentially, economic disruption may result. The extent of such pressures will in part depend upon the 
speed of progress towards a low carbon and, importantly, a less discussed ‘low energy’ economic model.


Other supply pressures also exist on energy prices such as (in the UK) the planned decommissioning of 
old nuclear and coal-fired generating capacity, the additional cost of installing carbon capture and storage 
capacity for new coal-fired power stations and the growing reliance on imports. The transformation to a 
low carbon economy could itself increase price and supply pressures. Measures like vehicle electrification 
will require significant new nuclear and low carbon investment (reference Electric Vehicles: Charged with 
potential – Royal Academy of Engineering, 2010). 


1    www.ghgi.org.uk/
2 www.theccc.org.uk
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BUDGET 1 
(2008-2012)


BUDGET 2 
(2013-2017)


BUDGET 3 
(2018-2022)


Budget level (MtCO2e) 3018  2782  2544


Percentage reduction below 1990 levels 22% 28% 34%







Looking ahead, further pressures will also exist such as the global scarcity of rare earth metals, currently 
essential in the manufacturing of many renewable energy technologies. 


In the above context, many practitioners are increasingly questioning recent policy responses and suggest 
there may now be an unrealistic impression that the main consequence of the low carbon economy will 
be to substitute  (e.g. electric cars for petrol/diesel, and  ‘environmentally friendlier’ building materials 
for conventional building materials). The recent DECC pathway analysis (July 2010) includes illustrative 
trajectories towards the 2050 GHG carbon budget target, the first of which does include the assumption 
of a concerted effort to reduce overall energy demand.  It will be interesting to see if this will develop 
through to a future Government commitment on total energy reduction (breaking with the longstanding 
relationship between GDP growth and overall energy consumption).


Whilst policy work and debates continue, the range of price risks, pressures and other uncertainties is 
encouraging forward thinking businesses and organisations to both increase energy efficiency and to 
consider opportunities for onsite renewables and export of surplus generation.   


1.3 DEVELOPING AN IEMA FOCUS


Climate change is now a central focus for IEMA, supporting our 15,000 environment and sustainability 
practitioner members, in their work to address this escalating challenge.  IEMA’s climate change work 
covers mitigation and adaptation and integrates across sustainable development, environmental 
management, environmental assessment and wider practice. Throughout 2009, IEMA undertook 
work on both mitigation and adaptation including:


• We engaged IEMA members in our response to the Department of Energy and Climate Change’s   
 (DECC’s) consultation on carbon budgets and followed this through with engagement on their Guidance  
 on Carbon Neutrality. Our strong and robust message that claims around ‘carbon neutrality’ need   
 to be set within the context of total GHG emissions reductions were reflected by DECC in its   
 final guidance, and this principle was  continued in our work with BSI British Standards in relation 
 to the development of PAS2060.


• We worked closely with the Department for Environment, Food and Rural Affairs (Defra) on the   
 development of guidance for the measurement and reporting of greenhouse gas emissions, a   
 requirement under the Climate Change Act 2008. Having provided input at an early stage to the   
 scope of the guidance, Defra engaged in a series of UK-wide IEMA workshops to ensure practitioners   
 were provided an opportunity to understand the guidance and suggest improvements. 


• We published our Practitioner on “Mitigating Climate Change: a guide for organisations” in December  
 2009, timed around the Copenhagen UN climate change summit. The guide reflected members’ input to  
 our work with government.


• IEMA further continued to work on climate change adaptation, continuing our relationship with the UK  
 Climate Impacts Programme (UKCIP). Our Practitioner on “Adapting to Climate Change – a guide to   
 its management in organisations” provided practical support to members in helping organisations adapt  
 to a changing climate. 


• Our “Special Report: Adapting to Climate Change Survey” demonstrated a high level of interest and   
 engagement on climate change adaptation from those within the environment profession. The report   
 highlighted the extent to which the UK Climate Projections are being used by practitioners in assessing  
 and evaluating risk. 


• We provided written evidence to the House of Commons Environmental Audit Committee’s inquiry   
 into climate change adaptation, setting out the contribution that the profession makes in ensuring   
 that UK business is adapting well to a changing climate.  


10


IN
T


R
O


D
U


C
T


IO
N


1







In addition to this recent focus, IEMA has produced several practitioner guides to support members 
addressing specific aspects of the climate change agenda.  Relevant recent examples are: 


• Mitigating Climate Change: a guide for organisations (2009)
• Adapting to Climate Change: a guide to its management in organisations (2009)
• Change management for sustainable development: a workbook (2006)
• Environmental Data Management: for emissions trading and other purposes (2005)


1.4 METHODS AND APPROACH – ‘BUILDING THE PICTURE’


This report considers a range of evidence and information collated from work with IEMA members in early 
2010.  Two key methods have been used to inform this report and to build an initial evidence base:


• Comprehensive survey into the state of GHG management and reporting within the profession   
 incorporating practitioner views and organisational information
• Practitioner workshops to further test and examine the key issues identified and outcomes from 
  the survey and follow up analysis


The results of the survey reflect a high level of activity that exists within the IEMA membership on carbon 
and GHG management. In this context, outcomes should not be taken as an indication of the level of GHG 
management and reporting across the UK economy as a whole. However, the results do demonstrate 
the progress that can be secured by businesses and organisations as a result of employing and investing in 
environmental and sustainability practitioners.  
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1.4.1 GHG management and reporting survey


The survey of practitioners was conducted over a two week period in late April 2010 by means of an on-line 
self completion questionnaire. At the close of the survey, 1,674 questionnaires had been fully completed, 
approximately 16% of those eligible to participate.  The survey reflects the views of IEMA members active 
across all major employment sectors; the five largest being Construction (10.6%), Manufacturing (11.4%), 
Consultancy (22.5%), Public Administration (8.7%), and Professional Scientific and Technical Services (10%).  
A breakdown of respondents by sector is below:


Table 1.2: Sectors of employment for 2010 GHG practitioner survey


The survey provides an overview of IEMA member’s views and also their organisation’s activity (or position) 
on carbon and GHG management.  In total 35 questions (some with sub questions) were used and are set 
out with summary outcomes in Appendix 1.  The survey sought to cater for practitioners actively working in 
this field, as well as those who are interested but not currently working on GHG management or reporting.


Two thirds (1079) completed the primary question strand (Strand A) and are hereafter referred to as 
Active GHG Practitioners.


Strand A - responding practitioners who are already engaged in carbon (GHG) footprinting or who are employed 
within organisations that are already calculating carbon (GHG) footprints for the organisation as a whole or for 
departments/activities (e.g. for products, services, projects, or developments). 


PERCENT NUMBER


Agriculture, Fisheries and Forestry 1.1 18


Mining and Quarrying 1.1 18


Manufacturing 11.4 191


Water Supply, sewerage, waste & remediation 2.0 33


Wholesale and Retail Trade 1.2 20


Accommodation and Food Services 0.1 2


Finance and Insurance services 1.0 17


Professional, Scientific and Technical services including consultancy 10.0 168


Public Administration and Defence 8.7 146


Human Health and Social Work services 1.2 20


Construction 10.6 178


Transport and Storage 3.2 54


Information and Communication Real Estate Services 0.4 6


Administrative and Support services 1.0 16


Education 3.2 54


Arts, Entertainment and Recreation 0.5 9


Activities of Extraterritorial organizations 0.2 3


Consultancy 22.5 376


Other, please specify 20.6 345


Total 1674







The remaining third (595) followed a separate sub-strand (Strand B) of questions for those not yet actively 
working in this area (Other Practitioners).


Strand B - responding practitioners not currently engaged in carbon (GHG) footprinting or who are employed 
within organisation’s that are not yet calculating carbon (GHG) footprints. 
*Note - many of these practitioners are however investigating or considering GHG management approaches for 
their respective organisations(ref chapter 5).


All respondents (strands A and B) answered questions 1-5 and 27-35. Appendix 1 provides the set 
of survey questions with outcome data.


1.4.2 Practitioner Workshops


In May and June 2010, IEMA ran eight workshop sessions in Glasgow, Bristol, Leeds, Newcastle, 
Peterborough and London (3 sessions). The sessions were two and a half hours long and each was 
attended by between 20-30 delegates.  


In total, 201 environmental practitioners participated from a range of relevant backgrounds and 
organisational levels (e.g. energy managers, climate change officers, environmental and sustainability 
managers, sustainability and CSR officers, heads of function and directors, auditors, verifiers, consultants and 
many more).  The commonality was that participants were either already engaged in the process of GHG 
management/reporting inside organisations or were in roles very likely to be active in the near future (e.g. 
in response to the Carbon Reduction Commitment (CRC) Energy Efficiency Scheme, Carbon Disclosure 
Project (CDP) or other current initiatives). 


IEMA used the workshop sessions to help validate and further understand outcomes from 
the GHG practitioner survey including: 


• The nature of organisational action on GHGs
• The role, value and effectiveness of GHG reporting 
• Key issues, challenges and views on the potential implementation of mandatory reporting 


Through the workshops, IEMA members were provided with the opportunity to:


• Learn about carbon/GHG approaches from experienced colleagues and peers 
• Discuss early findings from IEMA’s 2010 GHG practitioner survey 
• Debate and identify key issues, challenges and barriers for the profession 
• Improve and develop both their own and IEMA’s understanding on the effectiveness of 
 GHG management and reporting 


Outcomes from the workshops were collated and compiled into a summary document (Appendix 2).  
This summary was circulated to all workshop participants as a draft document for comment.


1.4.3 Peer review


As a final stage, the review and outcomes presented in this special report were circulated for peer review by 
a number of active and leading GHG practitioners in August 2010.
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1.5 SOME NOTES ON LANGUAGE AND TERMS


For clarity the following terms are used throughout this report and a full list of acronyms and abbreviations is 
also provided in Appendix 3:


GHG’s and Carbon - This report uses GHG’s (greenhouse gases) as a key reference throughout to take 
account of other gases additional to carbon dioxide such as hydrofluorocarbons (commonly used as 
refrigerant gases).  Carbon is used in places, for example occasionally as a term in workshop discussions and 
outputs. However, throughout the report GHGs and Carbon are generally used synonymously and in line 
with carbon dioxide equivalant (CO2e).


Carbon dioxide equivalent -  CO2e is a universal unit of measurement used in accounting and reporting of 
GHG inventories or footprints. It relates the global warming potential of any greenhouse gas, relative to the 
global warming potential of one unit of carbon dioxide.  CO2e is calculated by multiplying the emissions of 
each of the main six greenhouse gases by its 100 year global warming potential (GWP). 


GHG Management and reporting – The phrase ‘management and reporting’ is used as a deliberate 
reference and with regard to the important interconnect between each activity (reporting in most instances 
being an essential component of management). It is important to note that good quality GHG accounting is 
also fundamental to management and reporting, in effect a pre-requisite to both. 


Internal and external (non public and public) reporting – This report considers GHG reporting as a 
valuable activity within wider GHG management.  In places a distinction is drawn between public and non 
public reporting. 


GHG Footprinting – A carbon or GHG footprint is a calculated quantification of the total greenhouse 
gas emissions of the subject or entity (e.g. the organisation).


Scopes 1, 2 and 3 – The Greenhouse Gas Protocol (www.ghgprotocol.org), along with other guidance and 
standards, draws a distinction between direct and indirect emissions. Direct GHG emissions are those from 
sources that are owned or controlled by the reporting entity. Indirect GHG emissions are those that are a 
consequence of the activities of the reporting entity, but occur at sources owned or controlled by another 
entity. The Protocol further categorises these direct and indirect emissions into three broad scopes:


• Scope 1: All direct GHG emissions 
• Scope 2: Indirect GHG emissions from consumption of purchased electricity, heat or steam
• Scope 3: Other indirect emissions, such as the extraction and production of purchased materials and   
 fuels, transport-related activities in vehicles not owned or controlled by the reporting entity, 
 out sourced activities, waste disposal, etc
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2.1 BACKGROUND


This chapter draws on the evidence and outcomes from IEMA members regarding the current state of GHG 
management and reporting. It provides an overview of the activity and considers trends and directions for 
GHG management and reporting. 


2.2 ACTIVITY LEVELS


The level of activity on GHG management across IEMA’s membership is now extensive as demonstrated 
through the overall response figures on the April (GHG) Practitioner survey. 1,674 practitioners responded 
to the survey and this itself indicates a strong interest in the topic (i.e. 16% of those emailed). This is a high 
response rate for any such ‘cold survey’ and clearly indicative of a very high level of activity and interest from 
the audience in this developing area. 


Further to this overall response, 1094 respondents (2/3rds) indicated they were leading on GHG work or 
that it formed either an important element or a part of their work. 


Of the remaining third of respondents (580), 364 indicated that GHG management forms a minor or very 
minor part of their work.  It is clear from analysis that a large number of these practitioners are either just 
commencing work on GHG management or are in roles or positions where they are likely to become active 
in the near future.  Overall, in relation to the full survey response, only 13% are not undertaking any work 
on carbon or GHG management and reporting.   


With regard to organisations, 80% of respondents indicated their organisation to be engaged in some 
level of GHG management and 65% indicated that their organisation is engaged in GHG footprinting/
quantification. From those ‘other practitioners’ not engaged in GHG management (the 595) only 50 
indicated that their organisation had made a decision not to footprint or report on GHG emissions.  


2.3 TYPES OF ACTIVITY 


The largest single work area for individual practitioners was ‘GHG management and reporting for 
the organisation’.  The five most active work areas were identified as follows (largest first):


• 74% -  GHG management and reporting for an organisation
• 64%  - Related strategy development for organisations
• 55%  - GHG work on products or services 
• 53% - GHG assessment of plans, programmes, developments or projects 
 (e.g. within sustainability appraisal, SEA, EIA, BREEAM, etc)
• 31% - GHG verification work


Less frequent work areas were new product or service developments (23%), research (22%) and carbon 
offsetting (6%). The full response is set out in Q3 Appendix 1. The pattern of work is diverse with 
practitioners undertaking multiple activities. The trend is one of clear growth with new specialist and 
‘niche’ areas developing and mirroring the anticipated growth of the ‘green’ low carbon economy.


The typical GHG ‘work situations’ for survey responders was primarily as organisational employees 
(three quarters) with 47% as employees of businesses or other organisations, 20% employed in 
consultancy, 3% in regulators, 3% with verification/certification companies and 2% in academic 
organisations (Q2 appendix 1). The remainder were either not working on GHG management (13%) 
or were in a number of specific situations such as individual consultancy / sole traders (7%).


2 GHG MANAGEMENT – STATUS REPORT 







16


G
H


G
 M


A
N


A
G


EM
EN


T 
- S


TA
T


U
S 


R
EP


O
RT


2


2.4 GHG REPORTING – ‘VIEW FROM THE FRONT’


The survey outcomes have clearly evidenced the wide extent and high activity levels that now exist on GHG 
management and reporting across the IEMA membership.  Table 2.1 below shows how organisations report 
on Carbon/GHG footprints, based on responses from active practitioners.   All work areas are significantly 
active but the relative dominance of reporting for organisations is clear with a ‘combined’ reporting value of 
87% (as opposed to products and services at 40%). The increased prominence of ‘public’ reporting at the 
organisational level is also notable, in contrast to the other stated activities where there generally appears 
to be a greater emphasis on ‘internal’ reporting. 


Table 2.1: How organisations report on carbon / GHG emission footprints


Each part of this question was answered by 1079 participants.  The survey indicates a particularly high level of 
activity on public GHG reporting for organisations within the responding sample. 


Figure 2.1 (below) shows the recent increase of GHG reporting across different scales of businesses and 
organisations.  To assist comparability between the time periods (2002 – 2010) the data for each has been 
‘annualised’ so that shaded bars show the average % annual take up in reporting within each sub period. 
The shaded bars are therefore comparable and show a picture of escalating growth over the decade
 (i.e. in nearly all cases there are increasingly higher levels of annual growth over the full period).  
The un-shaded data sets are total % figures and although informative they cannot be annualised.  
 
For major corporates/multinationals, GHG reporting continues to grow, although the rate of that growth 
appears to hold level in 2009-10. It is also clear that this group (scale of organisation) made an earlier start 
to reporting with around 18% of responders indicating that their organisation was reporting by 2001. 


Over half of the SME respondents indicate that they do not report publicly. However, the identified recent 
increases in growth for SMEs are encouraging.


Figure 2.1: Commencement of public GHG reporting by size of organisation


NEITHER / N/A
INTERNAL 


REPORTS ONLY


INTERNAL 
& PUBLICLY 
AVAILABLE


For the organisation as a whole 12.6 % 30.1 % 57.3 %


For products or services 59.7 % 24.8 % 15.5 %


For projects or development proposals 47.8 % 35.8 % 16.4 %
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The data has also been analysed by the largest responding sectors of manufacturing, construction, public 
administration & defence and consultancy (the latter combined with professional scientific and technical).  
This data is presented in Figure 2.2 along with a ‘norm’ value for the full sample of active practitioners.


Figure 2.2: Commencement of public GHG reporting by sector 


The data used in both figures 2.1 and 2.2 is from active practitioner’s responses to the question “When did your 
organisation start reporting publicly on carbon / GHG footprints”.  Although the time periods are not equal, the 
data used has been ‘annualised’ to assist comparability over the period from 2002. In this context the 3 shaded 
bars are comparable indicating the average annual growth within each sub period.


The following observations can be made:
• Manufacturing held the largest percentage publicly reporting on GHG’s at the start of the period in 2001
• As with Major corporates, public reporting continues to grow in 2010 for manufacturing although the   
 rate of growth appears to now be levelling off (around 10% annual growth)
• Public Administration also exceeded the survey norm (this sector made an earlier start and shows   
 growth either in line with or above the norm for each period)
• Construction was initially behind the survey norm but has caught up and annual growth is now   
 significantly ahead in latest period (2009 – 2010)
• The level of reporting by consultancy and professional services is relatively low, although from this low  
 base the rate of reporting is now increasing 


Review of the data by both leading sectors and company size shows some interesting differences that 
can be explored and explained. Pressures such as local Agenda 21, Local Area Agreements (LAAs) and 
national indicators for Local Authorities, Sustainable Development In Government (SDIG)3 metrics for 
central government/public sector, or the importance of IPPC, EU ETS and Climate Change Agreements in 
manufacturing may all contribute in explaining the earlier start of public reporting in these sectors. In these 
cases, it is interesting to note the relationship with sector specific drivers that either are or approach a 
mandatory requirement 4.


3  Previously known as SOGE (Sustainability on the Government Estate) targets.
4  Further review and commentary on drivers is outlined in chapter 3.
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2.5 ACHIEVED REDUCTIONS  


Practitioners active on GHG management were questioned on their organisation’s GHG reductions and 
increases.  A total of 405 respondents were able to answer at least one part of this question (i.e. provided 
either a reported reduction or reported increase in at least one of the periods). The response totals are 
shown in Table 2.2.


Table 2.2: Response levels for publicly reported GHG reductions or increases


• Four times as many respondents indicated a total reduction in the period 2008-2010 than 
 in the period 2006-2008. 


• Over the same period, there was an improvement in the proportion of respondents able to report 
 an emissions reduction relative to those whose total GHG footprint increased. The ratio was 1·25:1 
 in the earlier period but improved to 2:1 in the most recent 2 year period.


• These apparent ‘improvements’ are likely to be significantly influenced by the economic recession.
 The Committee on Climate Change has recently investigated the effects of the recession and 
 indicated that UK greenhouse gas emissions fell by 1.9 percent in 2008 and 8.6 percent in 2009 
 (mainly due to the recession and other factors, like fuel price rises). 


Figure 2.3 shows the distribution of responses to achieved and publicly reported total % GHG reductions 
in the most recent period. It presents the percentage of respondents for each respective level of achieved 
GHG reduction by organisations. 


As an example, 3% of the respondents indicated an organisational total GHG reduction of 12% over the 
period.  This data is presented with trend line to help indicate the spread of achievement. 


Figure 2.3: Achieved and reported GHG reductions over a 2 year period


SUB QUESTIONS OF GHG SURVEY - QUESTION 16 RESPONSES


Over the last 2 years our organisation’s total GHG emissions increased by... 123


Over the last 2 years our organisation’s total GHG emissions reduced by... 254


Over the last 2 years our organisation’s relative GHG emissions reduced by. 98


Over the preceding 2 years our organisation’s total GHG increased by... 51


Over the preceding 2 years our organisation’s total GHG reduced by... 64


Over the preceding 2 years our organisation’s relative GHG reduced by... 41
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Fig 2.4 below shows the level of response from organisations on reported emission reductions and is 
presented for different scales of business.  A clear relationship exists between the ability to state an 
achieved reported reduction and the scale/size of the organisation.  This is clearly reflective of the earlier 
start in GHG reporting made by larger organisations (Fig 2.1) and the difficulties and barriers that have for 
many years constrained and limited progress within smaller businesses and organisations. It is also clear that 
reporting is at this time dominated by the quantification of gross or total organisational GHG footprints, 
rather than relative or intensity based measures such as a per unit quantification related to financial turnover 
or production. This situation may change in coming years if there is further adoption of new guidance for 
organisations (Defra / DECC 2009) and also if take up is extended on PAS 2050 – BSI publicly available 
specification for goods and services. 


Figure 2.4: Ability to report reductions by scale of organisation.


2.6 WHERE AND HOW DO ORGANISATIONS REPORT?   


Practitioners and their organisations are using a number of opportunities to publicly communicate their data 
on organisational GHG footprints. The most frequently cited are: 


*Further information is at Question 15 in Appendix 1


The spread of public reporting methods is a reflection of the wider reporting landscape and the range of 
methods used by organisations for stakeholder communications.  The frequency of use will in part reflect 
organisational decisions on where to locate carbon and GHG reporting in terms of its natural or nearest 
home and its contribution to the business. The connections to wider company and (non-financial) reporting 
are clear as are certain supportive drivers for GHG management such as the internal Environmental 
Management System (EMS), an existing approach concerning corporate reputation (e.g. through Corporate 
Social Responsibility) or a sustainability report potentially linking economic activity to environmental and 
social impacts (e.g. via an intensity measure of emissions relative to a unit of product or service).


50%   Company report (annual or business review)


34%   Corporate Social Responsibility / Corporate Responsibility report


34%   Environmental report (e.g. for EMAS, ISO14001 or other EMS)


27%   Sustainability report


25%   Topic specific report (climate change, carbon etc)


23%   Specific web site entry


20%   Within wider scheme (e.g. Carbon Disclosure Project)
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2.7 GUIDANCE AND STANDARDS  


The use of guidance, standards and schemes to support organisational (and other) GHG management and 
reporting activities is outlined in Table 2.3.  


Table 2.3: The use of standards, schemes and guidance to inform GHG footprinting and reporting 


The range of standards and guidance do in combination seek to address different specific situations. Many 
are organisational standards, whereas PAS2050 is specific to goods and services. In addition to footprinting 
based schemes, guidance and standards are also being developed for accounting on the value and financial 
liability of carbon.  At the time of survey other CRC approved standards such as BSI’s emission reduction 
scheme or the Achilles CEMARS had not been approved by Environment Agency.


Practitioner concern exists over the number of standards and importantly over consistency issues between 
standards and schemes.  An example frequently cited is the difference between the CRC (focusing on 
carbon dioxide) relative to the wider 2009 Defra/DECC reporting guidance which covers all of the six main 
Kyoto GHGs. At this stage this is a necessary difference but it at least illustrates the inconsistencies between 
some schemes apparent to practitioners and importantly to the Board and wider decision makers.  Further 
examples include differences in approach that sometimes exists on scope 3 emissions, recent confusion over 
the reporting of green tariff electricity, differences between countries, issues over baselines and reporting 
periods, some confusion on default and conversion factors and the confusion that can exist between 
different (yet relevant) standards and schemes such as those relating to carbon offsetting. Although many 
of these points are readily addressed through revised and improved guidance, the practitioner experience is 
generally one that favours closer alignment in schemes with potentially a role for default guidance. 


The IEMA workshops and survey both confirmed a wide uptake in the use of the 2009 Defra/DECC 
“Guidance on how to measure and report your greenhouse gas emissions”.  The adoption and use of this 
new guidance (based on the GHG protocol) is notable at the top of the above standards and guidance 
‘league table’. The guidance is widely used and provides a potential basis for future roll out of mandatory 
GHG reporting (itself identified as an opportunity to provide greater clarity and consistency in approach for 
organisational standards). 


It should be recognised that the spread of standards and guidance is not necessarily problematic and a clear 
niche exists for many such as PAS2050 as a separate and specific approach on goods and services (although 
some practitioner concern does exist on its associated cost and complexities and this may explain it’s 
relatively low take up within table 2.3 above). 


Practitioners have also indicated a desire for greater use of existing (broader) schemes and standards, 
such as ISO 14001, and potentially a need for new guidance to help practitioners use and apply an existing 
environmental management system (EMS) as a basis for GHG management.


GUIDANCE / STANDARD
NOT 


USED / 
N/A


LIMITED 
USE


LEAD  
SOURCE


TOTAL 
USE (LTD+ 


LEAD)


Defra/DECC Guidance (2009) 29.2 % 37.2 % 33.6 % 70.8%


Regulated schemes (e.g. CRC, EU ETS) 39.8 % 29.8 % 30.4 % 60.2%


Carbon Trust Standard – organisations 44.1 % 38.8 % 17.1 % 55.9%


GHG Protocol (corporate standard - organisations) 49.5 % 29.6 % 20.9 % 50.5%


ISO 14064 (part 1 – organisations) 69.9 % 23.3 % 6.9 % 30.2%


CDP - Carbon Disclosure standards 72.8 % 20.3 % 7.0 % 27.3%


GHG Protocol (project accounting) 73.1 % 21.4 % 5.5 % 26.9%


PAS 2050 75.7 % 20.1 % 4.2 % 24.3%


ISO 14040 75.7 % 20.3 % 4.0 % 24.3%


ISO 14064 (part 2 - projects) 77.3 % 19.2 % 3.5 % 22.7%


EN 16001 82.1 % 15.2 % 2.7 % 17.9%
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2.8 FUTURE AMBITION


In Chapter 1 the scale of the climate change challenge was outlined with reference to the UK’s carbon 
budgets, the wider need and pressure for international agreement on global emissions and wider drivers 
and pressures concerning energy supply and prices. In this context, a further aspect of the IEMA (GHG) 
practitioner survey concerned member’s views on how ambitious they believed their own organisations to 
be.  Responses are set out in full in Figure 2.5 below. 


A high level of organisational ambition is notable with 85% having ambitions beyond legal compliance and 
the majority wanting to build a positive or leading reputation as a low carbon business or organisation.  
Further review of these outcomes are outlined in Chapter 5. 


Figure 2.5: Levels of ‘corporate ambition’ for organisations employing IEMA practitioners


1. We aim to make transformational changes that will radically alter our business model and make us a low  
 or zero carbon leader in our field
2. We aim to improve existing operations and supply chains, achieve substantial carbon (GHG) reductions  
 and become a low carbon leader in our field
3. We aim to achieve significant carbon (GHG) reductions and build a positive reputation as a low carbon  
 responsible business/ organisation
4. We aim to be ahead of legal requirements, stakeholder expectations  and the requirements of our   
 leading clients
5. We aim to be legally compliant
6. We have no specific ambition in this area
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2.9 CHAPTER CONCLUSIONS 


• There is a high level of activity and engagement within IEMA’s membership on carbon and GHG   
 management and reporting. 
• IEMA members are active across a range of GHG and carbon management work, with the leading   
 activity area being organisational GHG management and reporting. Other activities are strategy work   
 for organisations, work on products and services and work regarding the assessment of plans,   
 programmes, developments or projects.
• IEMA members indicate a high level of organisational GHG activity and also a high level of corporate   
 GHG ambition, within the organisations where they are employed. 
• Increasing growth in GHG reporting is evident over the last 10 years across all sectors and scales of   
 business, with a clear relationship existing between organisational scale and achieved levels of activity. 
• The very largest companies, multinationals and major corporates, along with organisations in the   
 manufacturing sector appear to have made the earliest start on GHG management and reporting.
• Initially slower to start groups such as SMEs and the consultancy sector are now demonstrating progress  
 in GHG management and reporting, from an initially low base.
• The extent of reported total GHG reductions relative to reported total GHG increases, has 
 significantly improved in recent years although the degree to which the recession will have 
 contributed to this is unclear.
• A relationship exists between the ability to state an achieved reported reduction and the scale/size of   
 organisations  with larger businesses and organisations being more able to report and provide 
 quantified reductions.
• IEMA members identify a need for aligned standards and for improved clarity and consistency 
 in approach. 
• The 2009 Defra/DECC “Guidance on how to measure and report your greenhouse gas emissions” is   
 being widely used by practitioners and provides a potential basis for future roll out of mandatory GHG  
 reporting, which will also aid consistency in reporting.
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Although it is clear from Chapter 2 that GHG management and reporting is a recent and fast growing 
activity within organisations, organisational progress is variable, with a number of internal and external 
factors in play that can encourage and hinder the process.  This chapter summarises IEMA’s findings in 
relation to both the ‘drivers for action’ and ‘barriers to progress’. It also considers the dynamics and complex 
situations that can exist between such factors.  For clarity the following definitions are used:


Drivers – internal or external pressures (factors) that encourage the organisation to take action
Barriers – internal or external factors that block or hinder action by the organisation


For environmental and sustainability practitioners, a clear understanding and awareness of the organisation’s 
drivers and barriers is essential. This awareness can help to ensure that a developing carbon strategy is 
suitably ‘connected’ to the organisation’s mainstream business objectives.  In this context, practitioners 
need to be aware of the significant drivers and barriers both within their own organisation and also 
externally in terms of trends, pressures and opportunities for the organisation. 


It should be noted that not all supportive or contributing factors will constitute drivers.  For example, 
processes of carbon and GHG footprinting and the separate reporting process of the organisation are 
both acknowledged as significant supportive elements, or management tools, within an effective strategy. 
However, the relevant drivers would be the pressures that led to these developments initially, for 
example a mandatory requirement for carbon reporting, or a client/supply chain requirement for a 
specific carbon footprint. 


It is equally essential that policy makers have a sound appreciation of not just leading drivers and barriers, 
but also the experience and views of practitioners for identifying which pressures and factors are most 
instrumental in leading to positive change.  


3.1 DRIVERS FOR ACTION BY ORGANISATIONS


The IEMA April 2010 GHG practitioner survey asked separate questions concerning key organisational 
drivers to each main strand of respondents as shown below:


For active practitioners (strand A) when considering the ‘strongest’ drivers of greatest influence, 
the foremost were:


1. Cutting costs and financial efficiency (47.5%)
2. The values of the organisation (45.3%)
3. Complying with legislation (45.2%)
4. Promoting the corporate reputation or brand (41.5%) 


These drivers are then followed by a ‘supporting cast’ of pressure for improvement from an existing 
EMS (32.8%), requirements of key clients, sales or marketing related drivers, etc.   


3 DRIVERS AND BARRIERS 


Strand A  - 1079 survey respondents  - Active Practitioners
Responding practitioners who are already engaged in carbon/GHG footprinting 
or who are employed within organisation’s that are already calculating carbon/
GHG footprints for the organisation as a whole or for departments / activities 
(e.g. for products, services, projects, or developments)
   


What are your 
organisation’s main drivers 
for undertaking energy or 


carbon/GHG management?


Strand B  - 595 survey respondents – Other Practitioners
Responding practitioners not currently engaged in carbon/GHG footprinting  or 
who are employed within organisation’s that are not yet calculating carbon/GHG 
footprints 
*Note - many of these practitioners are  investigating or considering GHG 
management approaches for their respective organisations
   


What potential drivers 
could most directly 


influence your 
organisation to address 


carbon/GHG management?
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For other practitioners (strand B) the foremost of their ‘strongest’ identified drivers which would most 
directly influence their organisation to act on GHG management, were:


1. New legal requirements (53.3%)
2 . Cutting costs (42.4%) 
3. Key client requirements (38.2%)


These are followed by reputation of company (22.5%), pressure for improvement from an existing EMS, 
values of the organisation and sales or marketing related drivers (full outcomes are given in Q8 Appendix 1).


Legislation is a key driver for all, however for those not yet managing and reporting it is clearly the most 
significant by a margin of 11%.  This is likely to be reflective of practitioners’ wider experience concerning 
the importance of mandatory or forced requirements as an agent of change. Examples include the 
Producer Responsibility Obligations (Packaging Waste) Regulations 2007 that have led to improvements 
in environmental performance following earlier years of marginal improvements in packaging recovery for 
recycling. The Landfill Directive is a further example in transforming waste practice. The Energy Efficiency 
CRC is set to deliver similar transformational change with a predicted contribution to UK carbon budgets of 
at least 4.4 million tonnes of CO2 per year by 2020. 


Wider organisational values and corporate reputation are more prominent as drivers within the group of 
active practitioners.  Workshop and peer discussions indicate that this reflects changes and developments 
within the organisation (increased maturity) as management and reporting become embedded business 
practice. In summary, regular reporting helps enable these wider business benefits to be recognised, valued 
and attributed to the organisation’s carbon (GHG) strategy.  


Within the practitioner workshops (Appendix 2) a number of further consensus points were reached 
concerning drivers:   


• There will be some important differences between individual organisations (e.g. in smaller businesses   
 a supply chain requirement can be critical, for a major corporate the reputational concern could 
 be paramount).
• For some situations where significant progress is being achieved, there may be a ‘critical mass’ of 
 inter-connected drivers at play.  In this context, the organisation may be both complying with legislation,  
 reducing its annual costs and also winning new work (with the strategic approach on carbon reduction  
 making a business critical contribution).
• Although this dynamic situation can arise (i.e. with multiple drivers)  practitioner discussions tend   
 to confirm that in securing an initial organisational commitment, a single business critical driver is usually  
 required to ‘tip the balance’.
• New legislation or mandatory requirements are recognised as the foremost significant driver and with   
 most potential impact to generate widespread progress. 


Figure 3.1 confirms the importance of compliance schemes and presents outcomes from the following 
survey question “ Please indicate any compliance schemes that require your organisation to manage or 
report on GHG emissions (in the case of CRC will your organisation be required to comply?)”  The CRC 
is a clear driver with nearly half of all respondents covered by the scheme.   
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Figure 3.1: Importance of legislation in GHG management


*  1079 participants responded to this question and were able to supply more than one answer


3.2 BARRIERS TO PROGRESS IN ORGANISATIONS


In addition to business critical drivers, the GHG practitioner survey also sought to understand the range 
of barriers that limit progress. It asked two separate questions concerning key organisational barriers and 
directed to each main sub group of the survey as shown below:


LEGISLATION / COMPLIANCE SCHEME PERCENT VALUE


1. EU Emissions Trading Scheme (EU ETS) 18.9% 204


2. CRC Energy Efficiency Scheme 44.1% 476


3. Sector level Climate Change Agreements in relation to CCL 13.3% 143


4. Individual (underlying) agreements in relation to Climate Change Levy 8.2% 89


5. Display Energy Certificates (as required for public building) 25.9% 279


6. None 32.3% 348


7. Other, please specify 12.8% 138


Strand A  - 1079                     
Active Practitioners
   


What barriers do you face in your work to achieve carbon and GHG reduction?


Strand B  - 595                     
Other Practitioners 
   


What barriers do you face in your organisation in getting carbon and GHG 
reduction on the agenda?  
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The table below indicates the response rates from ‘active practitioners ‘ to the question - What barriers do 
you face in your work to achieve carbon and GHG reductions?


Table 3.1: Barriers faced by practitioners active in GHG management and reporting


Table 3.2 indicates the response from ‘other practitioners’ to the question - “What barriers do you face in 
your organisation in getting carbon and GHG reduction on the agenda?”


Table 3.2: Barriers faced by other practitioners


Within the workshops, a short group exercise was undertaken on ‘barriers to progress’ which further helps 
to consolidate the picture from the survey. Several specific barriers were identified (the top six in bold are 
those most frequently mentioned): 


NOT A 
BARRIER


LIMITS 
PROGRESS


SIGNIFICANT 
BARRIER


TOTAL – 
LIMITING


Other competing (higher) priorities across the 
organisation that are business critical or legally 
required


17 % 44 % 39 % 83 %


Lack of access to investment funds / capital 25 % 50 % 25 % 75 %


Limitations of internal processes (such as a need to 
provide return on investments over an annual or 
other short time period)


26 % 51 % 22 % 74 %


Perceived scale and complexity of the job 36 % 49 % 15 % 64 %


Departments, business units or branch plants lack 
enthusiasm and are not engaged


37 % 49 % 14 % 63 %


General lack of awareness across staff and the 
organization


40 % 47 % 13 % 60 %


Difficulties working with suppliers (difficult to 
engage)


46 % 44 % 10 % 54 %


Confusion over guidance and schemes (too many 
or too complicated)


49 % 38 % 12 % 51 %


Lack of higher level skills and knowledge to help me 
personally drive the strategy forward


53 % 36 % 10 % 47 %


Lack of board level or senior management support 58 % 31 % 11 % 42 %


Lack of sufficient or accessible written guidance 64 % 29 % 7 % 35 %


 NOT A   
BARRIER


CONTRIBUTING 
FACTOR


SIGNIFICANT 
BARRIER


COMBINED
% (TOTAL)


Other competing priorities 26% 41% 33% 74%


General lack of perceived benefit 39% 41% 20% 61%


Lack of specific supply chain pressure 42% 43% 16% 59%


Lack of pressure from other stakeholders 43% 41% 16% 57%


Perceived complexity of job 44% 42% 14% 56%


Lack of board / Senior  mgt support 55% 32% 13% 45%


Lack of high levels skills and knowledge 57% 31% 12% 43%
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• Lack of finance/resources/access to capital
• Issues over senior management or board ‘buy in’
• Competing priorities/ scepticism and apathy 
• Gaps in skills, awareness and expertise
• Perceived complexity/scale of task
• Concerns over data quality or access to data 
• Lack of commercial pressure 
• Lack of supplier co-operation 
• Lack of a strong enough business case 
• Culture / behaviour change 
• Lengthy pay back periods 
• Perception of too many standards 
• Need for better guidance 
• Specific business complexities (e.g. reporting difficulties from landlord/ tenant arrangements 


A wide spread of factors have been identified as barriers to progress by practitioners.  It is notable that 
in the survey the leading barrier is considered to be the internally perceived lower priority of carbon and 
GHG management, relative to other business critical or legally required activities. As a ‘combined barrier’ 
this was identified by 83% by active practitioners and by 74% from other practitioners.  It was identified 
as the leading barrier by both separate sample strands and confirmed as one of the leading barriers by the 
workshops. 


Other important barriers highlighted by active practitioners relate to key financial constraints.  These 
include the relative lack of access to capital and funding for low carbon investments within the organisation, 
along with the limitations from internal processes such as a requirement to secure returns on investment 
over short term periods. Such requirements, along with wider business inertia, are recognised as preventing 
progress and uptake on many low carbon technologies and related energy efficiency measures. In this 
context, the value and importance of ongoing GHG reporting and accounting is well recognised in helping 
to support corporate approaches via the ‘measure to manage’ process and its role in keeping GHG 
management on the corporate agenda (Note – reporting value is further outlined in chapter 5). 


Interestingly, the responses did not rank lack of Board level support as one of the foremost barriers where it 
achieved a ‘combined’ response of 42% from active practioners and 45% from other practitioners.  Instead, 
other competing or legally required activities and perceived lack of a genuine business benefit appear to 
form the critical underlying barriers to progress. Lack of Board level support was, however, frequently 
identified in the workshops as a significant barrier just behind lack of access to finance, resources and capital. 


Generally, the wide range of barriers identified reflects a complex situation, with a spread of factors 
combining to hinder organisational progress.  Wider factors include internal barriers (e.g. skill shortage, lack 
of awareness, on occasions lack of genuine board level commitment) through to external factors concerning 
the difficulties of supply chain engagement, along with confusion over available guidance and concerns on 
the perceived scale of the task. Practitioners need to have a broad and strong commercial awareness of all 
these factors.  A robust business case is required, strongly tied to key organisational drivers, to help counter, 
address and resolve the barriers in question.  


3.3 CHAPTER CONCLUSIONS 


• Initial business decisions to manage and report on GHGs are usually driven by a single compliance issue   
 such as legislation or another early stage requirement (e.g. a contracted requirement from the supply chain). 
• Legislation is recognised as the leading driver for initially engaging organisations in GHG management.
• Drivers such as cost savings, competitiveness, reputation and corporate values all contribute to   
 sustaining and embedding GHG management and reporting.
• These broader drivers and ‘business benefits’ appear to increase in prominence as the GHG    
 management approach becomes embedded and the organisational approach matures. 
• Several specific barriers have been identified that can operate together to hinder progress 
 by organisations.
• The leading barrier is the internally perceived lower priority of carbon and GHG management, relative  
 to other business critical or legally required activities.
• GHG reporting and accounting are recognised as making an essential valuable contribution helping   
 to address ongoing barriers to progress and enabling the realisation of wider, non compliance drivers as  
 genuine business benefits for the organisation.
• The Energy Efficiency CRC is widely recognised by active practitioners as being a major development   
 and a significant driver for potential transformational change.
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To address the business drivers and barriers set out in Chapter 3, practitioners need to evaluate the 
specific business context for their organisation. This can be a lengthy and creative process involving the 
internal ‘winning over’ of key decision makers, departments and business units and external partnerships 
with customers and suppliers. 


Once a business case is substantiated and accepted, the scope for action can be extensive and a 
framework for planning and action is required.  The IEMA GHG Management Hierarchy was produced 
as a planning and conceptual tool to assist practitioners and organisations when developing and 
implementing strategic approaches on carbon and GHG reduction (first published in IEMA Practitioner 
volume 14 Mitigating Climate Change: a guide for organisations).


Figure 4.1: The IEMA GHG Management Hierarchy


The degree of direct control that an organisation has over emissions generally reduces as you move down 
the GHG Management Hierarchy.  The hierarchy broadly moves through from direct scope 1 emissions, 
through scope 2 indirect (e.g. electricity use) and into wider scope 3 emissions (e.g. supply chain).  
In terms of an organisation’s footprint, actual GHG reduction or avoidance is only possible within the 
first three measures of avoidance, reduction and substitution.  Compensation can provide an opportunity 
for wider additional action such as the funding of a projected GHG reduction elsewhere (e.g. through 
carbon offsetting).


The GHG Management Hierarchy is a policy guide to help organisations focus on and address their priority 
direct and indirect effects whenever decisions are being made on approaches to reducing GHG emissions. 
It is not necessarily intended as a strict sequential hierarchy for every situation. In some cases an organisation 
may find that greater immediate emissions reductions are possible from substitution rather than reduction. 
Similarly, measures such as offsetting need not be necessarily held back or delayed. However the GHG 
Management Hierarchy is a reminder of key principles to work through and address within strategies and 
wider decision-making and provides guidance to help maintain focus on avoiding and reducing emissions, the 
more challenging but essential objectives at the top of the hierarchy.  In this context the GHG Management 
Hierarchy has been developed as both a key planning tool and also a framework for action.


4 REDUCTION IN PRACTICE AND 
    FRAMEWORK FOR ACTION 
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Testing the hierarchy - To understand practitioner and organisational action on carbon and GHG 
management, practitioners were questioned on the most widely used methods and actions. Table 4.1 
presents the overall response.  The wide range of activity reflects the extensive opportunities for action on 
carbon and GHGs that environment and sustainability practitioners are using and which practitioners need 
to understand and evaluate. From the responses a ‘fit’ with the GHG Management Hierarchy is apparent, 
with substitution measures (blue) and compensatory measures (red) both used less frequently than 
mainstream reduction and avoidance measures (black).  


Table 4.1: Measures being used by Practitioners to ‘reduce’ GHG emissions


NOTE – Within the above table, the colour coded fit to the GHG Management Hierarchy is a simplification and 
some measures will span across levels (for example sustainable procurement will potentially fit across all levels 
from avoidance to compensation). 


Figure 4.2 maps actions and measures on to the GHG Management Hierarchy. The vertical axis represents 
how frequently measures are being used and the hierarchy is spread along the horizontal axis from avoid 
through to compensate. This mapping exercise utilises outcomes from both the survey and also a specific 
exercise from the GHG practitioner workshops. 


Where an action or measure spreads over from one hierarchy level to another (e.g. from reduction to 
substitution) this is a direct reflection on the outcomes from the workshop exercise. To provide an example 
most respondents indicated Combined Heat and Power (CHP) as a reduction measure but for some it was 
seen primarily as substitution (a fuel switch measure).


MEASURE USED NUMBER


Active energy management and reduction on site 71.2 % 768


Improvements to your buildings and premises 69.4 % 749


Wide staff engagement and awareness campaigns 63.2 % 682


Travel plans 60.0 % 647


Investing in new plant, equipment and processes 56.3 % 607


Team based approaches (e.g. with champions) 50.4 % 544


An organisation scale management system (e.g. an EMS) 47.5 % 512


Sustainable procurement (efficiencies /low carbon through supply chains) 46.2 % 499


Strategic approach to reducing the GHG footprint of products / services 32.5 % 351


Substitution (e.g. fuel switching to lower carbon sources) 30.6 % 330


Developing on-site renewable energy generation 30.4 % 328


Purchasing ‘green tariff ’ energy 27.4 % 296


Land management on our sites (e.g. woodland creation) 13.1 % 141


Purchasing carbon offsets 11.3 % 122


Other, please specify 4.0 % 43
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Figure 4.2: The GHG Management Hierarchy in practice


Note of explanation – the clear boxes in the above diagram were measures that were identified both in 
the workshops and in the GHG practitioner survey. The plotting of their ‘frequency of use’ on the above 
planner is therefore based on quantified evidence.  The shaded boxes are measures identified via the 
workshops only and therefore do not have the same level of quantification. These measures have, however, 
been plotted relative to other known ‘shared points’ (measures that were identified in both the survey and 
workshops) and consequently there is reasonable confidence on use levels. 


• The diagram provides an evidenced picture of practice against policy with regard to the GHG   
 Management Hierarchy.  
• A trend can be observed where there is some increased use of measures towards the top end of the   
 GHG Management Hierarchy (see also table 4.1). 
• The trend line drops back at the very top of the hierarchy. This reflects a situation where practitioners  
 and organisations can frequently identify opportunities for reduction and substitution but (as with the   
 waste hierarchy) avoidance at source is often a significant challenge.


This final point illustrates a difficulty and a challenge for practitioners in organisations and also policy makers.  
The challenge to avoid emissions will be a central one over the coming years and requires increased focus. 
Reliance upon trading and market mechanisms will not necessarily suffice, especially if such markets do not 
distinguish or differentiate across the hierarchy (for example by regarding a compensated tonne of carbon as 
equivalent to a tonne avoided).
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The hierarchy has been well received by practitioners and generally recognised as an appropriate 
planning tool and policy framework.  A range of views were provided in particular on carbon offsetting 
and compensation, with strong comments often made on the need to follow a sequential approach and 
compensate or offset residual emissions only. The counter position that offsetting enables organisations to 
extend their reach was also made and an offsetting business case was recognised for some (for example 
in certain ‘customer facing’ organisations). 


4.1 CHAPTER CONCLUSIONS


• GHG practice by members reflects the policy position within the IEMA GHG Management Hierarchy. 
• There is a need for priority attention at the top of the GHG Management Hierarchy, where avoidance  
 measures are a challenge. 
• The GHG Management Hierarchy should be used as a planning tool and framework for guiding action   
 and climate change strategies.
• Organisations will often have multiple opportunities for action which span the GHG Management   
 Hierarchy at any one time. 
• Compensatory action at the bottom of the GHG Management Hierarchy, such as carbon offsetting,   
 should not be taken in isolation of GHG emission management and reduction at source
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Reporting is viewed by IEMA members as an important enabling tool that can help to build, embed and 
sustain a strategic organisational approach to carbon / GHG management.  


Sometimes reporting is itself viewed as a ‘driver’ helping to generate pressure for action. This approach 
will not identify its true value as reporting is not equivalent to the core business drivers (i.e. the kind of 
pressures that lead companies to both take initial action and to start reporting).  Its more unique value 
lies in its critical role to support the essential wider GHG programme, for example helping to build board 
support, enabling target setting and providing the visibility to ensure that progress in year 1 does not 
disappear (continuous improvement over time).


5.1 SURVEY INFORMATION ON VALUE OF REPORTING


Fig 5.1 indicates the views of ‘active’ practitioners and shows that a majority see reporting as 
being valuable or of greater importance.  


Figure 5.1: The views of active practitioners on the value of GHG Reporting


5 THE ROLE AND VALUE OF ‘REPORTING’ 


LEGISLATION / COMPLIANCE SCHEME PERCENT VALUE


1. Carbon / GHG reduction would not be on the organisation’s agenda 
if active reporting was not in place


10.3% 111


2. The process of reporting makes a valuable contribution to keeping 
carbon/ GHG reduction on the agenda


54.0% 583


3. Reporting plays a small role as one of several measures that 
encourages the organisation to manage emissions


29.7% 321


4. Reporting makes no contribution 2.5% 27


5. None of the above 3.4% 37


 Total 1079
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The survey also explored the value of reporting in terms of its ability to enable well known challenges and 
barriers to GHG management to be addressed. Four response options were possible (no effect, helps, 
valuable and essential). Full outcomes are given in Table 5.1 below. 


Table 5.1: Active practitioner views on the value of reporting in addressing barriers


The survey responses within both Figure 5.1 and Table 5.1, indicate a strong value being placed on GHG 
reporting by active practitioners, with specific value placed on its contribution across a number of 
recognised challenges/barriers.  Particular emphasis is apparent on its value to help build commitment and 
support from the Board.  A range of benefits are clear (Table 5.1) which combine to help establish GHG 
management and accounting within organisations and contribute to continual improvement, embedding and 
sustaining the approach into the organisation.


5.2 REPORTING AND ACHIEVEMENT – IS THERE A LINK? 


The following section sets out some comparisons of selected survey responses (between survey questions) 
to review and consider any potential relationship between the level and type of reporting and factors such 
as achieved GHG reduction or level of ambition.   


5.2.1 Corporate ambition in organisations achieving and reporting GHG reductions   


The responses from two survey questions are used within Fig 5.2 below, to consider a potential  relationship 
between organisational ambition on carbon and GHGs, relative to actual performance in terms of reported 
GHG reductions in the last two years. 


The primary data relates to practitioner views on how ambitious their organisations are on carbon and 
GHG management (Q22).  The norm/red line shows the response from all practitioners to this question 
and  is itself indicating an encouraging picture of organisational ambition across active practitioners and their 
organisations.  The response/blue  line shows the situation for practitioners within organisations where they 
are achieving and reporting GHG reductions over the last two years. 


 NO 
EFFECT


HELPS VALUABLE ESSENTIAL
ALL 


LEVELS 
OF USE


Building commitment and support from 
Board and senior management


8 % 31 % 36% 25 % 92 %


Securing staff engagement 11 % 42.2 % 32.3 % 14.2 % 89 %


Securing commitment and participation from 
departments, business units, branch plants, 
subsidiaries etc.


13 % 39 % 33 % 15 % 87 %


Engaging with and promoting the strategy 
to other stakeholders (e.g. shareholders and 
investors).


13 % 36 % 36 % 15 % 87 %


Engaging with and promoting the strategy to 
customers


15 % 37 % 35 % 13 % 85 %


Unlocking Funds and achieving investments in 
‘low carbon’ measures and initiatives.


19 % 42.5 % 28 % 10.5 % 81 %


Securing the participation and 
engagement of suppliers


24 % 42 % 28 % 6 % 76 %
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It is clear that for those able to state a specific GHG reduction in their reports, there is also a generally 
higher level of organisational ambition with the green response line slightly displaced to the left towards 
transformational change. 


Figure 5.2: Relationship between corporate ambition and GHG reporting


5.2.2 Corporate ambition on GHGs relative to the level of GHG reporting in place


The practitioner response regarding corporate ambition for organisations, has been plotted in Figure 5.3 
relative to the type or level of GHG reporting that is taking place in those organisations. In this case there is 
no ‘norm’ line for comparison and instead the responding practitioners fall into three distinct sub sets: 


• Those who are reporting GHG emissions both internally and publicly (blue line)
• Those only reporting GHGs internally (red line)
• Those not reporting or N/A (green line)


A relationship is clear with organisations that are publicly reporting having greater ambition and are more 
likely to be seeking transformational change. 


Figure 5.3: Corporate ambition and types of reporting
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5.2.3 Comparison of achieved GHG reductions with the level of reporting undertaken 


Within Figure 5.4, the relationship is considered between the type or level of reporting and the 
achievement of GHG reductions.  A clear relationship is apparent between the ‘level’ of GHG reporting 
and the achievement of a GHG reduction within the last two years. It is notable that respondents from 
organisations that publicly report on their GHG footprints are more likely to have achieved reductions
in comparison to those who only report internally. 


Figure 5.4: Relationship between reporting levels and achievement of reductions 


The above review and analysis (Figs  5.2 - 5.4) is informative and helps to demonstrate the relationship 
between the level of GHG reporting with both the achievement of reductions and also the level of 
organisational ambition on carbon and GHGs.  A causal link can not immediately be concluded but the 
relationship is a clear one and the practitioner workshops have further helped to build and confirm this 
picture (section 5.3 below).  


5.3 GHG WORKSHOPS AND THE VALUE OF REPORTING


Through separate exercises (and in the absence of the above analysis) the sub groups in all workshops 
helped to confirm the picture set in section 5.2, identifying a number of areas where GHG reporting adds 
value and makes an important contribution to building and embedding an organisational strategy.  The most 
frequently mentioned points are summarised below: 


• Reporting is important to ensure the ‘measure to manage’ process is communicated to decision makers  
 and stakeholders. It helps to inform and prioritise areas for improvement and also identify the scale of   
 the opportunity / challenge and where action can be focused. 
• Reporting provides essential visibility both internally (e.g. staff, departments and the Board) and   
 externally (customers, clients, investors and other stakeholders).  It therefore helps to build and sustain  
 the process of carbon and GHG management and to avoid progress being lost.
• Reporting is valuable as it keeps senior staff and the board informed of progress and provides them with  
 good quality data for decision making.  
• Reporting provides a mechanism for benchmarking both externally (between organisations) and   
 internally (between business units and over time) provided methodologies are comparable.
• Reporting helps the organisation to improve and build a robust and effective process (helps to identify  
 and address information gaps and contributes to continuous improvement over time).
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A number of further ‘reporting benefits’ were also outlined in workshops that are complementary to survey 
outcomes and help to further build the picture on value (Fig 5.5).  


Figure 5.5:  Workshop outcomes – further views on reporting


The extensive responses from workshops helped to confirm the survey and indicate a range of connected 
benefits associated with GHG reporting. Carbon or GHG reporting, either on its own or within a wider 
process, is valued for its contribution in building board support, enabling target setting and helping to ensure 
that progress in year 1 does not disappear; it supports continuous improvement over time.  In these and 
other ways, reporting is regarded as uniquely important - contributing to building and sustaining GHG 
management and reduction programmes.   


5.4 MANDATORY REPORTING 


The Climate Change Act 2008 set a requirement for the Government to use powers under the Companies 
Act to make GHG reporting mandatory for companies or to explain to Parliament why it has not done so, 
by 6 April 2012. Practitioners were asked a simple and direct question in the GHG survey on whether they 
as professionals favoured this introduction of mandatory reporting. The response is in Fig 5.6:


Figure 5.6: Support for mandatory reporting


FURTHER PRACTITIONER VIEWS ON REPORTING - WORKSHOP SESSIONS


Reporting enables target setting and monitoring of progress 


It leads to cost and resource savings 


It leads to GHG reduction and resource efficiency


Supports bids for green investment 


Enables the organisation to address supply chain pressures 


It is the easiest way to link finance with carbon 


Reporting helps to engage the finance director & others(as a well understood/accepted ‘business language’/process) 


It helps the organisation to demonstrate commitment 


It helps to highlight inefficient areas 


It supports culture change within the organisation 


It compliments and supports CSR or sustainability processes 


It demonstrates legal and wider compliance 


It informs public disclosure 


It can lead to innovation (consequence of the need to demonstrate progress) 


It helps to build ownership of the carbon reduction challenge
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A significant majority of IEMA members favour the implementation of a mandatory GHG reporting 
requirement as proposed by the Climate Change Act. Some variation exists by sector and sub group, 
however it is clear that support is strong averaging at 80.8% . 


Support for mandatory reporting was also confirmed in the workshops. In these sessions, practitioners were 
asked to consider how far or how fast mandatory reporting should be implemented.  From a wide range of 
views, the following recommendations for the introduction of mandatory reporting were made:


• The pace of introduction should be phased or staggered. 
• Implementation could be phased with regard to the scope (extent) of reporting as well as to the 
 size of company.
• Although smaller businesses may struggle on certain scope 3 emissions, as a general rule reporting   
 complexity reduces in line with reduced scale of the business. Consequently, if mandatory reporting was  
 initially limited to GHG scopes 1+2 then businesses of reasonable size (SME and above) should be   
 able to respond.
• For larger businesses, significant scope 3 emissions should be included in mandatory GHG reporting   
 (in line with Defra/DECC GHG reporting guidance).  As an example, this could include emissions   
 around business travel, water consumption and waste (all of which are quantifiable against default   
 conversion factors).
   


5.5 CHAPTER CONCLUSIONS 


Practitioners have indicated and placed a strong value on reporting through the GHG survey and this has 
been further confirmed and established through separate workshop exercises.  Specific value is placed on 
its contribution across a number of recognised challenges and barriers with a clear emphasis on its value to 
help build, embed and sustain the GHG management programme. 
 
• Reporting is a valuable tool helping to build, embed and sustain effective approaches to GHG   
 management within organisations.
• Mandatory reporting for companies should be introduced in line with provisions of the Climate 
 change Act 2008.
• Mandatory reporting should be rapidly introduced for larger companies.
• For other companies, consideration should be given to the phasing in of mandatory reporting, prioritised  
 relative to the scale of emission footprints.
• The 2009 Defra/DECC GHG reporting guidance for organisations should be used as the basis for 
 a mandatory reporting standard.
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6.1 BACKGROUND 


A number of challenges exist in progressing GHG management and reduction. This chapter concentrates 
on some of the further challenges faced by environment and sustainability professionals working within or 
advising organisations. The issues and challenges identified are not necessarily exhaustive but are informed 
by recent work with IEMA members, in particular GHG workshop sessions, and consequently do reflect key 
issues facing members at this time. 


6.2 EXTENDING THE SCOPE OF ACTION 


Scope 3 emissions include indirect emissions such as those associated with the organisation’s supply chain, 
purchased materials, employee travel to work, or business travel by non-company owned means. Extending 
action from directly and indirectly controlled emissions (GHG protocol scopes 1+2) into more ‘distant’ yet 
still attributable emissions within Scope 3 can be a challenging area for practitioners in terms of management 
and engagement, and also in terms of obtaining good quality accounting data. This situation is well 
demonstrated in Fig 6.1 which presents ‘active’ practitioner responses in relation to the extent of activity 
on scope 3 emissions and which shows that only 8% are addressing all significant scope 3 emissions. 


Figure 6.1: Activity on scope 3 emissions


6 FURTHER CHALLENGES  


1. We do not measure scope 3 emissions


2.
Our reporting and foot printing only covers some very limited scope 3 emissions (e.g. one or two sources 
like business travel or employee travel to work)


3.
Our reporting and foot printing addresses a number of scope 3 emissions (e.g. all travel and some key sup-
ply chain emissions ) but we are aware there are Other significant scope 3 emissions that are not included


4.
Our reporting and foot printing addresses all significant (or material) scope 3 emissions that we have 
identified for our organisation


5. Our reporting and foot printing addresses all of our organisations scope 3 emissions


6. Unknown


7. Do not understand the question
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Figure 6.2 presents Scope 3 activity by scale of organisation.   


Figure 6.2: Scope 3 emissions measurement and reporting by size


In relation to company or organisational scale, a relationship exists with the level of activity on scope 
3 emissions generally increasing in line with scale of the organisation. Although this pattern exists, the 
level of variation is not great with SMEs generally only 10% less likely to quantify scope 3 emissions than 
major corporates. This reflects an increased prominence in recent years of supply chain work and is 
further informed with reference to supply chain engagement. This indicates that from a sample of 
1079 active practitioners:


• 39% are facing supply chain pressures to manage or report on GHGs 
• 28% are placing similar requirements on their suppliers 


Figure 6.3: Scope 3 emissions reporting by sector


In relation to the sectors above, there are some variations of interest such as the greater levels of scope 3 
activity in both the public and construction sectors.  
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The picture overall, evidenced by the workshop feedback, is one of growing activity within supply chains 
and increased focus on the challenge of addressing scope 3 emissions. The roll out in recent years of BSI 
PAS2050 provides a further focus and stimulus to this area. However, its apparent lower take up in contrast 
to organisational reporting (Table 2.3) may be a concern and reflects feedback on the complexity of product 
and service footprinting and the challenges that can exist in securing good quality accounting data across 
the value chain. 


6.3 BEYOND SCOPE 3  


The GHG management hierarchy provides for organisations to engage in compensatory actions beyond 
their own inventory footprint through measures to ‘substitute, reduce and avoid’ GHG emissions elsewhere.  
These include activities such as the purchase of green electricity tariffs, investment in projects such as 
woodland creation, formalised ‘carbon offsetting’ through Kyoto Clean Development Mechanism (CDM) 
or voluntary carbon offset schemes.  


6.3.1 Green tariffs 


Following a number of developments and changes in recent years, the accounting and reporting of green 
tariff electricity has become a confusing area for practitioners. The IEMA GHG survey explored this and 
asked how practitioners currently report (outcomes in Table 6.1 and Fig 6.4).  


The responses are broken down in Table 6.1 as an indication of green tariff activity by sector. There are 
some interesting points to note, with public sector and defence significantly ahead in acquiring green tariff 
electricity (roughly double the uptake relative to manufacturing and construction). This may simply reflect 
the administrative office based nature of many public sector functions and the attractiveness of green tariffs 
in such situations – e.g.  as an ‘easy to adopt’ compensatory measure.   


Table 6.1: Green tariff electricity – use by sector


 
% KNOWN TO 


PURCHASE 
GREEN TARIFF


% KNOWN NOT 
TO PURCHASE 
GREEN TARIFF


% UNKNOWN OR DO 
NOT UNDERSTAND THE 


QUESTION


Construction 26.2 54.1 19.7


Consultancy & Professional, 
Scientific and Technical


21.3 39.7 39.0


Manufacturing 18.2 60.6 21.2


Public Administration and Defence 43.5 25.9 30.6


Norm 25.2 44.9 29.9
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Figure 6.4: Green tariff reporting by sector


Within Fig 6.4 the responses on stated reporting methods demonstrate the confusion that has arisen in 
recent years on how green tariff electricity should be reported. The current Defra/DECC guidance on 
how to report green tariff electricity within an organisational report is the option – “Grid average in the 
gross line with additional elements discounted” i.e. gross emmissions reported as grid average but a net 
figure also presented where an additional element beyond the supplied electricity can be deducted, for 
example to reflect any approved additional carbon offset linked to the tariff.   It is noticeable that the use 
of this reporting method is particularly low and that the majority of practitioners are instead reporting it as 
grid average. There is possibly a need for improved clarity and guidance to resolve this situation whereby 
organisations are not generally reporting or accounting for the full GHG value of green tariffs (although 
continued uptake and adoption of the Defra/ DECC 2009 guidance for organisations will help to improve 
this situation). 
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6.3.2 Carbon Offsetting


The survey indicated a level of caution amongst practitioners in relation to carbon offsetting as a GHG 
management technique. The workshops further confirmed this picture and if anything indicated a greater 
level of concern.  Figure 6.4 presents the survey outcomes regarding practitioner views on the role of 
carbon offsets. Collating across responses, a majority (over 80%) recognise there is a role for offsetting. 
However the picture is generally one of some caution with the notable largest single response (44%) 
indicating concern over their potential to divert attention from GHG reductions at source.  


Figure 6.5: Views on carbon offsetting within an organisational approach / strategy to GHG management 
and reduction


Practitioner’s activity and use of carbon offsetting schemes reflects the caution outlined in Figure 6.5 above.  
Concerns were also indicated that offset assurance schemes were confusing and restricting take up: 


• Only 14% had purchased carbon offsets 
• 17% had decided against the use of offsets
• 43% indicate there was confusion over credible offset assurance schemes and that this was a 
 significant barrier to organisational take up


Practitioners also responded on other factors that have limited the take up:


• Uncertainty over the value of carbon offsetting
• Concerns and scrutiny over potential claims such as carbon neutrality  
• The risk of challenge for example through the Advertising Standards Authority (ASA)   


VALUE


1 If it is cheaper to offset than reduce at source then organisations should prioritise offsetting 82


2
Carbon offsets have a valuable role to play and within a balanced strategy, they can allow 
the organisation to extend its influence (beyond achieving internal reductions at source)


171


3
Carbon offsets should only be used following efforts to reduce the organisation’s 
GHG footprint  


358


4
Carbon offsets can have a role to play but can also divert the organisation’s attention away 
from achieving internal reductions (for example because they are either cheaper or easier 
than reductions at source)


740


5
Carbon offsets are a distraction and have no role to play in an organisation’s GHG 
management strategy


323


Total 1674
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From the survey and workshops, it is clear that there is still a strong degree of caution in relation to 
carbon offsetting and that this has been significant in restricting and limiting the take up and use of this 
compensatory measure. Given the scale of the challenge and the need for action across all levels of the 
GHG Management Hierarchy, these practitioner concerns need to be addressed as a priority. Improved 
standards and clarity are required to give greater confidence to carbon offsetting and facilitate its 
responsible use and its important contribution.  The following points are important:  


• Support exists for a hierarchy approach to carbon management with carbon offsetting making and   
 offering an important contribution.
• Concerns exist on the potential side effects of carbon offseting which may in some cases remove or   
 reduce attention on internal reductions.  
• Concerns have also been expressed over baselines and assumptions in relation to carbon offsets. In   
 this context, equivalence is not widely recognised by practitioners and carbon offsets are generally not 
 in practice seen as equivalent to a reduction at source. 
• Clear guidance and improved, robust and more aligned standards would make a difference and enable  
 practitioners to use offsets with greater confidence.


6.4 WINNING AND SUSTAINING THE BUSINESS CASE


Chapter 3 outlined and reviewed the drivers for change and barriers to progress that practitioners need 
to understand, utilise or address when developing a convincing and effective business case for GHG 
management. These form the reality of the business landscape and warrant close attention by practitioners.  
They may also change over time and therefore the embedded ‘carbon strategy’ must not be neglected 
and its business relevance should be checked and reset at regular intervals.  Skills such as communication, 
partnership working and alliance building are essential for practitioners facing these challenges.
  
Practitioners have identified a wide range of issues, challenges and potential improvements (see Appendix 
2).  The following are summary points where a consensus view is clear.  These and the fuller list of workshop 
and survey comments will be reviewed by IEMA to inform its forward programme on climate change:


• Make GHG reporting mandatory 
• Clarity on guidance and a reporting norm (definitive) 
• Standardise schemes and standards as much as possible 
• Link more closely to ISO 14001 (i.e. guidance on use of 14001 for GHG reporting)   
• Simplify guidance and reporting for SMEs 
• Improve internal audit on GHGs and sustainable development 
• Further improvement of conversion factors (reduce any confusion) 
• Confirmation and increased awareness on official GHG guidance sources and conversion 
 factors would be helpful
• Improved billing procedures by energy companies – e.g. providing CO2 (e)  would assist SMEs
• Quality and extent of GHG of training needs to be improved 
• There is a need to support and build knowledge and skills 


6.5 CHAPTER CONCLUSIONS


• Scope 3 emissions are an important and challenging area for GHG management. 
• Supply chains are receiving significant attention from practitioners and organisations and form a 
 key area for future GHG reduction. 
• Green tariff electricity requires improved clarity for GHG accounting and reporting.
• Improved guidance and better alignment of standards are required to give practitioners greater   
 confidence in the responsible and effective use of carbon offsetting.
• Ongoing investment is required in the wide practitioner skill set necessary to help build, embed 
 and sustain the GHG business case within organisations
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STATUS REPORT


• There is a high level of activity and engagement within IEMA’s membership on carbon and GHG   
 management and reporting. 
• IEMA members are active across a range of GHG and carbon management work, with the leading   
 activity area being organisational GHG management and reporting. Other activities are strategy work   
 for organisations, work on products and services and work regarding the assessment of plans,   
 programmes, developments or projects.
• IEMA members indicate a high level of organisational GHG activity and also a high level of corporate   
 GHG ambition, within the organisations where they are employed. 
• Increasing growth in GHG reporting is evident over the last 10 years across all sectors and scales of   
 business, with a clear relationship existing between organisational scale and achieved levels of activity. 
• The very largest companies, multinationals and major corporates, along with organisations in the   
 manufacturing sector appear to have made the earliest start on GHG management and reporting.
• Initially slower to start groups such as SMEs and the consultancy sector are now demonstrating progress  
 in GHG management and reporting, from an initially low base.
• The extent of reported total GHG reductions relative to reported total GHG increases, has 
 significantly improved in recent years although the degree to which the recession will have 
 contributed to this is unclear.
• A relationship exists between the ability to state an achieved reported reduction and the scale/size 
 of organisations with larger businesses and organisations being more able to report and 
 provide quantified reductions.
• IEMA members identify a need for aligned standards and for improved clarity and 
 consistency in approach. 
• The 2009 Defra/DECC “Guidance on how to measure and report your greenhouse gas emissions” 
 is being widely used by practitioners and provides a potential basis for future roll out of mandatory 
 GHG reporting, which will also aid consistency in reporting.


DRIVERS AND BARRIERS


• Initial business decisions to manage and report on GHGs are usually driven by a single 
 compliance issue such as legislation or another early stage requirement (e.g. a contracted 
 requirement from the supply chain). 
• Legislation is recognised as the leading driver for initially engaging organisations in GHG management.
• Drivers such as cost savings, competitiveness, reputation and corporate values all contribute to   
 sustaining and embedding GHG management and reporting.
• These broader drivers and ‘business benefits’ appear to increase in prominence as the GHG    
 management approach becomes embedded and the organisational approach matures. 
• Several specific barriers have been identified that can operate together to hinder 
 progress by organisations.
• The leading barrier is the internally perceived lower priority of carbon and GHG management, relative  
 to other business critical or legally required activities.
• GHG reporting and accounting are recognised as making an essential valuable contribution helping   
 to address ongoing barriers to progress and enabling the realisation of wider, non compliance drivers as  
 genuine business benefits for the organisation.
• The Energy Efficiency CRC is widely recognised by active practitioners as being a major development   
 and a significant driver for potential transformational change.


7 CONCLUSIONS 
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FRAMEWORK FOR ACTION


• GHG practice by members reflects the policy position within the IEMA GHG Management Hierarchy. 
• There is a need for priority attention at the top of the GHG Management Hierarchy, where avoidance  
 measures are a challenge. 
• The GHG Management Hierarchy should be used as a planning tool and framework for guiding action   
 and climate change strategies.
• Organisations will often have multiple opportunities for action which span the GHG Management   
 Hierarchy at any one time. 
• Compensatory action at the bottom of the GHG Management Hierarchy, such as carbon offsetting,   
 should not be taken in isolation of GHG emission management and reduction at source


VALUE OF REPORTING


• Reporting is a valuable tool helping to build, embed and sustain effective approaches to GHG   
 management within organisations.
• Mandatory reporting for companies should be introduced in line with provisions of the Climate 
 Change Act 2008.
• Mandatory reporting should be rapidly introduced for larger companies.
• For other companies, consideration should be given to the phasing in of mandatory reporting, prioritised  
 relative to the scale of emission footprints.
• The 2009 Defra/DECC GHG reporting guidance for organisations should be used as the basis for a   
 mandatory reporting standard.


FURTHER ISSUES AND CHALLENGES


• Scope 3 emissions are an important and challenging area for GHG management. 
• Supply chains are receiving significant attention from practitioners and organisations and form a 
 key area for future GHG reduction. 
• Green tariff electricity requires improved clarity for GHG accounting and reporting.
• Improved guidance and better alignment of standards are required to give practitioners greater   
 confidence in the responsible and effective use of carbon offsetting
• Ongoing investment is required in the wide practitioner skill set necessary to help build, embed and   
 sustain the GHG business case within organisations.







FULL OUTCOMES FROM IEMA GHG SURVEY (APRIL 2010)


This Appendix sets out the full response outcomes from a survey of IEMA members undertaken in April 
2010. 1,674 practitioners responded with the survey completed by a wide range of environmental and 
sustainability professionals. 


The five largest sectors represented by the respondents  were Construction (10.6%), Manufacturing 
(11.4%), Consultancy (22.5%), Public Administration (8.7%), and Professional Scientific and Technical 
Services (10%). 


As well as sectors, the survey also sought to identify the scale of organisations where practitioners worked 
(illustrated in question 35).


The survey sought to cater for practitioners both actively working in this field, as well as those who are 
interested but not currently working on GHG management or reporting. Approximately  one third of 
respondents (595) followed a separate sub-strand of questions for those not actively working in this area. 
The other two thirds (1079) completed the primary question strand. 


Question 1 to Question 5 All respondents answered these questions (1674).
Question 6 to Question 9 (Strand B or ‘other’ practitioners) - Respondents who answered question 6 to 
Question 9 had answered “no” to question 5 (i.e. they were not either individually or as an organisation 
calculating carbon or GHG emission footprints (595).
Question 10 to 26 (Strand A or ‘active’ practitioners) - Respondents who answered these questions 
answered ”yes” to question 5 on whether they either work for an organisation that calculates carbon or 
GHG emission footprints, or do so themselves (1079).
Question 27 – Question 35 – All respondents answered these questions (1674).


Questions within the survey
Below is the full list of questions that the survey comprised of, in the order that they appeared. 


1. As an environmental practitioner, which statement best describes your work in relation to energy or   
 carbon/GHG management or reporting? Energy, carbon (GHG) management or reporting is…
2.  In what circumstances are you undertaking work on energy or carbon/GHG management or reporting?   
 My work in this field is undertaken as...
3.  To what extent does energy or carbon/GHG management form part of your work in the 
 following areas?
4.  What is your organisation’s position with regards to its own energy or carbon /GHG management 
 and reporting?
5.  Do you, or does your organisation, calculate any carbon or GHG emission footprints? e.g. for either the  
 organisation as a whole/ operating unit or department/ products or services/ conferences or events/   
 project or development proposals.
6.  What is your organisation’s situation with regards to carbon/GHG footprinting? If you are a sole trader  
 answer as such (effectively as a micro organisation)
7.  What barriers do you face in your organisation in getting carbon and GHG reduction on the agenda?
8.  What potential drivers could most directly influence your organisation to address carbon / GHG   
 management?
9.  Please answer the following questions for your organisation:
 Has your organisation ever sought any information from suppliers in relation to their carbon 
 (GHG emissions? 
 Have any of your clients/customers ever requested information from your organisation in relation to its  
 carbon (GHG) emissions? 
 Have any other stakeholders (such as investors or customers) ever sought information in relation to   
 your organisation’s carbon (GHG) emissions?
10. What are your organisation’s main drivers for undertaking energy or carbon /GHG management?
11. Please indicate any compliance schemes that require your organisation to manage or report on GHG   
 emissions (in the case of CRC will your organisation be required to comply)?
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12. Please indicate any standards, schemes or guidance documents you have used to inform your GHG foot 
 printing or reporting work.
13. How does your organisation report on any calculated carbon or GHG emission footprints?
14. When did your organisation start reporting publicly on carbon/GHG footprints for itself as 
 an organisation?
15. How does your organisation publicly report on its organisational carbon or GHG footprint?
16. What levels of carbon/GHG reduction has your organisation achieved and reported on (either internally  
 or publicly)? Only answer if you are certain of the data.
17. What level of assurance /confidence exists on the figures you have used in the previous question?
18. If you cannot answer the last two questions please use this space to tell us about your organisation’s   
 approach on carbon/GHG management and any changes to your footprint.
19. How extensive is your organisation’s reporting/footprinting work with regard to scope 3 emissions?   
 Please select the nearest description from the options below. 
20. If you purchase green tariff electricity, how do you report on the carbon emissions associated with that  
 electricity (e.g. within any organisational statement or report on carbon /GHG emissions?)
21. How do you perceive the contribution that GHG/carbon reporting can make in encouraging   
 organisations to manage and reduce their emissions?
22. How ambitious is your organisation on carbon/GHG management? Please choose the statement that is  
 closest description. 
23. In your experience, how valuable is GHG/Carbon reporting in helping to address the following   
 challenges for organisational carbon management?
24. To manage and reduce your organisation’s carbon/GHG footprint, which of the following measures 
 do you use?
25. Please answer the following questions for your organisation: 
 Do you place any requirements on your suppliers to either manage, reduce, quantify or report on their  
 carbon (GHG) emissions? 
 Do any of your clients/customers place any requirements on your organisation to either manage, reduce,  
 quantify or report on your carbon (GHG) emissions?
 Do any other stakeholders, such as investors, place requirements on your organisation to either manage,  
 reduce, quantify or report on your carbon (GHG) emissions?
26. What barriers do you face in your work to achieve carbon and GHG reduction?
27. The Climate Change Act 2008 set a requirement for the Government to use powers under the   
 Companies Act to make GHG reporting mandatory for companies or to explain to Parliament why   
 it has not done so, by 6 April 2012. Would you be in favour of GHG reporting becoming a    
 mandatory requirement upon companies?
28. Does your organisation have any experience of using or considering the use of carbon offsets?  Indicate  
 below the statement that would most closely apply.
29. Which of the following statements most closely captures your view on the role of carbon offsets within  
 an organisation’s approach to carbon/GHG management?
30. Which of the following issues (if any) do you feel have limited the take up of carbon offsetting by   
 organisations?
31. Would knowing that you were buying Government approved offsets make you more or less 
 likely to offset?
32. Would a robust standard/specification for the demonstration of carbon neutrality make you more or   
 less likely to consider seeking carbon neutrality for your organisation?
33. What is your IEMA membership level? (select one)
34. Please indicate your occupational sector (select one as the most appropriate)
35. What is the size of your company or organisation?
36. Are there any other issues or needs that you feel should be addressed by IEMA in relation to energy,   
 carbon or greenhouse gas (GHG) management?


47


A
P


P
EN


D
IX


 1


8







1.  As an environmental practitioner, which statement best describes your work in relation to energy or  
 carbon/GHG management or reporting?   


VALUE


1.Not part of my work 193


2.A very minor part of my work 364


3.Part of my work 428


4.An important part of my work but not my lead area 449


5.My leading or primary work area 217


6.I am currently not in work 23


Total 1674
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2. In what circumstances are you undertaking work on energy or carbon/GHG management or   
 reporting? My work in this field is undertaken as...


3. To what extent does energy or carbon/GHG management form part of your work in the 
 following areas?


VALUE


1.An employee with a consultancy 335


2. An employee of a regulator 46


3. An employee in a verification / certification company 49


4.An employee of a university or other academic body 37


5. An employee within a business or other organisation (not indicated above) 793


6. A student engaged in education / research 21


7.An individual consultant or other sole trader 113


8. I am currently not undertaking work on carbon / GHG Management or reporting 215


9.Other, please specify 65


Total 1674


NOT AT 
ALL


PART 
OF MY  
WORK


SIGNIFICANT 
PART OF MY 


WORK


NUMBER OF 
RESPONDENTS


1.Strategy development for an organisation 35.8% 46.2% 18.1% 1566


2.Management or reporting for an organisation 25.6% 50.8% 23.6% 1599


3.Management, assessment or reporting on 
products or services


45.1% 44.2% 10.7% 1518


4.Assessment of plans, programmes, developments 
or projects (e.g. within sustainability appraisal, SEA, 
EIA, BREEAM, etc)


46.7% 41.3% 12.0% 1557


5.Verification work 69% 25.9% 5.2% 1514


6.Policy or public affairs work 64% 28% 8% 1518


7.Developing and selling carbon offsets 93.7% 5.4% 0.9% 1487


8.Developing or delivering other new products/ 
services


76.9% 19.4% 3.7% 1506


9.Academic/research 78.3% 16.8% 4.9% 1490


10.Other 75.9% 20.8% 3.3% 1106


N.B.- The number of respondents for each part question varies as the question was not mandatory and some 
respondents did not provide answers for all/some of the part questions.
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4. What is your organisation’s position with regard to its own energy or carbon/ GHG management 
 and reporting? 


VALUE


1.Our organisation does nothing and we have no current plans 116


2.We currently do nothing but are investigating and developing an approach 111


3.We manage energy or other environmental aspects but we do not quantify any carbon/ 
GHG emissions


298


4.We quantify some carbon/ GHG emissions but do not seek to manage or reduce these 29


5. We quantify some carbon/GHG emissions and seek to manage or reduce some within 
our immediate control (this might be energy or fuel use)


289


6.We quantify an organisational carbon or GHG emission footprint and seek to manage/ 
reduce certain key direct emissions (e.g. energy use or fuel use)


365


7. We quantify an organisational carbon or GHG emission footprint and seek to manage 
reduce a range of emissions (from energy and fuel use through to indirect emissions such 
as those associated with our supply chain, or our employee’s travel to work).


400


8. Other, please specify 66


Total 1674
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5. Do you, or does your organisation, calculate any carbon or GHG emission footprints?    
 (e.g. for either the organisation as a whole/ operating unit or department/ products or 
 services/conferences or events/ project or development proposals)


VALUE


1.Yes 1079


2.No 595


Total 1674
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STRAND B – ‘OTHER’ PRACTITIONERS 


Respondents who answered question 6 to question 9 had answered “no” to question 5 (i.e. they were 
not either individually or as an organisation calculating carbon or GHG emission footprints


6. What is your organisation’s situation with regard to carbon/GHG footprinting? If you are a 
 sole trader answer as such (effectively as a micro organisation).


DESCRIPTION VALUE


1
Our organisation has not considered its carbon or 
GHG emissions


138


2
Our organisation is at a very early stage and has only recently started to con-
sider its carbon and GHG emissions


189


3
Carbon and GHG emissions have been considered by the organisation and an 
internal decision was made to not progress any footprinting or reporting of 
carbon/GHG emissions


50


4
Our organisation is investigating its carbon and GHG impacts and considering 
potential strategy (but is not yet quantifying footprints or reporting)


101


5
Our organisation has investigated its carbon and GHG impacts, is developing a 
strategy and intends to start quantifying footprints / reporting in the near future


54


6 Others 63


Total 595
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7. What barriers do you face in your organisation in getting carbon and GHG reduction on the agenda?


For this question three answers were possible for each descriptor:
1. Not a barrier
2. Contributing factor
3. Significant barrier


595 respondents responded to each part of this question.
The “Barrier overall” column is the sum of those answering “Contributing factor” and “Significant barrier”.
Above data on a 100% stacked bar graph;


 
NOT A


BARRIER


CONTRIB-
UTING 


FACTOR


SIGNIFICANT 
BARRIER


BARRIER 
OVERALL


7
Other competing (higher) priorities across 
the organisation that are business critical or 
legally required


25.7% 40.8% 33.4% 74.2%


6 General lack of any perceived business benefit 39% 41.5% 19.5% 61.0%


5
Lack of specific supply chain requirements on 
us to take action


41.7% 42.7% 15.6% 58.3%


4
Lack of pressure from other stakeholders 
(e.g. investors or customers)


43.2% 41% 15.8% 56.8%


3 Perceived scale and complexity of the  job 44.4% 41.7% 13.9% 55.6%


2 Lack of board level  or senior mgt support 54.6% 32.6% 12.8% 45.4%


1
Lack of higher levels skills and knowledge to 
help me personally drive the strategy forward


57% 30.8% 12.3% 43.1%
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8. What potential drivers could most directly influence your organisation to address 
 carbon/GHG management? 


For this question three answers were possible for each part:
1. Would not influence us
2. Would be of influence
3. Potential strong driver


The figures displayed in the above graph represent the average score for that driver, i.e. if all responses to 
a driver indicated it “Would not influence us” then the average score would be 1. The higher the potential 
driver score, the greater the influence it has.


“Combined driver” is the sum of those answering “Would be of influence” and “Potential Strong driver”.
Each part of this question was answered by 595 respondents. 


WOULD 
NOT 


INFLUENCE 
US


WOULD 
BE OF 


INFLUENCE


POTENTIAL 
STRONG 
DRIVER


COMBINED 
DRIVER %


New legal requirements on our organisation 9.1% 37.6% 53.3% 90.9%


Cutting costs and financial efficiency 10.4% 47.2% 42.4% 89.6%


Increased requirements of key clients 
(Supply Chain pressures)


13.9% 47.9% 38.2% 86.1%


Values of organisation 19.5% 59.2% 21.3% 80.5%


Promoting the reputation of company or brand 
(e.g. helping to address investor, customer or 
stakeholder expectations)


21.2% 56.3% 22.5% 78.8%


Pressure from continual improvement from an 
existing EMS (e.g. EMAS/ ISO14001)


26.7% 51.1% 22.2% 73.3%


Sales/ marketing related (e.g. helping us to 
market low carbon or carbon neutral products 
or services)


40.5% 44.7% 14.8% 59.5%


Opportunities to build and provide 
consultancy services in this field


49.7% 31.1% 19.2% 50.3%
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9.  Please answer the following for your organisation (3 options for response). 


Above data on a 100% stacked bar graph in the order above;


YES NO DON’T KNOW TOTAL


Has your organisation ever sought any 
information from suppliers in relation to their  
carbon/GHG emissions ?


113 
respondents 


(19%)


306 
respondents 


(51.4%)


176 respondents 
(29.6%)


595


Have any of your clients ever requested 
information from your organisation in 
relation to its carbon/GHG emissions?


124 
respondents 


(20.8%)


304 
respondents 


(51.1%)


167 respondents 
(28.1%)


595


Have any other stakeholders such as inves-
tors or customers) ever sought information 
in relation to your organisation’s carbon / 
GHG emissions?


89 
respondents 


(15%)


318 
respondents 


(53.4%)


188 respondents 
(31.6%)


595
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STRAND A – ‘ACTIVE’ PRACTITIONERS 


Respondents who answered these questions answered Yes to question 5 on whether they either work for 
an organisation that calculate carbon or GHG emission footprints, or do so themselves.


10. What are your organisation’s main drivers for undertaking energy or carbon / GHG management?


11. Please indicate any compliance schemes that require your organisation to manage or report on 
 GHG emissions (in the case of CRC will your organisation be required to comply)?


NOT A 
DRIVER


INFLUENCES 
DECISIONS


STRONG 
DRIVER


DRIVER 
(COMBINED)


Values of the organisation 9.3 % 45.4 % 45.3 % 90.7%


Cutting costs and financial efficiency 9.8 % 42.6 % 47.5 % 90.1%


Promoting the reputation of the company or brand 13.2 % 45.3 % 41.5 % 86.8%


Compliance with legislation 24.3 % 30.5 % 45.2 % 75.7%


Pressure for continual improvement from an 
existing EMS


23.9 % 43.3 % 32.8 % 76.1%


Meeting requirements of our key clients 32.9 % 38.8 % 28.3 % 67.1%


Sales or marketing related 41.3 % 40.9 % 17.8 % 58.7%


Opportunity to build and provide consultancy 
services


66.1 % 18.3 % 15.7 % 34.0%


“Driver (combined)” is the sum of those answering “Influences decisions” and “Strong driver”.
Each part of this question was answered by 1079 respondents. 
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12. Please indicate any standards, schemes or guidance documents you have used to inform your GHG   
 foot-printing or reporting work.


NOT 
USED OR 


N/A


LIMITED 
USE


LEAD  
SOURCE


USE 
(TOTAL)


Defra/DECC Guidance 29.2 % 37.2 % 33.6 % 70.8%


Regulated scheme 39.8 % 29.8 % 30.4 % 60.2%


Carbon Trust Standard – organisations 44.1 % 38.8 % 17.1 % 55.9%


GHG Protocol (corporate standard - organisations) 49.5 % 29.6 % 20.9 % 50.5%


Short version of Defra/DECC guidance 63.1 % 28.5 % 8.3 % 36.8%


ISO 14064 (part 1 – organisations) 69.9 % 23.3 % 6.9 % 30.2%


Others 70.9 % 19.4 % 9.7 % 29.1%


Carbon Disclosure standards 72.8 % 20.3 % 7.0 % 27.3%


GHG Protocol (project accounting) 73.1 % 21.4 % 5.5 % 26.9%


PAS 2050 75.7 % 20.1 % 4.2 % 24.3%


ISO 14040 75.7 % 20.3 % 4.0 % 24.3%


ISO 14064 (part 2 - projects) 77.3 % 19.2 % 3.5 % 22.7%


EN 16001 82.1 % 15.2 % 2.7 % 17.9%


1079 respondents responded to this question and were able to supply more than one answer.


Each part of this question was answered by 1079 respondents. 
“Use (Total)” is the sum of those answering “Limited use” and “Lead source”. 


VALUE


1.EU Emissions Trading Scheme (EU ETS) 204


2. CRC Energy Efficiency Scheme 476


3.Sector level Climate Change Agreements in relation to the Climate Change Levy 143


4.Individual (underlying) agreements in relation to Climate Change Levy 89


5.Display Energy Certificates (as required for public building) 279


6. None 348


7.Other, please specify 138
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13. How does your organisation report on any calculated carbon or GHG emission footprints?  


14. When did your organisation start reporting publicly on carbon/GHG footprints for 
 itself as an organisation?


NEITHER / 
N/A


INTERNAL 
REPORTS ONLY


INTERNAL & PUBLICLY 
AVAILABLE


For the organisation as a whole 12.6 % 30.1 % 57.3 %


For operating unit or department(s) 29.9 % 52.2 % 17.9 %


For products or services 59.7 % 24.8 % 15.5 %


For projects or development proposals 47.8 % 35.8 % 16.4 %


Each part of this question was answered by 1079 respondents. 


N.B. – those who answered “We do not report publicly on carbon footprints for the organisation” did not 
answer questions 15 to 18 and skipped to quesiton19.


VALUE


1.2009-2010 202


2.2006-2008 346


3.2002-2005 122


4.2001 or earlier 94


5.We do not report publicly on carbon footprints for the organisation 315


Total 1079
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15. How does your organisation publicly report on its organisational carbon or GHG footprint?


Table of results, ordered by “Regularly used”.
Each part of this question was answered by 764 respondents.


 NOT 
USED


OCCASIONAL 
METHOD


REGULARLY 
USED


USED AT 
ALL


Within a company report such as the an-
nual report or business review


26.40% 23.70% 49.90% 73.60%


Within a CSR or Corporate 
Responsibility Report


47.00% 18.80% 34.20% 53.00%


Within a Corporate Environmental Report 
(e.g. EMAS or ISO14001)


47.60% 18.80% 33.50% 52.30%


Within a Sustainability Report 49.10% 23.60% 27.40% 51.00%


Within a specific (separate) report on 
energy, carbon or Climate Change


52.60% 22.00% 25.40% 47.40%


As a specific entry on company 
web site


49.30% 27.20% 23.40% 50.60%


Within a wider organised scheme 
(e.g. Carbon Disclosure Project)


67.70% 11.80% 20.50% 32.30%


Others 80.60% 11.80% 7.60% 19.40%
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16 What levels of carbon/GHG reduction has your organisation achieved and reported on 
 (either internally or publicly)? 


Question 16 had 6 part questions which are shown in the table below.


16.1 Over the last 2 years our organisation’s total GHG emissions increased by...


16.2 Over the last 2 years our organisation’s total GHG emissions reduced by...


16.3 Over the last 2 years our organisation’s relative GHG emissions reduced by...


16.4 Over the preceding 2 years our organisation’s total GHG increased by...


16.5 Over the preceding 2 years our organisation’s total GHG reduced by...


16.6 Over the preceding 2 years our organisation’s relative GHG reduced by...


Of the 1079 respondents on Strand A, 764 are reporting publicly on their carbon/GHG emissions. Of these 
764 respondents, 405 answered at least one part of this question – a response rate of 53%. 


The following graph presents the percentage of respondents to question 16.2 against the respective level of 
achieved and reported GHG reduction by organisations. A trend line is included. 


As an example 3% of respondents indicating a reduction in their organisation’s emissions over the 2 year 
period indicate this reduction as 12% over the period. 


The average reported change in the organisations GHG emissions over the period is given for each part 
question below.


 16.1 16.2 16.3 16.4 16.5 16.6


Mean 10.7% 9.3% 10.2% 12.7% 8.9% 10.7%


Median 5% 7% 8% 7% 5% 5%


Response Rate 16.1% 33.2% 12.8% 6.7% 8.4% 5.4%


Responses 123 254 98 51 64 41
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18. Options and comments question any publicly reported


This was an open question; respondent’s comments included personal data and are not included here.


19. How extensive is your organisation’s reporting/footprinting work with regards to scope 3 emissions?  
 Please select the nearest description from the options below. 


17.  What level of assurance/confidence exists on the figures you have used in the previous question?


PERCENT


1. Externally verified and publicly reported figures 22.6%


2. Internally audited/checked and publicly reported 27.0%


3. A confident estimate (based on measurement, quantification and extrapolation) 
and reported publicly


13.6%


4. A confident estimate (based on measurement, quantification and extrapolation) 
but not reported publicly


19.5%


5. An approximation and not using any publicly reported data 17.3%


VALUE


1. We do not measure scope 3 emissions 349


2
Our reporting and foot printing only covers some very limited scope 3 emis-
sions (e.g. one or two sources like business travel or employee travel to work)


321


3
Our reporting and foot printing addresses a number of scope 3 emissions 
(e.g. all travel and some key supply chain emissions ) but we are aware there 
are Other significant scope 3 emissions that are not included


177


4
Our reporting and foot printing addresses all significant (or material) scope 3 
emissions that we have identified for our organisation


65


5
Our reporting and foot printing addresses all of our organisations scope 3 
emissions


26


6 Unknown 108


7 Do not understand the question 33


Total 1079
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20. If you purchase green tariff electricity, how do you report on the carbon emissions associated with   
 that electricity (e.g. within any organisational statement or report on carbon /GHG emissions?)


21. How do you perceive the contribution that GHG/carbon reporting can make in encouraging 
organisations to manage and reduce their emissions?


VALUE


1 We do not purchase green tariff electricity 484


2
Our green tariff electricity use is always stated as zero carbon within our GHG 
footprint reports


44


3
Our green tariff electricity use is reported as 'grid average' emissions within our 
gross (total) footprint but as zero carbon within our net footprint


45


4
Our green tariff electricity use is reported as 'grid average' emissions within our 
gross (total) footprint and only the identified 'additional' element to the tariff is 
discounted in the net footprint


18


5
We purchase green tariff electricity but do not report on it any differently (it is 
all counted as grid average)


165


6 Unknown 305


7 Do not understand the question 18


Total 1079
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22. How ambitious is your organisation on carbon/GHG management? Please choose the statement 
 that is closest description. 


VALUE


1
We aim to make transformational changes that will radically alter our business 
model and make us a low or zero carbon leader in our field 


94


2
We aim to improve existing operations and supply chains, achieve substantial 
carbon (GHG) reductions and become a low carbon leader in our field


220


3
We aim to achieve significant carbon (GHG) reductions and build a positive 
reputation as a low carbon responsible business/ organisation


368


4
We aim to be ahead of legal requirements, stakeholder expectations  and the 
requirements of our leading clients


244


5 We aim to be legally compliant 103


6 We have no specific ambition in this area 50


Total 1079


VALUE


1
Carbon/GHG reduction would not be on the organisation’s agenda if active 
reporting was not in place


111


2
The process of reporting makes a valuable contribution to keeping carbon/ 
GHG reduction on the agenda


583


3
Reporting plays a small role as one of several drivers/ measures that encour-
ages the organisation to manage emissions


321


4 Reporting makes no contribution 27


5 None of the above 37


Total 1079
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23. In your experience, how valuable is GHG/Carbon reporting in helping to address the following   
 challenges for organisational carbon management?


24. To manage and reduce your organisation’s carbon/GHG footprint, which of the following measures do you use?


 NO 
EFFECT


HELPS VALUABLE
ESSEN-


TIAL


ALL 
LEVELS 
OF USE


Building commitment and support 
from Board and senior management 7.7 % 31.3 % 36.3 % 24.7 % 92.3 %


Securing staff engagement 11.4 % 42.2 % 32.3 % 14.2 % 88.7 %


Securing commitment and participa-
tion from departments, business units, 
branch plants, subsidiaries etc.


13.1 % 38.7 % 33.5 % 14.6 % 86.8 %


Engaging with and promoting the 
strategy to other stakeholders (e.g. 
shareholders and investors).


13.3 % 35.9 % 35.8 % 15.0 % 86.7 %


Engaging with and promoting the 
strategy to customers 14.6 % 37.2 % 35.4 % 12.9 % 85.5 %


Unlocking Funds and achieving 
investments in ‘low carbon’ measures 
and initiatives.


19.0 % 42.5 % 28.0 % 10.5 % 81.0 %


Securing the participation and 
engagement of suppliers 24.0 % 41.9 % 27.7 % 6.4 % 76.0 %


Each part of this question was answered by 1079 respondents. 
 “All levels of use” is the sum of those answering “Helps”, “Valuable” and “Essential”.


Each part of this question was answered by 1079 respondents. 


MEASURE USED NUMBER


Active energy management and reduction on site 71.2 % 768


Improvements to your buildings and premises 69.4 % 749


Wide staff engagement and awareness campaigns 63.2 % 682


Travel plans 60.0 % 647


Investing in new plant, equipment and processes 56.3 % 607


Team approaches (e.g. with champions) 50.4 % 544


An overall organisation scale management system - either specific 
(e.g. on energy / GHGs) or existing (e.g. an EMS) 47.5 % 512


Sustainable procurement (efficiencies /low carbon through 
supply chains) 46.2 % 499


A strategic approach to reducing the GHG footprint of products / 
services provided by the organisation 32.5 % 351


Substitution (e.g. fuel switching to lower carbon sources) 30.6 % 330


Developing on-site renewable energy generation 30.4 % 328


Purchasing ‘green tariff ’ energy 27.4 % 296


Land management on our sites (e.g. woodland creation) 13.1 % 141


Purchasing carbon offsets 11.3 % 122


Other, please specify 4.0 % 43
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26. What barriers do you face in your work to achieve carbon and GHG reduction?


25. Please answer the following questions for your organisation


NOT A 
BARRIER


LIMITS 
PROGRESS


SIGNIFICANT 
BARRIER


TOTAL - 
LIMITING


Other competing (higher) priorities across the 
organisation that are business critical or legally 
required


17.0 % 44.3 % 38.7 % 83.0 %


Lack of access to investment funds/capital 25.0 % 49.7 % 25.3 % 75.0 %


Limitations of internal processes (such as a need 
to provide return on investments over an annual 
or other short time period)


26.3 % 51.5 % 22.2 % 73.7 %


Perceived scale and complexity of the job 35.8 % 49.2 % 15.0 % 64.2 %


Departments, business units or branch plants lack 
enthusiasm and are not engaged


36.8 % 49.1 % 14.1 % 63.2 %


General lack of awareness across staff and the 
organisation


39.7 % 47.3 % 13.1 % 60.4 %


Difficulties working with suppliers (difficult to 
engage)


46.2 % 44.1 % 9.6 % 53.7 %


Confusion over guidance and schemes (too many 
or too complicated)


48.9 % 38.5 % 12.6 % 51.1 %


Lack of higher level skills and knowledge to help 
me personally drive the strategy forward


53.5 % 35.8 % 10.8 % 46.6 %


Lack of board level or senior management sup-
port


57.6 % 31.3 % 11.0 % 42.3 %


Lack of sufficient or accessible written guidance 64.5 % 28.8 % 6.7 % 35.5 %


Each part of this question was answered by 1079 respondents. 


Each part of this question was answered by 1079 respondents. 


 DON'T 
KNOW


NO YES


Do any of your clients/customers place any requirements on 
your organisation to either manage, reduce, quantify or report 
on your carbon (GHG) emissions?


17.4% 43.9% 38.6%


Do any other stakeholders, such as investors, place require-
ments on your organisation to either manage, reduce, quantify 
or report on your carbon (GHG) emissions?


22.4% 41.1% 36.5%


Do you place any requirements on your suppliers to either 
manage, reduce, quantify or report on their carbon (GHG) 
emissions?


19.9% 51.8% 28.3%
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QUESTIONS ANSWERED BY ALL PRACTITIONERS IN THE SURVEY 


27. The Climate Change Act 2008 set a requirement for the Government to use powers under the   
 Companies Act to make GHG reporting mandatory for companies or to explain to Parliament 
 why it has not done so, by 6 April 2012. – 


 Would you be in favour of GHG reporting becoming a mandatory requirement upon companies?


In the question, we are not seeking the position of your company or organisation. Please answer the 
question based on your views as an individual practitioner. 


VALUE


1.Yes 1353


2.No 321


Total 1674


28. Does your organisation have any experience of using or considering the use of carbon offsets?    
 Indicate below the statement that would most closely apply.
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29.  Which of the following statements most closely captures your view on the role of carbon offsets   
 within an organisation s approach to carbon/GHG management?


VALUE


1
Our organisation purchases carbon offsets and has made either a declaration of 
carbon neutrality or a commitment to become carbon neutral


67


2
Our organisation purchases carbon offsets and is considering the potential to 
become carbon neutral


43


3
Our organisation purchases carbon offsets but has decided against claiming 
carbon neutrality


41


4
Our organisation purchases carbon offsets but has not considered carbon 
neutrality


82


5
Our organisation has not purchased carbon offsets, but we are considering or 
investigating their potential use


257


6 Our organisation has decided against the use of carbon offsets 282


7 Our organisation has not yet considered the use of carbon offsets 902


Total 1674


VALUE


1
If it is cheaper to offset than reduce at source then organisations should prioritise 
offsetting


82


2
Carbon offsets have a valuable role to play and within a balanced strategy, they can 
allow the organisation to extend its influence (beyond achieving internal reductions at 
source)


171


3
Carbon offsets should only be used following efforts to reduce the organisation’s 
GHG footprint  


358


4
Carbon offsets can have a role to play but can also divert the organisation’s attention 
away from achieving internal reductions (for example because they are either cheaper 
or easier than reductions at source)


740


5
Carbon offsets are a distraction and have no role to play in an organisation’s GHG 
management strategy?


323


Total 1674
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30. Which of the following issues (if any) do you feel have limited the take up of carbon 
 offsetting by organisations?


31. Would knowing that you were buying Government approved offsets make you more or 
 less likely to offset?


NOT AN 
ISSUE


OF SOME 
CONCERN


SIGNIFICANT 
CONCERN


Media and public scrutiny over company claims of 
carbon neutrality


23.0% 55.5% 21.5%


Scientific or other uncertainty over the value of some carbon 
offset schemes


11.9% 50.3% 37.8%


Confusion over credible assurance schemes for carbon offsets 11.4% 45.5% 43.1%


The lack of any credible standard for claims of carbon neutrality 11.9% 43.8% 44.3%


The risk of legal or other challenge e.g. by the Advertising Stand-
ards Authority (ASA)   


38.4% 49.3% 12.4%


The potential for offsets to reduce focus on internal efforts 
towards GHG reduction (because they are easier or cheaper)


18.2% 48.2% 33.6%


1674 practitioners responded to all options in this question.


VALUE


1. A lot more likely 210


2. A little more likely 608


3. It would make no difference 556


4. A little less likely 19


5. A lot less likely 26


6. Don’t know 255


Total 1674
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32. Would a robust standard/specification for the demonstration of carbon neutrality make you more or  
 less likely to consider seeking carbon neutrality for your organisation?


33. What is your IEMA membership level? (Select one)


VALUE


1.A lot more likely 422


2.A little more likely 709


3.It would make no difference 341


4.A little less likely 20


5.A lot less likely 10


6.Don’t know 172


Total 1674


VALUE


Student 23


Graduate 82


Affiliate 302


Associate 1014


Full 229


Fellow 18


Retired 0


Corporate Voter 6


Total 1674
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34. Please indicate your occupational sector (select one as the most appropriate).


35. What is the size of your company or organisation?


PERCENT VALUE


Agriculture, Fisheries and Forestry 1.1 18


Mining and Quarrying 1.1 18


Manufacturing 11.4 191


Water Supply, sewerage, waste & remediation 2.0 33


Wholesale and Retail Trade 1.2 20


Accommodation and Food Services 0.1 2


Finance and Insurance services 1.0 17


Professional, Scientific and Technical services including consultancy 10.0 168


Public Administration and Defence 8.7 146


Human Health and Social Work services 1.2 20


Construction 10.6 178


Transport and Storage 3.2 54


Information and Communication Real Estate Services 0.4 6


Administrative and Support services 1.0 16


Education 3.2 54


Arts, Entertainment and Recreation 0.5 9


Activities of Extraterritorial organisations 0.2 3


Consultancy 22.5 376


Other, please specify 20.6 345


Total 1674


VALUE


1.Sole trader 107


2.Micro business 152


3.SME (e.g. fewer than 250 employees) 327


4.A large company / organisation 711


5.Major corporate or Multinational (e.g. scale equivalent to FTSE100) 377


Total 1674
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IEMA GHG MANAGEMENT AND REPORTING 
WORKSHOPS - SUMMARY OF OUTCOMES


In May and June 2010, IEMA ran eight workshop sessions at various locations in the UK (Glasgow, Bristol, 
Leeds, Newcastle, Peterborough and 3 sessions in London). The sessions were two and a half hours long 
and each was attended by between 20-30 delegates.  


In total, just over 200 environmental practitioners participated from a range of relevant backgrounds and 
organisational levels (e.g. energy managers, climate change officers, environmental managers, sustainability 
and CSR officers, heads of function and directors, auditors, verifiers, consultants and many more).  
Participants were generally either:


1. Practitioners already engaged in the process of GHG management or reporting inside / 
 on behalf of organisations
2. Practitioners who are very likely to be active in the near future (e.g. in response to the Energy Efficiency  
 CRC or other current drivers)
3. Practitioners in related roles concerning audit, verification, advice or training


IEMA used the workshop sessions to engage with members and to better understand the following:  
• The nature of organisational action on carbon/GHGs
• The role, value and effectiveness of GHG reporting 
• The key issues and challenges in this important field


Through the workshops, IEMA members were provided the opportunity to:
• Learn about carbon management and GHG approaches from experienced colleagues and peers 
• Discuss early findings from IEMA’s 2010 GHG practitioner survey 
• Debate and identify key issues, challenges and barriers for the profession 
• Improve and develop both their own and IEMA’s understanding on the effectiveness of 
 GHG management and reporting 


WORKSHOP TASKS AND OUTCOMES


The following sections present a summary of outcomes that Practitioners worked on and identified 
through the workshops.  


Prior to the work tasks, group balance was checked to ensure each table held a reasonable mix of 
practitioners. After this, three exercises were undertaken and within these the working groups were set 
questions/tasks to discuss and feedback on. At the end of each exercise, full session feedback took place 
with discussion on the collated outcomes. 


Exercise 1 tasks were undertaken entirely without additional information. In exercises 2 and 3, members 
were able to refer to IEMA survey outcomes if required. In the majority of cases however groups tended 
to rely and draw upon their own experience as practitioners. Summary outcomes from these workshop 
exercises are presented below:


APPENDIX 2
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EXERCISE 1


In Groups discuss & agree the main drivers and barriers to addressing GHG 
reduction within your respective organisations


The primary task was for groups to discuss and agree where possible a priority order (significance) 
for key drivers and barriers and as a sub task to comment on any significant scope for action (i.e. to 
resolve barriers or support drivers). The task was completed and summary outcomes are outlined below. 


Leading Drivers for organisational action on GHGs


The table below summarises the leading drivers identified by practitioners in the workshops. 
The outcomes are listed in priority order from the top (reflecting frequency of occurrence and 
also consensus response via group discussion)


Through the workshops, a number of broad consensus points were reached as follows:   
- Although the above order is acknowledged, there will be some important differences between individual  
 organisations (e.g. in smaller businesses a supply chain requirement can be critical, for a major corporate  
 the reputational concern could be paramount).
- For some situations where significant progress is being achieved, there may be a number of connected  
 drivers at play. In this context, the organisation may for example be both complying with legislation,   
 reducing its annual costs and also winning new work (so that the strategic approach on carbon reduction  
 making a number of business critical contributions). 
- Although the above ‘dynamic situation’ can arise it is infrequent and for most a very long way off.  In   
 securing progress by the organisation a single business critical driver is usually required.
- New legislation or mandatory requirements are recognised as the foremost significant driver and with   
 most potential impact to generate progress on a wide front. Other drivers are contributory, but only   
 mandatory requirements are viewed as offering the potential for any significant step change in activity.


Barriers to progress


A short group exercise was also undertaken on the organisational barriers to progress (summarised below). 
The first 8 barriers were consistently mentioned in all groups.  


1. Lack of finance / resources / access to capital
2. Issues over senior management or board ‘buy in’
3. Apathy and other competing priorities
4. Gaps in skills, awareness and expertise
5. Perceived complexity / scale of task
6. Data access/ quality / lack of data
7. Lack of commercial pressure
8. Lack of supplier co-operation
9. Lack of a strong enough business case


RANKED 
ORDER


TYPES / CATEGORY SPECIFIC EXAMPLES STATED


1 Legislation
EU ETS / forthcoming CRC / Climate Change Act – mandatory 
reporting requirement


2 Cost savings for organisation Ongoing efficiency savings / reduced bottom line 


3 Requirements of others
Supply chain and clients / investors and funding bodies / parent 
companies / others (e.g. audit commission)


4 Competitive edge Tender applications / bids


5 Reputational issues 
Corporate Social Responsibility (CSR), organisational image, 
expectations of stakeholders (staff / customers)


6 ‘Other’ issues Various  
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10. Culture / behaviour change
11. Lengthy pay back periods 
12. Perception of too many standards
13. Need for better guidance
14. Specific business complexities (e.g. reporting difficulties from landlord/tenant arrangements


From the workshop discussions and feedback sessions it is clear that;
- A number of barriers (1-8 above) are frequently mentioned and appear to be leading/most significant.  
- There is some consensus that barriers will act together to limit progress.


Practitioner experience has demonstrated a critical relationship between drivers and barriers.  As an 
example, the leading 5 drivers identified, can all potentially be influential upon barriers 2, 3, 7 and 9 in the 
above list. Further work on these ‘connections’ may be useful in future exercises.


The above exercises have been useful to further understand the dynamics and connections that exist as well 
as the importance of key drivers and barriers as follows;


- Key (critical) business drivers will often be the pressures that oblige or require an organisation to   
 respond. Legislation and mandatory requirements are foremost in this context and stand significantly   
 ahead of other drivers.  For some organisations a supply chain/client requirement can also be significant.  
 Connections between drivers can be important and can significantly influence (contribute to) the rate of  
 progress. The primary driver however is usually a mandatory or similar ‘requirement’.


- Following a decision to manage / report on GHGs there are a number of barriers that can be significant  
 (either individually or more usually in combination). The situation can be complex and vary between   
 organisations. There appears to be eight leading barriers to progress.


EXERCISE 2


In groups, plot out your organisations methods for addressing carbon / GHGs against the IEMA GHG 
management hierarchy


The GHG management hierarchy has been compiled by IEMA as a planning and conceptual tool to assist 
practitioners and organizations when developing strategic approaches on carbon and GHG reduction.
The hierarchy and its associated rationale was discussed with the working groups (commencing with 
avoidance, working through reduction and substitution measures and culminating with compensation).  
Following this the above task was described as follows.  


Groups were asked to work corroboratively with colleagues and to populate a blank A3 copy of the GHG 
management hierarchy. They were asked to try and complete the exercise as much as possible from their 
own experience (although GHG survey outcomes were available if groups wished to use these). 


In completing the task groups were also asked to consider; which methods achieve largest impacts and any 
situations where the hierarchy might not fit. Further, they were also requested to consider why of how 
organisations might compensate along with how the hierarchy should be used - for example should it 
always be strictly sequential, or instead used as a guide to assist focus and planning?


The outcomes from this exercise have been collated and used to produce an overview planner of 
practitioner awareness on GHG management measures plotted against the GHG management hierarchy 
(overleaf ). The vertical axis represents how frequently measures are identified. The GHG management 
hierarchy is spread along the horizontal axis (from avoid through to compensate). Where an action or 
measure spreads over from one hierarchy level to another (e.g. from reduction to substitution) this is a 
direct reflection on the outcomes from the exercise. To provide an example most respondents indicated 
Combined Heat and Power (CHP) as a reduction measure but for some others it was seen as substitution 
(primarily as a fuel switch measure).
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NOTE - In the above mapping exercise, frequency relates to practitioner awareness of GHG management 
measures and has not been cross referenced to GHG survey information. 


EXERCISE 3


This exercise involved groups responding to the following tasks:


- In groups, discuss and indicate your views on the value of GHG reporting? 
- If GHG reporting becomes a mandatory requirement then how far or how fast should it be    
 implemented (everyone? size threshold? extent of reporting?)
- Discuss and identify any significant reporting issues/ problems that you have encountered? 
 (general or specific)
- Identify any potential proposals/improvements


3.1 – Value of GHG reporting


The working groups identified a number of areas where GHG reporting adds value to the organisation and 
makes an important contribution to the carbon/GHG reduction strategy.  The most frequently mentioned 
points were as follows (note some overlap):


1. Reporting is important to ensure the ‘measure to manage’ process is communicated to decision makers  
 and stakeholders. It helps to inform (prioritise) on areas for improvement and also on the scale of the   
 opportunity / challenge. 
2. Reporting provides essential visibility both internally (e.g. staff, departments and the Board) and   
 externally (customers, clients, investors and other stakeholders).  It therefore helps to build and sustain  
 the process of carbon and GHG management and to avoid progress being lost.
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3. Reporting is valuable as it keeps senior staff and the board informed of progress (essential link to   
 decision making).  
4. Reporting provides a mechanism for benchmarking both externally (between organisations) and   
 internally (between business units and over time).
5. Reporting helps the organisation to improve and build a robust and effective process over time (e.g.   
 helps to identify and address information gaps).


A number of further ‘reporting benefits’ were also outlined. These are set out below and again there are 
some overlaps and connections with the above primary points:


- Reporting enables target setting and monitoring of progress
- It leads to cost and resource savings 
- It leads to GHG reduction and resource efficiency
- It enables the organisation to address supply chain pressures
- It is the easiest way to link finance with carbon
- Reporting helps to engage the finance director and others (i.e. as a well understood / 
 accepted ‘business language’ or process)
- It helps the organisation to demonstrate commitment
- It can assist in influencing Government (and other parties)
- It helps to highlight inefficient areas
- It supports culture change within the organisation
- It compliments and supports CSR or sustainability processes
- It demonstrates legal and wider compliance
- It informs public disclosure
- It can lead to innovation (consequence of the need to demonstrate progress)
- It helps to build ownership of the carbon reduction challenge


The extensive responses indicated a range of benefits for practitioners and their respective organisations. 
In summary, carbon or GHG reporting (either on its own or within a wider process) is valued for its 
contribution in building board support, enabling target setting and helping to ensure that progress in year 
1 does not disappear (continuous improvement over time).  In these and other ways, reporting appears to 
play a very important role in contributing to on-going progress over both the short and long terms.  


3.2 Mandatory reporting – how far / how fast?


If GHG reporting becomes a mandatory requirement then how far or how fast should it be implemented?


Strong support exists for mandatory reporting, but there is also some concern on the potential impact 
and response difficulties from too ‘speedy’ an introduction. The key outcomes from these work group 
discussions are summarised below: 


• Mandatory reporting should be implemented but the scale and/or pace of introduction will need to be  
 phased (or staggered).  
• Implementation could be phased with regard to the scope (extent) of reporting and potentially also the  
 size of company. 
• It was acknowledged that although smaller businesses may struggle on reporting certain scope 3 aspects,  
 as a rule the reporting complexity reduces in line with reduced scale of the business. 
• Many practitioners believed that if the extent of mandatory reporting was initially limited (to GHG   
 scopes 1+2) then all businesses of reasonable size (SME and above) should be able to respond. 
• As a further (or alternative) suggestion, it may be possible for mandatory reporting to be introduced   
 through an introductory phase of internal reporting (preparing for public reporting from a set date)


A number of specific points were also raised (some differing / many complimentary).  
These are listed below in order: 


- Stagger and phase in implementation (by either scope or company size)
- SMEs and others may find full reporting difficult (e.g. if scope 3 is required)
- Introduce to all but only require scopes 1+2 in first phase
- Apply to all businesses at SME / above but initially limit compulsory requirements to just scopes 1+2   
 (possibly with business travel included)
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- Standardised format required (use Defra / DECC 2009 guidance)
- Publish league tables (make publicly available)
- Provide simplified easy guidance and template
  (e.g. in line with Defra 2009 guidance for organisations on GHG reporting)
- Difficulties may exist for businesses in multi-occupancy buildings
- Role out approach to larger companies only in first phase (PLCs)
- Clear guidance / instruction required on level of audit / verification 
 (potentially linked to a size threshold?)
- Investigate if process can be incorporated within other required company reporting


3.3) Reporting Issues and problems 


Discuss and identify any significant reporting issues/ problems that you have encountered? 
(general or specific)


A number of issues were raised in this discussion by Practitioners.  Issues raised were often very specific 
to defined situations within an individual business or organization.  However, some stood out and were 
frequently raised as ‘general issues’ e.g:


1. Lack of a consistent standard.  Although recognizing the need for specific guidance in specialist areas,   
 many expressed concern that there is confusion and that no single standard method (or tool) is   
 consistently used for organisational GHG reporting.  It was however acknowledged that the Defra 2009  
 guidance has potential to become a reporting norm. 
2. A group of specific issues were raised around data quality, data availability and validation
3. A number of concerns were raised in connection with conversion factors 


Further issues that were also raised included: 


- Difficulties with organisational boundaries and the extent of the GHG footprint 
 (e.g. in PFI or other complex ‘ownership’ situations)
- Benchmarking comparisons can be unrealistic
- Inconsistent auditing / verification 
- Some concerns over usefulness of reported data
- Difficulties with scope 3 (can be very challenging)
- Time and resource implications
- Complexity of data and reporting
- Conflicting scheme requirements (e.g CRC and HEFCE)
- Difference in approaches and requirements between countries


3.4) Proposals and improvements


Many of the proposals and improvements suggested by working groups, mirror the issues already identified.  
Broadly the proposals fall in two groups as follows;


Frequently proposed improvements:


- Make reporting mandatory
- Clarity on guidance and a reporting norm (definitive)
- Standardise schemes and standards as much as possible
- Link more closely to ISO14001 (i.e. guidance on use of 14001 for GHG reporting)   
- Simplify guidance and reporting for SMEs
- Improve internal audit on GHGs and sustainable development
- Further improvement of conversion factors (reduce any confusion)
- Sector specific guidance and benchmarks (via trade bodies)
- Confirmation and increased awareness on official sources and conversion factors
- Improved billing procedures by energy companies – e.g. providing CO2 (e)
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Other mentioned proposals:


- National awareness campaign
- Financial support e.g. tax relief
- Energy supply companies to support SMEs with reporting
- Mainstream GHG reporting into general company reporting 
- Sub metering and AMRs
- Influence the direction of international standards (to improve consistency)
- Quality of training needs to be improved
- Build knowledge and skills
- Government to support knowledge and skills
- Roll out mandatory reporting to large companies first
- Develop a step by step approach to CRC and reporting
- Public sector to lead by example


APPENDIX 3


Acronyms, Abbreviations and Terms


AD    Anaerobic Digestion
BRE  Building Research Establishment
BREEAM   Environmental Assessment Method
BSI    British Standards Institution
CCL    Climate Change Levy
CDM   Clean Development Mechanism
CDP   Carbon Disclosure Project
CHP   Combined Heat and Power
CO2    Carbon Dioxide
CO2e   Carbon Dioxide equivalent
CRC    CRC Energy Efficiency Scheme (Carbon Reduction Commitment)
CSR    Corporate Social Responsibility
DECC    Department for Energy and Climate Change
DEFRA    Department for Environment, Food and Rural Affairs
EFW    Energy From Waste
EIA    Environmental Impact Assessment
EMAS    Eco-Management and Audit Scheme
EMS    Environmental Management System
EU ETS    European Union Emissions Trading Scheme
GDP    Gross Domestic Product
GHG’s    Greenhouse Gases
HEFCE    Higher Education Funding Council for England
IPPC    Integrated Pollution Prevention and Control 
ISO    International Organisation for Standardisation
LAAs    Local Area Agreements
LULUCF   Land Use, Land Use Change and Forestry
PAS    Publicly Available Specification
Pro Bono Professional work undertaken voluntarily 
SEA    Strategic Environmental Assessment
SDiG    Sustainable Development in Government
SMEs    Small and Medium Sized Enterprises
UKCIP    United Kingdom Climate Impacts Programme
UN    United Nations
UNFCCC   United Nations Framework Convention on Climate Change
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Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name: James Brock, Executive Director 
 
Organisation (if applicable): Addison 
 
Address: 2 Cathedral Street, London SE1 9DE  
 
Email:  
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
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1 Victoria Street 
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Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
√ Other (e.g. consultant or private individual)  
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Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant information on 
the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
Based on our extensive experience working with preparers of annual reports:   
 
(i) Forward-looking strategy 
Most companies attempt to communicate their strategy, although companies often 
confuse strategies (the means by which you intend to achieve your objectives) – with 
the objectives themselves.   
 
(ii) Principal risks and opportunities 
Most companies struggle to provide useful and relevant information on their 
principal risks and opportunities.  There are three regulatory influences on UK risk 
reporting:  ASB guidance (explaining the requirements of the EU Accounts 
Modernisation Directive regarding risk reporting) IFRS7 (which requires an analysis 
of the risks inherent in financial instruments) and – for companies who qualify as a 
Foreign Private Issuer in the eyes of the Securities and Exchange Commission (SEC) 
in the US, SEC guidance on risk reporting.  As a result, few companies are willing or 
able to properly identify which risks are principal, to provide any context for those 
risks or to give any meaningful information on how risks are mitigated. 
 
Please see our web report www.addison.co.uk/riskybusiness for more information. 
 
 
 
Question 2: What are the constraints on companies providing information on 
these issues? 
 
Comments 
The greatest block to effective narrative disclosure comes from the growing 
development of a compliance-only mindset in companies.  The more legal 
requirements are placed on companies, the more the company will take a legal 
mindset when considering how to comply.   Placing more regulatory requirements 
on companies’ narrative reporting, particularly in terms of their social and 
environmental obligations, will only increase the tendency for companies to restrict 
their disclosure only to what is required of them.   
 
 
Question 3: Does the information provided reflect the issues discussed by the 
directors in board meetings?  
 
Comments 
We are not in a position to answer this question. 
 


 
Question 4: Does the information help shareholders to press directors on key 
issues relating to strategy and risk, or inform their business decisions?  
 
Comments 



http://www.addison.co.uk/riskybusiness
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We are not in a position to answer this question specifically as shareholders, but we 
believe that shareholders already have numerous opportunities to press directors on 
key issues, or inform their business decisions, outside of the annual report.  Instead, 
shareholders gain most of this information from quarterly, interim and annual results 
presentations, as well as frequent investor presentations and meetings with 
management. 
  
 
Question 5: If a company does not provide sufficient or material information to 
you, do you challenge it? Is there anything which could help you to do so?   
 
Comments 
We are not in a position to answer this question as a shareholder, however we do 
challenge the companies we work with to include all material information. Similarly, 
opportunities do exist for shareholders to challenge the effectiveness of information 
provided – please see our answer to question 4. 
 
   
 
Question 6: What other sources of company information do you use and how 
valuable are they (e.g. information provided on the website, analysts’ briefings, 
dialogue with the company, corporate social responsibility report)? 
 
Comments 
We are not in a position to answer this question as a shareholder.  However, as an 
organisation that occupies a leading role in advising companies on corporate 
reporting, we believe that all sources of company information have value, and that it is 
not possible to form an accurate view on the performance, position and prospects of 
an organisation from the annual report alone. 
 
Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
In our view it would be helpful to remove the final paragraph in Section 417 (5), 
which states: 
  ‘If the review does not contain information of each kind mentioned in paragraphs 
(b) (i), (ii) and (iii) and (c) (environmental matters, employees and social and 
community matters), it must state which of those kinds of information it does not 
contain.’  
 
Requiring companies to ‘disclose what they have not disclosed’ is fussy and 
unnecessary.  In our view this encourages reporting for reporting’s sake, rather than 
because there is something important to communicate.  


 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
We believe that each company is different and it is for them to decide how to present 
the information.  It is important that all current or proposed narrative regulation 
allows for this flexibility. 
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Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of an 
OFR and if so what would they be? In particular, would a statutory reporting 
standard help to improve the quality of reporting?   
 
Comments 
We are confused about the references to ‘an’ OFR.  We are only aware of one OFR, 
which the ASB currently provides as a statement of best practice. 
 
We do not think that the reinstatement of this - either in its entirety or certain elements 
of it - as a mandatory requirement is necessary or helpful. 
 
If an alternative OFR is being considered, we would need to know its proposed 
content and regulatory status before we could comment further. 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
In our view:  
 
 A discussion of trends and factors is important information as context for 


understanding the rest of the annual report  
 


 As noted in the answer to question 7, environment, employee, social and 
community matters should be reported only when they are material to a company 
– it is not practical or desirable for companies to have report on every one of these 
aspects 


 
 We do not believe that there are any key issues which are missing from the 


business review provisions 
 
 
 
 
 







 5


Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
 
Best practice examples can be helpful, as long as they are not seen as a template for 
all companies to follow. We do not support the development of sample Key 
Performance Indicators as these can often end up being seen as required KPIs. 
 
 


 
 
Question 12: Should there be a shareholder’s advisory vote on the Business 
Review? 
 
Comments 
No. The recent changes to the UK Corporate Governance Code, whereby it is 
recommended that the directors of FTSE 350 companies should be subject to annual 
re-election, should introduce sufficient accountability. 


 
 
Question 13: Are there non-regulatory solutions to increasing quality through 
better guidance or publicising excellence in business reports? If so, what? 
 
Comments 
Yes, there are non-regulatory solutions to increasing the quality of narrative 
reporting. In particular the work undertaken by organisations such as ourselves, for 
example our Risky Business publication mentioned in answer to Question 1, 
champions high quality narrative reporting. 
(Please see www.addison.co.uk/riskybusiness for more information) 
 
We would not support the convening of an expert panel to rank company 
performance as suggested in paragraph 30 of the consultation document. There are 
numerous existing rankings and awards programmes that identify and champion best 
practice. 
 
 
Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and usable 
information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how these 


relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 



http://www.addison.co.uk/riskybusiness
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Comments 
Best practice remuneration reports will already contain the information set out 
above.  However, remuneration reporting is another area where we experience 
significant involvement from the lawyers, who adopt more of a compliance mindset 
then seeking to communicate. 
 
 


 
Costs 
  
Question 15:  
If you can provide any information on costs associated either with the existing 
narrative reporting requirements eg preparing your business review or your 
views on potential costs and benefits in relation to any of the ideas in this 
consultation, please give details    
 
 
Comments 
Time and effort put into preparing an annual report are already significant. Adding 
further requirements will lead to an increase in costs as these are addressed, 
particularly in the first year. In addition we are concerned that any new requirements 
would lead to more of a compliance approach to reporting rather than seeking to 
communicate with users, which must be the primary objective.  
 
Additionally, the desirability of further regulations covering the annual report need to 
be seen in the context of the changing status of the document in digital corporate 
communications.  Please refer to our covering letter for more information. 
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Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
Not in all cases.  It is important that all companies recognise the impact 
they have on the environment, and the risks and opportunities this 
represents.  It is only through clear disclosure of this information in 
their statutory annual report and accounts that investors and the wider 
stakeholder community can make fully informed decisions. 
 
The high level results of our research into the environmental 
disclosures that may help inform this consultation are summarised 
below; 
 


- 67% of FTSE All-Share listed companies disclosing quantified 
information on one or more of the core environmental key 
performance indicators of carbon, water or waste in 2009-2010, an 
increase of 25% on our 2006-2007 survey 


- however, only 28% are disclosing this information in accordance 
with Government guidance, 


- focusing specifically on one of the most current issues, that of 
green house gas emissions and energy use, only 22% of 
companies in the FTSE All-Share index made a quantitative 
disclosure on this in line with Government guidance. 


 
 
 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
Environmental impacts represent increasing financially material risks 
for many companies.  Whilst there may be additional financial costs 
associated with measuring and reporting this information, evidence 
from both our own and others experiences indicates that the costs of 
active management and mitigation can be more than off-set by a 
reduction in the costs and risks associated with the impacts.   
 


 
 







Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
 
Comments 
No, not in all areas. 
 
From our pension funds’ experience, issues of concern to investors 
from an environmental, social and governance (ESG) perspective are 
often said to be discussed at board meetings and conveyed to investors 
via investor relations or at engagement meetings.  However these issues 
and discussions are rarely then referred to in annual reports and 
accounts, despite being financially material investor concerns. 
 
Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
No, too many companies are still not disclosing quantitative information 
on financially material environmental risks and opportunities. 
 
As previously described environmental impacts are becoming 
increasingly financially material.  As an example, the recently introduced 
CRC Energy Efficiency scheme places a financial cost on the carbon 
emissions associated with energy use for around 3,500 companies in 
the UK, this is in addition to those already within the scope of the EU 
emissions trading scheme.   
 
Whilst performance against this will be made public (via published 
league tables), other environmental impacts, including the cost of waste 
disposal and water usage are not, and represent increasing financial 
and reputational risks that shareholders and the wider stakeholder 
community need to be fully informed of.  Including this information in a 
company’s statutory annual report and accounts will provide 
shareholders and other stakeholders with a clear, single source of this 
information on which to make decisions. 
  
 
Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 







Yes.  We undertake an annual assessment of all our equity holdings 
which identify those companies with the highest environmental impact.  
This is cross-referenced against the level of disclosures made.  Where it 
is inadequate we use our pension fund managers to engage with the 
company in question on environmental issues to encourage them to 
consider their financial materiality. 
 


   
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
The financial analysis we undertake of company annual reports focuses 
on the annual report and accounts.  Whilst we welcome additional 
dialogue that other reports and briefings provide, it is important that key 
performance indicators, including environmental impacts, are published 
in statutory annual report and accounts.  


 
Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
No.  As investors we feel the information with which to gain an 
assessment of the company and key business risks is often inadequate.  
We feel any further simplification could reduce this further. 
  


 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
Yes, in order to ensure consistency and comparability we feel that 
companies should report against the latest Department for Environment 
Food and Rural Affairs (Defra) environmental KPIs. 







Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
Yes, we believe there would be value in reinstating elements of the OFR.  
 
In previous consultations and dialogue we have supported the 
introduction of a mandatory OFR.  We support the spirit of ‘disclose or 
explain’ on environmental impacts that was part of the original OFR 
regulation. 
 
We believe that all directors should have a statutory ‘duty of care’ 
toward the environment as they do for employees and customers.  This 
should include the publication of disclosures that present past trends 
and also be forward-looking, supported by quantitative data.   
 
We would welcome the reinstatement of the original audit requirement 
of the OFR.  This would ensure that there is an independent assessment 
of the judgement of information that has been included under the 
“extent necessary” criteria.  This should include consistency checks 
with other information within the report and  published elsewhere, e.g. 
peer group performance on incidents, accidents or prosecutions.   
 
Whilst we appreciate the concerns of the audit profession with regard to 
auditing sections of narrative reporting, we believe that this is critical in 
providing the rigour and assurance necessary, particularly with regard 
to environmental impacts.  Working with the Institute of Chartered 
Accountants we produced guidance to support the work of auditors in 
this area. 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 







ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
Yes the information is useful, we use it to inform the management of our 
pension fund.  However, we still believe that too few companies are 
disclosing information on materially financial environmental risks and 
opportunities. 
 
Please see our response to Q1 showing the current levels of disclosure 
on environmental matters made by companies listed on the FTSE All-
Share index and our answer to Q9 with regard to audit and assurance. 
 
 
Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
Yes, it would be of value to sign-post companies to relevant guidance 
on reporting environmental impacts.  We welcome the work currently 
being undertaken by the Department for Food, Environment & Rural 
Affairs to update their existing guidance on environmental key 
performance indicators for business.  We would welcome wider 
promotion and dissemination of both the existing guidance and 
following the update to help companies identify their significant 
environmental impacts. 
 
 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
Yes we believe this would be useful.  It would provide shareholders and 
analysts with the opportunity to question the board on the principal 
risks and opportunities highlighted in the business review or lack of, 
including those associated with ESG issues. 
 


 
 
Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 







 
Comments 
Whilst we welcome the Government’s voluntary reporting guidance, our 
analysis of the environmental disclosures of the FTSE All-Share shows 
that only 28% of companies are following current guidance.  So we 
question if non-regulatory solutions provide a level playing field of key 
information for investors. 
 
We welcome voluntary initiatives that support narrative reporting on 
environmental issues for example through the use of environmental 
management systems or statements indicating compliance with 
legislative requirements. 
 
 







Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how 


these relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
 
Comments 
We think that Directors pay should also be linked to the delivery of 
quantified environmental targets. 
 
 
 
 


 
Costs 
  
Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details    
 
 
Comments 
We estimate it costs us <£10k to produce our own business review in 
our annual report and accounts. 
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How Analysts View Marketing
An IPA Study of City Opinion


Promoting the real and perceived value of IPA agencies







Foreword


This Populus research amongst 50 leading City analysts has confirmed the IPA’s hypothesis that there is
a lack of connection in their minds between marketing and advertising activity on the one hand and
the creation of intangible asset value for shareholders on the other.


Given that authoritative sources (and the recent purchase of Gillette by P&G), show that intangibles in
some companies account for some 70 per cent of all shareholder value, isn’t it time this vital connection
was made?


We see a major opportunity for those City analysts who grasp the mechanism by which marketing
recruits, satisfies and retains customers to secure the current and future cash flows of the company, and
then are in a position to judge how well one company in a sector does it as opposed to another.


In this context we welcome the new Operating and Financial Review, look forward to playing our part
in demystifying the world of non-financial reporting, and relish the opportunity to show how IPA
agencies help their clients create ‘customer capital’, the mainspring of shareholder value.


Meanwhile we hope you find the following research findings of interest and we would welcome your
questions or feedback.


Hamish Pringle
Director General
Institute of Practitioners in Advertising
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General overview


The research revealed two distinct types of analyst:


• Those who only consider the financial aspects of the industry and use numerical information 
provided by the companies they track.


• Those who appear to take a more active interest in the non-financial aspects of the industry and 
actively search for extra relevant data from external sources.


Those analysts who referred only to financial sources frequently did not express an interest in
marketing or its relevance to the companies. Although its impact on sales was obviously appreciated,
these analysts felt this was expressed quite simply through profit trends. They understood that brands
were important to the companies tracked; however, unless they appeared on the balance sheets they
were not taken into consideration in their analyses.


Analysts taking this view also implied that there would, in any case, be no objective or scientific way of
measuring the impact of marketing, other than ‘hard numbers on the balance sheet’.


Those analysts who considered non-financial measures to be of importance frequently expressed an
interest in the marketing strategies of their companies, holding views – both positive and negative –
about their marketing activities, with sales figures being the most common benchmark.


Many of the analysts who regarded non-financial measures – and marketing – as significant,
highlighted the fact that their views were based on what they could see and experience as a British
consumer, as opposed to a result of any hard data or analysis.
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Most of the responses offered about advertising and promotions (A&P) activity were considered to be
educated guesses: as the analysts generally reported that they do not receive breakdowns on A&P
spend and frequently did not have any real access to reliable, comparable sources of information on
A&P activity. Many felt that greater breakdown of A&P spend would be very useful and could be used
in analyses and forecasts for future performance.


Almost all analysts felt that they did not have enough real understanding or knowledge of marketing
issues to be able to express truly informed views. Most do want more information if it is available – and
supplied – though few felt confident enough about marketing to have a strong view about the type of
information that would be useful.


‘Information deficit’ sums up the opinion of the vast majority of analysts interviewed across sectors
when it comes to tracking A&P activity. Only a very small number out of the 50 analysts that took part
in the survey receive detailed information on marketing spend. In some cases this information is
provided by the companies they track (although it is usually only the US-based companies that give
A&P activity in any detail) and in others is provided at great cost by the companies they work for.
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Findings in detail
The relative importance of intangible assets
About a third of all the analysts interviewed thought that the importance of intangible assets to their
sector was growing – eight times the number who felt that the importance of intangible assets was
declining.


Thirty per cent of analysts used words and phrases such as ‘highly important’, ‘enormous’ and ‘one of
the most important things’ to describe the relative importance of intangible assets to them, in terms of
the market value of the companies they track. A further 25 per cent or so used words and phrases such
as ‘relatively’ or ‘quite important’ to describe the importance of the intangible assets.


Eight of the 50 analysts interviewed regarded intangible assets as important, but did not actually
evaluate them, using phrases such as ‘they are obviously important, but they don’t translate into
numbers’.


‘‘Highly important – intangibles major item on the balance sheets. AG Barrs doesn’t have much in
the way of intangibles on the balance sheet, if a company wanted to acquire Barrs they would have
to pay a significant amount of good will for the company.’’


‘‘I don’t think about it, not directly as such. Obviously they are quite important, if they have the
value in the brand, but I don’t actually think about translating them into actual value.’’
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The relative importance of brand assets
Many analysts thought that, although a brand itself is important, it cannot be properly measured from
a financial perspective and therefore cannot or should not appear on the balance sheet. 


Only just over half of analysts interviewed were able – or willing – to put a percentage estimate on the
relative importance of brand assets within intangible assets and the answers averaged at 52 per cent.


About 40 per cent said that the relative importance of brands was growing, and none of the analysts
thought that brands were declining in importance.


Some of the analysts felt there are identifiable differences within the market they cover and implied
that the importance of brands depends on the nature of the product the company is pushing.


This was most evident in the automotive sector, where analysts suggested that a split existed between
‘premium cars’ and ‘mass market cars’. Examples given to illustrate this point included BMW, Mercedes
and Honda – felt to be companies that advertise their brand – while Renault and Peugeot were
regarded as ‘marketing models not brands’.


‘‘Brand is growing in importance – where there are demonstrable brand assets invested in over the
years – they carry quite significant value, playing an increasingly valuable role.’’


‘‘Brand assets are fairly important, a brand that is properly communicated to the consumer and
stands for tangible benefits or that has intangible benefits that they are able to associate with the
product, is very important. It will continue to be so, going forward.’’


‘‘When discussing intangible assets, brand is the main thing that springs to mind. In the automotive
industry brand is very, very important – especially as the world is becoming more and more
aspirational. Where the brand is placed on the aspirational level is paramount. People now upgrade
the brand rather than the product – therefore where your brand is perceived is in many ways more
important than the product.’’


‘‘For spirits, companies brand assets are 100% important, it is the only thing they have, at the end of
the day nobody really knows the difference between one vodka or another – it’s all rocket fuel really!’’
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Sector differences: intangible assets


FMCG 
All recognise that intangible assets are highly important, but the FMCG analysts are divided about
whether they should be included on the balance sheet.


Automotive
Almost all analysts consider intangible assets to be growing in importance. Brand was often mentioned
as being tremendously important with one analyst citing the example of Ford buying Jaguar’s
intangible assets at a cost of $1.42 billion. However, many analysts stated that the importance of brand
assets depends on whether the company belonged to the mass or premium car market; for example,
brand is much more important to BMW than to Vauxhall. Only one analyst considers intangibles to be
of no importance as ‘there is no such thing in financial terms’.


Telecoms 
Almost all analysts in this sector mentioned licences as hugely significant and most consider intangible
assets to be a big issue and see it as growing in importance. Only two analysts do not see them as at all
important as there is no cash flow involved.


Financial Services
Almost all analysts in this sector consider intangible assets as very important – especially brand assets.
Two or three analysts argued that it is a waste of time considering these as they only track the ‘financial
aspects’ of a company. However, all analysts see the difficulty of measuring intangible assets as a
problem.


Alcohol
Intangible assets are considered by all analysts to be ‘crucial’, as the industry is all ‘about distributing
and marketing’.
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Sector differences: brand assets 


FMCG
All except one analyst recognise the importance of brand assets, calling them ‘crucial’ and ‘playing an
increasingly valuable role’. A couple of analysts thought them difficult to measure scientifically and
therefore are wary of them being included on the balance sheet.


Automotive
Almost all analysts consider brand assets very important, especially in the automotive market. These
analysts all think brand assets are growing in importance and quote them as being particularly
important for the aspirational aspect of purchasing a car.


Telecoms
All the analysts interviewed in this sector consider brand assets as very important and most think they
are growing in importance, recognising that the brand has an influence on everything, including
customers and networking the product. Many think that they are getting to a stage in the industry
where there is a wider variety of products and how you offer them will become very important.


Financial Services
Those who previously did not consider intangible assets as important recognise the importance of
brand assets. However, two analysts said that they do not consider the companies they track to have a
‘brand’, (much to the annoyance of the companies themselves). Almost all analysts mentioned the
difficulty of measuring brand value, but recognise its importance, which they see neither as growing
nor diminishing.


Alcohol
There is recognition amongst all analysts that the companies they track are brand driven. Without
brands drinks companies especially are nothing. All these analysts consider brand assets to be growing
in importance.
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Attitudes to non–financial measures 
Analysts held quite different views on the significance of non-financial measures of performance, both
with regards to their importance when tracking a company and the measures regarded as particularly
significant. 


Only a few asserted that they had never referred to non-financial measures of performance, and that
they never would.


A fifth of analysts were not opposed in principle to the notion of using non-financial measurements,
but said that in practice they don’t generally do so. A further fifth suggested non-financial measures are
‘fairly important’ and something referred to from time to time.


More than a third of analysts regarded non-financial measures as either ‘significant’ (about 10 per cent)
or ‘very significant’ (about 25 per cent).  


In terms of what the significant non-financial measures are, the following were the main factors
mentioned:


• Market share, market growth, and market position came up frequently.
• Brand awareness, brand health, brand empathy were also considered very important by many.
• Management direction, management strategy and management quality were also considered to be 


highly significant non-financial measures by some.
• Customer satisfaction, sales performance, service performance, distribution and customer churn 


were mentioned by a few.
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For those who did not regard non-financials as important, a majority appreciated that customer
satisfaction, for example, was crucial to the success of the companies they track, but viewed it as both a
subjective and unquantifiable measure and one that is not taken into consideration when analysing the
performance and prospects of the companies tracked.


“They are becoming a lot more important these days. In the mobile world – we always thought that
the mobile would be a commodity, yet it is now apparent (based on the likes of mm02) that brand
power now means there can be winners or losers within that commoditised product. The importance
of non-financial measures has been growing, but they are certainly not being used widely yet, in
terms of valuation tools.”


“Non-financial measures are very important but not central to the valuations of the companies we
track as analysts – but nonetheless still very important. It’s all part and parcel of the strength of the
brand as a whole.”
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Sector differences: non-financial measures


FMCG
All FMCG analysts interviewed consider non-financial measures important, quoting getting customer
perception and awareness right as key factors for a company to go forward. A very large range of
measures are regarded as significant: quality of management, market share, market growth, level of
innovation, geographic spread, brand awareness, purchase intent and customer satisfaction. A couple
of analysts said that some of these translate into the financials; however, most see them as hard to
measure and difficult to get information on. It is clear that, when given the information, these analysts
take a very broad view in their analyses.


Automotive
Most analysts in this sector consider non-financial measures to be quite important in terms of
predictions. Only two analysts do not consider them at all. Those who do consider them say that their
assessment is necessarily subjective as they are hard to measure, but still quoted a large range of things
that they consider: customer satisfaction, dealer satisfaction, market share, brand positioning,
consumer relationship, loyalty, management strategy and health of market. One analyst said that the
automotive industry is obsessed with non-financial measures, claiming that they judge themselves on
them more than financial returns.


Telecoms
Every analyst interviewed in this sector recognises the importance of non-financials, but takes them
into account to varying degrees. They are considered to be important in order to see if the business
strategy is working, but are thought by some analysts to be hard to measure. They clearly recognise
that they are growing in importance as a few analysts spoke of some companies that are introducing
new non-financial measures, for example customer satisfaction, as performance indicators. The
following were quoted as being significant with every analyst naming at least one: customer
satisfaction, market share, brand empathy, customer churn, subscriber addition, management quality
or market assessment.


Financial Services
These analysts were divided in their opinion about the significance of non-financial measures.
Management performance and market position are seen by many to be important, but also as difficult
to measure. Other non-financial measures mentioned were: market share, risk management,
reputation and strategy.


Alcohol
Almost all analysts consider non-financial measures to be ‘very important’ or ‘crucial’. However, the
difficulty of getting hold of information and measuring it scientifically prevents them from doing much
research. A minority said that they only look at the financials, yet almost all of these analysts came up
with examples of non-financial measures that they regard as significant: market share, market category
growth, demographics, management perception, brand health, customer satisfaction, employee
satisfaction and goodwill.
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The significance of the new OFR
The analysts were asked in further detail about the Accounting Standards Board’s (ASB) new
Operating and Financial Review (OFR) guidelines, their awareness of them and the extent of
information available to them on the non-financial measures quoted in the OFR guidelines. The
perceptions of those interviewed varied quite widely and these variations do not appear to correspond
to sectoral divides.


Half said that there was a distinct lack of information available on the non-financial measures in the
OFR guidelines. Some felt the information was available, but that it would require time and effort to
dig it out. Analysts would prefer to receive it from the companies themselves and it was up to the
companies to ensure they had the information if it is regarded as significant.


Only about a fifth of those interviewed thought they currently received the sort of information which
the OFR guidelines call for:


“Not really enough, you can’t do much of an analysis as you only really get the companies point of
view. I would like to look more closely at these things – however only if I was happy with the
measure.”


“Yes, there isn’t enough in the annual report for someone who really wanted to find out what, for
instance, employee satisfaction was like in a company.’’


“I think there is a lot of information, but it lacks consistent clarity across players on brand strength
and market position; customer satisfaction, there isn’t enough put out about that.”







The perceived importance of marketing
Analysts were initially asked which companies they thought were most successful at achieving organic
growth.  Responses to this question were, of course, sector specific, and analysts frequently offered
more than one example. BMW was most-named overall, followed by SAB Miller, Legal & General and
Danone.


When then asked which companies were best at marketing, most struggled slightly, typically saying
that they ‘hadn’t thought about it before’ or that ‘it is not really something that comes up in analysis’.
There was less consensus about which companies were best at marketing than there was about which
were best at achieving organic growth. Diageo, Legal & General and 02 were most mentioned overall.


Analysts were then asked on a scale of 1 to 5 to rank the significance of marketing to the success of the
companies they tracked when it came to achieving organic growth (where 1 means very unimportant
indeed and 5 means very important indeed). None ranked marketing at the bottom of the scale in
significance to achieving organic growth. 


The great majority of responses were in the range between 2 and 5, with two analysts seeing marketing
as so significant that they ranked it off the scale at 6, and eight analysts, covering all five sectors,
perceiving marketing to be of widely varying significance for different companies within their sector
depending, for example, on whether they operated in a mature or emerging market.
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More than half used words such as ‘significant’, ‘important’, ‘large’, ‘huge’ or ‘key’ to describe the role of
marketing in a company’s success at achieving organic growth. 


“The stories of growth as I’m aware tend to be the marketing driven ones. Diageo is massively,
massively marketing-driven in terms of actually having advertising campaigns and in terms of 
really aligning a new product in development and innovation, with their perspective of what
innovation is.”


“Marketing plays quite a significant role. The majority of markets in the car industry are mature
markets such as North America, Western Europe and Japan. They are pretty static markets really,
you could double your marketing spend and might gain a small market share”


“Marketing plays a reasonable role. The insurance sector is an odd one as they don’t market to the
general public, they market to the intermediaries – the brokers. But it is still marketing, I would say
that it is all about marketing in the case of Legal & General.”


15







Sector differences: perceived importance of marketing


FMCG
All analysts in this sector consider marketing to play an important role in the companies they track,
using words such as ‘very important’, ‘key’ and ‘significant’. All bar one ranked the importance of
marketing in their success at either 4 or 5 out of 5, with one analyst giving it 6 out of 5. Many stated
that it is critical to know who your customer is in the FMCG sector.


Automotive
Again all ten automotive analysts see marketing as ‘important’ and ‘significant’ in the success of the
companies they track. Marketing’s ranking in importance averaged at about 4 with two people ranking
it at 2 out of 5. The analysts that gave marketing a low ranking carried their lack of interest in
marketing through the interview and did not give it much credence compared to financial factors.


Telecoms
Almost all analysts in this sector consider marketing to be ‘key’, ‘significant’ and to ‘play a huge role’ in
their companies, with only one responding that it is not massively important. The average ranking of
marketing’s importance was 4 to 5 with one analyst giving it 6 out of 5! There is a general recognition
that marketing is a more important consideration now than it was two years ago.


Financial Services
All bar one analyst see marketing as playing a ‘big role’ in the success of the companies they track, with
brand considered as especially important by some. Marketing’s rank in importance averaged at about 3
with answers at the top and bottom of the scale. Marketing is certainly not considered to be
insignificant, but the three analysts that ranked its importance at 2 were unresponsive to all questions
in the survey and only consider a company’s financial aspects.


Alcohol 
All analysts in this sector consider marketing to be crucial to the success of the companies they track,
with certain companies such as Diageo considered as ‘massively marketing driven’. The marketing
ranking averaged at 4 or 5, however this is considered to be in the packaged drinks industry rather
than in wine or beer. 


Analysts were asked whether they thought that marketing expenditure was a ‘big black hole’.  Some
analysts regarded this as a fairly widely held view, but felt that to say marketing expenditure represents
a ‘black hole’ was overstating the point. Those taking this view tended to think that there was a large
amount of waste in marketing expenditure, but not that all marketing expenditure is a waste, which is
what they understand the phrase to mean.
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Understanding of marketing expenditure
It became clear during this section of the discussion that many analysts were unsure about what would
be theoretically included under the heading of marketing expenditure.


Just under a third replied that it was entirely accurate to say that they think about marketing
expenditure precisely in terms of Advertising & Promotions (A&P) and nearly as many said this was
‘generally’ how they think of marketing expenditure.


About a quarter of those interviewed rejected the proposition and said that they do not only think of
marketing expenditure in terms of A&P, but take a ‘much broader view’.


When it came to which items analysts considered to be a part of marketing expenditure, this varied
between sectors. Those in the telecoms industry for example, regarded handset subsidies as a major
aspect of marketing expenditure; those in the financial services sector tracking insurance companies,
view broker commissions as a crucial part of marketing expenditure.


‘‘No – there is a lot more to it. A&P is the visual part aimed at the end consumer, there is an awful lot
of stuff about working with distributors and preparing the market – in a way A&P is just the tip of
the iceberg.’’
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Many put their lack of knowledge or nuanced understanding about marketing expenditure down to
what they perceived as the secrecy culture from companies about the disclosure of A&P figures, a
perception that reinforced the presumption that a lot of marketing spending is wasted.


• About a quarter of the analysts thought marketing expenditure was ‘a big black hole’.


• About a fifth of those interviewed regarded marketing expenditure as a ‘big black hole to some 
extent’, or as ‘a black hole, certainly, but not a big one’.


• Around a quarter of the analysts surveyed thought the phrase ‘black hole’ was overstating the 
problem – with this viewpoint typified by the comment that ‘it’s not a black hole, but there is 
some waste’.


• Only ten of the analysts were firmly of the view that marketing expenditure was not in any sense 
a ‘big black hole’.


“Generally, it’s something that isn’t broken out in great detail, or given consistently. There is an
element of companies hiding behind the fact that it is strategically sensitive. If you read the
advertising industry trade publications you can get an idea of who’s doing what at what time. But it
involves a lot of leg work.”


“I think that is how the market thinks about A&P, they do think it’s a black hole, I don’t think there
is enough in terms of understanding, in the market, on advertising editing, quality of promotion,
difference between paybacks on media advertising, versus promotions. That is very much
unexplored territory.”


“I don’t think it is a big black hole, clearly it is a very important process and part of what successful
companies with consumer brands must do. I don’t regard it as a waste of money – but as mentioned
earlier it is very hard to actually tell how successful a marketing campaign is, or what sort of
returns they are getting from a certain amount of marketing spend.”
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Advertising as an investment 
Analysts were asked to express their view of advertising by placing it on a scale between 1 and 10,
where 1 means that advertising is entirely a cost, and 10 means it is entirely an investment.  Responses
spanned the whole of that range, with as many analysts saying 1 out of 10 as 10 out of 10, and the
average for all the analysts surveyed being just in the top half of the scale, at 5.5 out of 10.


The following are some indicative verbatim quotes from the analysts interviewed:


“Principally an investment, this is a personal view – first and foremost, some people liken it to the
cost of doing business – in a sense they may say it’s a cost – but literally what people mean is – you
have to invest to exist.”


“It has a long-term effect, in the short run yes it can have an effect, but the key is the long-term
relationship with the consumer which has to be maintained through a background investment in
advertising.”


“It would differ within the sector.  Some analysts still perceive advertising and brand power as a lot
of rubbish.  A lot of analysts have been very negative towards mm02 in the last couple of years – as
they felt it wasn’t going to succeed.”


“It would be critical in any company I track. Marketing is critical in developing a strong brand and
selling that product and making people aware of that product.  So to assume that it is just a cost,
draws away from the whole purpose of it, which is an investment in growth and in your firm’s
product and selling it.”


“Very few capitalise these costs, so they wouldn’t be considered an investment even by the companies,
although maybe from a philosophical perspective it is, it depends what level of development the
company is at.  It would differ within the sector.”
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Sector differences:  Advertising as an investment


FMCG
The analysts’ answers average at about 5. Most gave the response of 5 or above and one analyst gave it 1
– entirely a cost. There was a clear feeling from most, however, that it is a necessary investment –
without which advertising companies would go down the pan.


Automotive
Again the opinions average at about 5 – not entirely a cost, nor entirely an investment. Almost all
analysts in this sector stated that it depends on the company and whether they are in a mature or
emerging market, where advertising is a cost for a new company and an investment for a well-
established company.


Telecoms
These analysts’ responses varied dramatically with some responding with 7 and 8 and others with 3.
Their answers average at about 5 and most qualified their responses with the fact that it differs within
the sector, depending on what you’re advertising. There is, however, a clear recognition among some
that the industry they track is becoming more brand driven and therefore A&P is more of an
investment.


Financial Services
Again, responses average at about 5, but two analysts value A&P at 10 – entirely an investment – with
one analyst saying: “If they didn’t advertise, they wouldn’t get any business”. Most qualified their
response by saying that whether it is an investment or a cost depends on the effectiveness of the
advertising, but most recognise A&P’s potential value and importance.


Alcohol
Responses average at about 4 or 5, with most seeing advertising as more of an investment and only one
ranking it at 1 – entirely a cost. Most said that it depends on the quality of the campaign: “If it’s great
and it builds brand equity over the next 3–5 years, then it’s an investment”.
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Further questions on A&P
The following questions reinforced the overwhelming consensus that there is simply not enough
information provided to analysts, even though it would be welcome.


Is there enough info on the break between advertising expenditure and promotions expenditure?


Eighty-one per cent suggested that there was not enough information on the break between advertising
expenditure and promotions expenditure.


‘‘Again it would be interesting to see more – companies should be more accountable on what they are
doing – including these breakdowns. Difficult to position companies on the data available – what’s
in the annual report and the press reports are often grossly inadequate.’’ 


‘‘No A&P figure, it is just lumped in with general cost; there is no breakdown. So I haven’t a clue
whether they are over spending or under spending. There is no data.’’


What is the critical difference in business impact between advertising and promotions? (IF ANY)


Few analysts were able to express distinct opinions on the difference in business impact between
advertising and promotions. They were, however, able to discuss the actual differences that they saw
between A&P, for example, “promotions as a sales tool” and “advertising is used to drive product or
brand awareness”.


Analysts from the Telecoms and Financial Services sectors were least aware of the differences between
A&P and a few asked for an example of a promotion relative to their sector. They thought of
promotions in terms of ‘2-for-1’ offers in supermarkets and considered handset subsidies or fixed
interest rates as a very important sales tool in their industry.


Twenty-five per cent of the analysts were unable to offer any suggestions relating to the difference in
impact between advertising and promotions, some implying that there is ‘no breakdown’ or ‘no sense of
difference’.


Only nine per cent were aware that a difference existed at all.


The analysts’ lack of understanding of the actual difference in business between advertising and
promotions may be a result of the fact that they do not have the A&P figures broken down and are
therefore unable to assess impacts individually.


‘‘I know they are separate and I know what they do, but the companies themselves rarely disclose
what the split is, nor have they communicated what the financial impact or even just the impact on
the brands are from doing either.’’
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Sector differences: advertising versus promotions


FMCG
Most analysts say that they see impact from both advertising and promotion, but most cannot pinpoint
the difference in business impact made by each one. Promotion is generally seen as more useful for
high street retailers. The analysts’ lack of knowledge is again considered by them to be a problem of
disclosure. Most expressed an interest to see more of a breakdown.


Automotive
Most see advertising as long-term brand building and therefore preferable to promotions, as the latter
are considered to destroy the brand. Again their lack of knowledge is attributed to the lack of
information available to them from the companies. Only two analysts ‘don’t care’.


Telecoms
Only a few analysts ventured to answer this question. There was some consensus that promotions are
more targeted and advertising more general, therefore promotions have more business impact. 


Most analysts do not have a clear idea of whether advertising or promotions is more profitable in the
short term and all analysts said that they simply do not have enough information to make a judgement.


Financial Services
Half of the analysts from this sector find it interesting and ventured guesses, saying that they see
advertising as long-term brand building and promotions as more profitable in the sort term. One
analyst cited Legal & General as a company that has doubled its market share through A&P. This
indicates the recognition by some of these analysts that A&P are important, but the lack of information
provided to them makes it impossible to go into further detail.


Alcohol
There was no one view that emerged from all the analysts when it comes to the difference in business
impact between advertising and promotions. One analyst sees any type of A&P spend getting ‘profit,
profit, profit’. Promotions are seen by all of them as more profitable in the short term. However, they
are also seen to impact negatively on the image of the brand. The lack of a unified response further
underlines that there is no information provided on this subject.
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Do you currently do analysis on A&P for the companies you track? Or is it not really 
a relevant factor?


Only about six per cent of analysts interviewed said that yes, they do track A&P, but only when it is
‘relevant’, ‘possible’ or ‘sometimes’.


Twenty-one per cent suggested that they do not do analysis on A&P based on the lack of quality
information available, using ‘lack of disclosure’, ‘no data’ or ‘data not good enough’.


‘‘No, because I can’t get the data. Unless there is advertising industry data. But there is nothing
specific given by the companies themselves.’’


‘‘Yes. I spend a lot of time looking to see how the A&P ratios are moving, and try to get some sort of
idea about where the A&P is being spent. And how they hope to get a return on investment.’’


Do you have regular reliable sources of info about A&P activity? Or is it an aspect of a business
that you pick up impressions about (as you work)? Or do you not really get any info about A&P
activity?


Only two per cent of analysts felt that sources of information on A&P activity were both regular and
reliable.’


‘‘It’s terribly difficult to get that sort of information. I can pick up impressions but only because I
know lots of people that work in the industry. There is actually an information deficit.’’


There is no evidence from this research that there is one sector in which the analysts receive more
information that the others and no pattern to suggest that one sector would like the information 
more than another.  Instead the results of the survey clearly show an overall consensus that, if this
information were to be provided in a concrete and comprehensible form from reliable and 
comparable sources, it would be most welcome, and indeed help in tracking the companies 
that these analysts work for.







Sector differences: data availability


FMCG
All except one of the analysts in the FMCG sector would like more information that is both regular and
consistent. At the moment they are heavily dependent on what the companies are prepared to tell them
which, in most cases, is very little.


Automotive
Half of these analysts get information and half do not. One analyst has a system that logs all
promotional activity by the manufacturers. However there is certainly a desire for more from almost all
of the analysts as some of the information that is received is not in great detail.


Telecoms
Almost all analysts in this sector said that they pick up impressions as none of the companies they
track disclose the information.  Some said they use information from companies such as Hays and
Haymarket, but this was the best they could get hold of.


Financial Services
Again, most of these analysts pick up impressions. One gets data, but it is only detailed enough to see
what the long-term trends are. The lack of disclosure from the companies was seen as the main reason
for their information deficit.


Alcohol
Only two of the analysts interviewed in the alcohol sector receive consistent data on the relative levels
of expenditure; however this information comes from the US not Europe. Most pick up impressions
and do some research of their own, but the lack of in-depth data received means that this research is
only skin-deep and often retrospective, “with no kind of here and now feel for what they (companies)
are doing”.
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Appendix
Research methodology


Participating analysts


Fifty City analysts were interviewed by telephone – ten analysts from each of the following sectors:
automotive, FMCG, telecommunications, alcohol, and financial services. 


Each interview lasted approximately 30 minutes and covered a range of questions about marketing,
advertising and promotions. 


The research was conducted through independent polling company Populus on behalf of the Institute
of Practitioners in Advertising in May–June 2005. 


Analysts were interviewed from the following companies:
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GLOBAL INSIGHT
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INFONETICS RESEARCH
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INVESTEC HENDERSON


INVESTEC SECURITIES


JP MORGAN


LEHMAN BROTHERS


MAN SECURITIES


MERRILL LYNCH


MINTEL


MORGAN STANLEY
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OTEGRA


REDBURN


SANFORD C. BERNSTEIN LIMITED


SPYDER AUTOMOTIVE


STANDARD & POORS


TEATHER AND GREENWOOD
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Discussion guide
ABOUT PERCEPTIONS OF MARKETING


1. Thinking about the sector that you track, which companies do you think are currently the most 
successful in achieving organic growth?


2. What role, if any, do you think that marketing plays in this success?


3. So which companies in your sector do you think are best at marketing?


4. In what way are they best at marketing?


5. What role do you think the marketing function has in this success?  Do you have any feeling of how 
they are perceived by senior management in these companies?


INTANGIBLE ASSETS


6. Thinking about the market value of the companies that you track, do you have a general view on the 
relative importance of intangible assets to your sector?  Is there a percentage estimate you could put 
on it? Is it growing or declining?


7. And, thinking about brand assets within intangible assets, again do you have a general view on the 
relative importance of brand assets within intangible assets in your sector?  Again is there a 
percentage estimate you could put against it?  Again, is it growing or declining?  What makes up 
the largest proportion of the remaining intangible assets as far as you are concerned?


8. How significant are non-financial measures in analysing the position and assessing the likely future 
performance of companies you track?


9. Which non-financial measures (if any) do you regard as significant for this assessment – and why?


10. The new OFR guidelines refer, among other non-financial measures, to brand strength, market 
position, customer satisfaction and employee satisfaction. Do you think enough information is 
currently provided about these things?


ADVERTISING VERSUS PROMOTIONS


11. In interviews with analysts we have reached the impression that the way analysts think about 
marketing expenditure is in terms of A&P.  Is this how you think about marketing expenditure? 
If not, how?


12. We also got the impression that expenditure on A&P was often felt to be a ‘big black hole’! Not 
explained or understood.  Is this how you feel about A&P?
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13. What do you see as being the critical difference in business impact between advertising 
and promotions?


14. There is a strong debate about whether advertising or promotions is more profitable in the 
short term.  Do you have a view either way? Can you give an example?


15. Would you say that the companies you track achieve more organic growth from advertising 
or from promotions?


16. Some analysts say that they regard expenditure on advertising as an investment and others say they 
regard it as a cost. Just so we can get a clear overall sense of what the consensus attitude is, could 
you give your view on that issue on a 10-point scale where 1 means advertising is entirely a cost and 
10 means that it is entirely an investment.


17. Could you say a bit more about why you take that view (about whether advertising is a cost or an 
investment)? Is it a general view or are some sectors different from others?


18. People in the advertising and marketing industries see a significant difference between brand-
building investment on the one-hand and short-term sales growth on the other.  From your point of 
view as an analyst is that a significant distinction?  Do you think enough information is available to 
enable you to evaluate the distinction for yourself?


EVALUATING ADVERTISING


19. Do you currently do any analysis of the A&P spending of the companies you track or has it not 
really been a relevant factor?


20. Do you have regular reliable sources of information about A&P activity, or is it one of those aspects 
of a business that you pick up impressions about in the course of your work, or do you not really get 
any information about A&P activity?


20a. (If yes at 17). 


21. Would you tell me what are the main sources of information you’d look to on A&P activity?


22. Do you discuss the quality of advertising communication with the companies you track?


23. Which, if any, of the following methods of analyst for evaluating A&P are you familiar with?  
Which do you use?


a) Share of voice versus share of market e) Increases in customer retention
b) Brand awareness f) Profitable share gain
c) Brand consideration g) Long-term brand potential
d) Increases in customer acquisition
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Further Reading
Intangibles: Management, Measurement and Reporting
Baruch Lev
Brookings Institution Press, Washington D.C.


Intangible assets: Values, Measures, and Risks
Edited by John Hand and Baruch Lev
Oxford University Press


Value Based Marketing
Peter Doyle
John Wiley and Sons 


Marketing Payback
Robert Shaw and David Merrick
FT Prentice Hall


Advertising Works And How: 
Winning communications strategies for business
Edited by Laurence Green
IPA/WARC


Advertising Works 13
Edited by Alison Hoad
IPA/WARC


www.customercapital.org
www.warc.com
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Institute of Chartered Accountants of Scotland 
CA House 
21 Haymarket Yards 
Edinburgh 
EH12 5BH 


For the attention of Karen Shaw 


30 July 2010 


Dear Ms Shaw 


Making Corporate Reports Readable 


Grant Thornton UK LLP welcomes the opportunity to comment on the discussion 
document Making corporate reports readable – time to cut to the chase.  


This document is a useful contribution to the debate about communication with users of 
annual reports. Grant Thornton agrees that corporate reports are unsatisfactory in their 
current form and supports the aim of encouraging directors to provide a clear picture of the 
business model and the expectations of the business going forward.  


We enclose for your reference a copy of our recent comment letter to the Financial Reporting 
Council (FRC) on their Louder than Words Discussion Paper, where we noted that the FRC 
Paper had acted as a focal point for concerns on complexity and general obfuscation in 
corporate reports. We also noted the potential scope for differential reporting, for example 
delivering to all users the basic information, with more detailed analysis (such as details of all 
share option awards, if that were required) made available outside the ‘primary’ document.  
We noted that developing a better focussed, more relevant form of Summary Financial 
Statements would be an appropriate starting point.  


In our opinion the example Short Form Report provided for Model Bank Group plc does 
leave a number of areas where a user would need more detail in order to understand what the 
group has done and its position going forward, especially in the area of uncertainties, for 
example in relation to goodwill impairment testing.  


The impression given is that the paper considers the point of view of a user of the accounts 
being a non-professional investor. However, in reality there are a number of different 
viewpoints which will need to be considered in the debate about communication and clutter 
in annual reports in order to give a level playing field in terms of the provision of information 
useful to professional analysts and others. 


Other aspects to the debate include use of the annual report for disclosure requirements 
which may not be appropriate, leading to clutter and cost, but also to time pressure and 
therefore a decrease in the quality of parts of the annual report which are justifiably time 
sensitive. There is also the risk of legal action against directors who speak freely in annual 
reports, which leads to boiler-plate disclosure with little useful information. These aspects are 
not considered in the paper. 
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We believe that a report such as the Short Form Report proposed could work, with the 
remaining information required by regulators filed separately in an accessible place. This 
would help the aim of improving communication, although it does not address the risk of 
legal action mentioned above and would not reduce the cost to the business of producing the 
information. In order to encourage use of this Report, there will need to be a cost benefit to 
preparers. 


The timing of publication of the Short Form Report also needs to be considered. In our view, 
this could be published as the preliminary announcement, although this would increase time 
pressure on directors at that time. 


Our view is that auditors should be enabled to provide some form of assurance on a report 
such as the Short Form Report, in order for users to feel more comfortable placing reliance 
on it. The form of any assurance report would need to be in place before companies are to 
move forward with the Short Form Report.  


A key question to address is how to obtain stakeholder buy-in.  A possible way to approach 
this is to bring together a working group of key institutional investors to see if a market-led 
solution could be developed rather than waiting for regulatory intervention. 


In summary, the Short Form Report might address some key issues relating to 
communication in an easy-to-understand manner, but the proposal leaves questions 
unanswered regarding how it would fit together with the need to provide all of the 
information that users require for their decisions.  Nevertheless, the Short Form Report has 
the potential to be a stepping stone towards achieving an improved reporting framework.   


Yours sincerely 


 
Steve Maslin 
Head of External Professional Affairs 
For Grant Thornton UK LLP 
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Tel: 020 7220 5019
Fax: 0845 0893440


19 October 2010


Ms Jane Leavens
Corporate Law & Governance Directorate
Department for Business, Innovation and Skills
1 Victoria Street
London SW1H OET


Dear Ms Leavens


BIS CONSULTATION ON THE FUTURE OF NARRATIVE REPORTING


I am writing to comment on the above consultation paper on behalf of Railpen Investments, the
investment monitoring arm of the Railways Pension Trustee Company Limited, the corporate
trustee of the UK railway pension funds with approximately £18 billion of assets under
management and 350,000 beneficiaries. As a major institutional investor, we have a long
standing interest in better corporate reporting and welcome this consultation.


We consider that reporting of relevant and material non-financial information is an essential
part of the disclosure required to enable shareowners and investors to make informed
investment decisions. Conventional financial reporting primarily describes what has already
occurred, for example, revenues, net earnings and depreciation of assets during a specified time
period. These are essential to understanding a company’s financial results and condition at a
point in time but the audited financial accounts on their own are retrospective and do not
provide sufficient qualitative and forward-looking information.


The so-called ‘value gap’ between more traditional financial accounting measures of value,
such as book value on the one hand and market capitalisation on the other, suggests a need to
go beyond conventional accounting. Non-financial business reporting can help to inform the
investment process by revealing in both quantitative and qualitative terms those drivers that
increasingly shape company performance. The existence of the ‘value gap’ suggests that
investors understand the potential importance of non-financial reporting in making investment
decisions. It follows that we consider that appropriate narrative reporting can help bridge the
gap.


Although the BIS consultation is specifically framed in the UK context, this issue has global
applicability and I would draw attention to the enclosed Statement and Guidance on Non
financial Business Reporting which I helped to draft and which was published by the
International Corporate Governance Network in December 2008 to help generate substantive
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dialogue between investors and company boards about the content and timing of non-financial
business reporting. The guidance sets out seven aspects of non-financial reporting but it is very
emphatically not about encouraging the wild proliferation of irrelevant unmanageable data. It is
more about encouraging companies to provide sufficient, timely and credible information with
a clear link to the company’s strategy.


We support the Government’s wish to see greater coherence in narrative reporting without
increasing the regulatory burden on business. We also share the view that although there have
been some improvements in the quality of narrative reporting since the introduction of the
business review requirements but there is still considerable room in our view for improvement,
notwithstanding some notable exceptions which demonstrate that effective reporting is a prize
that is not beyond our reach.


We hope that it will be possible to drive up the quality to the level of the best that genuinely
seek to be forward looking and to go beyond boilerplate reporting. We appreciate that
consultation seeks to address, at least in part, whether the OFR should be reinstated but given
that the current UK reporting regime has grown incrementally from a variety of sources, we
agree that it is appropriate to extend the scope to a fuller review of all aspects of narrative
reporting.


As we understand it, the substantive differences between the OFR and the enhanced Business
Review are not great and the main divergence was the higher duty on the external auditor to
report on whether the information in the OFR was consistent with the audited accounts and
whether the OFR was inconsistent with any other information that came to light during the
audit. As a result of the repeal of statutory OFR, the ASB’s Reporting Standard 1 was reissued
as Reporting Statement 1 (RS 1) as voluntary guidance. We consider that regardless of whether
the OFR is reinstated, it would be sensible for the ASB to review RS 1 to ensure that it is still
current.


We have some reservations about an overly prescriptive approach which could have
unintended consequences and result in more, rather than less, legalistic boilerplate reporting
through bare compliance with the letter than true compliance with the spirit. We hope that
market led best practice will be sufficient but recognise that the authorities should keep a
watching brief. In this regard, we welcome the expanded role of the FRC’s Financial Reporting
Review Panel to include narrative reporting and we hope that this is developed further.


We share the ASB’s concern about immaterial clutter which was well expressed in its review
of narrative reporting and in “Rising to the Challenge” in October 2009. A possible approach
to counter this may be to encourage companies to explain how they measure and record the
materiality of issues of potential importance to the business.


We also concur with the FRC’s view that the linkage between the front and back ends of the
annual report and accounts needs to be improved. In this regard we favour the concept of more
joined up reporting and support the Prince of Wales’ Accounting for Sustainability Trust’s
initiative to set up the International Integrated Reporting Committee (IIRC) and I currently
serve on the IIRC Working Group.
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We appreciate the current consultation is the opening phase of a more detailed exercise and we
would encourage the Government to take into account in later phases other developments
including the imminent publication of the IASB’s guidance on management commentary and
the new requirement in the UK corporate governance code to report on business models.
Subsequent phases will no doubt also take into account the implications from the Secretary of
State’s separate review of corporate governance.


We also wish to make the point that improved technology may well assist better reporting. We
note that XBRL is being rolled out by regulators in some jurisdictions and whilst it is not
necessarily the full answer, there may be lessons to learn. Web-based technology is still
developing and will enable companies to report more coherently whilst providing links to
standing data. Companies could perhaps be encouraged to make greater use of technology in
reporting through some sort of prominent award for innovation possibly with BIS endorsement
or possibly as a new category under the Queen’s Awards for Enterprise.


In addition to the general observations in this letter, we would like to add our detailed
comments in response to your specific questions as set out in the attached appendix and would
also draw attention to our paper on “Say on Pay Six Years on — Lessons from the UK
Experience” which we attach in support of our detailed comments to question 14 on the
Directors’ Remuneration Report.


I hope that these comments are helpful. Please contact me if they need clarification or you
feel that we can otherwise be of assistance. In the meanwhile, we look forward to participating
in the subsequent phases of this consultation exercise.


Yours sincerely


1k
Frank Curtiss
Head of Corporate Governance


ENCS


Detailed response to consultation questions
Copy of “ICGN Statement and Guidance on Non-financial Business Reporting”
Copy of “Say on Pay Six Years on — Lessons from the UK Experience”
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Consultation response form: The Future of Narrative Reporting  
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation by be received by 19 October 2010 
 
Name: Hammerson Plc 
 
Organisation (if applicable): 
 
Address: 
 
Email: 
 
Return completed forms to: 
Jane Leavens  
Corporate Law & Governance Directorate  
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H 0ET 
 
Tel: 020 7215 1686 
Narrativereporting@bis.gsi.gov.uk 
 
Please tick the box from the following list of options that best describes 
you: 
 


/ Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 



http://www.bis.gov.uk/consultations

mailto:Narrativereporting@bis.gsi.gov.uk





 
Value of narrative reporting  
 
Question 1: Are company directors providing useful and relevant 
information on the company’s: 


i) forward-looking strategy and  
ii) principal risks and opportunities? 


 
Comments 
 
We consider that we provide such information. 
 
 
 
 
 
 
 
 
Question 2: What are the constraints on companies providing information 
on these issues? 
 
Comments 
 
 


1. Commercial sensitivity. 
2. Danger of data being perceived as a forecast. 


 
 
 
 
 
 
 
Question 3: Does the information provided reflect the issues discussed by 
the directors in board meetings?  
 
Comments 
 
The information provided reflects the outcome of such discussions. 
 
 
 
 
 


 







Question 4: Does the information help shareholders to press directors on 
key issues relating to strategy and risk, or inform their business decisions?  
 
Comments 
 
We believe the information we provide should enable them to do so. 
 
 
 
 
 
 
  
 
Question 5: If a company does not provide sufficient or material 
information to you, do you challenge it? Is there anything which could help 
you to do so?   
 
Comments 
 
We believe that we provide sufficient information, but our shareholders 
are welcome to ask for additional information. 
 
 
 
 
 
 
 
   
 
Question 6: What other sources of company information do you use and 
how valuable are they (e.g. information provided on the website, analysts’ 
briefings, dialogue with the company, corporate social responsibility 
report)? 
 
Comments 
 
Not  applicable 
 
 
 
 
 
 
 







Question 7: Is there scope to reduce or simplify the requirements on which 
companies report?   
 
Comments 
Annual reports are now so lengthy and the content so detailed that they 
have become difficult to read and interpret. We believe shareholders 
would be better served with shorter, more understandable disclosure 
which concentrates on important issues. 
 
Furthermore, there are a variety of bodies insisting on different (and 
sometimes conflicting) disclosure. 
 
It is worth considering the growth in the disclosure required for 
Prospectus documents which has led to them being of such a size that 
they are unreadable to the majority of investors. The same will be the 
case for Annual reports unless the requirements are simplified. 
 
 
 
 
 
 
 
 
 
 
Question 8: Is there scope to arrange the information in a more useful way?  
 
Comments 
 
Yes 
 
 
 
 
 
 
 







Business Review 
 
Question 9: Looking at an Operating & Financial Review and the existing 
business review (see Annex D), do you see value in reinstating elements of 
an OFR and if so what would they be? In particular, would a statutory 
reporting standard help to improve the quality of reporting?   
 
Comments 
 
No – the key requirement would be to ensure there is no overlap of 
reporting requirements by different bodies. 
 
 
 
 
 
 
 
 
Question 10: The business review provisions require quoted companies to 
report, to the extent necessary, on:  
 main trends and factors likely to affect the future development, 


performance and position of the company’s business 
 information on environmental matters 
 information on employees 
 information on social and community matters 
 persons with whom the company has essential contractual and other 


relationships   
i) is this information useful to you?  How do you use it? 
ii) Could disclosure be improved? If so, how?  
iii) Are there key issues which are missing? If so, please explain? 


 
Comments 
 
As an issuer, we consider that we provide useful information to a high 
standard of disclosure which covers all key issues pertinent to 
investors. 
 
 
 
 
 
 
 
 







Question 11: Would more guidance be helpful?  If so, what form should this 
take? For example, best practice example, sample Key Performance 
Indicators, etc?  
 
Comments 
 
No 
 
 
 
 
 
 
 
 
Question 12: Should there be a shareholder’s advisory vote on the 
Business Review? 
 
Comments 
 
No – we see no useful purpose in voting on separate parts of an annual 
report. 
 
 
 
 
 
 
 
 
 
Question 13: Are there non-regulatory solutions to increasing quality 
through better guidance or publicising excellence in business reports? If 
so, what? 
 
Comments 
 
Industry bodies (and their recognition systems of awards) promote 
increasing quality. 
 
 
 
 
 
 
 







Directors’ Remuneration Report 
 
Question 14: Do the current disclosure requirements provide clear and 
usable information about:  


 the total remuneration paid to directors, and how this is made up; 
 the performance criteria for payments to directors, and how 


these relate to the company’s strategic objectives; 
 company performance against these criteria, so that there is a 


demonstrable link between pay and performance.; 
 the process by which directors’ remuneration is decided? 


 
 
Comments 
 
The level of detail now required hinders clarity. 
 
 
 
 
 
 
 
Costs 
  
Question 15:  
If you can provide any information on costs associated either with the 
existing narrative reporting requirements eg preparing your business 
review or your views on potential costs and benefits in relation to any of 
the ideas in this consultation, please give details    
 
 
Comments 
 
We do not cost the work involved in production which is absorbed by 
those with responsibility for the various areas covered in the Annual 
Report. 
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