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Executive summary 
This annual review of corporate governance reporting has been 

published as companies prepare to implement the new 2024 UK 

Corporate Governance Code next year. Our focus has been on 

showcasing examples of good reporting and exploring areas of 

improvement to help with those preparations.

The 2018 UK Corporate Governance Code (the Code) remains in effect 

for annual reports in 2025. Companies will be preparing now for the 

transition to the new Code, which is applicable for financial years from 

January 1, 2025. Reporting against the new Provision 29 on the 

effectiveness of risk management and internal controls will start from 

2027. We hope this review will support companies and other 

stakeholders to navigate these upcoming changes effectively.

Flexibility remains a key feature of the new Code. While the UK Listing 

Rules require companies to apply the Code’s principles, these are 
written at a high level and allow for interpretation by companies in a 

way that suits their particular circumstances. Companies can either 

comply with the provisions or explain their departures. The FRC 

supports departures from the Code where there is a cogent 

explanation given, and indeed an explanation can give additional 

insight into the governance of the company.

This year we found fewer companies chose to depart from the Code. 

This can be primarily attributed to increased compliance with the 

Provision related to alignment of pension contributions, where 

companies have, over the years, been able to move away from non- 

compliant contracts. When departing from the Code, we would like to 

remind companies that the explanation should be clear and provide 

sufficient detail. 

This year's review paid particular attention to risk management and 

internal controls reporting, including a year-on-year analysis of risk 

disclosure practices. It was encouraging to see many companies did 

update their reporting over time, particularly in relation to the 

mitigations put in place to manage their principal risks.

Despite existing requirements under the 2018 Code, reporting on the 

effectiveness of internal controls remains at an early stage. There is 

work outstanding for many companies ahead of the commencement of 

the new Provision 29, particularly in relation to reporting on non- 

financial controls. There were 25 companies in our sample that did not 

report at all, or did not report clearly, on whether a review of the 

effectiveness of internal controls had been carried out. On the other 

hand, although there were no early adopters of Provision 29 within the 

sample, a number of companies did refer to the new Provision and 

outlined the work ongoing to prepare for it, which was encouraging.

In our review of shareholder and stakeholder engagement, including 

workforce engagement reporting, we focused on whether companies 

report effectively on the outcomes of their engagement, as this is also 

a key area of focus in the new 2024 Code. We found some examples of 

good practice in this area, and we encourage companies to read the 

section of the review where these are set out.

This year, our review included reporting by audit committees on the 

Audit Committees and the External Audit: Minimum Standard, which is 

referenced in the new Code. We found some evidence of early 

adoption of the Minimum Standard which is encouraging. 
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https://www.frc.org.uk/documents/6709/UK_Corporate_Governance_Code_2024_a2hmQmY.pdf
https://www.frc.org.uk/documents/6709/UK_Corporate_Governance_Code_2024_a2hmQmY.pdf
https://www.frc.org.uk/documents/5167/UK_Corporate_Governance_Code_2018.pdf
https://www.frc.org.uk/documents/1021/Audit_Committees_and_the_External_Audit_Minimum_Standard.pdf
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We also considered how companies report on Audit Quality Reviews 

and found there has been an increase in the level of disclosure by audit 

committees of these inspection results. 

While our 2024 Code consultation initially explored proposals in 

relation to 'over-boarding' – where directors' multiple board 

commitments potentially compromise their effectiveness – we 

ultimately decided against implementing new requirements to avoid 

increasing reporting burdens. Nevertheless, our review examined how 

companies currently address this issue in their annual reports. We were 

pleased to see good reporting in this area with companies generally 

setting out clearly the other commitments of their board members.

Overall, while reporting quality remains strong, there is still a need for 

more concise, outcomes-focused disclosure and enhanced reporting 

on risk management and internal controls. We encourage companies 

to read this review to inform their work. The FRC is also making 

available a series of podcasts, webinars and other materials to support 

the implementation of the 2024 Code, which can be accessed 

alongside this review.
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Introduction

This review provides an overview of corporate governance reporting 

based on the annual reports of a sample of 100 randomly selected 

companies that follow the Code. However, given the focus this year on 

risk management and internal control, and as companies prepare for 

changes in the Code in this area, we have looked into this area in more 

depth and considered the annual reports of 130 companies. The 

sample of companies reviewed changes year-on-year and is a mixture 

of FTSE 100, FTSE 250 and Small Caps.

In July 2024, the Financial Conduct Authority (FCA) updated its UK 

Listing Rules, including the categories under which securities are listed 

on the Official List. As a result, there was a change in the companies 

required to follow the Code. Previously, the Code applied to premium- 

listed companies. Going forward, all those listed in the commercial 

companies category or the closed-ended investment funds category1 

will need to follow the Code. All companies in the sample will continue 

to follow the Code after these changes.

The Code is flexible and enables reporting that is specific to each 

company. We do not expect a ‘one-size-fits-all’ approach, and in this 
review we have highlighted examples of good reporting that move 

away from boilerplate statements and provide meaningful information 

about governance activities and outcomes suited to their particular 

situation. Where we have included examples of good reporting in 

relation to specific areas of the Code, it is important to note that the 

FRC does not endorse these annual reports, as other aspects of 

reporting may require improvement.

The new 2024 Code, which becomes applicable from financial years 

starting on or after 1 January 2025, emphasises the importance of

outcomes-based reporting. We were encouraged to see some strong

examples of this already as part of this year’s review.

A key feature of the Code's flexibility is its 'comply or explain' 

approach. This means companies can depart from a provision when 

circumstances warrant it, provided they offer a high-quality explanation 

of why their chosen approach constitutes good governance. This year 

has seen a decrease in the overall number of companies departing 

from the Code, which is explored in greater detail in the Code 

Compliance section of this review. It is encouraging that companies 

continue to use departures from the Code in other circumstances, 

However, as noted last year, there remains some room for 

improvement in the quality of explanations.

This review is the penultimate assessment of corporate governance 

reporting against the 2018 Code. We hope it proves informative for 

companies and other stakeholders, both in continuing to drive up the 

quality of corporate governance reporting in the UK and in helping 

companies prepare for the new 2024 Code.

Review of Corporate Governance Reporting | November 2024 6

1 Closed-ended investment funds can also follow the Code developed by the Association of Investment Companies.

https://www.theaic.co.uk/aic-corporate-governance-code
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Code Compliance

Compliance statement

It is important that users of an annual report are able to quickly 

understand how a company has applied the principles of the Code and 

the extent of compliance with the provisions. We found that most 

companies in our sample included a separate statement that confirmed 

they had applied the Code's principles and outlined whether they had 

complied with the provisions. A separate compliance statement can 

make it easier for the users of the annual report to understand the 

company’s approach to following the Code and its use of the 
flexibilities offered.

In addition, many companies provided a table as part of their 

compliance statement or at the beginning of the governance report, 

often signposting to other pages of the report where an explanation of 

how they applied the principles could be found.

However, in a few cases, such a table was ineffective in fulfilling its 

purpose. We found companies signposting to sections of the report 

rather than the actual page (for example, ‘see our strategic report’) or 
giving a short explanation that simply copied excerpts from the Code.

We found the approach to reporting non-compliance and setting out 

explanations against the provisions to be inconsistent and unclear. 

Some companies that gave an explanation for non-compliance 

included it in their compliance statement. However, others directed 

readers to another part of the annual report without specifying exactly 

where the explanation was, for example, ‘The explanation for non-

compliance can be found in the governance section of the annual 

report’.

Application of the principles

The Listing Rules require companies to explain how they have applied 

the principles of the Code in a manner that would enable shareholders 

to evaluate how the principles have been applied. Companies should 

apply each principle of the Code and report on how they have done so 

in the annual report.

The principles are high-level and not prescriptive, allowing companies 

to customise and apply them to their unique structures and 

circumstances. For instance, due to size, business model and 

geography, a UK FTSE 100 company may interpret the principles 

differently to an overseas-registered Small Cap company. the broad 

nature of the principles allows for a more nuanced and practical 

application.

In general, we found that while reporting on some principles is good 

quality, there are other areas where it could be improved.
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Key message

There is no single approach for how companies report their 

compliance with the Code in the annual report. However, good 

reporting helps a reader to understand how the company has applied 

the principles and determine whether it has complied with all the 

provisions of the Code. If the company has not, it also informs 

readers which provision the company has not complied with, and 

where to find the explanation for this.
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It appears this year that more companies have fully complied with the 

requirements of Provisions 24 and 32 regarding the membership of the 

audit and remuneration committees. Non-compliance with these 

provisions is generally temporary, often due to the sudden departures of 

directors from the board, The company is then brought to full 

compliance once new directors have been appointed. Non-compliance 

with these provisions is usually unavoidable rather than a choice. In 

these scenarios, an explanation would generally set out the reason for 

non-compliance and the time frame for returning to full compliance 

once a new director has been appointed.

Again, this year we found a small number of companies that did not 

disclose non-compliance with a provision in the annual report. This 

includes Provision 19 (chair tenure) and Provision 38 (pension 

alignment). The number of companies failing to disclose non-

compliance is much lower than the previous one. Nevertheless, 

transparent reporting is important, and disclosure of non-compliance is 

a requirement of the Listing Rules.

Compliance with the Provisions

We have consistently emphasised that the provisions of the Code are 

not about rigid compliance. The FRC has steadfastly advocated against 

a one-size-fits-all approach, recognising that good governance can 

take various forms. Instead of demanding strict adherence, the Code is 

designed to provide companies with flexibility, aligning with their 

specific circumstances and allowing them to provide a valid 

explanation. This adaptability empowers companies to adopt bespoke 

governance arrangements.

Therefore, it is vital that, shareholders, service providers and other 

stakeholders support the flexibility of the provisions and do not 

anticipate complete compliance. When making investment and 

stewardship decisions, they are asked to assess the explanation 

provided by the company to determine whether it has implemented a 

governance approach that serves its interests, while also demonstrating 

good governance. While the Code sets out a framework there may be 

situations where good governance for a company requires a different 

approach than that outlined by the Code’s provisions. In addition, 
sometimes non-compliance is unavoidable. It is, therefore, important 

to remember that the Code does not prescribe a rigid set of rules.

This year, fewer companies disclosed non-compliance with the Code’s 
requirements. This can be primarily attributed to a growing number 

complying with Provision 38 (executive pensions aligned with those of 

the workforce). There was also a noticeable increase in compliance with 

Provision 19 (chair tenure), and a decline in non-compliance  with other 

provisions, such as Provisions 9 (chair independence), 11 (board 

composition), 24 (audit committee composition), 32 (remuneration 

committee composition), and 41 (description of the work of the 

remuneration committee).

8Review of Corporate Governance Reporting | November 2024

Total number of companies disclosing a departure from at least one 
Code Provision 

Annual review 2021 2022 2023 2024

Number of 
companies 

64 73 63 28

https://www.handbook.fca.org.uk/handbook/UKLR/1/
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Explanations

In our previous annual reviews, we have defined what makes a good 

explanation for non-compliance. Despite this, as in other years, we 

observed instances where companies:

• Did not explain non-compliance.

• Provided an explanation for one of the provisions they did not 

comply with, but no explanation for non-compliance with others.

• Acknowledged non-compliance and said that it had been rectified or 

would be rectified but did not explain the reasons behind it.

  

Explanations that were provided were often vague and lacked a clear 

rationale for why the company did not comply with the provision. In 

some instances, it was difficult to determine how the departure from 

the provision was in the company’s interests.

We are told that companies have concerns about explaining against a 

provision, as this will lead to voting against resolutions at the AGM. 

Providing a clear and meaningful explanation is important as it 

influences shareholders' decisions and enables them, along with other 

stakeholders, to make informed choices about the company's approach 

to complying with the Code. We hope that dialogue with key 

stakeholders would mitigate votes against where good governance is 

upheld following an explanation.

A brief explanation can sometimes be understandable, particularly 

when non-compliance with a provision is unavoidable. For example, a 

sudden departure of a board member may lead to a short period 

where the number of independent non-executive directors (NEDs) is 

below what is expected. In these circumstances, it is important to 

provide information on the actions the company has taken to return to 

full compliance, including how effective challenge is encouraged at the 

board in the intervening period.

Provisions with the highest non-compliance
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However, in other situations, more detail may be necessary. For 

example, some companies explained that the reason for the chair 

staying in their position beyond nine years (Provision 19) was their 

valuable experience or knowledge.

It may be difficult for investors and other stakeholders to accept non- 

compliance with such a simplistic explanation. You would expect a 

board member to have experience and knowledge, so why is the 

extension necessary? Without context, it is almost impossible to 

support such an explanation. Above all, it may be difficult to 

understand why the company has selected non-compliance with the 

Code, and it may fail to persuade the readers of the annual report that 

this is necessary or beneficial for the company.

In this instance, a good explanation demonstrates how the company 

benefits from the chair over another person, how the board has 

assessed any risks and any mitigation actions if needed.

We know that proxy agencies and some investors have policies that 

follow compliance with the Code. A good explanation will aid their 

understanding of why a provision is not being followed either for a 

short time or a longer period.

Period of non-compliance

The Listing Rules require companies to explain ‘the period within which, 
if any, it did not comply with some or all of those provisions’. If the 
company has not complied with the provision during the year, good 

reporting specifies the period in which the company was not compliant. 

If the company is planning to comply with the provision in the near 

future, it is valuable to give some indication as to when and under what 

conditions or circumstances. When non-compliance is indefinite, good 

reporters state this when explaining the reasons.
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1. Board leadership and company purpose 

Corporate culture

Disclosure of corporate culture continues to evolve. While the breadth 

of reporting has widened, the depth is lagging and in some cases, for 

example, culture assessment and monitoring, has decreased.

Overall, it is encouraging to see more organisations recognising the 

value that a positive culture brings to the business. One stated that 

culture lies at the heart of robust and effective governance while others 

expressed the view that culture drives organisational success and 

impact. A few companies attempted to demonstrate the positive 

outcome of their culture quantitively, for example see Weir Group 

below.

More companies are also extending their culture reporting beyond 

workforce to other stakeholder groups, such as customers and 

suppliers. Those two developments could be a result of greater interest 

expressed by investors and regulators in corporate culture, purpose

and values, and how they are demonstrated by company leadership 

and linked to business model and strategy, as reported by some 

organisations. However, it is recommended that companies avoid 

turning the word ‘culture’ into a label or marketing tool, as observed in 
some annual reports this year. Overuse could negatively impact its 

meaning and importance.

Companies are being noticeably more transparent when the need for a 

greater focus on culture has been identified, for example during a 

board performance review, and when certain actions have been taken 

but outcomes are not yet known, which is commendable. However, 

clear signposting between the strategic report, where most culture 

reporting is usually placed, and the governance report is still a 

challenge for many organisations.

This may be one of the contributing factors behind the very limited 

disclosure in governance reports around how boards are promoting 

the desired culture (Principle B). Better reporters talked about it 

explicitly. They said, for example, how their boards were involved in 

reverse mentoring, directly engaged with the workforce and kept 

culture, purpose, values and strategy under regular review to ensure 

their alignment.
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Source: Weir Group, p. 82

https://www.global.weir/globalassets/investors/reporting-centre/2024/2023-annual-report/weir-group-2023-annual-report.pdf
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Corporate purpose and values 

Year on year we have observed a slight increase in disclosure of 

corporate purpose, from 89 companies to 93. However, only 33 

organisations reported insightfully in this area this year, compared with 

48 last year. Unlike last year, the number that explained their purpose 

in one sentence, often repeated in several places across the annual 

report, is greater than those that provided insightful explanations.

Better reporters explained each element of their corporate purpose and 

provided supporting narrative, at times even demonstrating direct links 

to the strategy and Key Performance Indicators.

Reporting of corporate values is steadily increasing from 73 companies 

three years ago to 76 last year and 79 this year. Meanwhile, the number 

of organisations referring to corporate values without disclosing what 

they are remains unchanged this year, after improving last year.

Better practice in values disclosure is demonstrated by not only listing 

the values but also ensuring they are company-specific, explained and 

supported by a disclosure of matching behaviours.

Thoughtful reporting was demonstrated by those businesses that not 

only described in detail how they conducted the review of their 

corporate values but explained how the values were subsequently 

embedded (see next section). A bespoke approach to disclosure which

Promotion of desired culture by the board, as disclosed in the 

governance report

A few companies included a statement in their governance report 

saying that following their external board performance review, the 

evaluator concluded that the board has been effective in promoting 

the desired culture. Unfortunately, such statements lacked any 

evidence for the basis of this finding. We would encourage more 

transparency and rigour in reporting.
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Key message

Disclosure in governance reports around how boards are promoting 

the desired culture is generally very low. More thorough reporting in 

this area and better signposting in the strategic report, where most 

of culture reporting is usually placed, is urged.
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is encouraged by the Code, was shown by some boards that

reported on their activities in the year alongside values they 

demonstrated.

Disclosure around the alignment of corporate culture, purpose, values 

and strategy (Principle B) continues to fall, from 60 organisations three 

years ago to 40 this year. Among those that did explicitly discuss it, 

only a quarter did so insightfully, compared with around half last year 

and a quarter three years ago. On a more positive note, the number of 

reports without any references to the alignment between corporate 

culture, purpose, values and strategy has fallen year on year, from 23 

companies to just nine.

Current wording in Provision 2 leaves room for interpretation as to 

whether organisational culture, purpose, values and strategy should all 

be aligned or just individual elements. The revised 2024 Code clarifies it 

is the former. Some businesses already report in this manner by 

providing a narrative, while others chose visual tools.

Assessment, monitoring and embedding

Despite more organisations than ever reporting on culture assessment 

and monitoring, every year only a small number stand out in terms of 

high-quality disclosures. At the same time, 42 businesses disclosed a 

fair amount of detail for the last two years, which is an increase from 35 

three years ago. However, compared with last year, we have observed 

more disclosure of policies and practices, rather than actions during 

the year. Better reporters evaluated effectiveness of each monitoring 

method and disclosed outcomes from their actions, see the example of 

Henry Boot Plc, a FTSE Small Cap company on the next page. 
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Source: Rathbones Group, p.19

https://www.rathbones.com/sites/rathbones.com/files/results_and_presentations/files/240408_rathbones_group_plc_annual_report_and_accounts_2023_final.pdf#page=19
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Although it is not a requirement of the Code, for the past two years 

around 20 companies have been reporting on the involvement of 

board committees in culture assessment and monitoring. Some have 

also reported on the assessment of their board’s effectiveness in 
monitoring organisational culture, behaviours and employee 

sentiment. Usually, this is with the help of an external board evaluator, 

but others have extended their board’s regular assessment and 
monitoring activities to include corporate values and purpose.

Two boards delegated their responsibility for culture assessment and 

monitoring to management. This approach demonstrates the flexibility 

of the Code. Where there is delegation, good reporting covers the 

'oversight' element of assessing and monitoring culture along with 

findings and action points.

Overall, we noticed an increase in the number of boards talking about 

‘observing’ or ‘experiencing’ culture, not just measuring it. This 
suggests boards are becoming comfortable with a more intuitive

approach to culture assessment and monitoring, which might stem 

from greater understanding of what constitutes a desired culture for 

their companies.

Explicit references to culture embedding – not in relation to risk 

management – have increased from 37 companies three years ago to 

53 last year and 61 this year. However, most disclosures are limited, 

with 19 organisations including a simple narrative and 24 only referring 

to culture embedding among other things. Those that reported in this 

area insightfully explained the embedding process in detail, including 

different methods, action points, timeline and outcomes.

The 2024 Code asks boards to report, on a comply or explain basis, 

how they are assessing and monitoring the embedding of desired 

culture (revised Provision 2). We found some companies that have 

already acknowledged the new reporting requirement with a few even 

positioning their board’s direct engagement with the workforce as their 
monitoring mechanism. Currently, culture embedding appears to be 

primarily described in the context of health and safety and ethics and 

compliance, with a few reporting on it through the lens of corporate 

values and behaviours.
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Key message

While reporting on culture assessment and monitoring keeps 

increasing, this year more companies opted for disclosure of policies 

and practices, rather than board’s actions during the year. We would 
encourage more transparency and rigour in reporting. 

Source: Henry Boot, p.92

https://www.henryboot.co.uk/investors/results-reports-presentations/
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Metrics, targets and progress

In line with last year, over 20 companies disclosed a clear set of culture 

metrics and targets. In addition, we found that more companies this 

year also reported on progress against those targets.

Most metrics used for culture reporting are related to health and safety 

(for example, work-related accidents or workforce engagement), Net 

Promoter Score and diversity and inclusion (mostly gender-related). 

Targets linked to customers and suppliers are rare. However, we 

noticed a slight increase in disclosure of metrics, some of which are 

then used by boards to assess and monitor organisational culture, for 

example the promptness of payments to suppliers . We also observed 

more disclosure around the use of culture dashboards, with some 

companies helpfully explaining the makeup of metrics.

A couple of organisations started using technological innovations 

including artificial intelligence (AI), to enhance board’s strategic 
decisions by highlighting intersectional trends from received feedback. 

This is encouraging to see. 

The FRC’s 2021 report Creating Positive Culture – Opportunities and 

Challenges identified better use of data and insights as one of the key 

enablers in a high-quality culture assessment and monitoring.

Despite the Code not requiring culture assurance, 28 businesses 

reported on it. When culture assurance is undertaken, it is mostly done 

by the internal audit function or conducted externally. Only a few 

companies engaged their external auditor.

When conducting culture assurance, internal auditors tend to assess 

standards, training and conduct around compliance and ethics, risk and 

internal controls health and safety, speak-up arrangements and 

whistleblowing reports. Their findings often feed into the board’s 
assessment and monitoring of culture. A small number of companies 

also reported on how their internal audit function assesses the extent 

to which behaviours reflect company purpose, ambition, values and 

strategy.
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Source: Tate & Lyle, p. 48

Insights are also provided from the Culture Assessments conducted 

by Internal Audit which provide an independent analysis of the 

culture in specific business areas supplementing other culture 

measurement tools. Culture Assessments use a combination of 

surveys, leadership and broader colleague focus groups and selective 

in-depth interviews to measure the alignment between Virgin 

Money’s intended culture and the culture that colleagues experience 
on the ground. Actionable insights and areas of good practice are 

identified. During the year the Culture Assessment approach was 

refreshed and a review was undertaken in the Business Operations 

area with the outcomes reported to the Audit Committee.

Source: Virgin Money, p. 96 

https://www.frc.org.uk/documents/4785/Creating_positive_culture__opportunities_and_challenges.pdf
https://www.frc.org.uk/documents/4785/Creating_positive_culture__opportunities_and_challenges.pdf
https://www.tateandlyle.com/sites/default/files/2024-06/tlar24fullreportfinal2024.pdf
https://www.virginmoneyukplc.com/downloads/pdf/virgin-money-uk-plc-2023-annual-report-and-accounts.pdf
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Shareholder engagement 

We are pleased to see that all companies reported on engaging with 

their shareholders during the reporting year, with 97 reporting on 

engagement that occurred outside of the AGM. However, like previous 

years we found little improvement in the quality of reporting on 

shareholder engagement. Most companies offered few details on the 

engagement, feedback received from shareholders or examples of 

outcomes.

Most companies provided details of the events they hosted for their 

shareholders during the reporting year. For example, one said they 

hosted ‘regular market updates, investor presentations, 1x1 and group 
meetings, site visits and shareholder consultations’. As we have noted 
before such events offer some insight into the type of information that 

companies give their shareholders and illustrate their engagement 

plans during the reporting year.

However, good reporters went a step further and discussed how the 

information was received by shareholders and the issues raised. The 

best reporters explained the:

• Frequency of the engagement.

• Methods of engagement.

• Topic engaged on, and whether this was a priority for their 

shareholders.

• Feedback from investors.

• Outcome of the engagement and whether it has made a difference 

in the decision-making process.

This type of engagement in the example above shows how the 

company considered the views of its shareholders when developing its 

remuneration policy.

Reporting in more detail on activities and outcomes of the 

engagement with shareholders offers more insight to report readers.
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Principle D

In order for the company to meet its responsibilities to 

shareholders and stakeholders, the board should ensure effective 

engagement with, and encourage participation from, these 

parties.
Alongside this, Philip Yea (chair) held meetings with a number of 
Mondi’s major shareholders during the year. There was no specific 
agenda for these meetings, but instead they were designed to offer 
open discussion and engagement. Topics covered included capital 
allocation, the disposal of Mondi's Russian assets, Mondi's approach 
to governance and culture, diversity and progress against Mondi's 
MAP2030 targets. In 2023, our Board also continued to engage with 
a cross-section of shareholders on developments and external 
expectations relating to executive pay. As a consequence, further 
meetings with investors were held to discuss particular features of 
the Directors' Remuneration Policy. Constructive feedback from 
investors is taken into account in determining the structure and 
operation of our remuneration policy.

Source: Mondi Group, p. 95

https://www.mondigroup.com/globalassets/mondigroup.com/investors/results-reports-and-presentations/2023/annual-report/mondi-group-integrated-report-and-financial-statements-2023.pdf
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However, much of the reporting on engagement by committee chairs 

did not include specific outcomes. While outcomes can take time to 

materialise, it is important to include these where possible. It is good to 

see the number of engagements with board members and committee 

chairs has improved compared with last year's review.

Eighty-five companies in our sample noted that their investor relations 

function remained the first point of contact for shareholders. We 

encourage committee chairs to engage directly with their significant 

shareholders particularly in the event of a 20% vote against. Companies 

are reminded that a 20% vote against can provide an opportunity to 

help companies better understand reasons for voting against a 

resolution, and the extent to which pre-applied voting policies may have 

had any influence. 

The FRC plans to consult on changes to the Stewardship Code, which 

will cover a number of areas including greater emphasis on the 

importance of high-quality reporting on investor engagements.

As described in Provision 3, engagement with major shareholders is an 

important element of good governance. We recognise that most 

‘business as usual engagement’ is undertaken by investor relations 
teams, but it is essential that both the chair and committee members 

hear for themselves the issues that are important to their key investors. 

Such engagement can support future resolution and offer insight 

following a significant vote against a resolution.
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Costain Group noted that during the reporting year, they consulted 
with their shareholders to discuss their remuneration policy renewal. 
As a result of “listening to feedback from the remuneration policy 
consultation, the remuneration committee made appropriate 
adjustments and (their) new policy received a vote in favour of 97%.”

Source: Costain Group, p. 67

Provision 3

In addition to formal general meetings, the chair should seek 

regular engagement with major shareholders in order to 

understand their views on governance and performance against 

the strategy. Committee chairs should seek engagement with 

shareholders on significant matters related to their areas of 

responsibility. The chair should ensure that the board as a whole 

has a clear understanding of the views of shareholders. 

Key message

Explaining the outcome of engagement activities with shareholders 

adds meaning and purpose to reporting, although it is understood 

that outcomes can take time to materialise.

Number of engagements

Annual review 2023 2024

Chair 52 68

Remuneration committee 

chair 
63 75

Senior independent chair 13 20

Nomination committee 

chair 
4 7

Audit committee chair 5 6

https://www.costain.com/media/dbkhnoe0/annual-report-2023.pdf
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Stakeholder and workforce engagement

Reporting on stakeholder engagement is of generally high quality and 

we continue to see more valuable reporting year on year

Engagement  

This year, companies identified other types of stakeholders in addition 

to those specifically mentioned in section 172 of the Companies Act. 

Although not currently referenced in the Companies Act, it is important 

that organisations identify the stakeholders most important to their 

operations and explain how they engage with them.

A significant number of companies in our sample identified 

governments and regulators as key stakeholders (see below).

While reporting on engagement is generally high quality, it is 

sometimes unclear how the board specifically (rather than 

management or other employees) engages with different stakeholders. 

However, we did see some good examples this year. One company (see 

below) was transparent in its explanation of how the board engages 

with customers.
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Principle D

In order for the company to meet its responsibilities to 

shareholders and stakeholders, the board should ensure effective 

engagement with, and encourage participation from, these 

parties.

Provision 5

The board should understand the views of the company’s other 
key stakeholders and describe in the annual report how their 

interests and the matters set out in section 172 of the Companies 

Act 2006 have been considered in board discussions and 

decision-making.

https://www.legislation.gov.uk/ukpga/2006/46/section/172
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making (which is also in line with the requirements of Provision 5 of the 

Code), as well as any actions taken by the board. 

Reporting on outcomes also aligns with the new Principle C in the 

revised 2024 Corporate Governance Code, which states that 

‘governance reporting should focus on board decisions and their 
outcomes in the context of the company’s strategy and objectives.’

The 2024 Code places greater emphasis on the importance of 

outcome-based reporting which we hope will reduce boilerplate 

reporting and the length of annual reports. We have previously 

discussed the importance of companies reporting on outcomes of 

stakeholder engagement to demonstrate the impact of governance 

practices. We hope that introducing this principle will help companies 

make greater progress in this area. It is important to emphasise that we 

do not expect an outcome to arise or to be included in the annual 

report, for every engagement with stakeholders. We encourage 

companies to use outcomes-based reporting where it demonstrates an 

effective engagement mechanism that they wish users of the annual 

report to be aware of.

Many companies provided a section that lists issues of importance for 

each stakeholder group. However, without explaining the engagement 

undertaken and the feedback received, these issues seem to be 

arbitrarily chosen by the company rather than determined through  

meaningful dialogue between the board and stakeholders. In addition, 

many companies did not give further detail about the action that the 

board or the company will take to address them.

We were pleased to see that one company explained how it measured 

the effectiveness of its engagement with each stakeholder group. 

Companies are encouraged to report on the effectiveness of their 

engagement with stakeholders to ensure they continue to be effective 

as their company evolves.

Outcomes

Reporting on outcomes could include how the feedback obtained 

during engagement was considered in board discussions and decision- 
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The Board’s engagement with customers is indirect and Directors are 
kept informed of customer-related matters through regular reports, 
feedback and research.

Source: OSB Group, p. 120

How do we measure the effectiveness of our engagement?

The following metrics are regularly reviewed by the Board 

when considering progress against our five key priorities:

• HBF eight-week and nine-month customer satisfaction  survey 

scores.

• Trustpilot scores.

• Speed of resolution of any customer issues.

• Number of visitors to sites and levels of website traffic.

• Volume of sales.

• FibreNest’s achievement of timely connections.

Source: Persimmon, p. 55 

Key message

To demonstrate the effectiveness of the engagement, it is important 

to explain the engagement undertaken during the year and any 

outcomes.

https://www.osb.co.uk/investors/results-reports-presentations#2023
https://www.persimmonhomes.com/corporate/media/5dah0mym/persimmon-plc-annual-report-2023.pdf
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It is important to note that engagement does not always require the 

board to take action.

 

However, when action is taken, it is considered good governance 

practice to explain it in the annual report. Companies do not need to 

provide excessive detail, but they could demonstrate in a concise way, 

that the board is considering the views of the workforce and 

addressing any areas of concern or improvement, as seen in the Spirax-

Sarco example.
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Source: Indivior, p.30 
Source: Spirax-Sarco Engineering, p.131

It was interesting to see 
that Indivior noted the 
key issues for 
stakeholders from the 
perspective of both the 
company and the 
stakeholder groups.

Many companies 
reported on the 
outcomes of the 
engagement, 
particularly 
engagement with their 
workforce. This covered 
how the feedback 
received was considered 
in board discussions or 
decision-making, and/or 
any actions that were 
taken as a result. 

https://www.indivior.com/resources/dam/id/1329/Indivior%20Annual%20Report%20and%20Accounts%202023.pdf
https://content.spiraxgroup.com/-/media/engineering/documents/results-and-agm-notices/2023/results/spirax-group-annual-report-2023.ashx?rev=1c0163030f3b4260ac91b477b50a854c&hash=6E76C0C3B123242FC11F980D9E7DD663


FRC | 

Eighty-five companies reported engaging in this way during the year. It 

was conducted either via one of the mechanisms set out under 

Provision 5, an alternative method or through both.

Methods of engagement 

Provision 5 states that the board should select one of the Code’s 
prescribed methods for engagement, or it could choose another way to 

engage with the workforce and explain why this is effective.

Companies are not required to disclose their engagement method, 

however, most did.

. 

Some companies included a segment in the stakeholder section of the 

annual report under the heading ‘outcomes’. However, it was unclear 
whether and how the outcomes were related to the engagement 

undertaken during the year. Good reporters demonstrated a clear link 

between engagement activities with their stakeholders and the 

outcomes reported.

The new Code guidance suggests ways in which companies might 

demonstrate how stakeholder engagement impacted board decision 

making. Following the stakeholder engagement feedback cycle, 

companies are encouraged to report on the inputs, outputs and 

outcomes of their engagement.

Workforce

Effective engagement, for purposes of Principle D, includes two-way 

workforce engagement. Employees are important stakeholders. Direct 

meetings, where the board actively seeks people’s views and responds 
to their feedback, benefit both parties. Board members can gain 

valuable understanding by actively engaging with employees and 

taking their feedback into account. They can get a direct overview of 

their experiences and interests, the company’s culture and how the 
company's values have been embedded throughout the business.

It also presents a great opportunity for the board to develop a deeper 

understanding of the company’s operations, business model, and 
strategy, including risks and opportunities, as well as environmental 

and social matters. For instance, conducting site visits can give the 

board an overview of workforce conditions, management efficiency 

and the impact of business on the wider community. We were pleased 

to find that two-way engagement, such as meetings between board 

members and the workforce or board site visits, is a common practice. 
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https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/corporate-governance-code-guidance/#section.eca116d1
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As in previous years, we did not have a company in our sample with a

director elected from its workforce. This can add value to the 

boardroom by incorporating workforce’s experience directly into board 
discussions and decision-making. It may also be easier for employees 

to share information and honest opinions with someone nominated 

directly by them. Through our engagements, we have found that some 

investors support workforce-nominated directors on boards.

Alternative arrangements

Provision 5 states that if the board has not chosen one or more of 

these methods, it should explain what alternative arrangements are in 

place and why it considers them effective. This ensures a company can 

still fully comply with Provision 5 even if it has not selected one of the 

methods set out by this provision.

It is important that engagement mechanisms are tailored to the 

company’s circumstances including its structure and strategy. Twenty 
companies had chosen an alternative arrangement than those set out 

in the Code to engage with the workforce. Fifteen of them explained 

that due to their geographical reach, it would be difficult to have a 

single designated NED to cover the engagement. Therefore, it was 

more practical for the company to have several or all of the board 

members engaged with the workforce in different locations. In 

addition, three other companies had established board committees 

responsible for workforce engagement.

Only two companies did not explain how their alternative engagement

methods were effective, so did not comply with Provision 5.

As in previous years, a designated NED was the most popular method 

of engaging with the workforce. This can be a practical approach, with 

a NED having a clear and focused role as a link between the board and 

the workforce, and sharing employee insights with the board.

Most companies indicated in their report that the designated NED had 

directly engaged with the workforce during the year to gather their 

perspectives on various matters. However, some companies did not 

disclose whether their designated NED had engaged directly or 

conducted other activities to understand the workforce's viewpoint. If 

such engagement has occurred during the reporting period, companies 

could consider disclosing it in the annual report. This not only 

illustrates compliance with the Code, it aligns with good governance 

practice.

Seventeen companies reported having established workforce advisory 

panels, with eight of these also having a designated NED for workforce 

engagement. A panel can be a useful mechanism as it brings together 

various workforce perspectives, particularly when the company 

operates across different markets and geographies.

Most companies explained how the panel communicated the

workforce’s views to the board. Good reporting outlined the
frequency of the panel’s meetings during the year and how their views 
were conveyed to the board. Companies with both a workforce panel 

and a designated NED explained that the NED regularly attended the 

panel’s meetings, while other companies reported attendance at the 
meetings by other NEDs, including the board chair and committee 

chairs. Two companies reported that panel members had been invited 

to attend board meetings.
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However, to meet the requirements of Principle D and Provision 5, and 

as a matter of good practice, the board should carry out its own 

engagement with the workforce in addition to any engagement 

undertaken by senior management. The board can delegate this 

responsibility to one or more NEDs or a board-level committee, but it 

cannot delegate it to senior management or rely solely on surveys 

carried out by the management or external parties.

Reporting on workforce engagement in the Annual Report

To demonstrate how their engagement has been effective (as per 

Principle D), good reporters provided an overview of the engagement 

undertaken during the year, the themes discussed or feedback 

received, and the actions taken by the board to address that feedback.

Many companies provided a good overview of their activities, for 

example, meetings with the designated NED and site visits by different 

NEDs.

. 
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Benchmarking – Each year, the Committee undertakes an evaluation 

of its effectiveness and at least one benchmarking activity to ensure 

our activities reflect best practices and are in line with the regulatory 

requirements. Additionally, we use this as an opportunity to review 

what other opportunities for colleague engagement might be 

feasible and effective for our Group. This year, the Committee 

reviewed the colleague engagement approaches implemented by a 

selection of peer businesses within the FTSE 100 and considered 

whether some of those approaches might be beneficial for our own 

Committee agenda. In general, the Committee believes that it is 

working well and that it is adding value to the Board and this is 

supported by feedback from the Board, the executive and the wider 

organisation. Committee members are keen to interact with even 

more colleagues when undertaking site visits in 2024. 

Provision 5 of the Code states that companies should keep their 

mechanisms under review so they remain effective. The above example 

is also a good illustration of how a company can evaluate its 

engagement mechanisms and describe its approach in the annual 

report.

Board engagement

One company reported that it had decided to carry out an employee 

survey as an alternative way of engagement, and another said it 

engaged through senior management reporting periodically to the 

board. Surveys may be a good opportunity to obtain more detailed and 

honest (if carried out anonymously) feedback from the workforce. In 

addition, engagement by senior management can be beneficial for 

both the workforce and the company.

Source: Spirax-Sarco Engineering, p.131

Since my last report I have spent face-to-face time with our people in 

their offices, factories, stores, and out in the field. In these discussions 

I have been able to understand how they view our Group and their 

specific business and location. I have spoken with:

• operations, commercial and management teams from Twinings 

Ovaltine in Andover and New Jersey; 

• employees from the Argo factory and the Chicago Head Office in 

ACH; 

• retail assistants, store supervisors, managers, and regional HR 

Source: Associated British Foods, p.84

https://www.annualreports.com/HostedData/AnnualReports/PDF/LSE_SPX_2023.pdf
https://www.abf.co.uk/content/dam/abf/corporate/oar-and-rr-2023/oar/abf-annual-report-2023.pdf.downloadasset.pdf
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and provides very little valuable information for the users of reports. 

Only 63% of companies identified the community as a stakeholder, 

independent of the environment.

The majority of companies only shared positive community and 

charitable initiatives without explaining the impact of their operations. 

Some companies used phrases like, ‘we wish to minimise the negative 
environmental and social impact that we may have’ without explaining 
what those impacts may be and any action they are taking to achieve 

this objective.

Board discussions and decision-making

While engagement with some stakeholders, such as the workforce, may 

be straightforward for the board, it can be more difficult to engage 

directly with other stakeholder groups, for example consumers or 

communities. It is understandable that the board may not engage with 

these stakeholders to the same extent as it does with the workforce.

Nevertheless, the board, for the purposes of Provision 5, should be 

kept updated about these stakeholders’ interests and viewpoints and 
consider them in their discussions and decision-making.

Section 172 of the Companies Act 2006 lists a number of stakeholders. 

However, the board can also engage with other stakeholders or 

consider them in their discussions or decision-making. For example, 

some companies reported engagement with their lenders, regulators 

or governments.

For the purposes of Provision 5, the board does not need to provide 

considerable detail on how these stakeholders and the matters under 

section 172 have been considered. Good reporting provides a concise 

summary demonstrating that the board considers these during
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business partners at Primark’s Chicago store and at two different 
Primark stores in New Jersey; 

• employees across a range of teams and departments at SPI 

Pharma in Grand Haven, Michigan; 

• participants of the Thrive development programme at George 

Weston Foods businesses in Australia; 

• employees from operations and product merchandising from Tip 

Top in New South Wales, Australia; 

• a wide variety of employees from our Don business in regional 

Victoria, Australia; and 

• the team in our Yumi’s business based in Port Melbourne, 
Australia. 

My visits also enable me to connect with our people through unions 

or other local collective arrangements, for example with the union 

representative for our Don business. I am also grateful for the input 

from fellow Board members who have visited our businesses 

including Acetum, Illovo and Primark during the year.

Only 30 companies reported on the outcomes of the engagement. 

Good reporters provided a summary of how feedback received 

impacted board discussions and decision-making and any actions 

taken as a result.

Communities

Section 172. (d) of the Companies Act 2006 stipulates that companies 

should have regard for the impact of the company’s operations on the 
community and the environment.

We have previously observed that reporting on the impacts of

companies’ operations on  local communities is boilerplate and
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meetings and when making decisions. 

Many companies provide case studies or examples of decisions to 

show these considerations. However, it is often unclear whether these 

are simply decisions taken by the company as part of its strategy or 

actual decisions made by the board. Often, companies just use icons to 

point out which stakeholders had been considered but do not explain 

how.

In addition, under a ‘Section 172’ heading, some companies provided 
information on what the company does for groups of stakeholders, 

such as employee training or charity and environmental initiatives. 

However, they did not refer directly to the board discussions or 

decision-making.

Good reporting for the purposes of this provision demonstrates how 

the board has considered the company’s stakeholders and other factors 
under section 172 in their discussions and decision-making.

Source: Chemring, p.87

Environment 

In line with previous years, environmental matters, including climate 

change, continue to be a prominent subject in the annual reports. The 

Code does not have specific reporting requirements on environmental 

issues other than the requirement under Provision 5 asking companies 

to disclose how the board has considered Section 172 matters in its 

discussions and decision-making. The environment is one of the factors 

listed under Section 172 of the Companies Act, and most companies 

provided some indication of how it was considered in board 

discussions and decision-making.

Forty-eight companies reported having a designated board-level 

committee responsible for environmental matters (including climate 

change), many of which were created in the past two to three years. 

Source: Curry’s, p.29

https://www.chemring.com/~/media/Files/C/Chemring-V3/docs/annual-report-and-accounts-jan-2024.pdf
https://www.currysplc.com/media/domlnwb3/currys-annual-report-2023-24-web.pdf
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In addition, 37 companies reported having a committee at the 

management level with responsibilities for environmental matters. 

Good reporters provided details on how such a committee worked with 

the board. However, for some companies, it was unclear how the work 

of the management-level committee was reported to the board or its 

committees.

While it is not a Code requirement, 35 companies provided a summary 

of the activities of the designated committee during the year. This may 

be helpful for users of the annual report to understand the board’s role 
and its approach to dealing with environmental matters.

These committees were often designed as ESG, CSR or sustainability 

committees and also had responsibilities for other matters such as 

stakeholder engagement, health and safety and company reputation.

While having such a committee is not a Code requirement, it is 

encouraging to see boards developing bespoke governance 

arrangements to oversee environmental matters.

Committee responsibilities differed between companies and included:

• Reviewing environmental policies.

• Monitoring environmental impact and performance, for example 

energy and carbon emissions, and waste management.

• Reviewing environmental-related risks and opportunities.

• Overseeing compliance with applicable government and industry 

Standards.

• Overseeing environmental-related reporting, including Taskforce on 

Climate-Related Financial Disclosures (TCFD) reporting.

For most companies, this designated committee was made up entirely 

of NEDs. Some companies reported that senior managers, such as the 

CEO, were part of this committee. In two companies, the committee 

included a mix of NEDs and senior managers (for example, the CEO, 

CFO, CRO and company secretary).

Companies that did not have a designated committee reported that 

the board as a whole had responsibility for environmental matters. 

Many said their audit committee had some delegated responsibilities, 

usually for environmental-related risks and reporting. One company 

reported that the audit committee was also responsible for overseeing 

the level of carbon emissions. We were pleased to see some companies 

reporting cross-work between different board committees on 

environmental matters, for example, the audit and sustainability, risk or 

remuneration committees. 
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During the year, the Committee reviewed with management the 

Group’s sustainability strategy including the plans to reach climate 
net zero by 2050. The Committee reviewed the progress made 

during the year on reducing the Group’s Scope 1 and 2 emissions. 
The Committee also considered the Group’s key activities to reduce 
Scope 3 emissions which centred around food waste reduction, re-

engineering menus and collaboration with suppliers. The Committee 

also received an update on progress on the UK&I 

business’ commitment to reach climate net zero by 2030, and 

reviewed the roadmap in detail. More detail of Compass’ progress 
on its sustainability strategy and net zero commitments can be 

found in the Purpose report on pages 38 to 44. 

In September 2023, the Committee reviewed the Company’s 
proposed TCFD disclosures to be included in the 2023 Annual 

Report and Accounts. In addition, the Committee received a training 

session led by the Sustainability team, external advisers and the 

Company’s external auditor on the wider ESG landscape, including 
forthcoming sustainability disclosure requirements. 

Source: Compass Group, p.91

https://www.compass-group.com/content/dam/compass-group/corporate/oar-2023/annual-report-2023.pdf
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Suppliers

The relationships companies have with their suppliers are crucial to 

long-term success. Ways in which companies maintain good 

relationships with their suppliers include working together on 

workforce issues such as modern slavery, agreeing approaches to 

environmental and climate change challenges and ensuring payment 

practices align with their policies and contractual obligations.

Targets linked to customers and suppliers are rare. However, we noticed 

a slight increase in disclosure of metrics, some of which are used by 

boards to assess and monitor organisational culture – for example, the 

promptness of payments to suppliers, as one company reported.

Further information can be found on page 73. To better understand 

and mitigate the Group’s food waste footprint, the use of food waste 
tracking technology has been expanded across the Group’s 
operations to help towards Compass’ commitment to halve food 
waste in its operations by 2030. 

Aligned to this commitment, the Group introduced a non-financial 

food waste performance measure related to the number of sites 

across the Group’s businesses adopting the technology for the 
financial year ended 2023. Achievement of the food waste 

performance measure is linked to 5% of the annual bonus of 

executive directors and senior management. The Committee is 

pleased to report that excellent progress has been made during the 

year with 7,943 sites globally now employing food waste tracking 

technology to record food waste.
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In our sample, 42% of companies referenced supplier payment terms. 

Eighteen companies explicitly defined their prompt payment policy, 16 

companies noted that they are signatories to the Prompt Payment 

Code (PPC) and five said prompt payment is a priority for the board. 

This information gives an indication as to the importance a company 

gives to paying suppliers in a timely manner.

Barclays, for example, noted that it is a signatory to the PPC and its  

board is committed to the fair payment and treatment of its suppliers.

The Board monitors and assesses culture using the following 
mechanisms:  promptness of payments to suppliers, approach to 
regulators. 

Source: Spirax-Sarco Engineering, p.119

Prompt payment is critical to the cash flow of every business, and 

especially to smaller businesses within the supply chain as cash flow 

issues are a major contributor to business failure. We aim to pay our 

TPSPs within clearly defined terms, and to help ensure there is a 

proper process for dealing with any issues that may arise.

We measure prompt payment globally by calculating the 

percentage of TPSP spend paid within 45 days following invoice 

date. 

The measurement applies against all invoices by value over a three-

month rolling average period for all entities where invoices are

Source: Barclays, p.238

https://www.gov.uk/guidance/prompt-payment-policy
https://www.gov.uk/guidance/prompt-payment-policy
https://content.spiraxgroup.com/-/media/engineering/documents/results-and-agm-notices/2023/results/spirax-group-annual-report-2023.ashx?rev=1c0163030f3b4260ac91b477b50a854c&hash=6E76C0C3B123242FC11F980D9E7DD663
https://home.barclays/content/dam/home-barclays/documents/investor-relations/reports-and-events/annual-reports/2023/Barclays-PLC-Annual-Report-2023.pdf
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managed centrally. At the end of 2023, we achieved 93% on-time 

payment to our TPSPs compared to 93% at the end of 2022, 

exceeding our public commitment to pay 85% of TPSPs on time (by 

invoice value). The need to promptly pay our diverse TPSPs became 

even more important during the COVID-19 pandemic. 

Barclays established a process to expedite the payments for diverse 

TPSPs at this critical time. This process remained in place during 

2023. Barclays is proud to be a signatory of the Prompt Payment 

Code in the UK and we also work closely with the Small Business 

Commissioner and other organisations, including Good Business 

Pays, to educate the public on late payments and the impact they 

can have on businesses and business owners, and to raise the social 

conscience of larger businesses who do not pay on time. 
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2. Division of Responsibilities

Over-boarding

Directors must have sufficient time to carry out their roles and to fulfil 

their responsibilities under section 172 of the Companies Act 2006 to 

promote the long-term success of the company, generating value for 

shareholders and wider stakeholders. The Code does not specify a 

maximum number of board appointments that can be held by a NED 

as the time commitments for each role will vary depending on their 

responsibilities and whether for example, a director is part of a board 

committee or is the chair of a board. It is important that full-time 

executive directors do not take on more than one non-executive 

directorship in a FTSE 100 company or other significant appointment.

Nearly half of the companies in our sample stated that all directors 

have sufficient time to carry out their role effectively, while a further 15 

only specified that their NED’s have sufficient time to fulfil their duties. 
The majority of other companies explained that they review the 

commitments of directors to ensure they have sufficient time to fulfil 

their duties.

No executive directors in our sample had more than one non-executive 

role in a FTSE 100 company, in line with provision 15 of the Code.

Encouragingly, over 90% of companies in our sample provided specific 

information on the external commitments of directors and over 65% 

listed all directors’ other appointments. The majority of companies 
simply listed directors’ external appointments in the directors’ 
biographies section of the annual report. However, some companies 

provided specific information on their considerations of

individual directors’ time commitments and explained the actions taken 
to manage their time commitments.

One company explained that as a result of concerns about the number 

of appointments of a director’s other listed directorship, it contacted 
major shareholders who voted against the re-election of the director to 

understand their views. The company explained that the director’s 
attendance record was exemplary and that they participated in a 

number of additional opportunities throughout the year.
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Principle H: 

Non-executive directors should have sufficient time to meet 

their board responsibilities. They should provide constructive 

challenge, strategic guidance, offer specialist advice and hold 

management to account.

Key message

Companies are encouraged to be transparent in their annual report 

and disclose information about the time commitments of their 

directors. 
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Board committees

Disappointingly, companies in our sample did not disclose much 

information about the board committees their directors serve on in 

their external appointments. Fewer than 10% of companies listed 

whether their directors are part of a board committee in their external 

roles and a further 26% only disclosed this information if the director 

was a board committee chair. Serving on a board committee can be 

time consuming and can involve a wide range of responsibilities that 

can be intensive and call for additional involvement. Boards are advised 

to take this into consideration when reviewing the time commitments 

of their directors.

Over-boarding policy

We found that the majority of companies included some consideration 

of the time commitments of directors in their annual report. Most 

companies explained that directors’ external commitments are 
considered on appointment and that additional appointments require 

prior approval of the board.

One company disclosed its over-boarding policy which stipulates how 

many external appointments a NED should have. However, the vast 

majority of companies were not as specific in their policies. Examples 

like the one below, demonstrate some factors that are considered by 

companies when assessing the time commitments of their directors.

Good reporting will include factors that the board took into

consideration when reviewing the time commitments of a director.

A small number of companies in our sample said they note the views of 

a variety of investor bodies and institutional investors to foresee any 

perception of over-boarding.

Although some good reporting was identified, there is still a significant 

amount of boilerplate reporting. Many companies used phrases such as 

‘no instances of over-boarding were identified during the year’ with no 
further discussion around the time commitment of their directors.

Several companies disclosed information about their consideration of

approving a change to their external appointments.
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In compliance with Provision 15 of the Code, the Nominations 

Committee considered [a director’s] other commitments prior to 
his appointment to the Board as a non-executive director in 2023. 

In particular, it noted his other listed company board 

appointments, being his role as non-executive Chair of James 

Fisher & Sons and non-executive director positions at Ashtead 

Group and STS Global Income & Growth Trust. Prior to his 

appointment, it was confirmed that he would be stepping down 

from the STS Global Income & Growth Trust at its AGM this year. 

Recognising that [the director] will be stepping down from a listed 

company board later this year (most likely in July) and that all of his 

other corporate interests are non-executive in nature, the Board is 

satisfied that he has sufficient time to undertake his duties as a 

non-executive director of the Company. 

Source: BAE Systems, p.90

https://investors.baesystems.com/~/media/Files/B/BAE-Systems-Investor/investors/annual-reports/2023-annual-report.pdf%20-%20p90
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When calculating the expected time commitment, boards are advised to 

consider the additional commitment needed when the company is 

experiencing increased activity, for example during a period of 

distress, and the role that individual directors are likely to play on 

committees of the board, including possibly chairing these, form part of 

this consideration.

Board performance review

Fewer than 30% of companies disclosed that they considered directors 

time commitments to other organisations as part of their annual board 

performance review. Those that did provided very little information on 

what they considered to determine whether each director has sufficient 

time to fulfil their duties.

Reviewing the external appointments of directors as part of a company’s 
annual board performance review can be an effective way of monitoring 

any change to the time commitments of directors.

Companies in our sample reviewed directors’ external appointments 
through, for example:

• A register of directors’ commitments maintained by the company 
secretary that is reviewed at each board meeting.

• Their nominations committee.

• One-to-one discussions with the chair.

• An annual review by the board of NEDs’ external appointments.
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The Board considers the number of board positions that the Director 
holds at other public companies alongside the likely ‘size’ of their 
new role. It also takes into account externally published guidance 
and proxy voting guidelines to ensure the principles of major 
investors in respect of ‘overboarding’ are considered.

Source: Dr Martens, p.98

https://www.drmartensplc.com/application/files/6717/1818/7085/Dr._Martens_plc_Annual_Report_2024.pdf
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3. Composition, Succession and Evaluation

Diversity

Similar to previous years, the approach to reporting on diversity policies 

varied. Some companies cited that they had diversity policies but did not 

provide a description of what the policy entails. Others gave generic 

descriptions of what their diversity policy includes without referencing 

any specific targets or objectives for how they aim to improve their 

diversity.

However, it was encouraging to see 59 companies provide clear 

information about what their board diversity policy covers, their targets 

and objectives and the progress they have made to achieve these.

Convatec Group noted its diversity targets and objectives and 

documented the current progress. They noted that they aim to achieve 

higher representation of women in senior management through a 

leadership development programme.

It has been very encouraging to see a minority of companies provide 

forward-looking explanations to show how they will continue to monitor 

progress in the year ahead to meet their targets.

Gender and ethnicity targets

A key component of our analysis was to investigate how gender and 

ethnicity targets were reported in annual reports. Many companies align 

their own targets with the FTSE Women Leaders Review and Parker 

Review targets. The FTSE Women Leaders Review target is to have 40% 

women representation on the board by the end of 2025 for FTSE 350 

companies. Fifty-five FTSE 350 companies within our sample of 84 
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Provision 23

The annual report should describe the work of the nomination 

committee, including:

[…]
• the policy on diversity and inclusion, its objectives and linkage 

to company strategy, how it has been implemented and 

progress on achieving the objectives

Women representation in the top 1,200 roles ("Senior Leadership" 
positions) has strengthened by 2% during 2023 to 32%, and we 
continue to progress towards our aim of achieving 35% women 
senior leadership representation by 2025.

Source: Shell Plc, p.173

• As part of our ongoing diversity and inclusion strategy, our target 
is to achieve 40% of senior management roles to be held by 
women by 2025. 

• By 2023…women represented 44% of board members and 44% of 
their Senior Management team. This was previously 40% in 2022 
for the board and 38% in 2022 for Senior Management. 

Source: Convatec Group, p.108

https://ftsewomenleaders.com/
https://parkerreview.co.uk/
https://parkerreview.co.uk/
https://reports.shell.com/annual-report/2023/_assets/downloads/shell-annual-report-2023.pdf
https://www.convatecgroup.com/globalassets/global-assets/pdf/convatec-ar-2023_interactive.pdf
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Initiatives and objectives beyond Parker Review and the FTSE 

Women Leaders Review targets 

Eighty companies reported on diversity initiatives targeted at senior 

management, boards and the workforce. The quality of information 

provided for these initiatives and objectives varied. However, most of 

these companies reported on employee resource groups for example the 

LGBTQ+ Network that advocate for the workforce.

Good reporting on initiatives described the contribution towards 

improving diversity at board level and senior management.

One company described an initiative designed to address the needs of 

the level of leadership below the executive committee and directors.

companies already meet this, which is an 18% increase from last year’s 
sample. We anticipate a rise in the number of companies that will 

achieve these targets in the year ahead.

The 2024 Parker Review encourages FTSE 250 companies to have at least 

one ethnic minority director on the board. Out of 41 FTSE 250 

companies, we found that 32 FTSE 250 companies have met this target.

This year we examined whether companies had stated whether they 

were working towards the 2027 Parker Review targets for FTSE 350 

companies. The 2027 targets will require companies to set their own 

targets for the percentage of senior management who self-identify as 

being from an ethnic minority background. Twenty-two FTSE 350 

companies and one Small Cap company referenced their aim to work 

towards these targets, demonstrating the importance of achieving 

greater diversity within their organisation.

We also assessed the extent to which the 2022 Financial Conduct   

Authority’s Listing Rules (LR 9.8.6R(9) and LR 14.3.33R(1)) were reported 
on. The targets operate on a comply or explain basis. Like last year, one 

measure we explored was whether the companies in our sample had a 

woman appointed to at least one of the senior board positions (Chair, 

CEO, Senior Independent Director, or CFO). The table below shows the 

total number of women in the top four senior leadership roles in our 

sample of 100 companies.
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Total number of women in senior leadership roles

Chair
Senior 

independent 
director

CEO CFO

18 49 6 13

In our 2023 Accelerating into Leadership programme, which prepares 
high potential, mid-level colleagues for leadership roles, 43% of 
participants were women. More than 5,200 women also participated 
in our Coaching Circles programme, which matches senior leaders 
with a small group of colleagues to provide advice and support on 
the development of leadership skills and network building. 

Source: HSBC, p.77

The Committee has oversight of the Company’s Senior Leadership 
Development Programme (SLDP) through which we have given 
development opportunities to a significant number of senior 
management. Our Leadership Development Programme (LDP)… is a 
cohort-led development opportunity to address the needs of the next 
level of leadership below Executive Committee and Director level. 

Source: Henry Boot, p.105 

https://www.hsbc.com/investors/results-and-announcements/annual-report
https://www.henryboot.co.uk/investors/investors/
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However, companies in our sample rarely reported on the outcomes of

their initiatives or disclosed their impact on improving representation on 

boards or among senior leadership.

We have made changes to the 2024 UK Corporate Governance Code 

that included the removal of a list of diversity characteristics, to 

encourage companies to think about diversity more widely. We have also 

added a new reference to diversity initiatives to help companies to think 

beyond formal policies when it comes to diversity and inclusion.

It was encouraging to see some companies report on targets and 

initiatives for diversity characteristics beyond gender and ethnicity. For 

example, Lloyds Banking Group noted, it has a target to double the 

number of disabled colleagues in senior management by 2025.

Overall, it has been positive to see the progress companies have made in 

reporting on objectives and targets, and on developing diverse boards 

and senior management teams. We hope to see organisations continue 

to report on their progress and set out the outcomes of their diversity 

initiatives.
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Key message

Many companies reporting clearly on their diversity and inclusion 

policies, and encouragingly some companies also explain diversity 

initiatives which they have put in place.
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4. Audit, Risk and Internal Controls 

Audit 

In May 2023, the FRC published the Audit Committees and the External 

Audit: Minimum Standard (the Minimum Standard). The Minimum 

Standard was developed in response to the Competition and Markets 

Authority’s market study on statutory audit, in particular the 
recommendation on audit committee scrutiny. From financial years 

starting on or after 1 January 2025, the Minimum Standard will form part 

of the Corporate Governance Code. Provision 25 sets out the main roles 

and responsibilities of the audit committee, which includes following the 

Minimum Standard, Provision 26 states that annual reports should 

describe the work of the audit committee including the matters set out 

in the Minimum Standard.

Following the Minimum Standard was voluntary for financial year ending 

2024. Despite this, nearly half of the companies in our sample referred to 

the Minimum Standard in their annual report for this period. We 

encourage audit committees to include updates about the Minimum

Standard in future annual reports. 

Seventeen companies reported that they already fully or partially follow 

the Minimum Standard. However, most companies in the sample are at 

earlier stages, which is understandable given the standard is not yet 

formally part of the Code". The Minimum Standard is being added to 

audit committees’ terms of reference. Audit committees are being 
briefed about the Minimum Standard and overseeing gap analyses 

which compare current approaches with the Minimum Standard.

Independence

The independence of NEDs who sit on audit committees is pertinent to 

the important role they play in assessing the independence of external 

audit. On this basis, the independence of each member of the audit
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Provision 26:

The annual report should describe the work of the audit 

committee, including:

[…]
• an explanation of how it has assessed the independence and 

effectiveness of the external audit process and the approach 

taken to the appointment or reappointment of the external 

auditor, information on the length of tenure of the current 

audit firm, when a tender was last conducted and advance 

notice of any retendering plans.

The FRC’s ‘Audit Committees and the External Audit: Minimum 
Standard’ (the Minimum Standard’) was published in May 2023, 
eight months into the financial year. Between its publication and 

the end of the financial year on 16 September 2023, one Audit 

Committee meeting has taken place, at which the Minimum 

Standard was considered. The Audit Committee’s assessment is 
that there is nothing of note in the Minimum Standard that differs 

from how the ABF Audit Committee currently operates. However, 

this is being reviewed further, including to the extent that there 

may be useful points to consider in relation to the assessment of 

the effectiveness of the audit process and to the audit tender 

process. 

Source: Associated British Foods, p.99

https://www.abf.co.uk/content/dam/abf/corporate/oar-and-rr-2023/oar/abf-annual-report-2023.pdf.downloadasset.pdf
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committee should be referenced in their biography, or an explanation 

should be provided. A small number of companies did not cover 

independence explicitly, and it could not be implied from the narrative. 

We did further work on these cases, and in some instances individuals’ 
independence was unclear.

Audit committees often report on the independence of the external 

audit process by referring to the company’s policy for the provision of 
non-audit services (NAS) by the external auditor. Fifteen companies 

published their NAS policy in full. Published terms of reference for audit 

committees often refer to the NAS policy regardless of whether it has 

been published.

The Corporate Governance Code and Minimum Standard set out the 

responsibilities of audit committees. This includes developing a policy on 

NAS, ensuring there is prior approval of NAS, considering the impact this 

may have on independence, taking into account relevant regulations and 

ethical guidance, and reporting to the board on any improvement or 

action required.

Not all companies require their audit committees to approve all NAS 

Some policies for NAS set out a chain of approvals that escalates 

depending on the level of the fees involved. This starts with approval by 

Chief Finance Officers, followed by the chair of the audit committee, with 

approval by the whole audit committee being reserved for maximum 

fees. Some companies have reached a comprise on the level of approval 

required.
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Provision of non-audit services To preserve objectivity and 

independence, the external auditor is asked not to provide other 

services except those that are specifically approved and permitted 

under the Group’s non-audit services policy. Non-audit services are 

generally not provided by the external auditor unless specific 

circumstances mean that it is in the best interests of the Group that 

these are provided by Deloitte rather than another supplier. To 

ensure the continuing independence of the auditor, during the year 

the Committee reviewed and approved a policy on non-audit 

services. The key principles of this policy are: 

• The Audit Committee has adopted the FRC’s list of permitted 
services for UK incorporated EU Public Interest entities (“EU PIEs”) 
as set out in the Revised Ethical Standard 2019 (“Ethical 
Standard”). These services are allowed under UK statutory 
legislation and comply with the European Union directive on 

audit and non-audit services. 

• Permitted services include those that are required by law and 

regulation, loan covenant reporting, other assurance services 

closely linked to the audit or Annual Report and reporting 

accountant services. 

• For any non-audit permitted services the following levels of 

authority apply: a) up to £50,000 requires the approval of the CFO 

b) in excess of £50,000 and up to £150,000 requires the approval 

of the CFO following consultation with the Chair of the Audit 

Committee c) in excess of £150,000 requires the approval of the 

Committee.

Source: Auction Technology Group, p.89

https://cdn.yano.digital/media/1lrdgsdu/atg-2023-annual-report.pdf
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We found good reporting on the effectiveness of the external audit 

process included: 

• The number of meetings between the external auditor and audit 

committee.

• Feedback from committee members and internal stakeholders on 

the external auditor.

• Auditors’ awareness of the commercial environment in which the 
company operates.

Some companies have gone beyond what is required by the FRC Ethical 

Standard for auditors by imposing a ratio of NAS to audit services of less 

than 70%.

Companies typically assess independence with reference to the 

restrictions that apply to auditors. For example, companies commonly 

refer to audit partners’ tenure. However, companies are advised to bear 

in mind that true independence is demonstrated through auditors’ 
challenge of management and professional scepticism.

Effectiveness of external audit

Some companies took the Minimum Standard into consideration in 

recent evaluations of the effectiveness of the external audit process. 
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Source: London Stock Exchange, p.112

The Committee assessed the effectiveness of the external audit 

throughout the year in accordance with principal M of the Code. 

The Committee relied on its own judgement supported by the 

following evidence: 

• a report from management on their own evaluation of the 

effectiveness of the external auditor based on a questionnaire 

prepared in accordance with the Financial Reporting Council’s 
(FRC’s) guidance and completed by key stakeholders; 

• a review of the FRC’s 2022/2023 Audit Quality Inspection and 
Supervision Report, specifically the report related to EY. The Audit 

Committee also reviewed the results of the FRC’s inspection of 
the LSEG 2021-year end audit which highlighted limited 

improvements required; and 

• the separate meetings held with EY at each Committee meeting 

without management being present. 

Based on all evidence presented, the Committee satisfied itself that 

the external audit has been conducted effectively, with appropriate 

rigour and challenge, and that EY had applied appropriate 

professional scepticism throughout the audit. 

In reviewing the independence of the External Auditor, the 

Committee took into consideration: 

• confirmation from PwC that they had adhered to their policies 

and procedures to safeguard independence and had followed 

necessary guidance and professional standards in relation to 

auditor independence; 

• the Committee’s monitoring of PwC’s processes for maintaining 
independence; 

• the Committee’s assessment of PwC’s challenge and professional 
scepticism; 

• the absence of any threats to PwC’s independence including the 
absence of any relationships between PwC and the Company 

(other than in the ordinary course of business) which could 

adversely affect PwC’s independence and objectivity; 

Source: Trustpilot, p.130

https://www.frc.org.uk/documents/1236/Revised_Ethical_Standard_2019.pdf#page=60
https://www.frc.org.uk/documents/1236/Revised_Ethical_Standard_2019.pdf#page=60
https://media.frc.org.uk/documents/Revised_Ethical_Standard_2019.pdf#page=52
https://www.lseg.com/content/dam/lseg/en_us/documents/investor-relations/annual-reports/lseg-annual-report-2023.pdf
https://assets.ctfassets.net/dbztug920vik/7d7Wu45Korljg0eSo067KB/2c8436e587789e220b50cb77faeb0b47/Trustpilot_Annual_Report_2023.pdf
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annual votes on the auditor’s continuation. Consistent references to 
‘financial year ends’ would be helpful. The use of terms such as ‘fiscals’ 
and other alternative terminology could be confusing to UK readers.

Reporting on tender processes

A flow chart is ideal.

Tender and tenure of the external auditor 

The Minimum Standard and the Code cover tendering. The Minimum 

Standard specifies that challenger firms (non-Big Four) must be given 

fair and objective consideration. Encouragingly, a number of companies 

that tendered for external audit during the 2024 financial year, or will 

tender next year, have said that they take account of the Minimum 

Standard when tendering. One company that tendered during the 

reporting period sent a formal invitation to eight audit firms with 

relevant sector experience.

The clearest way to report the tenure of the external auditor is to state 

the number of years they have audited numerically, with an 

accompanying reference to the first financial year they audited.

It is important to bear in mind that readers cannot always accurately 

ascertain the tenure of the audit firm from other information such as 

when a tender was last conducted, and/or when the auditors’ 
appointment was agreed by shareholders at an AGM. The time that 

elapses between these events and the first financial year audited by new 

auditors varies between companies.

This lack of clarity is compounded by initial appointments of audit firms 

not being differentiated from either the incumbent auditor’s 
reappointment for a second term following a tender, or shareholders’ 
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Source: Diageo, p.112 

In determining the process for the audit services tender, 

management took into consideration and followed the FRC’s 
guidance on audit tendering, with the Audit Committee making 

robust decisions to ensure that the requirements of the FRC’s 
minimum standard for Audit Committees were met. 

Source: Pennon Group, p.140

https://www.diageo.com/~/media/Files/D/Diageo-V2/Diageo-Corp/investors/results-reports-and-events/annual-reports/diageo-annual-report-2024.pdf
https://annualreport.pennon-group.co.uk/documents/2024-Annual-Report.pdf
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Internal audit

The vast majority of companies run their internal audit function in- 

house. Of the five companies in the sample that outsource their internal 

audit, two are considering bringing it in-house. One company provided 

an explanation for why it does not have an internal audit function.
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Source: Gym Group, p.89

The Committee reviewed the requirement for an internal audit 

function during the year, as it does annually, and has concluded 

that, given the relatively straightforward nature of the Group’s 
operations and the low levels of portable assets such as cash in 

hand and inventory, an internal audit function is not necessary at 

this time. This will be kept under review as the Group continues to 

grow.

Key message

Early adoption of the Audit Committees and the External Audit: 

Minimum Standard (the Standard) is optimum because it

facilitates timely design and testing of new processes and an 

evolutionary approach to enhancing audit committee practices, for 

example around audit tenders.  Companies can support their audit 

committees by making their responsibility for following the Standard 

explicit in terms of reference. This is one of the ways that  companies 

can encourage their audit committees to focus on the content of the 

Standard. 

https://www.tggplc.com/media/132517/TGG_AR23.pdf
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Among the companies included in this review, there is clearly a high level 

of disclosure by audit committees of the results of AQR inspections. The 

quality of reporting has improved over recent years.

 

In a separate review, the AQR team considered the level and clarity of 

disclosure by audit committees of the findings of inspections completed 

for the 2022/23 inspection cycle. This has given us a snapshot of the 

quality of disclosures across all companies whose audits are in the remit 

of AQR inspection. The FRC publishes a list of the inspections which we 

have carried out.

Our review found clear information disclosed in 41 cases and 23 

examples of no disclosure where we would have expected it. There were 

a further 28 examples where we felt the information given was not 

sufficiently clear, or could be misinterpreted by the users of the annual 

report.

Audit Quality Review inspection results

For the 100 annual reports we reviewed, we considered the level and 

clarity of disclosure by audit committees, of any Audit Quality Review 

(AQR) inspection in the year. A relevant inspection report had been 

issued for 17 of the reports. All of these referred to the AQR inspection.

The graph below shows breakdown information for the 68 companies 

among the 100 reviewed whose audits were inspected by AQR within 

the past five years.
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Principle M

The board should establish formal and transparent policies and 

procedures to ensure the independence and effectiveness of 

internal and external audit functions and satisfy itself on the 

integrity of financial and narrative statements.

https://www.frc.org.uk/auditors/audit-quality-review/details-of-audits-subject-to-aqr-inspection
https://www.frc.org.uk/library/supervision/audit-quality-review/
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There were 73 cases where no disclosure had been made. Among these, 

there were 50 cases where we understood the reasons for this, for 

example the company did not have an audit committee).

To assist audit committees in improving the usefulness of their 

disclosures, we encourage them to consider disclosing the scope of our 

inspection as well as the results and any actions taken or being taken in 

response to the findings.

One example – Compass Group – clearly explained the scope of the 

work as well as the results:

The FRC’s Standard on Audit Committees and the External Audit (May 

2023); paragraph 24 states that information on the findings of an audit 

inspection, and any remedial action the auditor is taking in response, 

should be provided in the next annual report.2 

2 Under the UK Corporate Governance Code 2024 (effective from 2025 financial years), the Standard applies on a comply or explain basis to all companies listed in the commercial companies category 
or the closed-ended investment funds category.
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The Financial Reporting Council (FRC) Audit Quality Review (AQR) 

selected the external audit by KPMG LLP of the Group’s financial 
statements for the year ended 30 September 2020 for review as 

part of its annual inspection of audit firms. The AQR covered the 

audit work at a Group level, including goodwill, going concern, the 

oversight of the US audit work by the Group team, communication 

with the Audit Committee and matters relating to planning, 

completion, ethics and quality control.

The Audit Committee reviewed and discussed the scope of the 

AQR, the AQR report and actions that will be taken as a result of 

the findings of the AQR.

The AQR highlighted good practice in respect of certain aspects 

of the Group audit work which was noted by the Committee. The

Source: Compass Group, p. 128

report included one observation, requiring limited improvement 

which was not considered significant by the Committee. The 

Committee is satisfied with the response of KPMG to the finding 

in the audit for the year ended 30 September 2021

Key message

There has been an increase in the level of disclosure by audit 

committees of AQR inspection results. There is room for 

improvement in the quality and clarity of the disclosures, to 

demonstrate how the work of audit committees supports overall 

improvements to audit quality.

https://www.frc.org.uk/documents/1021/Audit_Committees_and_the_External_Audit_Minimum_Standard.pdf
https://www.frc.org.uk/documents/1021/Audit_Committees_and_the_External_Audit_Minimum_Standard.pdf
https://www.compass-group.com/content/dam/compass-group/corporate/ar-updates-2021/annual-report-pdf/CompassGroupPLC_AnnualReport2021.pdf.downloadasset.pdf
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Risk

Principal risks

The footnote to Provision 28 states that principal risks should include, 

but are not necessarily limited to, those that could result in events or 

circumstances that might threaten the company’s business model, future 
performance, solvency or liquidity and reputation.

The board has ultimate responsibility for an organisation’s overall 
approach to risk management and internal control. It is for the board to 

agree the risk appetite and decide which risks are considered ‘principal’ 
by considering the potential impact and probability of the related events 

or circumstances, and the timeline over which they may occur. This 

should not inhibit boards from taking risks that are proportionate to 

their risk appetite and in complying with regulatory requirements to 

achieve their strategic objectives.

When reporting on principal risks, good reporters provide a balanced 

overview of the most significant risks for the company, considering the 

impact if these risks materialised and the probability of them occurring. 

Like last year, all companies in our sample described their principal risks 

and actions to manage or mitigate. 

Many companies provided high-quality reporting in this area.

However, also like last year almost a third of our sample disclosed over 

13 principal risks. Companies are reminded that to provide reporting 

that investors and other stakeholders will find useful, the focus should 

be on the most significant risks to the company.

Almost all companies in our 

sample indicated the impact 

the risk would have on the 

company. This was outlined 

mostly within the risk 

description, although these 

were often minimal. Around 

a quarter of companies also 

included the likelihood of 

the risk materialising 

through a heat map or 

residual rating indicator. 

Changes to principal risks

Good reporting on principal risks demonstrates that risks are not static 

but shows how they have changed during the year, and over years.

Most companies’ descriptions of principal risks remained similar to the 
previous year with some risk descriptions being updated where changes 

had occurred. Companies were more likely to update their risk 

mitigations.
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Provision 28

The board should carry out a robust assessment of the 

company’s emerging and principal risks. The board should 
confirm in the annual report that it has completed this 

assessment, including a description of its principal risks, what 

procedures are in place to identify emerging risks, and an 

explanation of how these are being managed or mitigated.

Number of principal risks disclosed

32% 4 to 9

39% 10 to 12

21% 13 to 15

8% More than 15
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It was encouraging to see that 83% of companies indicated the residual 

risk profile change during the year. Most companies used a symbol to 

indicate whether the risk had stayed the same, increased or decreased. 

Better reporters in this area also included a description of how the risk 

had changed during the year. 

Chief risk officer

While there is no requirement in the Code to have a chief risk officer 

(CRO), 21% of companies in our sample had appointed one, half of 

which were financial services and insurance firms. This aligns with the 

Prudential Regulation Authority expectation that capital   requirement 

regulation firms should, taking account of their size, nature and 

complexity, consider whether their risk control arrangements could 

include appointing a CRO.

Of those companies that had made such an appointment, many 

reported that the CRO updated the board regularly on key risk 

management and internal control matters, including discussion of key 

risks and risk reduction activities. These updates were designed to 

strengthen governance and compliance.
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Source: Trustpilot, p.94

Source: Weir Group, p.66

Key message

Good reporting on principal risks is not static but shows how risks 

have changed during the year, and over years.

https://assets.ctfassets.net/dbztug920vik/7d7Wu45Korljg0eSo067KB/2c8436e587789e220b50cb77faeb0b47/Trustpilot_Annual_Report_2023.pdf#page=94
https://www.global.weir/globalassets/investors/reporting-centre/2024/2023-annual-report/weir-group-2023-annual-report.pdf#page=66
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In most cases companies reported that the CRO provided reports to the 

audit and/or risk committee, and in some instances the remuneration 

committee. Some companies also reported that the CRO was invited to 

attend the committee meetings. For some companies the CRO was also 

responsible for the company’s approach to managing climate-related 

risks. Companies are reminded that boards operate most effectively as a 

unitary function.

Board committees and other key senior management roles support and 

assist these unitary functions, including the role of the CRO. For further 

guidance on board committees, such as the roles of risk and audit 

committees, please refer to the Good Practice Guidance for the 

Successful Management of Board Committees.
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Chief Risk Officer’s report
At each scheduled meeting, the Committee received a report from 

the Chief Risk Officer (“CRO”) which outlined the challenges and risks 
being faced across the Group’s financial, operational and 
organisational resilience pillars. The CRO’s report provided an 
overview and status of the top and principal risks against the Group’s 
appetite, as well as: key activities undertaken by the Risk function to 

further embed risk management across the Group; outputs of regular 

risk monitoring activities; and details of any current and specific 

financial, non-financial or regulatory and compliance risk matters. 

Alongside the CRO's report, the Committee regularly assessed the 

Group’s emerging risks. It challenged management on the 
identification of all possible significant emerging risks during the year 

and on the Risk function’s role in ensuring that such emerging risks 
were being monitored and managed appropriately. The most notable 

emerging risks identified included those relating to geopolitical 

tension, disruptor emerging risk, data ethics, digital disruption, the 

transition to a low carbon economy, changing customer needs, cyber 

threats and the transition to Electric Vehicle ("EVs"). In addition, the 

Committee reviewed the plan of risk assurance activities to be 

undertaken for each quarter and the year ahead to support the 

Group's key strategic objectives and to ensure adherence to 

prevailing legal and regulatory requirements, as well as the Group’s 
enterprise and risk management framework

Source: Direct Line, p.122

Key message

The board has ultimate responsibility for an organisation’s overall 
approach to risk management and internal control.

Source: Lloyds Banking Group, p.93

At Group level, a consolidated risk report, risk appetite dashboard 

and report by the Chief Risk Officer are reviewed and regularly 

debated by the Group Risk Committee and the Board Risk 

Committee, with formal updates provided to the Board to ensure 

that they are satisfied with the overall risk profile, risk 

accountabilities and mitigating actions. The report and dashboard 

provide a view of the Group’s overall risk profile, key risks and 
management actions, together with performance against risk 

appetite and an assessment of emerging risks which could affect 

the Group’s performance over the life of the operating plan.

https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/corporate-governance-code-guidance/#section.d83c1416
https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/corporate-governance-code-guidance/#section.d83c1416
https://www.directlinegroup.co.uk/content/dam/dlg/corporate/images-and-documents/investors/oar-2023/documents/annual-report-and-accounts-2023.pdf#page=122
https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2023/q4/2023-lbg-annual-report.pdf#page=93
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Risk Management and Internal Control 

Monitoring and reviewing the effectiveness of the risk management 

and internal control systems

During 2023, the FRC consulted on amending Provision 29 to strengthen 

reporting on risk management and internal controls. In January 2024, an 

updated Provision 29 was published as part of the new UK Corporate 

Governance Code. Under this provision, boards will in future make a 

declaration regarding the effectiveness of material controls at the 

balance sheet date and provide more information on how this 

effectiveness has been reviewed.

The updated Provision 29 will apply from financial years starting on or 

after 1 January 2026, to give companies time to prepare for 

implementation. In this annual review, we have looked at reporting 

against the current Provision 29 in more detail, using an extended 

sample of 130 annual reports. We have focused on good practice that 

already exists, and areas where improvement will be needed, especially 

in preparation for the new Code.

Scope of the review  of effectiveness of risk management and 

internal control systems

As highlighted in past years and in line with the current Provision 29, it is 

important that there is a robust annual process for the review of the 

effectiveness of risk management and internal control systems. This 

review must encompass all material controls, including financial, 

operational and compliance controls. The Code and its supporting 

guidance do not prescribe a particular methodology for this review, as it 

is recognised that each company is different and that the nature of 

reviews of effectiveness may vary.

It is important that reviews include all materials controls. In this year’s 
review, we have focused on the type of controls covered by companies’ 
reviews and the way in which these are described. We have found that 

61 companies specifically stated that they reviewed their operational and 

compliance controls as part of their annual review of effectiveness.

As part of the monitoring and review process, all material controls 

should be examined, including financial, operational and compliance 

controls. Material controls are company-specific and therefore different 

for every company depending on their features and circumstances. In 

determining materiality, consideration should be given to the impact of 

the controls on the interests of the company, shareholders and other 

stakeholders . The review should make clear what the material controls 

are, whether the review has covered these, and to what extent. A good 

example of company-specific material controls can be seen on the 

following page.
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Provision 29

The board should monitor the company’s risk management and 
internal control systems and, at least annually, carry out a review 

of their effectiveness and report on that review in the annual 

report. The monitoring and review should cover all material 

controls, including financial, operational and compliance 

controls.
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Board responsibility and assurance mechanisms

Another area of focus for this year’s review was the roles of the board, 
board committees, internal audit and external audit. It is important to 

emphasise that the board remains ultimately responsible for the 

effectiveness of risk management and internal control systems, although 

the Code does permit, under Provision 26, the delegation to board 

committees. Good practice is for any delegation to be accompanied by 

regular reporting back to the board as to how these responsibilities have 

been carried out.

The Code is neutral regarding the sources of assurance commissioned 

by the board or the relevant board committee in assessing the 

effectiveness of risk management and internal controls systems, and this 

will continue to be the case when the new Provision 29 takes effect. In 

this year’s review, we found that 124 companies out of the extended 
sample of 130 had an internal audit function and used this when 

carrying out a review of the effectiveness of the internal control systems. 

Good reporters explain the scope of the internal audit and how this work 

is communicated to the board and relevant committees. Forty-seven 

companies reported using the ‘three lines of defence’ model for risk 
management and internal control review. Most of these used internal 

audit as the third line of defence.

In terms of external audit, 102 companies included the findings or input 

of the external audit in the review of effectiveness of risk management 

and internal control systems. The nature of the work undertaken by 

external audit was varied across the sample. Examples include:

• Audited financial controls which is a requirement for US listed 

companies under the Sarbanes-Oxley Act 2002.

• Results and controls observations as part of the annual external 

audit.

• Specialist assurance over specific controls where the board has 

determined this is required.

The external auditor does have a responsibility under ISA 720  to 

consider whether there are material inconsistencies between the other 

information (which includes the directors’ statements on material 
controls and their effectiveness) and the financial statements or the 

auditor’s knowledge obtained in the audit. This responsibility does not 
change in respect of the revisions to Provision 29 that come into effect in 

January 2026.
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Source: 3i Group, p.127

https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isa-uk-720/
https://www.3i.com/media/nnrkjwke/annual_report_and_accounts_2024.pdf#page=127
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Reporting on the review of effectiveness of risk management and 

internal control systems

Provision 29 also asks boards to report on their review of the 

effectiveness of risk management and internal control systems. In our 

extended sample of 130 companies, 59 reported on their review in some 

detail, including what areas were covered or a simple statement of who 

carried out the review, and we identified 13 examples of good reporting. 

Good reporting explains the process of the review, including information 

on who carried out the review and what information was provided to the 

board or relevant committee. It also explains which key or material 

controls were looked at, and from where the information on these 

controls was sourced.

The diagram on the next page sets out the elements that good 

reporting on risk management and internal control often consists of.  

This is based around the who, what, how and when approach.
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Key message

It is up to boards to determine whether they review the risk 

management and internal control systems more frequently than once 

a year. The aim of the  review is to identify strengths, gaps, 

deficiencies and areas for improvement, and be followed up by a plan 

to take forward any actions. 
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Who? (Who reviewed the information, committee, 
management etc)

Audit committee reviews, and reports to the Board on 
the effectiveness of the internal control environment 
and risk management systems.
Convatec Group Plc, p.77 

These formal reviews, conducted either in person 
or on-line, cover:
• Health and safety; 
• Operational performance;
• Risk reviews, including climate-related risks; 
• Employee Engagement activities; and 
• Investment decisions, including atmospheric 

carbon dioxide reduction activities. 
The Executive Directors visit all operations 
regularly to perform reviews.
Porvair, p.60  

What? (What areas/controls were reviewed)

The Executive Directors, meet online weekly with the 
divisional senior management as a group to discuss 
operating performance and the near-term outlook. 
There is also a formal programme of quarterly reviews 
with each division’s senior management team.
Porvair, p.60

When? (frequency of the review)

The Committee also received an annual update on 
cyber security and key IT projects . There were no 
serious cyber incidents reported in the year and the 
Committee noted the steps taken to improve 3i’s 
detective and protective controls, and maintain staff 
training and awareness on cyber security risks. The 
update on IT projects covered a new AI policy and 
related oversight process; the continued migration of 
“on-premise” data and services to cloud-based 
solutions; the device refresh strategy; resilience and 
continuity planning; and the roadmap for key systems 
projects, including the replacement of the Treasury 
Management, HR and ERP systems.
3i Group PLC, p.124

How? (How did the parties receive
and review the information)

https://www.convatecgroup.com/siteassets/investors/213800ls272l4fidoh92-2023-12-31.html
https://www.porvair.com/sites/porvair/files/2023/porvair-ar-2023.pdf
https://www.porvair.com/sites/porvair/files/2023/porvair-ar-2023.pdf
https://www.3i.com/media/nnrkjwke/annual_report_and_accounts_2024.pdf
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Seventy-one companies in our sample of 130 either confirmed that a 

review had been carried out without providing further disclosures, did 

not mention the review, or were unclear in their reporting as to whether 

a review had been carried out. Phrases such as ‘The committee (or 
board) reviews the effectiveness of the risk management and internal 

controls framework’ or ‘review and challenge management’s reports on 
the effectiveness of the internal control and risk management systems’, 
do not provide readers of annual reports with information on what the 

review involved, and how the board monitors the effectiveness of risk 

management and internal controls systems.

Due to the updates to Provision 29 of the Code, reporting on the review 

has been an area of focus for the FRC and we have produced new 

guidance and other materials to support reporting against this provision. 

Given this, it is disappointing that fewer than half of our sample 

companies reported appropriately on this area. 

Reporting on the outcome of the review of effectiveness of risk 

management and internal control systems

In past years’ annual reviews, we have emphasised the importance of 
reporting the outcome or results of the review of the effectiveness of risk 

management and internal controls systems. This aspect of reporting will 

become even more critical from 1 January 2026 onwards, when the 

outcome of the review will be reported by companies in the form of a 

declaration.
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Key message

When reporting on the review, good disclosures provided a summary 

of how the board had monitored and reviewed the effectiveness of 

the framework. This could include the type of information the board 

has received and reviewed; who it has consulted with; any internal or 

external assurance received; and if relevant, the name of the 

framework, standard or guideline the board has used to review the 

effectiveness.
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A good example of reporting on the outcome of a review is shown 

below:

Some companies also provided insightful reporting on areas of internal 

control which the review had found were not working effectively. 

Where duplication of information regarding the review of the risk 

management and internal control systems occurs, the report can include 

cross-referencing or signposting information.
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Source: Coats Group, p.82

The annual review of the effectiveness of the Company’s risk 
management and internal control systems covering all material 

controls was conducted, including operational and compliance 

controls. Following the robust assurance process, the Committee 

was satisfied that these systems operate effectively in all material 

respects with no significant weaknesses identified and others 

remediated appropriately.

Source: Mobico Group, p.104

During the 2023 year end process, a number of significant 

weaknesses were identified in respect of our German business and 

how it has historically managed, communicated and accounted for 

its long term rail contracts. The issues related to inadequate 

documentation of the key assumptions underpinning the contract 

models and consequent lack of understanding about how changes 

to these assumptions could impact the performance of the 

business. Oversight, challenge and review performed at local, 

divisional and Group level did not identify these issues in a timely 

manner. The year end process has now established a sound basis 

for the management of these contracts going forward and we will 

look to implement additional controls in these areas. Management 

has assessed and the Committee concurs, that these particular 

issues relate to the German business only.

https://www.annualreports.com/HostedData/AnnualReports/PDF/LSE_COA_2023.pdf#page=82
https://www.mobicogroup.com/media/izrhscsr/mobico-group-plc-annual-report-and-accounts-2023.pdf#page=104
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Viability

Viability statement

Under the Code, companies should assess their prospects and the 

resilience of their business model over a longer period, often referred to 

as the viability statement. Introduced into the Code in 2014, its primary 

objective is to provide shareholders with an improved understanding of 

the board’s views on risk management and the longer-term viability.

Historically, reporting under this provision has been relatively poor, often 

with statements providing insufficient qualitative and quantitative 

information regarding the inputs and assumptions used. Recognising 

this, the Government, under ‘Restoring Trust in Audit and Corporate 

Governance’, outlined its plans to introduce a Resilience Statement for 
Public Interest Entities (PIEs). This would have required these entities to 

set out their approach to managing risk and developing resilience over 

the short, medium, and long term, thereby enhancing disclosures. 

Although the government has decided to withdraw these plans, we still 

recognise that this is an important provision and as a result, have refined 

the viability statements section within our updated Corporate 

Governance Code Guidance.

Period of assessment 

Some companies in our sample clearly undertook the recommended 

two-stage process for developing their viability statements, as outlined 

in our guidance. These companies highlighted how they assessed their 

viability, referencing the scenarios considered and linking them to 

principal risks. Conversely, other companies provided only basic 

disclosures on the rationale behind the appropriateness of the 

assessment period.

Trends in the period of assessment generally range from three to five 

years. Although it is not possible to comment on the average 

assessment period by industry given the limitations of our sample, there 

is some evidence that the viability assessment period varies by industry 

and for this reason we have provided an overview of the industries 

featured in our sample, including industrials, financial services and travel 

and leisure.

Review of Corporate Governance Reporting | November 2024 51

Provision 31

Taking account of the company’s current position and principal 
risks, the board should explain in the annual report how it has 

assessed the prospects of the company, over what period it has 

done so and why it considers that period to be appropriate. The 

board should state whether it has a reasonable expectation that 

the company will be able to continue in operation and meet its 

liabilities as they fall due over the period of their assessment, 

drawing attention to any qualifications or assumptions as 

necessary.

https://www.gov.uk/government/publications/restoring-trust-in-audit-and-corporate-governance
https://www.gov.uk/government/publications/restoring-trust-in-audit-and-corporate-governance
https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/corporate-governance-code-guidance/#viability-statements-5712c77e
https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/corporate-governance-code-guidance/#viability-statements-5712c77e
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Industries sampledViability assessment periods
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Scenarios

Most companies in our sample had stated that they had modelled a 

number of scenarios which included inputs and assumptions with 

references to principal risks. Good reporters mapped this out within their 

statement illustrating what was modelled, references to assumptions 

and a side column linking it clearly to principal risks. One company 

adopted this approach. It also included five severe but plausible 

combinations of the individual scenario events that were tested to assess 

the potential combined downside impact on the liquidity and covenant 

headroom of its group over the three-year viability period:

Not all companies provided solid justifications for the chosen periods for 

their statements, However, one noted that it acknowledges the 

commentaries provided by the FRC on viability statements and 

highlighted that it did not consider it appropriate to alter its timeframe 

due to the operational environment:

The approach to explaining chosen timeframes, however, was not 

entirely consistent. Other reports that included explanations often failed 

to fully identify and consider all relevant factors in determining the 

chosen period.
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The Board noted the commentaries issued by the Financial Reporting 

Council suggesting that Viability Statements should be extended 

beyond a period of three years; however, due to the nature of our 

economic, technological and regulatory environment, the Board did 

not consider it appropriate to alter its current time frame due to the 

following reasons: 

• the expected life cycle of the Group’s technology is three years, 
and this reflects the frequent changes in the way that consumers 

choose to use technology; 

• it is difficult to forecast revenue and costs beyond three years 

given that the Group’s revenue and costs are not materially 
covered by long-term contracts; 

• within three years costs could be substantially restructured to 

compensate for a major fall in revenue. As such, the Board 

proposes to keep the time frame as three years rather than 

extending beyond this.

Source: MoneySuperMarket, p.71

Source: Croda International, p.59

https://www.monygroup.com/application/files/8817/1319/0666/moneysupermarket-com-group-plc-annual-report-and-accounts-2023.pdf#page=71
https://www.croda.com/mediaassets/files/corporate/reporting-2022/croda-annual-report-2022.pdf?la=en-GB#page=59
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The specific detail provided within this example is helpful to interested 

stakeholders as it enables them to understand the risks have been 

considered and which risks and uncertainties pose the greatest threat to 

the company’s business model, future performance, solvency and 
liquidity.

Reverse stress testing 

Thirty-six companies noted the use of reverse stress testing within their 

statement. Often, disclosures related to reverse stress testing stated that 

reverse stress tests had been carried out, but little information was 

provided on the approach. Instead, there was a simplistic statement 

highlighting that the reverse stress test covered multiple concurrent 

risks. Details regarding the inputs and assumptions in relation to reverse 

stress testing were also lacking. Similarly, the disclosure of the outcomes 

of reverse stress testing could be improved and we encourage 

companies to consider enhancing their disclosures by including this 

information in reference to the reverse stress test scenario.
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Key message

It is clear that there is significant scope for improvement in this area. 

By clearly outlining the rationale for the assessment period and 

providing longer-term information where possible, companies would 

offer valuable insights to investors. Additionally, including sufficient 

qualitative and quantitative information is crucial for enabling 

readers to fully understand the assessment.
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Cyber and Information Technology

Although the Code does not specifically ask for reporting on cyber 

matters, it does consider the governance of principal and emerging risks. 

As technology becomes more integral to business operations many 

boards are viewing cyber security as a risk that requires specific 

attention. Therefore, we have considered reporting on these matters for 

a second year.

Cyber and IT risk

This year 89% of companies included cyber security as a principal risk 

and a further 7% included it as a risk within their operational principal 

risk. One company identified it as an emerging risk.

Meanwhile, 27% of companies outlined technology as a separate 

standalone principal risk with descriptions of the risk including failure to 

innovate, reliance on IT systems and new technologies disrupting the 

market in which the company operates.

In total, 23% of companies had both cyber security and technology as a 

principal risk.

Cyber governance

Many companies within our sample included good descriptions of the 

governance arrangements they have in place to help mitigate cyber risk. 

For example, one reported that the company’s cyber security risks and 
strategy were regularly discussed by the chief information security 

officer, the company’s information and digital technology leadership, the 
executive committee, the audit and risk committee and the board of 

directors.

While most companies disclosed cyber related information within the 

principal risks section of the report, some companies also covered it 

within the strategic report.

Nineteen companies in our sample this year had either a steering 

committee, forum or group for matters related to digital governance, 

data protection, cyber security and IT. Two companies also had board-

level technology committees. Some companies described oversight of 

cyber security and IT controls within their audit and/or risk committee 

report.
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Source: Haleon, p.21

https://www.haleon.com/content/dam/haleon/corporate/images/oar-2023/haleon-annual-report-and-form-20F-2023.pdf.downloadasset.pdf#page=21
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Culture

Almost 70% of companies outlined how they foster a digitally secure 

culture. This was mostly done through awareness training programmes 

for employees on topics such as phishing and the handling of 

information. As mentioned in the National Cyber Security Centre’s Cyber 
Security Toolkit for Boards a positive cyber security culture is essential 

because it is people who make an organisation secure, not just 

technology and processes.

Almost a fifth of companies reported having a board member with 

specific cyber security expertise. A further 16 companies reported that 

the board had training specifically on cyber security topics. Although 

board members don’t need to be technical experts, they should have a 
sufficient understanding of cybersecurity to participate in meaningful 

discussions with key members of the workforce.

Cyber breach

Only two companies reported having cyber incidents in 2023. One said 

that these incidents did not have a material impact on the company, 

including its business strategy, results of operations, or financial 

condition. The other company reported experiencing only a minimal 

The following example is taken from the company’s audit committee 
report. 
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Information systems and cyber-security risk Information systems and 

cyber-security risk continues to pose a threat to the Group and 

remains a principal risk. The Committee received reports from the 

Group CIO on progress made on the implementation of the IT 

controls framework, including enhanced security operations, threat 

intelligence, the Group’s response to the increased threat of 
ransomware, and the continued drive on cyber-risk awareness and 

training across the Group. In November 2022, the Committee 

reviewed IT systems back up and restoration, crisis management and 

phishing benchmark data, and the Group CIO briefed the Committee 

on the resilience of the Group’s technology estate. The briefing 
provided the Committee with a more detailed overview which 

included business continuity, the IT control framework, cyber 

insurance, public cloud resilience and the arrangements to protect 

information assets of the greatest value to the Group. The 

Committee reflected on the arrangements in place and the steps 

taken to further enhance the Group’s resilience capabilities, and its 
ability to respond to cyber-attacks and noted the priorities for 2023. 

At its meeting in May 2023, the Committee considered examples of 

IT security incidents that had occurred in the Group’s businesses 
together with the preventative measures and subsequent actions 

taken to limit the impact on operations. The Committee was also 

briefed on the outcome of a proactive ethical hacking exercise that 

had been conducted in conjunction with its cyber-security providers 

and advisers in over half of the Group’s top 10 countries in order to 
identify potential weaknesses. The Committee was advised that the 

exercise had identified some operational weaknesses which had been 

addressed and the solutions validated by the Group’s independent

Source: Compass Group, p.85

external adviser to ensure that the remedial actions had been 

appropriately implemented. The Group’s proactive efforts to limit 
exposure to phishing attacks were also discussed, including the roll 

out of additional technology, implementation of regular phishing 

simulations to help educate colleagues, the annual Cyber Awareness 

Week, and ongoing weekly advocacy messages from ‘cyber 
champions’ across the Group’s businesses.

https://www.ncsc.gov.uk/collection/board-toolkit
https://www.ncsc.gov.uk/collection/board-toolkit
https://www.compass-group.com/content/dam/compass-group/corporate/oar-2023/annual-report-2023.pdf#page=85
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Artificial intelligence 

Last year we found that 49% of companies mentioned AI in their report 

although limited detail was given on its impact to the company.

Risk and opportunities of AI 

Twenty-six companies disclosed AI as an emerging risk and a further 13 

companies mentioned AI under other principal risks such as model risk, 

new technologies and cyber security. Descriptions of AI-related risks 

included moral, legal and ethical issues, falling behind competitors and 

data being compromised or distorted. One company also highlighted 

that the increasing use of Generative AI could have an impact on the 

recruitment process for both clients and candidates. Further risks 

included automated intelligence and learning deployed within  

operational processes developing faster than government regulations

and standards.

level of business interruption after instigating its Cyber Incident Plan and 

shutting down its IT systems to contain the incident. The company also 

reported that while cyber security remains a matter for the full board, the 

audit committee considers the effectiveness of its cyber controls in 

mitigating the risk of further incidents that might impact financial 

controls in the future.

Only one company reported that through continuous monitoring, it 

identified several attempted cyber-attacks on the company. However, no 

leaks, thefts, or losses of customer data were identified.

A company that had experienced a cyber-attack in previous years 

reported the mitigations in place to prevent a further attack. These 

included promoting good behaviours and stressing the importance of 

maintaining vigilance through regular communication. It also reported 

encouraging an open and prompt reporting culture so that appropriate 

remedial action can be taken as soon as possible.
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Index of companies within our 
sample discussing AI in the 
annual report: 

12 Small Cap

26 FTSE 250

35 FTSE 100

Key message

With cyber security incidents on the rise globally, it is good to see 

that almost 90% of companies in our sample are treating cyber 

security as a principal risk. 

This year we saw a significant 
increase in reporting on AI with 
73% of companies discussing AI 
related matters including its 
risks, opportunities, and use 
within the company’s business 
operations. Almost a third of 
these companies were in the 
financial and industrials sectors. 
We appreciate companies are 
differentially affected by AI, and 
therefore some may report on it 
more than others.
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It is important that boards have a clear view of the responsible 

development and use of AI within the company and the governance 

around it. To do this they may need to upskill, improve access to training 

or draw on the expertise of management and specific company 

knowledge. This will support any additional oversight in this area

This year only eight companies disclosed having a specific policy on AI. 

Some companies disclosed having specific board updates and training 

on AI and one company disclosed that their board performance review 

highlighted that board members would benefit from more training in 

areas such as AI. One company also established a Generative AI 

Governance Committee.

No companies in our sample mentioned the use of AI in their reporting, 

although many may be using it in this way.

Some companies also mentioned the opportunities that would arise 

from deploying AI such as driving change to work more efficiently, 

enhancements in testing and innovation, and creating a better consumer 

experience.
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Key message

It is important for boards to have a clear view of the responsible 

development and use of AI within the company and the governance 

around it. 

Managing the risks associated with Artificial Intelligence (AI)

As a business we are harnessing the power of AI to boost productivity 

and decision-making. As well as starting to test and adopt third-party 

products such as Microsoft365 Copilot, we have developed an 

internal AI tool leveraging models such as ChatGPT, that enables 

employees to interact with and query data efficiently while 

maintaining the security of our client and proprietary information. 

While AI provides opportunities, there is a risk it increases the 

effectiveness of cyber threats such as deep fakes (where a 

video/audio recording of a person is digitally manipulated) or 

produces inaccurate information. Consuming this information could 

impact investment decisions or our reputation. To manage potential 

risks, we have established a set of principles and guidelines that 

govern the use of AI within Schroders. They support our goal to use 

AI in a way that aligns with our corporate values and complies with 

relevant laws and regulations including data confidentiality 

obligations. A Steering Committee has been set up to provide 

strategic direction, supported by a Responsible AI Working Group for 

oversight and guidance, and an AI Use Case Working Group which 

provides a central review of our use of AI throughout the firm. A core 

principle of our approach to AI is that all outputs are reviewed for 

accuracy and reliability prior to being used.

Source: Schroders, p.39

https://mybrand.schroders.com/m/4a9da70dab78ad39/original/Schroders-Annual-Report-and-Accounts-2023.pdf#page=39
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5. Remuneration

We have consistently encouraged companies to report clearly on their 

approach to remuneration. This includes detailing how remuneration 

policies and practices are designed to support strategy and promote 

long-term sustainable success, as well as ensuring there is a formal and 

transparent procedure for developing executive remuneration policy.

We continue to see strong evidence of high-quality remuneration 

reporting within company reports. Many company practices remain at a 

very high standard, including how the remuneration policy is explicitly 

linked to delivery of strategy as well as acknowledgements of the 

external economic environment and how these have been factored into 

pay policy. We hope this level of transparency remains paramount with 

the new edition of the Code.

Discretion

We once again monitored the use of discretionary powers by company 

remuneration committees. In our sample, 31 companies noted the use of 

discretionary powers in their annual reports, primarily involving 

downward adjustments related to performance, operational issues, and 

fatality incidents. We continue to observe good descriptions when these 

powers are exercised, as companies should do under Provision 41, 

clearly stating the extent to which discretion has been applied to 

remuneration outcomes along with the rationale.
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Key message

Clear and transparent disclosures regarding remuneration and the 

activities of the remuneration committee are essential for enabling 

shareholders to engage effectively on remuneration. It is essential 

that the rationale behind key decisions on remuneration is clear and 

understandable.

Principle R: 

Directors should exercise independent judgement and discretion 

when authorising remuneration outcomes, taking account of 

company and individual performance, and wider circumstances.

Source: Haleon, p.85

2023 was a year of strong financial performance. The 2023 AIP was 

subject to a set of ambitious targets which were defined at the 

beginning of the year, in line with our stretching business plan. The 

outcomes were at the upper end of the improved guidance 

provided by the Company at Half Year. Organic revenue growth 

was achieved at 8.0%, and adjusted operating profit growth was 

achieved at 10.4% (this compares to the reported organic 

operating profit growth of 10.8% for 2023; from 2024, the AIP 

measure will be aligned with the organic operating profit growth). 

Given that targets were set in a high inflation environment, the 

Committee considered whether the incentive outcome fairly 

reflects the underlying business performance. This analysis 

included determining the level of impact of higher-than-expected 

inflation experienced in several markets on the outcome of the 

2023 AIP. 

Having discussed this impact, the Committee considered it

https://www.haleon.com/content/dam/haleon/corporate/images/oar-2023/haleon-annual-report-and-form-20F-2023.pdf.downloadasset.pdf#page=85
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Within our analysis we identified three companies that did not have a 

long-term shareholding approach in place and did not have post-

shareholding requirements. Both provided explanations for this, with 

one company noting the following:

“In association with the remuneration committee’s judgement to 
retain a policy without LTIP share awards, we maintain our position 

where the executive directors are not subject to in-employment nor 

post-cessation minimum shareholding requirements. We have 

chosen not to impose these conditions as, based on their conduct, 

long service and consistent outstanding performance, the 

committee is satisfied that our executive directors’ behaviour is 
focused on the long-term and is aligned with shareholder interests. 

It should also be noted that our executive directors must purchase 

shares at market rate from any bonus received, at a minimum level 

of 67% of that cash bonus post tax. Executive directors are expected 

to hold such shares for three years.” 

The above approach illustrates the flexibility the Code offers companies 

when they depart from a provision, with the company providing a clear 

and helpful explanation as to why their alternative approach is better 

suited to the organisation.

This example is helpful as it illustrates that the committee has 

thoroughly assessed the impact and clearly communicated their 

rationale for the reduction. 

Provision 36 and 38

This year we examined whether companies had developed a formal 

policy for post-employment shareholding requirements.
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Provision 36

Remuneration schemes should promote long-term shareholdings 

by executive directors that support alignment with long-term 

shareholder interests. Share awards granted for this purpose 

should be released for sale on a phased basis and be subject to a 

total vesting and holding period of five years or more. The 

remuneration committee should develop a formal policy for 

post-employment shareholding requirements encompassing 

both unvested and vested shares

appropriate to apply discretion to the 2023 AIP outcome which 

resulted in a reduction to the organic sales growth outcome from 

8.0% to 6.8% and the adjusted operating profit from 10.4% to 9.2% 

to reflect the high inflationary impact. This has reduced the 

outcome of the 2023 AIP for the Executive Directors by c. 10 

percentage points, from 85.1% of maximum for the CEO and 87.6% 

of maximum for the CFO to 75.2% of maximum for the CEO and 

77.7% of maximum for the CFO respectively
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We also examined whether companies had aligned their executive 

director pensions with the workforce. Only seven companies disclosed 

non-compliance and did not align their executive remuneration with the 

workforce. Explanations were provided for not complying with the Code, 

including one example noting that ‘the annual bonuses of our
U.S. executive directors, consistent with U.S. pay practices, form part of 

their pensionable salary’ as the reason for not following the Code’s 
recommendation.

These examples serve as helpful reminders to companies that departures 

from the Code offer flexibility, allowing them to tailor their governance 

practices to better suit their unique circumstances and strategic goals. 

This enables them to adopt a more proportionate approach to 

governance, focusing on what is most relevant and beneficial for their 

operations.

For more insight into the importance of providing a clear and 

meaningful explanation, please see page 9.

Recover and withhold provisions (Malus and Clawback)

We continue to monitor references to recovery and withholding 

provisions within annual reports, and we also track whether companies 

have used these provisions during the reporting year. Notably, only one 

company within our sample reported the application of its provisions as 

a result of serious misconduct.

Enhanced reporting on malus and clawback under the 2024 Code will 

apply to companies with financial years beginning on or after 1 January 

2025. Provision 37 has been amended to require that directors’ contracts 
and/or other agreements or documents covering director remuneration 

include malus and clawback provisions. New Provision 38 now asks

companies to provide further descriptions of their malus and clawback 

provisions.

We observed early reporting against these new provisions within our 

analysis this year. The Bank of Georgia Group demonstrated early 

compliance, noting in its annual statement by the remuneration 

committee chair that it is already ahead of market practice and was able 

to disclose early in accordance with the 2024 Code:
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Provision 37 (2024 Code)

Remuneration schemes and policies should enable the use of 

discretion to override formulaic outcomes. Directors’ contracts 
and/or other agreements or documents which cover director 

remuneration should include malus and clawback provisions that 

would enable the company to recover and/or withhold sums or 

share awards, and specify the circumstances in which it would be 

appropriate to do so.

Provision 38 (2024 Code)

The annual report on remuneration should include a description 

of its malus and clawback provisions, including:

• the circumstances in which malus and clawback provisions 

could be used;

• a description of the period for malus and clawback and why 

the selected period is best suited to the organisation; and

• whether the provisions were used in the last reporting period. 

If so, a clear explanation of the reason should be provided in 

the annual report.
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As noted in previous reviews, a high number of companies already had 

these provisions in place within their director incentive plans as well as 

the circumstances in which they can be applied. However, it is positive to 

see companies are examining their malus and clawback arrangements 

and are preparing for the new reporting Provisions under the Code. We 

hope the changes to this area of the code will enable further 

transparency in future disclosures. Ultimately, this will provide investors 

with greater visibility into the mechanisms available to companies for 

addressing serious failings, and whether and how companies have made 

use of them.
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There is an increased focus on clawback and malus in the 

forthcoming changes to the UK Corporate Governance Code to be 

effective from 2025. We believe that this is an area in which the 

Company is already ahead of market practice and so is able to 

disclose early ahead of the forthcoming Code: 

• Malus and clawback provisions are extensive, and were expanded 

further in 2022 – see page 246 for a summary. 

• Clawback applies for two years from date of vesting, an increase 

from one year under the previous Policy. 

• There are additional ‘bad leaver’ provisions in the Executive 
Director’s contract, allowing for the forfeiture of all unvested 
discretionary deferred shares in certain circumstances. 

The period of two years is appropriate as it allows enough time for 

matters to come to light and be considered. Malus and clawback 

were not utilised in the last reporting period. The Executive Director’s 
contract includes the malus and clawback provisions.

Source: The Bank of Georgia Group, p.230

https://bankofgeorgiagroup.com/reports/annual/25/download
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