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Headlines

•	The majority of companies have made 
substantive changes to their risk 
management disclosures to better explain 
and evidence their processes.

•	No company reported a significant failing 
or weakness and no company had reported 
their definition of material controls.

•	For the longer term viability statement, 
three years was the lookout period for the 
majority of companies. There was no two 
year period and six years was the maximum 
length used. Over three quarters used 
sensitivity analysis, scenario planning or 
a combination of the two to support the 
statement.

•	Whilst there continues to be elements 
of boiler plate reporting, we have seen 
good examples of company-specific and 
year‑specific disclosures.

A reminder of the main changes

•	�The directors should confirm in the annual report that they have carried 
out a robust assessment of the principal risks facing the company, including 
those that would threaten its business model, future performance, solvency 
or liquidity (Code Provision C.2.1).

•	�The directors should state whether they have 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 (Code Provision C.2.2).

•	�The board should monitor the risk management and internal control 
systems (Code Provisions C.2.3).

Facts about our survey sample

In January we surveyed all FTSE 350 companies with a September year end 
(excluding investment trusts) which had been published by the date of issue 
of our report. In this report we have extended that sample to include the 
remainder of the FTSE 350 September year end reporters and another 30 of 
the largest December year end reporters. So, in total, we have now reviewed 
the risk management, internal control and longer term viability disclosures of 
50 companies.

Dealing with the new aspects of the Code

Some of the challenges facing boards

•	� Are we going to be able to be able to report compliance with the new 
Code provisions for the whole of the first year?

•	� Are we demonstrating a joined up risk management and internal 
control framework through our disclosures?

•	 Is our internal audit function focusing on the right areas?



Full compliance with the new provisions of the Code

None of the companies surveyed reported a non‑compliance (for even part of the year) in relation to the new Code provisions on 
principal risks, the longer term viability statement or the monitoring of material controls.

Auditor reporting

Under the International Standards on Auditing, the auditor is required to include a statement in the audit report as to whether they 
have anything material to add or draw attention to in relation to any of the disclosures around principal risks, going concern and 
longer term viability. As expected, none of the auditors for our sample companies had included any statement in relation these 
areas other than to confirm that they had nothing to add or draw attention to.

Internal audit

The disclosures on the work of internal audit were examined to identify examples where there were references to increasing work 
on risk assessment, controls monitoring or the viability statement. Only one company mentioned the role of internal audit in 
determining and monitoring principal risks. Several companies stated that they had reorganised their internal audit functions during 
the year but these changes were not directly attributed to the new Code provisions. The new 2016 Guidance on Audit Committees 
(published on 27 April) suggests internal audit scope should be reviewed and should be aligned to the key risks of the business.

Linking the disclosures

Linkage of sections of the annual report is being encouraged to paint an integrated picture and the reports were reviewed for 
clear linkage between the risk management part of the strategic report, the statement of robust assessment of principal risks, the 
longer term viability statement, the internal control part of the governance statement, the audit committee report and the auditor’s 
report.

Just a small number of companies had what we would describe as good linkage, connecting the risk management disclosures and 
the longer term viability statement to other relevant information such as the business model or strategy, the internal control part 
of the governance statements and to the principal risk disclosures with sufficient clarity for the reader to understand why those 
connections were relevant. However, good linkage is not an easy task, particularly as the length and complexity of modern annual 
reports means that writing of sections is often divided between individuals – good linking requires excellent project management 
and sufficient review time.

The following two extracts illustrate this linkage. The extract from Rolls‑Royce is taken from their Strategic Report and is the 
introduction to the Principal Risks section. The extract from Unilever is from their viability statement.

Rolls‑Royce Holdings plc Annual Report 2015

PRINCIPAL RISKS
and functions and the detail of risks that meet 
the Group threshold are subject to review and 
challenge by the Executive Leadership Team 
(ELT) and the Board during their risk reviews. 
This includes monitoring the status of 
mitigation actions, adequacy of controls and 
any incidents that have occurred since the last 
review. Risks are also captured during the 
strategy and business planning activities to 
inform the development of the principal risks.

The Board, assisted by the ELT, has carried out a 
robust assessment of, and reviewed our 
appetite for, the principal risks facing the 
Group. These include those that threaten the 
business model, future performance, solvency 
and liquidity. These reviews have been 
complemented by financial scenario modelling 
of our principal risks which is also used to 
support our viability statement on page 57.

The Board, or the most appropriate Board 
committee, undertakes periodic in-depth 
reviews of our principal risks in which it 
assesses our material controls and the 
effectiveness of our risk management and 
mitigation activities. 

Business units and functions are accountable 
for identifying and managing risk in line with 
the Group risk management policy. Business 
continuity plans are in place to mitigate 
continuity risks.

The Group’s enterprise risk team, led by the 
Director of Risk, is responsible for disseminating 
risk policy and processes and co-ordinating the 
effective operation of the RMS. Progress of 
actions to mitigate risks and the adequacy 
of risk controls are also now regularly reviewed 
by the sector audit committees.

Joint ventures constitute an increasingly large 
part of the Group’s activities. Responsibility for 
risk and internal control in joint ventures lies 
with the managers of those operations. We seek 
to exert influence over such joint ventures 
through board representation. Management 
and internal audit regularly review the activities 
of these joint ventures. 

The Board is aware that the effectiveness of risk 
management is highly dependent on behaviours, 
as a good process does not automatically lead 
to a good outcome. Our ethics and compliance 
improvement programme, aimed at securing 
compliance with our ethical standards, and the 
Global Code of Conduct are reinforcing the 
values and behaviours required, which in turn 
will continue to strengthen our risk 
management culture.

Principal risks
During the year, the Board and ELT focused on 
the principal risks and the actions and controls 
in place to manage them. 

This involved: discussing changes to the risks; 
reviewing the risk indicators for principal risks; 
and hearing from management about how 
risks will be managed.

This ongoing review of risks has resulted in 
a further principal risk being added this year: 
talent and capability. This risk has been added 
to reflect the significant transformation 
agenda ahead and our future growth 
requirements and plans.

Management of principal risks
Our risk framework ensures that risks are identified, managed and communicated at every level of the Group. 

Identify  
principal risks 

(PRs)

Impact of  
PRs on long- 

term viability

Monitor  
mitigation and  
control of PRs

Governance  
of PRs

Set risk appetite  
for PRs Reporting

Assess effectiveness of risk management system (RMS)

Risk management
Risk management is built into our daily 
activities and is an integral part of how we 
work: from our engineering design, through 
to engine production, servicing and how 
we run our operations.

The Board is responsible for the Group’s risk 
management and internal control system and 
reviewing its effectiveness. The system is 
designed to identify and manage, rather than 
eliminate, the risk of failure to achieve business 
objectives and to provide reasonable but not 
absolute assurance against material 
misstatement or loss. More information about 
our internal control system can be found in the 
Audit Committee report on page 95.

Our risk management system (RMS) helps 
us make better decisions and to deal with 
problems if they occur. It is implemented 
through: a Group-wide framework mandated 
in the Group risk management policy; 
a network of trained risk management 
facilitators; and a software tool.

In 2015, we performed a comprehensive review 
of our RMS and are implementing 
a programme of work to enhance our RMS 
which will continue to be embedded 
throughout 2016. This activity is sponsored by 
the General Counsel and Chief Financial Officer 
and is regularly reviewed by the Audit 
Committee. The enhancements touch all areas 
of our RMS including: categorisation, 
governance, operating model, reporting and 
infrastructure. 

Our RMS is designed so that principal risks can 
be identified from multiple sources. Key 
bottom-up risks are identified by businesses 
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Unilever plc Annual Report 2015

OUR RISK APPETITE AND  
APPROACH TO RISK MANAGEMENT 
Risk management is integral to Unilever’s strategy and to the 
achievement of Unilever’s long-term goals. Our success as an 
organisation depends on our ability to identify and exploit the 
opportunities generated by our business and the markets we  
are in. In doing this we take an embedded approach to risk 
management which puts risk and opportunity assessment  
at the core of the leadership team agenda, which is where  
we believe it should be.

Unilever adopts a risk profile that is aligned to our vision to 
accelerate growth in the business while reducing our 
environmental footprint and increasing our positive social impact. 
Our available capital and other resources are applied to underpin 
our priorities. We aim to maintain a strong single A credit rating  
on a long-term basis.

Our approach to risk management is designed to provide 
reasonable, but not absolute, assurance that our assets are 
safeguarded, the risks facing the business are being assessed and 
mitigated and all information that may be required to be disclosed 
is reported to Unilever’s senior management including, where 
appropriate, the Chief Executive Officer and Chief Financial Officer.

ORGANISATION
The Unilever Boards assume overall accountability for the 
management of risk and for reviewing the effectiveness of 
Unilever’s risk management and internal control systems. 

The Boards have established a clear organisational structure 
with well defined accountabilities for the principal risks that 
Unilever faces in the short, medium and long term. This 
organisational structure and distribution of accountabilities  
and responsibilities ensures that every country in which we 
operate has specific resources and processes for risk review  
and risk mitigation. This is supported by the Unilever Leadership 
Executive, which takes active responsibility for focusing on the 
principal areas of risk to Unilever. The Boards regularly review 
these risk areas, including consideration of environmental, social 
and governance matters, and retain responsibility for determining 
the nature and extent of the significant risks that Unilever is 
prepared to take to achieve its strategic objectives.

FOUNDATION AND PRINCIPLES
Unilever’s approach to doing business is framed by our Purpose. 
Our Code of Business Principles sets out the standards of 
behaviour that we expect all employees to adhere to. Day-to-day 
responsibility for ensuring these principles are applied throughout 
Unilever rests with senior management across categories, 
geographies and functions. A network of Business Integrity 
Officers and Committees supports the activities necessary to 
communicate the Code, deliver training, maintain processes and 
procedures (including support lines) to report and respond to 
alleged breaches, and to capture and communicate learnings.

We have a framework of Code Policies that underpin the Code  
of Business Principles and set out the non-negotiable standards  
of behaviour expected from all our employees. 

For each of our principal risks we have a risk management 
framework detailing the controls we have in place and who is 
responsible for both managing the overall risk and the individual 
controls mitigating that risk.

Unilever’s functional standards define mandatory requirements 
across a range of specialist areas such as health and safety, 
accounting and reporting and financial risk management.

PROCESSES 
Unilever operates a wide range of processes and activities across all 
its operations covering strategy, planning, execution and performance 
management. Risk management is integrated into every stage of this 
business cycle. These procedures are formalised and documented 
and are increasingly being centralised and automated into 
transactional and other information technology systems.

ASSURANCE AND RE-ASSURANCE
Assurance on compliance with the Code of Business Principles 
and all of our Code Policies is obtained annually from Unilever 
management via a formal Code declaration. In addition, there  
are specialist compliance programmes which run during the year 
and vary depending on the business priorities. These specialist 
compliance programmes supplement the Code declaration.  
Our Corporate Audit function plays a vital role in providing to both 
management and the Boards an objective and independent review 
of the effectiveness of risk management and internal control 
systems throughout Unilever.

BOARDS’ ASSESSMENT OF COMPLIANCE  
WITH THE RISK MANAGEMENT FRAMEWORKS
The Boards, advised by the Committees where appropriate, 
regularly review the significant risks and decisions that could have 
a material impact on Unilever. These reviews consider the level of 
risk that Unilever is prepared to take in pursuit of the business 
strategy and the effectiveness of the management controls in 
place to mitigate the risk exposure. 

The Boards, through the Audit Committee, have reviewed the 
assessment of risks, internal controls and disclosure controls and 
procedures in operation within Unilever. They have also considered 
the effectiveness of any remedial actions taken for the year covered 
by this report and up to the date of its approval by the Boards. 

Details of the activities of the Audit Committee in relation to  
this can be found in the Report of the Audit Committee on pages  
60 and 61.

Further statements on compliance with the specific risk 
management and control requirements in the Dutch Corporate 
Governance Code, the UK Corporate Governance Code, the US 
Securities Exchange Act (1934) and the Sarbanes-Oxley (2002)  
Act can be found on pages 50, 51 and 52.

VIABILITY STATEMENT 
The activities of the Group, together with the factors likely to affect 
its future development, performance, the financial position of the 
Group, its cash flows, liquidity position and borrowing facilities are 
described in the Strategic Report on pages 2 to 39. In addition, we 
describe in notes 15 to 18 on pages 115 to 129 the Group’s 
objectives, policies and processes for managing its capital, its 
financial risk management objectives, details of its financial 
instruments and hedging activities and its exposures to credit  
and liquidity risk. 

The Directors have carried out a robust assessment of the 
principal risks facing the Group, including those that would 
threaten its business model, future performance, solvency or 
liquidity. These risks and the ways they are being managed and 
mitigated by a wide range of actions are summarised on pages  
54 to 57. 
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RISKS

Risk management

Some of the challenges facing boards

• Do our existing processes and disclosures reflect a “robust assessment” of principal risks?

• Are we satisfied that our risk identification and assessment process is sufficiently dynamic?

• Is there sufficient focus on the risk culture of the organisation?

• Have we as a board considered our risk appetite for each principal risk and reached an agreed position and approach?

Evidence of change in the risk management section from the prior year

Nearly all companies changed the risk management sections of their annual reports both in terms of content and structure – 
almost all had added more description on risk management process as well as more detail or different detail on principal risks (see 
below). Some had added diagrams to help the reader to better understand risk management – for instance, a diagram depicting 
the company’s risk management structure – or the principal risks, such as a risk heat map.

Marston’s PLC Annual Report 2015
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marston’s risk management framework

RISK TRANSFER 
(Insurance policies/insurance captive company/self-insurance levels/claims)

Breweries: day-to-day responsibility for 
business continuity and security rests with 

the Head Brewer

Breweries: day-to-day responsibility rests with 
the Head Brewer, overseen by individual site 

Health & Safety Committees

Pubs: operational responsibility rests 
with the pub managers, overseen by the 

Health & Safety Committee 

board audit committee

business continuity 
committee

compliance  
committee

corporate social  
responsibility  

committee

COMPLIANCE TESTINGINTERNAL AUDITING CORPORATE RISK DIRECTOR

HEALTH & SAFETY MANAGEMENTBUSINESS CONTINUITY & 
SECURITY MANAGEMENT

ENTERPRISE-WIDE RISK MANAGEMENT 
(Regular risk assessments, corporate risk register, risk ownership, mitigating  

controls identified and reviewed)

Risks and controls subject to internal auditing and compliance testing

viability statement
The Directors confirm that they have a reasonable expectation 
that the Group will continue in operation and meet its liabilities 
as they fall due for the next five years.

A period of five years has been chosen as this is the timeframe 
currently adopted by the Board as its strategic and financial 
planning horizon. This assessment of viability has been made 
with reference to the Group’s current position and future 
prospects, its strategy, the market outlook and its principal risks 
and management thereof, as set out in the Strategic Report.

The strategy and risks to achieving the Group’s five-year plan  
are reviewed by the Directors at their annual Strategy Day and 
again when the budget for the following year is considered.  
The five-year plan considers the Group’s earnings growth 
potential, its cash flows, financing options and key financial 
ratios. The plan takes into account the economic outlook and 
principal risks in arriving at its key assumptions on expected 
turnover and cost pressures across the pub estate and beer 
business. It also takes account of estate development through 
innovation, investment and disposal opportunities.

BUSINESS CONTINUITY SYSTEMS 
(Maintenance of crisis plans, business  

impact analysis, scenario testing,  
emergency messaging)

SITE SECURITY 
(Risk assessment, system evaluation,  

new technology)

GROUP H&S MANAGEMENT SYSTEMS 
(Group auditing, policies, incident reporting, 

escalation of risks, remedial actions, 
accident investigation)

Intu Properties plc Annual Report 2015
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On the grounds that much of the risk management process remains consistent from year to year, Legal & General had made 
the decision to shorten their annual report disclosures on risk management process from the prior year and to provide a “Risk 
Supplement” on their website. Unrelated to this particular topic but interesting from a governance perspective, they also produced 
supplements on Remuneration Policy and Group Tax. We like that the website is being used more to de‑clutter the annual report, 
but not all readers may agree that this sort of material can be omitted from the annual report.

Legal & General Group plc Annual Report 2015

Changing principal risks

The vast majority of companies had also made changes to their principal risks – some streamlining the existing categories and some 
adding in new risks for 2015. New risks reflect many of today’s boardroom hot topics – business model disruption, technology and 
data security, supplier failures, tax compliance and failure to implement new strategy and major change projects.

Risk culture

The FRC’s Guidance on Risk management, internal control and financial and related business reporting makes many references to 
the importance of a sound risk culture throughout an organisation. We examined disclosures to see if risk culture had been referred 
to. We were not surprised that the majority of companies made no reference to risk culture at all – as this is currently mostly the 
preserve of financial institutions – but there were some non‑financial institutions where more than a passing reference was made.

The Sage Group plc Annual Report & Accounts 2015 ITV PLC Annual Report and Accounts 2015

Risk appetite

The FRC’s Guidance also makes reference to the board’s responsibility for determining the organisation’s risk appetite. Almost all 
of the surveyed companies had included some reference to risk appetite in their annual report but the extent of those references 
varied greatly. As expected, the financial services companies in the sample mention risk appetite repeatedly, including in the notes 
to the financial statements.
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Outside financial services, the following were examples of more extensive disclosures on risk appetite:

Intu Properties plc Annual Report 2015

Thomas Cook Group plc Annual Report 2015

The statement on the robust assessment of principal risks

Code provision C.2.1 calls for a statement that the board has undertaken a robust assessment of the principal risks in the annual 
report. A small number of companies had omitted to include this statement but for those which did, the location of the statement 
varied – the majority included it in the strategic report; some in the corporate governance statement, one in the audit committee 
report, one in the management report and one in the financial statements.

Two companies in our sample noted that they had obtained independent assurance on the effectiveness of their risk processes 
during the year. It will be interesting to see whether this practice evolves as a way for the board to gain comfort that their 
processes are robust – we expect that boards will from time to time want an outside view.
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Crest Nicholson plc Annual Report 2015

Three lines of defence

The three lines of defence model for risk management is regularly referred to in the financial services industry and all of the 
financial services companies in our sample made reference to it. In addition eight non‑financial services companies referred to the 
three lines of defence model. RELX made specific reference to the fact that they had adopted a three lines of defence model to 
provide reasonable assurance on the effectiveness of the systems of internal control and risk management.

RELX Group plc Annual Report 2015
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The longer term viability statement

Some of the challenges facing boards

•	Should we refer to longer term viability in our preliminary announcement?

•	What should our lookout period be and how will we justify that period?

•	Where should we put the viability statement in the annual report?

•	What analysis do we wish to see to support the viability statement?

•	Which qualifications and assumptions are included in the analysis and should be disclosed?

Reference to longer term viability in the preliminary announcement

It was interesting to see that six companies made reference to longer term viability in their press release. Of these four made a brief 
reference within the discussions on risk management or going concern whereas Brewin Dolphin and Persimmon included the full 
longer term viability statement.

The lookout period of the longer term viability statement
Figure 1. What lookout period has been used by the 50 companies we have reviewed?

3 years 5 years 4 years 6 years

36 companies

10 companies
3 companies

1 company

 

Although the majority of companies chose a lookout period of three years, there have been no clear patterns amongst industry 
groups. For example, three of the nine companies in the Travel & Leisure industry chose a lookout period of 5 years, the other 
six a period of 3 years.

The justification for the lookout period varied from company to company as you would expect, with varying degrees of explanation 
provided. The following are examples of more comprehensive justifications for the selected period.

GSK Annual Report 2015
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Group financial review
continued

Viability statement
In accordance with provision C.2.2 of the 2014 revision of the Code, 
GSK has assessed the prospects of the Group over a longer period 
than the 12 months required by the ‘Going Concern’ provision. The 
Directors confirm that they have a reasonable expectation that GSK 
will continue to operate and meets its liabilities, as they fall due, over 
the next three years. The Directors’ assessment has been made with 
reference to our current position and prospects, our strategy, the 
Board’s risk appetite and our principal risks and how these are 
managed, as detailed on pages 16 and 17 in the Strategic report.

The Board reviews our internal controls and risk management 
policies and approves our governance structure and code of 
conduct. It also appraises and approves major financing, investment 
and licensing decisions, and evaluates and monitors the performance 
and prospects of GSK as a whole. The focus is largely on improving 
our long-term financial performance through simplifying the operating 
model, growing a diversified global business, and delivering more 
products of value. 

The three year review considers our existing strategy and the 
associated principal risks that underpin our current three year plan, 
which the Directors review at least annually. The Directors believe that 
a three year assessment is most appropriate as it aligns with our normal 
and well established three year business planning processes. This 
three year period balances the long term nature of investments in the 
Pharmaceutical industry with a realistic assessment of the variability of 
the key drivers of near term business performance as well as external 
factors and regulation impacting the business. It also reflects our view 
on access to capital markets and funding requirements as projected 
within this analysis.

The plan has been stress tested in a series of robust operational and 
principal risk downside scenarios as part of the Board’s review on risk. 
The downside scenarios also consider GSK’s cash flows, dividend 
cover, funding strategy, insurance provision and recovery as well as 
other key financial ratios over the period. These metrics have been 
subject to sensitivity analyses which involve flexing a number of the 
main assumptions underlying the forecasts both individually and in 
combination. Where appropriate, these analyses have been stress 
tested to ensure robustness of viability over the period and have 
evaluated the potential impact of material negative changes in the 
macro-economic and healthcare environment, increased pricing 
pressure in both the US and Europe, the accelerated impact of a 
generic alternative to Seretide/Advair, and our principal risks actually 
occurring as well as the earliest potential exercise of put options by  
our partners. The three year review also makes certain assumptions 
about the normal level of capital recycling likely to occur and considers 
whether additional financing facilities will be required and the 
respective level of funding flexibility and headroom.

Based on the results of this analysis, the Directors confirm they have a 
reasonable expectation that the Group will be able to continue in 
operation and meet its liabilities as they fall due over the three year 
period of their assessment.

Financial architecture
Our financial architecture is designed to support the consistent 
execution of our strategy and to enhance the returns we deliver  
to shareholders.

It is focused on delivering more sustainable sales growth across 
the company, improving operating leverage, or profitability, and 
enhancing our financial efficiency. This is in order to drive growth in 
EPS ahead of our sales performance and then convert more of those 
earnings into cash that can be used to invest in the business or 
return to shareholders, wherever we see the most attractive returns.

This clear set of priorities ensures consistency in how capital is 
allocated across and between the different businesses within GSK 
with relative returns from each business benchmarked to relevant 
external comparatives using a Cash Flow Return on Investment 
(CFROI) based framework of metrics. Specific capital investments 
are also benchmarked in a similar way.

Turnover growth
The Group’s turnover performance in 2015 reflected further 
progress in delivery against our strategic objective of building a 
more balanced set of growth drivers across our business. We 
continued to launch new products in our Pharmaceuticals business 
and we expanded our Vaccines and Consumer Healthcare 
businesses through the Novartis transaction. These new sources  
of growth more than offset the decline of Seretide/Advair and 
some of our other older products and we delivered overall turnover 
growth of 6% CER in the year, up 1% pro-forma.

Sales of New Pharmaceutical and Vaccines products of £2 billion 
in the year were a key driver but Consumer Healthcare also made 
a significant contribution, up 6% pro-forma, with new products, 
including the recent Flonase OTC switch, driving growth. 

Operating leverage
Our ability to deliver improved profitability is heavily impacted by the 
overall trend in our sales, but it can also be affected by changes in 
the mix of business, regional and product contributions to growth 
in operating profit. 2015 saw a significant change in the mix of the 
Group following the Novartis transaction, which helped create 
industry-leading Vaccines and Consumer Healthcare businesses 
alongside the divestment of our marketed Oncology products. 

At the time of divestment, the Oncology business had a much 
higher operating margin than the acquired Vaccines and Consumer 
Healthcare businesses, particularly given the heavy investment 
and cost structure inherited from Novartis. While the integration 
plans are addressing that cost structure directly and we have set 
targets for significant margin improvement in both of the acquired 
businesses, our core operating margin in the short-term has been 
affected materially by the transaction, with a total impact of around 
three percentage points of sales. 

The reported core operating margin declined a total of 4.1 
percentage points to 23.9% with substantially all of the additional 
1.1 percentage point decline reflecting the impact of the benefit  
in 2014 to the operating margin of a structural credit in SG&A of 
£219 million which was not repeated in 2015. Excluding this effect, 
the pro-forma core operating margin was broadly flat.

This reflected the delivery of around £1 billion of incremental cost 
savings from our integration and restructuring programmes. The 
savings contributed to offset price pressures in older parts of 
the portfolio and also added to the cost flexibility we have been 
building in recent years. 

This provided greater opportunities to reallocate resources across 
the Group, including reinvestment to support new launches and 
our R&D pipeline, but also improvements to our manufacturing 
capabilities and capacity.

Our integration and restructuring programme is ahead of schedule. 
By the end of 2015, the programme had delivered approximately 
£1.6 billion of annual savings and it remains on track to deliver  
£3 billion of annual savings in total by the end of 2017.

Financial efficiency
We continue to focus on improving our financial efficiency and overall 
funding costs while protecting our credit profile and, in particular, our 
short-term target credit ratings. 
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Imperial Tobacco Group plc Annual Report 2015
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PRINCIPAL RISKS AND UNCERTAINTIES continued 
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Viability Statement 
The Board has assessed the prospects of the Company over a 
longer period than the 12 months required by the going concern 
requirements of the Code. This longer-term assessment process 
supports the Board’s statements on both viability, as set out below, 
and going concern, made on page 20. 

The Group’s annual corporate planning processes include 
completion of a strategic review, preparation of a three-year business 
plan and a rolling re-forecast of current year business performance 
and prospects. During the year, additional business plans and 
financial projections were prepared to specifically consider the 
prospects of the enlarged USA business, and its impact on the 
Group’s future performance and funding requirements, both prior  
to and following completion of the acquisition of certain USA assets  
in June 2015. 

The plans and projections prepared as part of these corporate 
planning processes consider the Group’s cash flows, committed 
funding and liquidity positions, forecast future funding requirements, 
banking covenants and other key financial ratios, including those 
relevant to maintaining our investment grade ratings. 

Where appropriate, sensitivity analysis is undertaken to stress-test the 
resilience of the Group and its business model to the potential impact 
of the Group’s principal risks, or a combination of those risks. This 
stress-testing takes account of the availability and effectiveness of the 
mitigating actions that could realistically be taken to avoid or reduce  
the impact or occurrence of the underlying risks. In considering the 
likely effectiveness of such actions, the conclusions of the Board’s 
regular monitoring and review of risk management and internal  
control systems, as described on page 40, is taken into account.  

Whilst the Board has no reason to believe the Group will not be viable 
over a longer period, the period over which the Board considers it 
possible to form a reasonable expectation as to the Group’s longer-
term viability, based on the risk and sensitivity analysis undertaken,  
is the three-year period to September 2018. This period reflects the 
period used for the Group’s business plans and has been selected 
because, together with the planning process set out above, it gives 
management and the Board sufficient, realistic visibility on the future  
in the context of the industry environment. The Board has considered 
whether it is aware of any specific relevant factors beyond the three-
year horizon and confirmed that there are none.  

The Board confirms that its assessment of the principal risks facing 
the Group, including those that would threaten its business model, 
future performance, solvency and/or liquidity, and which are set out 
in the Principal Risks and Uncertainties section on pages 25 to 30  
was robust.  

On the basis of this robust assessment of the principal risks facing 
the Group, and on the assumption that they are managed or 
mitigated in the ways disclosed, the Board’s review of the business 
plan and other matters considered and reviewed during the year,  
and the results of the sensitivity analysis undertaken and described 
above, the Board 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 to September 2018. 

Crest Nicholson plc Annual Report 2015

Risk management overview
Risk management is a key component of 
corporate governance, from the Board, 
through the Executive Management Team 
and across all divisions of the Group. Our 
fundamental aim is to assess and manage 
risk, in order to maintain continuous 
improvement. 

At divisional level, each management 
board undertakes a regular assessment of 
its exposure to financial, operational and 
strategic risks. All necessary operational 
and resource changes are then made to 
ensure that the risks are managed and 
business continuity is maintained.

The Group risk register draws on information 
provided by the divisions and the work of 
the Group Board, which assesses the wider 
market environment. Each risk is classified 
and prioritised for action using approved 
acceptance thresholds.

The Group’s principal risks are monitored by 
the Executive Management Team, the Audit 
and Risk Committee and the Board. The 
following tables set out the Group’s principal 
risks and these have been grouped into our 
five strategic pillars.

Viability statement
In accordance with provision C.2.2 of the 
UK Corporate Governance Code 2014, the 
Directors have assessed the viability of the 
Group over the three-year period from  
1st November 2015 to 31st October 2018.

This period of assessment has been selected 
as detailed trading and cash flow forecasts 
are maintained and scrutinised through 
to this date. In addition, the Group owns 
or controls a high proportion of the land 
required to meet unit forecasts for the next 
three years and is therefore able to forecast 
cash flows across this period with reasonable 
confidence. Group banking facilities extend to 
January 2020 and sufficient headroom exists 
within these to fund our projected activities.

The assessment has been made having 
regard to our current position, while also 
considering the impact of severe but 
plausible adverse trading conditions arising 
from the principal risks set out on pages 
62 to 64, on the solvency and liquidity of the 
Group. Among these risks, the potential 
for a macro-economic downturn (with 
consequent increases in unemployment) and/
or significantly reduced mortgage access 
would most directly impact on our viability 
assessment.

The assessment is also based on our 
expectation that current market conditions 
will not be subject to more significant 
adverse variation than has been modelled as 
a downside scenario.

Based on the results of this assessment, the 
Directors have a reasonable expectation  
that the Group will be able to continue in 
operation and meet its liabilities as they fall 
due over the period of their assessment to 
31st October 2018.

The understanding and management of risk is fundamental if we 
are to maintain a healthy business and achieve the aims of our 
sustainable growth strategy.

For further details of risk management controls and procedures, 
see the Corporate Governance section on page 65.  

PRINCIPAL RISKS  
AND UNCERTAINTIES

61
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The process for identifying, evaluating and
managing the material business risks is designed
to manage, rather than eliminate, risk and where
appropriate accept risk to generate returns.
Certain risks, for example natural disasters,
cannot be managed using internal controls. Such
major risks are transferred to third parties in the
international insurance markets, to the extent
considered appropriate or possible.

The Group has material investments in a number
of jointly controlled entities. Where Rio Tinto does
not have managerial control, it is not always able
to ensure that management will comply with
Rio Tinto standards.

Principal risks and uncertainties
The principal risks and uncertainties outlined in
this section reflect the risks that could materially
affect Rio Tinto or its ability to meet its strategic
objectives, either directly or by triggering a
succession of events that in aggregate become
material to the Group. Rio Tinto’s business units
and functions assess the potential economic and
non-economic consequences of their respective
risks using the framework defined by the Group’s
Risk policy and standard. Once identified, each
principal risk or uncertainty is reviewed and
monitored by the relevant internal experts and by
the Risk Management Committee, the relevant
board committees and the board.

There may be additional risks unknown to
Rio Tinto and other risks currently not believed to
be material which could turn out to be material. In
previous years the Group has reported risks
related to climate change, community disputes,
discount rates, short-term cash generation
initiatives, technology and innovation, supply
chain and third party exposure, industrial
relations, availability of skilled resources, and
closure. The Group remains exposed to these
risks but does not consider them to be principal
risks currently (as defined below). Therefore they
are not discussed in detail in this section.
A number of them are, however, referred to in the
sustainable development section of this Annual
report on pages 22 to 28.

The principal risks and uncertainties listed in
this section may materialise individually,
simultaneously or in combination and could
significantly threaten the Group in the
following respects:

Business model
The basis on which the Group generates or
preserves value over the longer term, given its
market positioning as a global diversified
mining and processing business.

Future performance
The Group’s ability to deliver its financial plan
in the short to medium term.

Solvency
The Group’s ability to maintain an appropriate
capital structure and to meet its financial
liabilities in full.

Liquidity
The Group’s ability to meet its financial
liabilities as they fall due.

Health, safety, environment and communities
(HSEC)
The Group’s ability to send our employees
and contractors home safe and healthy every
day and work with our communities and
partners to achieve our sustainable
development goals.

Group reputation
The Group’s ability to maintain investor
confidence and our social licence to operate.

Robust assessment
The board confirms that, with the assistance
of management, it has carried out a robust
assessment of the principal risks of the Group
as detailed below (including those that would
threaten the business model, future
performance, solvency or liquidity) and has
also tested the financial plans of the Group for
each of these principal risks, and for a series
of severe but plausible scenarios, made up of
the concurrence or close sequence of a
number of principal and material risks.

Longer-term viability statement
Current business planning processes within
Rio Tinto require the preparation of detailed
financial plans over a three-year time
horizon. The Group’s strategy is developed,
and capital investment decisions are made,
based on an assessment of cash flows over a
multi-decade horizon, with financial
investment capacity regularly tested to
ensure capital commitments can be funded
in line with the Group’s capital allocation
model. This multi-year planning approach
reflects our business model of investing in,
and operating, long-life mining assets,
whose outputs we sell into commodity
markets over which we have limited
influence.

The planning process requires modelling
under a series of macroeconomic scenarios
and assumptions of both internal and
external parameters. Key assumptions
include: projections of economic growth,
and thus commodity demand in major
markets, primarily China; commodity prices
and exchange rates, often correlated; cost
and supply parameters for major inputs
such as labour and fuel; and a series of
assumptions around the schedule and cost
of implementation of organic and inorganic
growth programmes.

Reflecting the speed and degree of change
possible in a number of these parameters,
such as Chinese demand, commodity
prices, and exchange rates, Rio Tinto has
deemed a three-year period of assessment
appropriate for the long-term viability
statement, consistent with the Group’s
detailed planning horizon.

Additional robust stress-testing has been
undertaken during the past year, utilising
the models used for business planning, to
further test and confirm the long-term
viability of the Group, beyond commodity
price and exchange rate movements.
Production and social licence to operate
related assumptions were also stressed,
individually and collectively, to levels
considered severe but plausible and well
beyond those expected in the normal
course of business.

The viability of the Group under these
scenarios remained sound with the use of
a suite of management actions available
to redress the situation, including accessing
lines of credit, changing capital allocation
levers, and, if necessary, selling
(down) assets.

Therefore, taking into account the Group’s
current position and principal risks, the
directors have assessed the prospects of
the Group, over the next three years, and
have a reasonable expectation that the
Group will be able to continue in operation
and meet its liabilities as they fall due
over that period.

It is impossible to foresee all risks, and the
combinations in which they could manifest,
and there may be risks that currently or
individually do not appear material that
could turn out to be material, particularly if
occurring in close sequence.

None None

NoneNone None

Increasing
risk

External Internal Internal and external

Decreasing
risk

No change
in risk

Commodity prices

China development
pathway

Strategic partnerships 

Jurisdictional risk 
Capital project development 

Execution of acquisitions
and divestments

Business misconduct

HSEC 

Liquidity

Business interruption

Exploration and resources

Principal risks and uncertainties at a glance (2015 trend)
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To start a new section, hold down the apple+shift keys and click 

to release this object and type the section title in the box below.

Location of the longer term viability statement

The strategic report was the clear favourite for the location of the longer term viability statement. In most cases, the statement was 
included in the risk management section alongside the principal risks. The full distribution was as follows:

Strategic report – 36

Directors’ report – 3

Corporate 
governance 
statement – 9

Other – 2

Connection to the going concern statement

Given the nature of the longer term viability statement, we have seen some companies making a clear link between the longer 
term viability statement and the going concern statement. Over half of the companies surveyed had done this. Twelve of those 
linked the two statements by cross‑reference and fifteen through positioning the longer term viability statement adjacent to the 
going concern statement.

easyJet plc Annual report and accounts 2015, p22

Two companies, HSBC and Zoopla, prepared a combined longer term viability and going concern statement.

Governance in brief  Risk, internal control and longer term viability – how companies have tackled the new Code provisions  9
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Disclosure of qualifications or assumptions

The new Code provision (C.2.2) states that directors should draw attention to any qualifications or assumptions as necessary. It is 
no surprise that the vast majority of reporters did in fact refer to qualifications and assumptions. The following matters were the 
most common qualifications and assumptions set out in the disclosures.

• Ability to acquire funding/refinancing

• Success of mitigating actions

• Company or industry specific assumption

• Operating costs/cost management

• Revenue maintenance or growth

• Gross margin

• Working capital management

Nature of analysis undertaken

Code provision C.2.1 asks directors to explain how they have assessed the prospects of the company. Over three quarters of our 
survey sample used sensitivity analysis, scenario planning or a combination of the two, showing that companies are taking this 
exercise seriously. The financial services companies in our sample conducted an even more detailed quantitative modelling exercise 
using their ICAAP processes.

Clarity on which principal risks have been used in the supporting analysis

Just under half of our sample made it clear which principal risks had been taken into account when assessing viability. Most of 
these described the specific risks/scenarios either in words or by cross‑reference and some simply cross‑referenced to the whole 
principal risk statement, suggesting that all principal risks had been considered.

We saw two examples of companies including a symbol in their principal risks table indicating that those risks had been considered 
as part of the viability statement assessment.

Enterprise Inns plc Annual Report 2015
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Key:
Increase

Decrease

Unchanged

Considered as part of 
viability assessment

The table below sets out the principal risks and uncertainties facing the Group and how 
we mitigate them. This is not intended to be an exhaustive analysis of all the risks the 
Group may face. 

The new strategic direction being taken by the Group as explained in the ‘Our Strategy’ 
section has been considered when reviewing risks and consequently there are some 
changes to the risks the Group faces. These are explained in more detail below.

Description and potential impact Mitigation processes

Strategy and business model

Regulation of the tied pub model 

The Small Business, Enterprise and Employment (SBEE) Bill 
received Royal Assent on 26 March 2015 and has therefore 
become primary legislation. Further work is now taking place 
to finalise the detail of the new regulatory regime, however the 
key proposals were to establish a Statutory Code of Practice, 
to be overseen by an independent Adjudicator, and to provide 
a tenant’s right, under certain circumstances, to change the 
freely-negotiated commercial terms of their agreement to a 
new Market Rent Only (MRO) contract.

The Government has since launched the first tranche (of two) 
of its Consultation on the wording of the statutory Pubs Code, 
which is expected to come into effect by 26 May 2016. 

Although this removes some of the uncertainty in the sector, 
until the parliamentary process is complete and the final 
detail is known, the potential costs of implementation and 
the operation of the regime could have an impact upon our 
profitability, our operational strategy and our relationships with 
our publicans.

In addition, there is a risk that other changes to the regulations 
relating to the sale of alcohol could have an impact on the 
Group’s business and the ability of our publicans to operate 
their pubs. 

These risks include changes to licensing legislation, increases 
to alcohol duties imposed by the Government and the impact of 
social responsibility issues on the industry in general.

The Group is committed to the tied pub model and works 
closely with a number of stakeholders to support the pub sector, 
evolve the tied pub model and ensure it operates an appropriate 
and legally binding Code of Practice to promote a mutually 
beneficial relationship with its publicans. 

The Group actively engages with the Government, trade bodies 
and other stakeholders and has contributed to and continues to 
participate in the Government consultation process. 

Whilst we remain of the view that the flexible industry-owned 
framework of self-regulation is working and is the best solution 
for all interested parties, we recognise the intent of a statutory 
regime and are working with the relevant bodies as part of the 
process to develop the Pubs Code and associated guidance and 
shall respond formally to both tranches of the Consultation.

We already operate effective policies and procedures in order to 
satisfy the existing industry code of practice framework and we 
have recently recruited additional compliance resource to ensure 
that we satisfy any additional requirements of the statutory Pubs 
Code.

In order to mitigate any potential impact to total income, the 
Group is developing the necessary operational flexibility and 
capabilities to enable it to apply alternative operating models to 
the pubs in the estate that could potentially be affected by MRO.

We also work closely with Local Authorities as necessary 
to ensure licensing requirements are dealt with whenever 
appropriate.

The Group is a member of a number of trade bodies and 
associations, is a contributor to the Drinkaware Trust, and 
works closely with these organisations to promote responsible 
drinking practices. Further details can be found in the 
Corporate Social Responsibility section of our website at 
www.enterpriseinns.com.

Litigation

The Group operates in a heavily regulated industry and may be 
involved in legal or statutory proceedings in relation to our pubs 
or publicans. The impact of such litigation may be immaterial in 
value but may result in harm to the Group’s reputation.

The Group employs an in-house solicitor and other specialists to 
ensure we comply with legislation and to manage any litigation 
with our publicans.

The Group will work with Local Authorities as necessary 
whenever any statutory issues are raised in relation to its pub 
estate. Where appropriate, the Group takes legal proceedings 
against publicans to ensure compliance with their agreements.

Due to the introduction of MRO during the current year  
the risk of regulation to the business has increased.

The Board believes there is no change to this risk.

Enterprise Inns plc Annual Report and Accounts 
for the year ended 30 September 2015 33
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Internal control

Some of the challenges facing boards

• Which are our material controls and what are our board monitoring procedures?
• How will we identify significant failings or weaknesses in risk management or internal control systems?

Identification of material controls

Code provision C.2.3 states that the board’s monitoring and review should cover all “material controls”. None of our sample chose 
to offer a definition for material controls.

Significant failings or weaknesses
None of the companies surveyed mentioned any significant failings or weaknesses in the risk management or internal control 
systems. This suggests that the bar is being set pretty high when boards are deciding what is a “significant failing or weakness”.
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Deloitte View

•	�The largest December year end reporters have further reinforced our view that the substantial revisions to risk 
management disclosures have encouraged renewed focus on the ongoing process of risk management and monitoring of 
controls.

•	�We expect that further improvements will be made to company processes, embedding risk management more seamlessly 
into operations.

•	We also expect the scope of internal audit to be reviewed to ensure all principal risks are covered regularly.

•	�In year two we expect more depth in the following areas of risk; appetite, capacity, culture and modelling. 
(See Governance in brief: Risk, internal control and longer term viability – unlocking the value)

Contacts – Risk Advisory

Deloitte’s Risk Advisory team works with clients to help them manage risk and create value. The team works collaboratively with 
client organisations to either assess existing processes in place or to assist in the implementation of pragmatic risk solutions.

David Noon – 020 7007 3660 or dnoon@deloitte.co.uk

Hugo Sharp – 020 7303 4897 or hsharp@deloitte.co.uk

Matthew Davy – 020 7007 0515 or madavy@deloitte.co.uk

The Deloitte Academy

The Deloitte Academy provides support and guidance to boards, committees and individual directors, principally of the FTSE 
350, through a series of briefings and bespoke training. Membership of the Deloitte Academy is free to board directors of listed 
companies, and includes access to the Deloitte Academy business centre between Covent Garden and the City.

Members receive copies of our regular publications on Corporate Governance and a newsletter. There is also a dedicated 
members’ website www.deloitteacademy.co.uk which members can use to register for briefings and access additional relevant 
resources.

For further details about the Deloitte Academy, including membership enquiries, please email enquiries@deloitteacademy.co.uk

Contacts – Centre for Corporate Governance

Tracy Gordon – 020 7007 3812 or trgordon@deloitte.co.uk

William Touche – 020 7007 3352 or wtouche@deloitte.co.uk
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Appendix

Industry and Company name Lookout period

Banking and financial services
HSBC 3

Chemicals
Victrex plc 5

Commodity trading and mining
Glencore 4

Construction & materials
CRH plc 5

Consumer goods
Unilever 3

Energy
BP plc 3

Financial Services
Aberdeen Asset Management plc
Brewin Dolphin Holdings plc
Paragon Group of Companies plc
Barclays

3
3
3
3

Food Industry
Greencore Group PLC 3

Gas, water & multi‑utilities
Centrica 3

General Industrials
Rexam plc 3

General mining
Rio Tinto 3

Health services
GlaxoSmithKline 3

Healthcare
UDG Healthcare Public Limited Company 3

Hotels
Intercontinental Hotels Group 3

Household Goods & Home Construction
Crest Nicholson Holdings plc
Persimmon

3
6

Industrial Engineering
Bodycote plc 3

Insurance Brokers
Admiral Group 3

Integrated oil & gas
Royal Dutch Shell 3

Life Insurance
Legal & General Group 3

Industry and Company name Lookout period

Media
Euromoney Institutional Investor plc 
Daily Mail and General Trust plc
RELX
ITV plc

3
4
3
3

Media agencies
Zoopla plc 3

Online Grocery retailer
Ocado 3

Pharmaceutical and biologics 
AstraZeneca 3

Power
Rolls‑Royce Holdings 5

Real Estate Investment & Services
Grainger plc
St Modwen Properties

4
3

Real Estate Investment Trusts
Intu Properties 
Shaftesbury plc

5
5

Retail
Hammerson 5

Software & Computer Services
Sage Group plc 5

Sports betting and Game leisure
William Hill 3

Support Services
Diploma plc 3

Tobacco
Imperial Tobacco Group plc 3

Travel & Leisure
Compass Group plc
Easyjet plc
Enterprise Inns plc
Thomas Cook Group plc
TUI AG
Marston’s plc
SSP Group
Carnival Corporation
International Consolidated Airlines Group

3
3
5
3
3
5
3
3
5

Value added services and outsourcing
Bunzl plc 3
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