


























What challenges do companies
face when reporting their risks?

The main challenge that companies identify is how to
report succinct information on principal risks that is of
most use to the reader. The basis for the principal risk
disclosure is usually the risk register, which often includes
risks at a disaggregated level. Aggregating a substantial
number of risks, often across a business which has
several different segments, and still ensuring that the
disclosure is sufficiently insightful, can present

a challenge.

Companies are also concerned that not having a
‘complete’ set of principal risks could result in challenge
from investors, even when those risks are general

risks faced by any company operating in that sector or
geographical location. Companies can be cautious about
the approach taken and many will compare competitors’
annual reports in order to ensure that their own
disclosures are consistent.

“l suspect that compandies are putting together their
risk report, then looking at what everyjone else in
the sectoris doing and ensuring that they have
evergthl.wg There aren't that man oompawws that
are prepared to go out there with something different
- it is veally havd for thew.”

Investor

Companies are also wary that the reporting of principal
risks in too much detail may give away a competitive
advantage.

The overall challenge for companies is getting an
appropriate balance of disclosure. There is inherent
tension between the desire to provide succinct and
useful information to investors, and the pressure to
disclose a list of principal risks which does not give away
any competitive advantage, and which may result in
unspecific and excessive disclosure.

Lab prOJect report | Rlsk ancl \nablllty repomng

Investors highlight the information around the risk
assessment pracess as one area of disclosure which
helps them to understand better why the company is
comfortable with the principal risks disclosed. However,
this is also cited as one disclosure which contains
‘boilerplate’ information and excessive jargon. Two
examples of disclosure which provide useful and specific
information on internal control and risk management
systems are included on this and the following page.

During the course of this project, both companies and
investors have discussed ways in which reporting can
address these challenges. The diagram (pg. 12) and
extracts from annual reports and accounts provide
guidance about the ways in which companies can
disclose relevant and specific information which
investors find useful.

Lab Comment

Hill & Smith provide investors with specific
information on their approach but also describe
enhancements in the process in the current year
and what the key areas of focus are. This gives
insight into how the company is thinking about and
addressing risk.

“The more honest and open @ | company) is on visk,
the more confident we've going to be that they're
Looka,wg at the Lesues in the right way and have an
inkelligence arownd the table considering tt. of it Ls
all good news, you'd worry that they are buramg
things. Honesty has to be the best starting pount.”

Investor

“Owne of the problems is excessive business jargon

and too technical aspects of risk management
which | am not siure most users / readers of annual
veports would necessarily get.”

Investor

Example: Hill & Smith Holdings plc Annual Report and Accounts 2016

This process ensures that risks are not just the product of a bottom-up approach but are also examined from a top-down perspective via an
integrated senior management approach, which is closely aligned with the Group's strategy. In order to enhance the Group’s approach to risk
generally, more work was done with the subsidiaries in terms of providing an online risk assessment reperting process during 2016, and the
senior management team were instrumental in adding a top-down perspective to the Group's principal risks.

The approach, enhanced throughout 2016, has allowed the Board to carry out a robust assessment of the principal risks and uncertainties that
might threaten the Group’s business model, future performance, solvency and liquidity and this has led to o more strategic focus on our principal

risks and uncertainties as explained on page 32 to 34.
Key focus for 2017

»  Continued assessment of the principal risks facing the Group and its subsidiaries including those that might threaten the Group's business

model, future performance, solvency and liguidity;

> Further work with the subsidiaries to develop business unit risk registers and to share best practice;
> Improved bottom-up reperting on principal risks and uncertainties and enhancing the Board conversation; and
> Further development of the Risk Committee and top-down risk assessment processes.

incipal risk reporting
















































