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Welcome to our inaugural survey of UK listed Channel Islands entity annual reports. 

1. Executive summary

Over the last decade, the Channel Islands have seen exceptional growth in the 
number of locally incorporated companies listed in London, either on the main 
exchange, the Specialist Fund Market (SFM) or quoted on AIM. The Channel Islands 
London Listed Fund (“CILLFs”) continues to be recognised as the investment vehicle 
of choice for alternative asset classes reflected in the exceptional growth seen in 
2013 and 2014. The chart below shows the level of funds raised by investment 
companies in the UK over the last five years, as compiled by the Association of 
Investment Companies (AIC): 

The CILLFs is one of the Island’s clear success stories and the Islands’ have 
developed significant experience and bespoke expertise commensurate with this 
dominant market position. This has included specialist administration and custody 
services, an experienced pool of Non-Executive Directors (“NEDs”) and professional 
legal and accounting advisors. 

In order to maintain this position as “the City’s jurisdictions of choice” and to remain 
competitive, it is important for CILLFs to continue to meet the multitude of new and 
existing requirements associated with a listed entity, from corporate governance, 
regulatory and accounting requirements as well as investor and broker expectations. 
In the CILLF market transparency is key and fundamental to investor confidence. 

The global asset management landscape is also changing, with the market seeing 
greater polarisation between passive and active investment strategies and a 
greater appetite for alternative investment strategies. The level of transactions in 
investment companies on the major platforms is at a record high and is growing 
strongly. The latter presents a very significant opportunity for jurisdictions such as 
Guernsey and Jersey where structures investing in alternative asset classes have 
led the development of the listed fund industry. The UK investment market is likely 
to see a significant change and surge in active management as the changes to UK 
pension annuities requirements kick-in. In line with the Association of Investment 
Companies we believe there has never been a greater opportunity for the 
alternative sector. 

However, in order to capitalise on this opportunity it is important that CILLF’s 
remain at the forefront of industry developments. In order to promote further 
transparency the last year has seen significant changes in corporate governance and 
accounting. Whilst, some of these changes are only mandatory for Premium Listed 
entities, we have noted that the majority of CILLF’s have applied these voluntarily 
recognising the fact that these changes were investor driven. 
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The UK Corporate Governance Code (the “UK Code”) introduced the requirements 
for a separate report by the audit committee. This report covers the work of the 
audit committee, including a description of the key matters considered in preparing 
the financial statements. Whilst many companies provided clear disclosures relating 
to these financial reporting risks, again, the quality of those disclosures is mixed. 
Some companies provided clear, tailored disclosures explaining risks and the work 
the audit committee has undertaken to address these risks and some companies 
provided minimal or generic disclosures. Whilst the UK Code requires the audit 
committee to assess the effectiveness of the audit process, many focus solely on 
assessing the effective of the auditor in isolation, rather than the process itself.

The new requirements also introduced the need for auditors of companies adopting 
the UK Code to provide an enhanced audit report which provides more detail on 
the scope of the audit, the key areas of audit risk and materiality. This requirement 
has been welcomed by the investor community and ensures that auditors provide 
more visibility on the audit process and it is pleasing to see that the risks considered 
as part of the audit were highly correlated to the risks considered and documented 
by the audit committee. 

Overall, the level of compliance seen in the companies surveyed was very encouraging 
particularly where these disclosures were adopted voluntarily. We predict that 
this level of compliance will rise as some companies who adopted a wait and see 
approach are now expected to adopt the new requirements. However, we must not 
be complacent and Boards should continue to benchmark their reporting and look to 
improve year on year. In this way Channel Islands entities should continue to provide 
the transparent reporting investors expect and allow and ensure that they are able 
to take advantage of opportunities brought about by the changes in the global asset 
management landscape. 

In undertaking this survey we have collated a significant amount of detail that allows 
us to benchmark company reporting to both peers and best practice. We would be 
delighted to discuss this with any boards or management and we note the contact 
details at the back of this report.

In addition, recent changes in law have meant that auditors and audits of London 
Listed Funds have for the first time, been subject to external review from the 
Financial Reporting Council of the United Kingdom (“FRC”). This has caused the 
FRC to significantly increase its focus on UK listed Channel Islands entities and has 
already led to significant challenge in the way in which some audits are carried out. 
In line with the new corporate governance guidelines the review has also focused 
on the audit process and the quality and rigour of the Board’s own documentation 
of significant matters such as valuation, impairment and going concern. 

Given the market opportunity and the new standards, we believed it was a great 
time for us to launch this survey which considers the extent to which UK listed 
Channel Island companies have risen to this challenge. 

Pleasingly the companies surveyed have made significant strides in addressing the 
new requirements, with many choosing to voluntarily adopt the new corporate 
governance requirements. Indeed, nearly 80% of all companies surveyed adopted 
these requirements voluntarily. However, just over 20% didn’t and we know that  
as this is now seen as best practice, more companies are now considering this for 
next year. 

The new requirements have on average driven a one fifth increase in the length of 
annual reports, as companies have sought to better explain their business model 
and the principal risks and uncertainties they face. Some of the best examples seen 
have made use of a Strategic Review to summarise and clearly present these in a 
standalone section in the annual report. We would recommend others to consider 
this approach. Interestingly, despite these increased requirements, companies have 
been able to report their results just as quickly as they have in the past. 

Companies are also starting to set out more clearly key performance indicators 
(KPIs) in their annual reports, often including these as a separate section of annual 
report to ensure they draw investors’ focus. However 11% of companies surveyed 
did not clearly disclose any KPI’s. 

This is also the case for the disclosure of principal risks and uncertainties, although it 
is clear that further improvements are required to ensure that disclosures explain why 
the risks were selected and what controls each company had in place to mitigate 
these risks. There is a significant amount of boiler plate language still being used. 
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2. Regulatory overview

This section sets out some of the key changes which became effective over the 
last reporting period, in terms of corporate governance, narrative reporting and 
financial reporting. Further details on the matters discussed below, together 
with other suporting resources can be found on Deloitte’s one-stop-shop for all 
accounting, governance and regulatory matters – www.ukaccountingplus.co.uk

Corporate governance
Current position
October 2012 marked a key milestone in terms of corporate governance, with 
significant revisions being made to the UK Code being effective from that date. 
These changes introduced a number of additional requirements (set out below), 
which were effective for the first time for 30 September 2013 year-ends onwards. 

In February 2013, the AIC Code was also revised to incorporate the changes made 
to the UK Code. In addition the Quoted Companies Alliance issued an updated 
code, the QCA Corporate Governance Code 2013 (“the QCA Code”), which also 
incorporated the key features of the UK Code. 

These changes have had a significant impact on disclosures made in annual 
reports of listed and quoted entities as explained below. We have focussed in this 
survey on the UK Code changes as the AIC or QCA codes broadly encompass the 
requirements of the UK Code.

The UK Code sets out standards of good practice in relation to board leadership 
and effectiveness, remuneration, accountability and relations with shareholders.  
All companies with a Premium Listing of equity shares in the UK are required under 
the Listing Rules to report on how they have applied the UK Code in their annual 
report and accounts or provide explanations for any failures to comply. Companies 
quoted on AIM, the Specialist Fund Market (SFM) and LSE Standard listed 
companies, may choose to voluntarily adopt the code as a best practice corporate 
governance standard. In practice, a significant number of UK listed Channel Island 
companies have voluntarily adopted the UK, AIC and/or QCA codes.

Significant changes in corporate governance requirements became effective for the first time for many 
companies in the year.

The UK Code is accompanied by “Internal Control: Guidance to Directors” and 
the FRC’s “Guidance on Audit Committees”, both of which recommend various 
disclosures for inclusion in the annual report. This guidance can be found on the 
FRC’s website (www.frc.org.uk).

There were 6 major areas of change to the UK Code, which are summarised below.

(i) New and further responsibilities for the audit committee

A new provision of the UK Code requires that a separate section of the annual 
report should describe the work of the audit committee in discharging its 
responsibilities. The report should include:

• the significant issues that the committee considered in relation to the 
financial statements, and how these issues were addressed;

• an explanation of how it has assessed the effectiveness of the external audit 
process and the approach taken to the appointment or reappointment of the 
external auditor, including the length of tenure of the current audit firm and 
when a tender was last conducted; and

• if the external auditor provides non-audit services, an explanation of how 
auditor objectivity and independence is safeguarded.

The FRC Guidance suggests that, when considering their explanation of 
the significant matters considered and how these were addressed, the 
audit committee should have regard to the matters communicated to it by 
the auditor. Auditing standards were also revised to require the auditor to 
communicate the rationale and evidence relied upon when making significant 
professional judgments in the course of the audit and reaching an opinion on 
the financial statements. 
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Boards are now 
required to state 
that annual reports 
present a fair, balanced 
and understandable 
assessment of the 
company’s position  
and prospects.

(ii) New, far-reaching board statement on the content of the annual 
report and accounts

The words “fair” and “understandable” have been added to the principle in 
section C.1 of the UK Code on Financial and Business Reporting which now 
states that:

“The board should present a fair, balanced and understandable assessment of 
the company’s position and prospects.”

To further reinforce this principle of the UK Code, the provisions of the UK 
Code requires that directors “state that they consider the annual report 
and accounts, taken as a whole, is fair, balanced and understandable and 
provides the information necessary for shareholders to assess the company’s 
performance, business model and strategy”.

The auditor has new duties to report by exception if they believe the statement 
made is inconsistent with the knowledge acquired during their audit.

The board needs to be satisfied that all the matters it has considered and 
which have been brought to its attention during the year have been reflected 
adequately in the annual report. This does not mean that every matter is 
specifically referred to in the annual report but that the relevant impacts, 
uncertainties and outcomes arising from these matters have been included 
where appropriate. 

The board should consider whether there are any areas where they require 
more information to decide if the annual report is fair, balanced and 
understandable, and make arrangements for this information to be reported 
to them.  

(iii) Audit tendering

The provisions of the revised UK Code state that FTSE 350 companies should 
put the external audit contract out to tender at least every ten years.

In order to ensure that this provision can be introduced without significant 
disruption the FRC has provided details of transitional arrangements, which 
include the suggestion that the timing of tenders might be aligned with both 
the cycle for rotating the audit engagement partner and the length of time 
since the audit contract was previously put out to tender. Where a company 
has put the audit contract out to tender or changed audit firm in or after 2000, 
the tender process might be deferred until the latter stages of the incoming 
audit engagement partner’s term (in other words, for a further five years).

Setting out these transitional arrangements, the FRC was keen to stress the 
following points:

• The suggested transitional arrangements are not binding. 

• Companies should put the audit contract out to tender if they feel it is 
appropriate to do so, and shareholders should feel free to request them to 
do so. 

• As with all other provisions of the UK Code, companies can choose not to 
comply and explain why not. 

• The FRC encouraged companies to state when they first report against the 
2012 UK Code whether or not they anticipated putting the audit contract 
out to tender in due course. The majority of the companies surveyed were 
not in the FTSE 350 and hence this does not specifically apply. However 
many companies are adopting this as best practice.
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Changes have been 
made to audit 
reports to make them 
more transparent to 
shareholders.

(iv) Appointments to the board – diversity and use of executive search 
consultancies

Additions have been made to the provision of the UK Code related to 
‘Appointments to the board’ which states that the report of the nomination 
committee should include:

• a description of the board’s policy on diversity, including gender, any 
measurable objectives that it has set for implementing the policy, and 
progress on achieving the objectives; and

• where an external search consultancy has been used, the identity of 
that consultancy together with details of any other connection with the 
company.

The FRC “strongly encouraged” early adoption of the diversity provisions of the 
revised UK Code when they were first announced in October 2011. 

(v) Meaningful explanations of non-compliances with the UK Code 

The FRC is keen to ensure that meaningful explanations of all non-compliance 
with the provisions of the UK Code are provided to illustrate how the actual 
governance practices are consistent with the principle to which the particular 
provision relates, contribute to good governance and promote delivery of 
business objectives. A new section has been included in the preamble to the 
UK Code which describes the characteristics of a meaningful explanation.

Boards of companies intending to ‘explain’ one or more areas of non-compliance 
should review their planned explanations against each of the stated 
characteristics. 

(vi) Acknowledging other providers of capital

In the Preface to the UK Code, Chairmen are now encouraged to recognise 
the contribution made by providers of capital other than shareholders and 
confirming the board’s interest in listening to the concerns of such providers, 
insofar as these are relevant to the company’s overall approach to governance.

Impact on audit reports 
In response to calls from investors to make audits more transparent, the FRC 
issued revisions to ISA 700 (UK and Ireland) ‘The Independent Auditor’s Report 
on Financial statements’. The revisions require auditors reporting on companies 
which comply with the UK Code (including those which are applying it voluntarily) 
to provide significantly increased disclosure around the work that they have 
performed on the audit and are a move away from the traditional binary pass/fail 
model. The revisions are designed to complement changes to the 2012 UK Code 
and are effective for the audits of financial statements for periods commencing on 
or after 1 October 2012.

The new style audit report requires increased disclosure to be provided in three 
areas: risks, materiality and scope of the audit. 

• Risks 

The audit report should describe the risks that had greatest effect on: 

 – the overall audit strategy;
 – the allocation of resources in the audit; and
 – directing the efforts of the engagement team. 

• Materiality

The audit report should explain how the auditor applied the concept of materiality 
in planning and performing the audit. 

• Scope of the audit 

The audit report should give an overview of the scope of the audit, showing how 
this addressed the risk and materiality considerations.
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What the future holds
Further changes have been made to the UK Code for periods 
commencing on or after 1 October 2014. The key changes are as 
follows:

Going concern and ongoing viability plus risk reporting
Under the most recent changes to the UK Code the following two board 
statements will be required in relation to to going concern:

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

• The directors should state whether, taking account of the company’s current 
position and principal risks, they have a reasonable expectation that the company 
will be able to continue in operation and meet its liabilities as they fall due, 
drawing attention to any qualifications or assumptions as necessary. They should 
indicate the period covered by this statement, and why they consider that period 
to be appropriate.

Robust assessment of principal risks 
The revised UK Code also requires boards to confirm that they have undertaken a 
robust assessment of principal risks and how those risks are managed and mitigated. 

Boards will have to monitor risk management and internal control systems on an 
ongoing basis, rather than once a year, and will need to explain actions taken to 
remedy any failings or weaknesses identified.

Directors’ remuneration 
For periods commencing on or after 1 October 2014, the UK Code has been 
amended as follows:

• the Main Principle on remuneration has been amended to state that remuneration 
policies should be designed to promote the long-term success of the company;

• a new UK Code provision has been introduced requiring that company 
remuneration schemes should include arrangements for clawback and 
withholding of remuneration – as with the rest of the UK Code, companies will 
need to comply with this or explain their non-compliance; and

• Another change requires companies to set out how they intend to engage 
with shareholders on any AGM resolutions which have received a significant 
proportion of votes in opposition.

Audit tendering
Before the end of 2014 the United Kingdom Department for Business, Innovation 
and Skills (‘BIS’) is expected to consult on UK implementation of new EU legislation 
that will require all public interest entities to put their audits out to tender every ten 
years and rotate auditors after twenty years. The UK’s Competition and Markets 
Authority has also made an Order requiring FTSE 350 companies to put their 
audits out to tender every ten years; these rules will apply (subject to transitional 
provisions) in the same timescale as the EU audit legislation (i.e. with the earliest 
tenders being required when the EU law comes into force on 17 June 2017). The 
Order gives audit committees increased responsibilities for auditor independence 
and oversight; these changes take effect for financial years commencing on or after 
1 January 2015. However, it should be noted that the EU legislation only applies to 
public interest entities governed by EU law and hence is not strictly applicable to 
Channel Island incorporated entities.

New

Further changes to UK 
corporate governance 
requirements will be 
applicable from  
1 October 2014.

Our survey examines how London listed Channel Island incorporated 
investment fund companies have adopted certain aspects of these 
requirements primarily around audit committee reporting (see section 8) 
and the resulting impact on audit reports (see section 7) plus the extent to 
which the balance of narrative and financial performance disclosures have 
been affected (see section 4). We also examine the impact of these additional 
requirements on the speed at which companies are able to issue their annual 
reports (see section 4).
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Narrative reporting 
The biggest change in terms of narrative reporting requirements in the last year was 
the long-awaited narrative reporting regulations issued by BIS. The regulations were 
the UK government’s response to a project that began in 2010 and are intended 
to make narrative reporting simpler, clearer and more focussed. Note that these 
are UK legal requirements and do not directly impact Channel Island companies, 
however many companies have voluntarily adopted these provisions as best practice.

The regulations:

• require all UK incorporated companies (except small companies) to prepare a 
strategic report presented separately to the directors’ report in replacement 
of the business review. The aim of the strategic report is to pull together the 
company’s strategy, business model and risks facing the company and link this 
through to the financial statements and remuneration of company directors. 
Quoted companies need to ensure they include specific information on the 
company’s strategy, business model, human rights and gender diversity; 

• require quoted UK incorporated companies to include information on greenhouse 
gas emissions in their directors’ report. This report is required to contain an 
annual quantity of emissions, in tonnes of carbon dioxide equivalent, in respect 
of emissions produced by “activities for which that company is responsible”, 
including fuel usage and resulting from the purchase of “electricity, heat, steam 
or cooling” by the company. Companies are required to disclose the methodology 
used to calculate these figures including prior year comparative information for 
the second and subsequent year of reporting;

• remove a handful of other previously required disclosures from the directors’ 
report such as the principal activities of the company during the course of the 
year; and 

• replace the option to prepare summary financial statements with an option to 
provide a ‘strategic report with supplementary material’. The supplementary 
material consists of some administrative details, details of any qualifications made 
by the company’s auditor in its report on the full annual accounts and, for quoted 
companies, the “single total figure table” for directors’ remuneration.

Our survey looks at the extent to which some of these requirements have been 
adopted, in particular the strategic report (see section 9), the disclosures of 
KPIs (see section 5) and the disclosure of principal risks and uncertainties  
(see section 6).

Additional information on these requirements and related guidance can be found 
under the following links:

FRC’S guidance on preparing a strategic report

Need to know newsletter on FRC’S guidance on preparing a strategic report

Deloitte’s practical guide to preparing a strategic report

FRC Financial Reporting Lab projects and reports
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Financial reporting 
Companies reporting under EU endorsed vs non EU endorsed IFRSs
The requirements for an extended audit report are driven by International Standards 
on Auditing (UK and Ireland) (“ISA (UK and Ireland)”) and only apply to companies 
which are either required to comply with the UK Code or have voluntarily done 
so. There is no requirement for auditors of Channel Islands companies to apply 
the ISA (UK and Ireland) version of these standards and the international version 
(International Standards on Auditing, “ISA”) can be applied instead. Where this is 
the case, the extended audit report is not a requirement. 

New standards
Some significant new standards were effective for periods beginning on or after 
1 January 2013. The one change which has had a significant impact on financial 
statements (particularly for real estate, private equity and infrastructure companies) 
is IFRS 13 Fair Value Measurement. The standard sets out how fair value should 
be measured on an “exit” price basis. The scope of IFRS 13 is far wider than just 
financial instruments and does, for example, also apply to revalued investment 
property. Extra disclosure requirements are also introduced relating to fair value 
measurements and disclosures in the financial statements. 

For those reporting under IFRS as issued by the IASB, the consolidation “package 
of five” that includes IFRSs 10, IFRS 11 and IFRS 12, IAS 27 (revised 2011) and IAS 
28 (revised 2011) also represented significant standards that were effective in 2013. 
Summary details are given below:

• IFRS 10 Consolidated Financial Statements necessitates a reconsideration of 
which entities form part of a consolidated group, based on a single definition 
of control and new guidance on concepts such as ‘de facto’ control, protective 
rights and decision making as ‘agent’ for another investor; and 

The application of the investment entities (“IE”) exemption of IFRS 10 has been 
open to interpretation in certain circumstances. Further guidance has been 
sought from the IFRS Interpretations Committee (“IFRIC”)  to clarify when 
intermediate company structures are consolidated or fair valued. 

The IASB met in October 2014 to discuss this matter and a copy of these minutes 
from their discussions has been made available. These minutes confirm that the 
requirement for an IE to consolidate a subsidiary, instead of measuring at fair value, 
applies to those subsidiaries that support the IE’s parent’s investment activities as 
an extension of the operations of the IE parent and are not themselves classified as 
IEs. The revised standard incorporating these changes is expected early in 2015.

• IFRS 11 Joint Arrangements requires a determination of the rights and obligations 
of the parties to such an arrangement. This is then used to decide whether equity 
accounting or a method similar to proportionate consolidation is applied to the 
arrangement.

The impact of these changes can be seen in a number of annual reports where 
the financial statement element of the financial statements has increased 
significantly as a result.

• IFRS 12 Disclosure of Interests in Other Entities introduces extensive new disclosure 
requirements on the make up of a group, including describing the significant 
judgements made in applying its sister standards IFRS 10 and IFRS 11.

Regulatory landscape 
The Financial Reporting Council has launched a “Clear & Concise” initiative to 
promote good communication in corporate reporting and ensure that annual 
reports provide relevant information for investors. This initiative brings together 
their observations from the Financial Reporting Lab and Corporate Reporting 
Reviews and is aiming to change behaviours with a focus on communication, 
placement of information and materiality. 
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Periods beginning on or after 2014

Other significant initiatives underway:

*Directors’ remuneration disclosures mandatory for UK incorporated companies only

1 Jan 2014

New IFRS consolidation standards 
“Package of five“

FRC clear and concise initiative IASB disclosure initiative
Governance in brief newsletter 
on CMA’s audit tendering 
proposals
Governance in brief newsletter on
CMA’s audit tendering proposals

ESMA IOSCO and IFAC non 
GAAP measures consultations 
www.ukaccountingplus.co.uk

FRC’s Financial reporting lab 
projects on dividend policy and 
digital reporting 
FRC Financial reporting lab 
projects and reports

HIC integrated reporting 
framework issued in December 
2013 
www.theiirc.org

IASB conceptual framework and 
FRC European contribution to 
getting a better framework

1 Oct 2014

Corporate Governance Code 
changes on going concern, 
risk reporting and directors’ 
remuneration*

1 Jan 2015

Proposed date for CMA’s FTSE 350 
audit tendering changes

Proposed date for EU for country by 
country reporting requirements for 
extractive industries.

Old UK GAAP superseded and 
replaced with FRS101 and FRS102

1 Jan 2016

Proposed date for EU’s non-financial 
plan reporting

Extension of narrative disclosures 
for large EU regulated public 
interest entities

1 Jan 2017

New revenue IFRS (IFRS 15)

Available for early adoption for 
reporters applying IFSB IFRSs

1 Jan 2018

New IFRS for financial instruments 
(IFRS 9)

Available for early adoption for 
reporters applying IFSB IFRSs

The timeline below highlights the key financial reporting and regulatory initiatives coming into place over the next few years.

The world of corporate reporting for UK listed companies
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Regulatory hotspots in 2014 – narrative reporting 
The following reflect areas that regulators are likely to focus on in reviewing 2014 
accounts. 

• The use of non-GAAP measures has been the subject of several recent 
pronouncements. The FRC has been focusing on how companies determine what 
to strip out when presenting such measures, with challenges being raised where 
recurring items such as amortisation of intangible assets are excluded. Consistent 
application of a policy in this regard is important. ESMA’s proposals (expected 
to be finalised this year) focus on the presentation of non-GAAP measures in 
a company’s communications and in particular their prominence to compared 
to GAAP measures. A balanced commentary from management is expected in 
discussions that utilise adjusted measures. 

• KPIs should be clearly and consistently defined year on year, with an explanation 
of their calculation and reconciliation to statutory measures where appropriate. 
Linking them to the company’s strategy business model, objectives and 
remuneration policy is a current hot topic. See section 5 for analysis of KPIs used 
by the companies surveyed.

• Despite improvements in risk reporting, principal risks and uncertainties remain 
an area of regulatory focus. Companies should take care to make clear their 
“principal” risks and uncertainties and to describe their mitigating activities. See 
section 6 of this survey which examines the principal risks and uncertainties used 
across the range companies surveyed. 

• Although not mandatory for non UK incorporated companies the regulators 
are continuing to scrutinise directors’ remuneration reporting. Remuneration 
reporting for UK reporters was expanded significantly last year and the level 
of interest in the disclosures is set to continue. See section 9 for analysis of 
companies that voluntarily adopted the directors’ remuneration disclosures. 

Regulatory hotspots in 2014 – financial reporting 
In addition to the narrative reporting and corporate governance 
areas of focus noted above, the list below reflects the areas that 
regulators are likely to focus on when reviewing 2014 accounts:

1.  Impairment models, particularly those ‘value in use models’ incorporating 
a ‘hockey stick’ growth forecast (high growth in the later years). Where 
companies have a model which has such a profile, they should be particularly 
prepared for regulatory scrutiny. Regulators will focus on value in use 
calculations they perceive to have a higher risk of impairment, challenging key 
assumptions and any missing sensitivity disclosures. 
 
Impairment is also an area which highlights the need for consistency in an 
annual report. For example, are the forecasts and other assumptions in testing 
goodwill for impairment the same as those used for other areas such as deciding 
whether to recognise deferred tax assets? If not, could you explain why?

2.  Revenue recognition, particularly in cases where there has been a change  
in business model, is another area where regulators will be on the lookout for 
unusual policies and for aggressive revenue recognition, particularly when  
a new line of business may be taking time to build momentum.

3. Critical judgements and key sources of estimation uncertainty – these should 
clearly identify where management has exercised judgement and its effect. 
Boilerplate wording should not be used. 

4. In the second year of application of the revised version of IAS 19, pensions 
accounting and disclosures under scrutiny. Regulators are also set to focus on 
any pensions “structuring” that has been set up for a desired accounting effect 
and on disclosure of minimum funding requirements.

5. Fair value measurements under IFRS 13 and disclosure of related risks under 
IFRS 13 and IFRS 7 continue to be particularly relevant for financial institutions 
and are a key area of interest to the regulator.

Hotspots
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Regulatory hotspots in 2014 – corporate governance 

1)  It is expected the work of the audit committee will continue to come 
under scrutiny. Preparers should ensure consistent messaging insofar as 
it is appropriate between their audit committee reports and the auditor’s 
report and the critical judgements and key sources of estimation uncertainty 
disclosed under IAS 1. Better explanations of any non-compliance with 
the UK Code are also a continued area of focus for regulators as are board 
diversity disclosures, with diversity referring to more than just gender 
diversity. See section 8 which examines the existing practise around corporate 
governance disclosures. 

2)  The FRC noted in its 2013 annual review of the Corporate Governance and 
Stewardship Code that it will focus to some extent on reporting by small 
and mid-cap companies and board succession planning which is often 
highlighted as requiring attention during external effectiveness reviews. The FRC 
will undertake a project in 2014 to identify good practice to assist companies in 
meeting the Code principles on succession planning. 

Regulator reach offshore
In 2010 a system of registration, supervision and oversight of the auditors of 
Channel Islands (“CI”) companies which are listed on regulated stock exchanges 
in the European Union came into force. In order to achieve a recognition of 
equivalence under the European Union’s Statutory Audit Directive (2006/43/EC). 
As such, all audit firms wishing to audit an EU listed, Guernsey incorporated entity 
must register as a Recognised Auditor with the Guernsey Registry or Jersey Financial 
Services Commission.

As a result of the implementation, Recognised Auditors in the CI are subject to 
review by the Professional Oversight Board, a division of the Financial Reporting 
Council (“FRC”) of the United Kingdom. Deloitte, EY, KPMG and PwC are subject 
to review by the Audit Quality Review Team (“AQRT”) (previously known as the 
Audit Inspection Unit) with Grant Thornton and BDO being reviewed by the Quality 
Assurance Department (“QAD”). 

The reviews include:

•  visiting audit firms and reviewing their processes and audit methodologies;

•  making an assessment of the work carried out on major audits, including the 
judgments made by audit partners on key audit and accounting issues; 

•  interviews/ meetings with the audit partners and other team members on the 
relevant audits and meeting with senior partners and staff; and 

•  report findings with recommendations to the firms. 

The results of the visits for Deloitte and EY are included in the reports for the UK 
firms as a whole and hence are publicly available. Those for PwC, KPMG, Grant 
Thornton and BDO are private reports. However reports on individual engagements 
are reported to the Audit Committee of the listed entity for all of the firms.

The reviews look at all aspects of the audit process and hence also review 
documentation prepared by management which forms the basis of audit 
procedures. In relation to fund audits, this would typically include the review of 
valuations, impairment reviews and going concern assessments documented by 
management and therefore management need to ensure that assumptions are fully 
documented and explained in their own financial records. 

In recent years the AQRT has identified a number of areas of particular focus which 
include group audits, impairment and revenue recognition and many findings are 
often related to these areas. In its latest round of inspection reports, the AQRT 
found plenty to criticise in relation to so-called letterbox entities, raising questions 
about the over-reliance on other auditors’ work and the application of ISA600 
Group Audits in these circumstances. This is likely to be of continuing interest 
especially in the Offshore fund sector where the general and financial management 
and a company’s operations are located in a different jurisdiction to that of the 
company’s legal registration.
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3. Survey objectives

Objectives 
In order to provide a tailored insight to boards of Jersey and Guernsey UK listed 
investment fund companies, we decided to conduct an indepth survey covering 
116 out of 134 Jersey and Guernsey investment fund companies with a Premium 
or Standard listing on the LSE, a listing on the SFM market or quoted on AIM.  
Those entities excluded from our survey were those newly listed companies which 
had yet to issue year end financial statements.

As already mentioned, October 2012 marked a significant milestone in terms of 
corporate governance, with significant revisions being made to the UK Code which 
introduced a number of additional requirements.

As a firm, we have historically published an annual UK survey covering reporting 
insights for UK incorporated companies, the most recent of which, “Providing 
a clear steer” was published in October 2014. The link to the UK survey is listed 
below:

https://uk.deloittenet.deloitte.com/ClientsAndMarkets/ServiceLines/Audit/NAA/
Documents/AnnualReportInsights2014TheFullSurvey.pdf. 

That survey analyses the annual reports of 100 listed entities from the FTSE 350 (55) 
and outside the FTSE 350 (45). It does, however, exclude investment trusts which is 
a more relevant sector for the Channel Islands. 

Whilst a separate publication, “Investment Trust, annual report insights”, was 
published in January 2014, most companies surveyed had not at that time applied 
the new 2012 UK Code of corporate governance requirements. In addition, the 
Channel Islands market tends to focus more on alternative asset classes which is 
not in the main the principal focus of UK listed investment trusts. The link for that 
survey is set out below.

http://www.iasplus.com/en-gb/publications/uk/other/investment-trust-survey/
at_download/file/Investment%20trust%20survey.pdf 

Our aim for the survey was to provide insights to the boards of listed Channel Island 
companies in the following areas:

• The basics of the annual report – this covers areas such as the length of reports 
and their constituent parts, the speed of reporting, the balance between 
narrative reporting and financial reporting and the extent to which companies 
have voluntarily adopted a code of corporate governance. This is covered in 
section 4 of our report. Note that the report does not cover compliance with 
local codes of corporate governance such as the Guernsey Finance Sector Code 
of Corporate Governance (‘the Guernsey Code.’)

• The extent to which companies are disclosing key performance indicators (KPIs), 
and which KPIs are most often disclosed. This is covered in section 5 of the 
report.

• The extent to which companies are disclosing principal risks and uncertainties and 
which risks are most often disclosed. This is covered in section 6 of the report.

• The new extended audit report, and in particular the basis of materiality applied 
and key audit risks which the auditor focused on. This is covered in section 7 of 
the report.

• The new audit committee report and in particular the number and nature of risks 
disclosed and the level of consistency with the audit report. This is covered in 
section 8 of the report.

• The extent to which companies have voluntarily adopted aspects of corporate 
governance reporting, specifically relating to the strategic report and the 
remuneration report. This is covered in section 9 of the report.

Our survey covers  
116 listed companies 
across Guernsey and 
Jersey.
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In compiling our survey, we selected all Guernsey and Jersey listed companies 
with a listing on either the premium or standard segments of the London Stock 
Exchange, as well as companies listed on the London Stock Exchange’s Specialist 
Fund Market or quoted on AIM. Companies which were yet to produce their first 
annual report where excluded from our sample. Other entities were also excluded 
on the basis their activities where these were considered very niche. Altogether 
116 entities were selected.

The sample was then grouped by asset class. Clearly this does involve some 
subjectivity and was based on our review of the annual reports.

The charts below (Figures 2, 3 and 4) show the split of companies between 
markets, juridictions and asset classes:

Note that fund of funds also include a number of feeder funds investing in larger 
sometimes unquoted hedge funds. Other financial entities include asset leasing 
entities and other niche investment entities. Whilst oil & gas/mining companies have 
been included for some analysis, they have been excluded from other analysis due 
to their specialist nature and this is highlighted in the survey where appropriate.

As part of our survey we have collected a siignificant level of specific data and are 
hence able to offer bespoke benchmark reports of companies.

Figure 2. Surveyed companies by jurisdiction
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Figure 3. Companies by listing type
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Figure 4. Companies by asset class
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This chapter examines some of the general reporting trends which have been 
observed over the last year. In particular, we have focussed on the average 
length of annual reports, the balance between the narrative reporting part (the 
“front half”) and the financial statements part (the “back half”) and how quickly 
companies have been able to issue their annual report, bearing in mind the new 
corporate governance requirements. 

As noted in section 2, only premium listed entities are required to adopt the UK 
Code. We consider below the extent to which other companies have voluntarily 
adopted the UK Code, the AIC Code and/or the QCA Code. Our survey does not 
cover compliance with local codes of corporate governance such as the Guernsey 
Finance Sector Code of Corporate Governance.

We consider other details such as the choice of financial accounting reference 
date (“year-end”), the extent to which companies have decided to comply with a 
Statement of Recommended Practice (SORP) and which accounting standards are 
typically being adopted.

Finally, we have analysed the make up of the companies’ board to see how many 
directors typically sit on each board, the extent to which there are executive 
directors and the balance between female and male board members. 

4. Understanding the basics 

How long are annual reports? 

• The introduction of the new corporate governance requirements has led to 
a significant increase in the length of annual report, with reports being on 
average 17% longer.

• The average report length was 64 pages for the current year or 70 pages 
when only including companies adopting either the UK, AIC or QCA code of 
corporate governance (61 pages last year).

• Annual reports for premium listed entities were the longest at an average of 
70 pages (71 pages when adjusted for companies which had not yet reported 
under the new requirements). AIM companies had the fewest pages in their 
annual reports.

• 100% of premium listed entities had adopted either the UK, AIC or QCA 
code, compared to 80% for SFM listed entities and 52% and 50% for AIM 
listed and standard listed companies respectively. This is reflected in the 
length of annual reports.

• Companies which are more akin to an operating business such as 
infrastructure or real estate entities tend to have longer reports.

These areas are addressed in turn below.
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Figure 5 details the average length of annual reports, broken down by listing type. Figure 6 provides the same analysis, but only includes companies which have 
adopted the October 2012 changes to the UK Code (or AIC Code).
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Figure 5. Average length (in pages) of annual reports for those companies adopting the 
2012 UK Code
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On average, the length of annual reports is 64 pages. The chart shows that annual 
reports for premium listed entities tend to be longer than those for other markets 
at an average of 70 pages. This is not surprising, as premium listed entities are 
required to apply the UK Code (or the AIC code), and most of the entities selected 
in our survey have already adopted the October 2012 changes. These were, of 
course, mandatory for year-ends after 30 September 2013. 

Perhaps more interesting is the fact that annual reports for SFM listed entities are 
almost as long, at 67 pages. Whilst SFM listed entities are not required to adopt 
the UK Code, 80% of the companies surveyed had done so voluntarily, hence the 
longer reports. 

AIM entities tend to have shorter reports with an average of 53 pages, as do 
standard listed entities at 61 pages. Out of 31 AIM companies and 10 companies 
with a standard listing, only 16 and 5 companies respectively had voluntarily 
adopted either the UK, AIC or QCA Code. 
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Figure 6. Average length (in pages) of annual reports
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When adjusting for companies which have not voluntarily adopted the new 
corporate governance requirements, the average number of pages increases 
by nearly 10% to 70 pages. Whilst the average length of a standard listed 
entity reports look longer than the average, this is skewed by the fact that only 
2 standard listed entities have so far complied with the new requirements. 

The SFM companies surveyed tend to have a less complex business model and this 
is reflected in the length of their annual report. 

The length of premium listed and AIM companies reports tend to be similar at  
70-71 pages. 
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Figure 7. Change in report length

Figure 7 shows the change in the length of reports when compared to the 
preceding year (note the data has been adjusted to only include entities which 
reported in the preceding year) and where the 2012 Code has been adopted 
this year.

Overall, it is very interesting to see that on average annual reports have increased 
in length by 17% over the last year, due primarily to the adoption of the new 
corporate governance requirements. This ranges from 12% for standard listed 
companies to 24% in respect of AIM companies.

Our October 2014 annual report insights survey focussed on UK companies 
indicated that the average size of annual reports for the companies surveyed for 
that report was 132 pages, although this included significantly larger companies, 
including many in the FTSE 350. What is interesting is that the average increase 
in the length of the report was only 8%, which is significantly less than the 
17% above. 

By contrast, the average length of UK investment trusts was only 50 pages (as 
per our January 2014 survey), although the new UK Code requirements were not 
applicable at the time of the survey and we would therefore expect a significant 
increase next year.
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As can be seen from Figure 8, companies investing in infrastructure and renewables 
tend to have longer annual reports than average. This is primarily driven by the 
length of the front half of the annual report which is on average 59% of the total 
annual report compared to an average for all companies of 49% (see below). This 
is driven firstly by the fact that nearly 90% of companies investing in infrastructure 
and renewables have a premium listing which requires full compliance with the UK 
corporate governance requirements. Also the entities surveyed added to present 
extensive detail on underlying projects and case studies which tended to add 
significantly to the front half.

Figure 8. Average annual report length by asset class
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Companies investing in real estate also exhibited longer reports, although this was 
mainly driven by a longer back half of the annual report. Only a third of real estate 
companies surveyed were premium listed, with just over half applying either the 
UK, AIC of QCA Code, which explains the shorter average front half. The back half 
of the financial statements are generally much longer than other asset classes, 
mainly as a result of disclosures around subsidiaries (of which there can be a large 
number), business combinations (which tend to be more common as portfolios 
are acquired), funding arrangements, and of course disclosure requirements under 
IFRS 13, “Fair Value Measurements“ for investment property which were applicable 
for the first time for periods beginning on or after 1 January 2014. 

Figure 8 analyses the average annual report length by asset class:
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Entities investing in oil and gas or mining assets also tended to have shorter reports, 
as only one of the companies surveyed was premium listed, with barely a third of 
companies applying either the UK, AIC of QCA Code.

The length of the reports for other asset classes was more consistent, ranging from 
60 to 64 pages. The other non financial category only represented 2 companies and 
hence is not thought to be representative. 

Figure 9 provides the same analysis, but only includes companies which have 
adopted the October 2012 changes to the UK Code (or AIC Code).

Figure 9. Average annual report length for those entities adopting the 2012 UK Code
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The analysis shows that, in general, companies investing in more complex asset 
classes, such as real estate, private equity and infrastructure and renewables tend 
to include more narrative reporting to explain the business model and key risks and 
uncertainties. 

Only one entity investing in oil and gas assets reported under the UK Code and 
hence the result above is not thought to be representative. 

Companies investing in equities and fixed interest securities, as well as fund or 
funds (some of which are feeder funds), as well as debt funds tended to include less 
detailed reporting, as their business models are generally less complicated.
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The range in length of reports is as follows:

Asset type Shortest report Longest report 

Equity and fixed interest securities 18 47

Infrastructure and renewables 28 64

Fund of Funds 19 59

Debt 23 41

Real estate 18 77

Private equity 20 77

Other financial 27 34

Oil & gas/Mining 28 84

Other non financial 32 32

What is the balance of narrative and financial reporting? 

• Overall, the front and back halves of annual reports are fairly balanced with 
the back half being 51% of the annual report and the front half 49%.

• The front half increases to 53% only when companies adopting either the UK, 
AIC or QCA code of corporate governance are considered. This has increased 
from 49% the year before for the same companies, which reflects the impact 
of the new requirements. 

• For all entities except AIM and standard listed entities, the average number of 
pages in the back half is fairly consistent at about 32-33 pages. The back half 
for AIM listed entities is generally longer due to additional disclosures around 
investment properties, financing and subsidiaries. 

With the changes in corporate governance over the last year, the front half of the 
annual report has generally increased. 

The following chart illustrates the balance between the front half and the back half 
of the financial statements by type of listing. 
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Figure 11. Average number of pages in front and back half of annual reports
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Overall, the financial statements element of the annual report (the back half) tends 
to be fairly consistent between markets and ranges from 32 pages to 33 pages. 

What differentiates companies tends to be based on the exchange on which the 
company is listed or quoted, as noted above, and the extend to which a corporate 
governance code (other than the Guernsey Code) has been adopted. Main market 
and SFM listed companies (where 100% and 80% of companies respectively have 
adopted either the UK or AIC Code) tend to have a greater part of the annual report 
devoted to the narrative reporting part (the front end). 

We have also analysed the data excluding companies which do not apply either the 
UK or AIC code, as shown in Figures 12 and 13. 
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Figure 12. Balance between front and back half for those adopting the 2012 UK Code
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Figure 13. Average number of pages in front and back half for those adopting the 
2012 UK Code
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Our January 2014 survey of UK investments trusts and October 2014 survey of UK 
listed entities showed that the percentage of the annual report devoted to the 
front half was 60% and 57% respectively, so it seems offshore funds are starting 
to catch up.

The back half of premium listed and SFM listed companies are of similar length, 
whereas this is significantly longer for AIM listed companies, as these tend to 
include a larger number of real estate entities, which provide more disclosures 
relating to investment properties, financing arrangements and underlying 
subsidiaries. Whilst the back half for standard listed entities is larger, there are only 
2 entities in the sample and hence this cannot be taken as being representative. 

The sample indicated that premium listed entities generally have longer front halves 
than other markets.

It is also interesting to see how this has changed compared to the prior year.  
The analysis in Figure 14 shows the percentage of the financial statements 
devoted to the first half when compared to the prior year (adjusted to only include 
companies which reported in the prior year).
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Figure 14. Comparison of % making up the front half Again, there has been a marked increase in the proportion dedicated to the front 
half of the financial statements with 53% this year on average compared to 49% in 
the prior year. Interestingly, this trend is not shown for AIM companies. However, 
this is mainly due to an increase in disclosures in the back half of the financials as a 
result of additional disclosures required by IFRS 13. For standard listed companies, 
there has been little change, however given the small sample, this is not necessarily 
meaningful. 

The nature of each company’s activities also determines the level of disclosure 
required to meet the financial reporting and corporate governance requirements. 
This is illustrated in Figures 15 and 16 below. 

Figure 15. Balance between front and back half by asset class
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Figure 16. Average number of pages in front and back half by asset class
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As noted above, the front half of infrastructure and renewables companies tends to 
be longer than the average, as they generally have more complex business models 
and narrative is often provided on individual assets or portfolios. Companies in the 
oil and gas and mining sectors had the shortest front halves. 

Figure 17. Balance between front and back half by asset class for those adopting the 2012 UK Code
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We also analysed the data excluding companies which do not apply either the UK 
of AIC code, as shown in Figure 17 below.
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Figure 18. Balance between front and back half by number of pages
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Consistent with the data shown in Figure 18 above, companies with more complex 
business models have longer front halves (real estate, infrastructure, PE and oil and 
gas), where real estate and private equity companies, which are required to provide 
extensive IFRS 13 disclosures, tend to also have longer back halves.

How quickly do companies report? 

• On average, companies reported 90 days after their year-end. 

• Premium listed entities were the fastest reporters at 81 days. 

• Despite the new requirements imposed by the changes in corporate 
governance, companies have continued to report on a similar timeframe to 
last year, in fact, companies reported on average a day quicker than last year.
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Figure 19. Average approval time for annual reports
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As expected, premium listed companies report significantly faster than companies 
listed on other markets, with AIM companies reporting on average after more than 
3 months. 

We have also analysed the data excluding companies which do not apply either the 
UK or AIC Code, as shown in Figure 20 below.
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Figure 20. Average approval time for those adopting 2012 UK Code
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On average, companies applying either the UK, AIC, or QCA Code tend to report 
quicker than other companies. 

Our January 2014 survey of UK Investment Trusts indicated that on average 
companies reported in 71 days which, whilst this is quicker than the companies in 
our survey, would be expected given the more simple nature of these entities.

Figure 20 (e.g. which includes all companies) includes some premium listed entities 
which are yet to report under the new requirements (e.g. with year-ends prior to 
October 2013) and where typically reporting has been quicker. Hence, on average, 
premium listed entities applying the new requirements have reported marginally 
later this year.

Figure 21 below shows how quickly companies have reported compared to the 
prior year. Note that this only includes companies which have adopted a code of 
corporate governance and which also reported last year.
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Figure 21. Comparison of average approval times versus prior year

90 9089
95

80
85 86

89 9090

Overall, companies have been able to keep their reporting timelines unchanged 
despite the new corporate governance requirements; in fact there has been a slight 
acceleration in reporting times. AIM companies especially have reported earlier than 
the year before. 
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Figure 22. Average approval time by asset class
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We have also analysed the data by asset class as shown in Figure 22 below.

Companies investing in infrastructure and renewables generally report quicker, 
however, most of these entities tend to have a premium listing where quicker 
reporting is expected.

Funds of Funds on average report later. This could be due to the fact that a number 
are feeder funds where the audit of the underlying master fund (which may be 
unlisted) is completed prior to the completion of the audit of the feeder or there is 
a need to obtain other information on the underlying investee funds. 

Private equity, oil and gas and mining and real estate companies also tend to report 
later, often as a result of the time required to finalise underlying valuations as part 
of the year-end process. 

Whilst other non financial companies have reported very late, the sample is very 
small and not thought to be representative.
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We have also analysed the data excluding companies which do not apply either the UK or AIC code, as shown in Figure 23 below.

Figure 23. Average approval time by asset for those adopting the 2012 UK Code
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Again, companies investing in infrastructure and renewables report the fastest, with 
funds of funds reporting later.

The range in the timing of reports is as follows:

Asset type Quickest report (days) Longest report (days) 

Equity and fixed interest securities 58 120

Infrastructure and renewables 38 85

Fund of Fund 85 120

Debt 52 108

Real estate 44 128

Private equity 63 120

Other financial 74 121

Oil & gas/Mining 64 105

Other non financial 112 112

Which is the preferred year-end date? 

• December remains the preferred year-end date with 49% of companies 
surveyed having a December year-end.

• June and March are the preferred alternatives, with 20% of companies 
choosing a March year-end and 13% June.
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Which code have companies adopted? 

• Nearly 80% of companies surveyed had adopted either the UK Code, the AIC 
Code or the QCA Code.

• Of those companies adopting a code of corporate governance, 70% adopted 
the UK Code, 28% adopted the AIC Code and 2% adopted the QCA Code.

• 14% of non premium listed companies sampled voluntarily adopted the 
UK Code.

Figure 24 below sets out the current year-end of the sampled entities: Figure 25 below sets out the proportion of companies sampled which have applied 
a code of corporate governance (other than the Guernsey Code):

Figure 24. Year-ends
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Figure 25. % of companies applying a code
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Only 59% of the total companies sampled are premium listed entities and hence are 
required to apply the UK or AIC Code. Hence a significant number of entities apply 
a code voluntarily, particulary on the SFM where 80% of companies are complying 
voluntarily. This is around half for both standard listed and AIM quoted companies. 
This is shown in Figure 26 below.
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Figure 27 below sets out, for companies which have adopted a code of corporate 
governance (other than the Guernsey code), which code is being followed:

Figure 28 below sets out the accounting standards adopted by the companies in 
our sample:

Figure 27. Code followed
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As a significant number of entities sampled are members of the AIC, they have 
adopted this code as this tailors the requirements of the UK Code specifically to 
investment companies. The QCA code is only applied in a very limited number 
of cases.

Which accounting standards do companies use? 

• Over 90% of all companies surveyed prepared their report under IFRS.

How many companies have secondary listings? 

• 24% of companies surveyed have a secondary listing, in most cases on  
the Channel Islands Securities Exchange (“CISE”).

Figure 28. Accounting Standards adopted
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The overwhelming majority of companies sampled prepare their financial 
statements in accordance with IFRS, with a small minority applying US GAAP.  
Only 1 company adopted UK or Canadian GAAP. Whilst EU incorporated entities 
will follow IFRS (or UK GAAP for some UK entities) overseas entities such as Channel 
Island entities) may use an alternative GAAP.
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Out of the companies sampled, 29, or 24%, have a secondary listing. Figure 29 
below shows which exchanges these entities typically have their secondary listing.

The majority of entities having a secondary listing use the CISE. Companies listed 
on the SFM or quoted on AIM typically listed on the CISE to take advantage of the 
fact the latter was treated as a recognised stock exchange by HMRC and hence was 
eligible for investment in UK Individual Savings Accounts (ISAs). Due to changes in 
the rules over the last year, it is now possible to hold AIM and SFM companies in 
ISAs directly, thus negating the need for a dual listing.

The number of directors who make up the board of each company does vary 
significantly and ranges from 2 to 12, with the average being 4.9.

In respect of the companies sampled, as shown in Figure 30, only 8% of directors 
were women and only 7% of directors were executive (non-independant) directors.

How do Boards shape up? 

• Companies surveyed had an average of 4.9 directors. 

• Only 8% of directors were female and 7% of all directors were executive.

How many companies use a statement of recommended  
practice (SORP)? 

• Overall, 18% of companies sampled prepare their accounts in accordance 
with a statement of recommended practice (SORP). The only SORP applied is 
the AIC SORP.

Figure 29. Secondary listings
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Figure 30. % male v female directors
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What committees do companies typically have? 

• 95% of companies had a separate audit committee.

• Less than 50% of the companies sampled had established a nomination, 
remuneration or management engagement committee.

Who are the main auditors to UK listed Channel Islands companies? 

• 80% of companies surveyed were audited by the big four.

• This increases to over 90% when considering premium listed entities in 
isolation.

• Non big four firms have a greater share of the AIM market (over 40%).
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Figure 33. Total companies audited
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Overall, 80% of companies surveyed are audited by the big four firms, with BDO 
having a 9% share.
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The big four firms have a greater share of premium listed entities with over 90% 
market share, whereas non big four firms have a greater share of the AIM market 
with 14 out of 34 companies surveyed (41%).

It is however interesting to note that only 34% of companies surveyed had any 
female directors, which actually compares to 73% for the UK companies in our 
October 2014 survey.

(Note: Figures 33 and 34 include new companies which have yet to report and are excluded 
from the remainder of this report.)
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5. Measuring up – KPIs and reporting performance

This chapter examines how companies have chosen to report performance and 
in particular which key performance indicators (“KPIs”) have been used. DTR Rule 
4.1.8 and DTR Rule 4.1.9R (2) set out the requirements for including KPIs in the 
management report.

Highlights 

• Most companies did include a separate section on financial highlights with 
detail provided mainly in the investment manager’s report and summarised 
in the chairman’s report. However, many companies did not and should 
consider this going forward. 

• 11% of companies surveyed did not clearly disclose any KPIs.

• Net asset value per share and net asset value return per share were disclosed 
in most cases and were the most widely used performance measure.

• When looking at the population as a whole, the most widely used 
performance measures are GAAP measures. Each asset class then tends to 
disclose specific non GAAP measures. 

• Real estate companies have the most non GAAP measures which is consistent 
with the nature of the business. Private equity and infrastructure companies 
also include a number of non GAAP measures.

• There is a wide range in terms of number of KPIs disclosed from (2 to 18) with 
more complex companies disclosing the greatest number.

We found that most companies surveyed included a specific section on financial 
highlights or KPIs to show which measures were most important. However, some 
companies did not do so. Whilst a number of performance measures were detailed 
in either the chairman’s report or the investment manager’s report, these were not 
always clearly identified. 

As KPIs by their very nature are supposed to be amongst the most important 
statistics for each company, it should be ensured that these are given suitable 
prominence.

We noted that a number of companies did not prepare a “glossy” annual report and 
typically, a high number of these were the companies which did not include a KPI 
summary. 

Overall 11% of companies surveyed did not include any KPIs. These were principally 
AIM companies (7%) and standard listed companies (2%).

In order to show how different industries reported performance, we have analysed 
the key KPIs used by main asset class. We have not included oil & gas and mining 
companies as the sample is small and few companies actually included any KPIs.
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NAV per share and net asset value return were by far and away the most widely 
used performance measures with 75% of companies surveyed disclosing NAV per 
share. Share price and the share price return (or total shareholder return which 
would adjust returns for dividends paid) are also widely disclosed.

This is broadly consistent with the results of our Channel Island survey, except for 
the disclosure of the total expense ratio which is much further down the list in 
our sample. 

Overall, there is also a significant range in the number of KPIs disclosed, from 2 to 
18, with the greatest range being for real estate companies.

When looking at the population as a whole, the most widely used performance 
measures are GAAP measures. Each asset class then tends to disclose specific non 
GAAP measures, particularly real estate, private equity and infrastucture companies, 
where more operational KPIs are prevalent. 

The most popular KPIs highlighted in our survey of UK investment trusts undertaken 
in January 2014 (see Section 2) were as shown in Figure 36 below:

Figure 36. KPIs used by UK Investment Trusts

KPI Percentage of companies which included the KPI

NAV total return per share 90%

Total expense ratio 70% 

Discount to NAV 63%

Dividend per share 50%

Share price return 47%

Overall, the most widely used KPIs are detailed in Figure 35. However, these can 
vary widely depending on the asset class.

Figure 35. % Annual reports using performance measure
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Insight into UK listed Channel Island companies Navigating financial reporting     33



Real estate 
Our sample included 27 real estate companies, of which 22 included a specific 
section on KPIs, either in the form of a “Highlights” section or “Performance 
Summary” section. Those companies which did not include a specific KPIs section 
did not prepare “glossy” annual reports. 

The number of KPIs disclosed varies significantly and ranges from 4 to 18, with 
some companies providing a significant number of operational metrics, in addition 
to financial KPIs. The most widely used KPIs are shown in Figure 37:

Figure 37. % Annual reports using performance measure (Real Estate)
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The vast majority of companies which paid dividends included details of such 
dividends as part of their KPIs (64%). As can be seen from Figure 37, there is a 
considerable range of KPIs used, many of which are GAAP measures. Non GAAP 
measures included principally EPRA (European Public Real Estate Association) 
measures, such as EPRA net asset value (45% of companies) and EPRA earnings per 
share (18% of companies). Companies also included a number of operational KPIs, 
such as information on new lettings, vacancy rates, loan to value ratios and rental 
income information. Other operational KPIs were also included by a smaller number 
of companies such as weighted average lease expiry, debt levels and debt maturity, 
weighted average interest cost and rent per square foot.
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Infrastructure and renewables 
Our sample included 8 companies, all of which included specific KPIs, mostly in the 
form of a Highlights section. The number of KPIs disclosed ranges from 5 to 11. 

The most widely used KPIs are shown in Figure 38.

All companies surveyed detailed dividends paid as a highlight. As these structures 
are generally income structures, the level of dividends paid is clearly very important 
to investors, hence this is not surprising. It also explains why revenue, earnings per 
share, profits and total returns also normally feature.

Net asset value per share was also disclosed in all cases, and other measures such as 
net asset value growth, and net asset value itself were also frequently disclosed. 

The KPIs also included some operational KPIs, such as the number of underlying 
investments, the value of the portfolio, net investment in the year and cash 
balances held. Others such as leverage and committed capital appears in a smaller 
number of cases. 

Finally, a number of share price related KPIs are also disclosed such as the share 
price itself, share price return and market capitalisation. 

Figure 38. % Annual reports using performance measure (infrastructure and renewables)
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Private equity 
Our sample included 10 companies, all of which included specific KPIs, mostly in the 
form of a Highlights section. The number of KPIs disclosed ranges from 4 to 10. 

The most widely used KPIs are set out in Figure 40.

Again, the KPIs were fairly consistent with other companies, with differences being 
mainly around non GAAP measures such as the value of commitments made (one 
entity also disclosed the extent to which the company had over-committed on 
investments) and the number and value of investments made in the year, together 
with any realisations. 

Other non GAAP measures used to a lesser extent include the value of undrawn 
commitments and the level of gearing. 

Figure 40. % Annual reports using performance measure (Private equity)
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Debt
Our sample included 12 companies, all of which included specific KPIs, mostly in the 
form of a Highlights section. The number of KPIs disclosed ranges from 4 to 10. 

The most widely used KPIs are set out in Figure 39.

As for infrastructure companies, net asset value per share was almost always 
disclosed, in fact all but one entity disclosed this measure. Dividends were also 
disclosed, although the percentage looks lower than one may expect given the 
income nature of the structures. 

Again, a number of non GAAP measures were also disclosed such as loan to value 
ratios and the number of underlying investments. 

Figure 39. % Annual reports using performance measure (Debt)
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Equity and fixed interest 
Our sample included 20 companies, all of which included specific KPIs, mostly in 
the form of a Highlights section. The number of KPIs disclosed ranges from 2 to 11. 

The most widely used KPIs are set out in Figure 41.

There was a lot of consistency in the nature of performance measures used for 
equity and fixed interest funds, which is expected given the simpler nature of the 
underlying asset class. In contrast to more complex asset classes, very few non 
GAAP measures were disclosed (other than share price related measures). 

Some non GAAP measures disclosed in a small number of annual reports (and 
hence not included in Figure 41) included the number of stocks held and the 
number of regions in which investments were made. 

Figure 41. % Annual reports using performance measure (Equity and fixed interest)
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Fund of Funds 
Our sample included 13 companies, all of which included specific KPIs, mostly in the 
form of a Highlights section. The number of KPIs disclosed ranges from 2 to 6. 

The most widely used KPIs are set out in Figure 42.

As for equity and fixed interest funds, there was a lot of consistency in the nature 
of performance measures used. A number of the companies surveyed acted as 
feeder funds to a much larger master fund and hence the number of KPIs disclosed 
was limited. Again, other than share price related measures, very few non GAAP 
measures were disclosed. 

Figure 42. % Annual reports using performance measure (Fund of Funds)
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6. Principal risks and uncertainties

Under the Disclosure and Transparency Rules (DTR 4.1.8) the annual report should 
include a fair review of the development and performance of the company’s 
business and the position of the company together with a description of the 
principal risks and uncertainties it faces. Only premium listed and specialist fund 
market companies are subject to the DTR rules.

Whilst there is not an explicit requirement to do so, it is widely accepted that a key 
part of these disclosures will include a discussion of the mitigating control activities 
undertaken by the company. Indeed, in their latest consultation on updates to the 
UK Corporate Governance Code, the FRC has also proposed introducing a specific 
requirement for companies to explain how the risks are managed and mitigated. 

UK company law also requires all companies (except smaller companies) to present 
a description of principal risks and uncertainties they face in the strategic report, 
however, this is not applicable to Channel Island entities. 

This chapter examines the extent to which companies have been disclosing principal 
risks and uncertainties in their annual reports.

Figure 43 shows the percentage of companies surveyed which included a clear 
description of principal risks and uncertainties.

Highlights 

• Two thirds of companies surveyed did provide disclosures relating to principal 
risks and uncertainties. 

• One third of companies did not provide these disclosures. These included 
some premium listed and specialist fund market companies which, under the 
DTR rules, would be required to provide these disclosures. 

• Disclosures are generally made either in the directors’ report, chairman’s 
statement, strategic report or investment manager’s report.

• Operational and financial risks are the most commonly disclosed risk, but 
there can be a significant range of risks disclosed, depending on the  
asset class.

• Some of the disclosures made were very generic, with little or no detail as to 
how risks were mitigated. 

Figure 43. Companies sharing a clear description of principal risks and uncertainties
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68%

32%

Nearly a third of all companies surveyed did not include a clear section on 
principal risks and uncertainties. These were generally either AIM or standard 
listed entities, with only 9% of premium listed or SFM companies not seemingly 
providing this disclosure in a clear way. This was surprising given premium listed 
and SFM companies are subject to the requirements of the DTR and hence would 
be expected to provide these disclosures. In contrast, our survey of UK investment 
trusts carried out in January 2014 indicated that all 30 investment trust surveyed 
had included these disclosures.

For those entities which did make adequate disclosures, this was mainly included 
either in the directors’ report, strategic report, chairman’s report or investment 
manager’s report (property report for real estate entities). 

Whilst most companies did include comprehensive details to explain the nature 
of the risk and how this was mitigated, a number of entities did include very 
generic disclosures which are considered to be of limited use to the readers of the 
annual report. It is worth noting that the FRC’s Conduct Committee believes that a 
description of how risks are mitigated is a necessary part of this disclosure.
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2 of the companies which did not provide any specific dislcosures on risks and 
uncertainties merely made a cross reference to the company’s prospectus and 
1 referred readers back to its website. This information could be out of date as the 
company develops over time and hence this does not seem to provide the readers 
of the annual report with up to date and tailored information as required by the DTR. 

We also note that a number of entities surveyed act as feeders for larger master 
funds. In some cases the risks disclosed in the annual report explained the 
relationship between the company and the master fund and repeated the risks 
affecting the master fund as these were relevant to the feeder. In some cases, the 
only disclosure was to explain the relationship between the master and feeder, but 
not to explain the risks associated with the master fund.

The types of risk disclosed by companies (based on the total sample) as set out in 
Figure 44.

As can be seen from Figure 44, the most commonly disclosed risks relate to 
operational risks and financial risks (the latter are also often cross referenced to the 
IFRS disclosures in the notes to the financial statements). 

The types of risks disclosed under each category vary significantly depending on the 
nature of each company’s activities. 

Our survey of UK investment trusts issued in January 2014 indicated that regulatory 
risk was the most disclosed at 80% of entities, followed by market risk (73%), 
investment risk (53%), operational risk (53%) and liquidity risk (50%) (which is 
included in financial risk above).

We have listed below some of the most commonly disclosed risks:

• Risk that management and control is not exercised in the islands
• Going concern 
• Availability and cost of finance 
• Investor demand and appetite for the company’s products
• Threat of new entrants/competition
• Development risk on property developments
• High gearing
• Ineffective investor communication 
• Illiquidity of investments
• Concentration risks (e.g. emerging market exposure, small caps exposure, etc.)
• Covenant compliance 
• Accounting for business acquisitions 
• Regulatory risk (FATCA, AIFMD, NNPI)
• Health and safety 
• Investment risk/poor investment decisions 
• Reliance on service providers 
• Adverse weather (renewables)
• Sufficiency of due dilligence 
• Cyber threat 
• Availability of assets 
• Reputational risk 
• Discount to share price 

Figure 44. Types of risks disclosed by companies
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As with KPIs, companies with more complex business models (real estate, 
infrastructure and private equity) do tend to disclose more operational risks. 
The list on page 39 demonstrates the range of risks disclosed. It is important to 
note that the best examples we came across were not necessarily where companies 
disclosed a greater number of risks, but instead where companies had provided 
very tailored disclosures which clearly described the risk and the mitigating controls. 

The list on page 39 is far more diverse than the list which was compiled for the UK 
investment trust survey given the much wider range in asset classes. There was 
also a significant range in the number of risks disclosed from 1 (primarily for feeder 
funds) to 13. 

It is important that the discussion around risks focusses only on the principal 
risks and does not become a long list of potential risks, some of which may be 
unlikely and of low potential impact. The FRC guidance equates to use of the term 
“principal” with the idea of materiality in the context of narrative reporting, i.e. 
that they should be the risks that could influence the economic decisions of the 
shareholders.

The information on the following pages provides a breakdown of key risks by  
asset class. 

Real estate 
Our sample included 27 real estate entities, of which only 14 included clear 
disclosure of principal risks and uncertainties, in some cases in the company’s 
property reports. Out of the 13 companies which did not provide this information, 
most were AIM or standard listed companies not subject to the DTR rules, however 
2 were premium listed or quoted on the SFM. 

The number of companies disclosing each type of risk are shown in Figure 45.

Infrastructure and renewables 
Our sample included 9 entities, of which only 1 did not clearly disclose principal 
risks and uncertainties, although this was an AIM company. 

The number of companies disclosing each type of risk are shown in Figure 46.

Figure 45. Risks disclosed by real estate entities 
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Figure 46. Risks disclosed by infrastructure and renewables 
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Debt
Our sample included 14 entities, all of which included disclosure of principal risks 
and uncertainties.

The number of companies disclosing each type of risk are set out in Figure 47.

Private equity 
Our sample included 12 entities, half of which included disclosure of principal risks 
and uncertainties. One of the companies which did not disclose this information 
was premium listed and one simply referred to the company’s prospectus rather 
than any disclosures in the annual report.

The number of companies disclosing each type of risk are set out in Figure 48.
Figure 47. Risks disclosed by debt entities
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Figure 48. Risks disclosed by private equity entities 
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Equity and fixed interest 
Our sample included 23 entities, 16 of which included disclosure of principal risks 
and uncertainties. 4 of the companies which did not disclose this information were 
either premium listed or SFM companies which would be expected to provide these 
disclosures.

The number of companies disclosing each type of risk are set out in Figure 49.

Fund of Funds 
Our sample included 13 entities, 9 of which included disclosure of principal risks 
and uncertainties. 2 of the companies which did not disclose this information were 
premium listed which should provide these disclosures. One referred back to the 
company’s prospectus and the other was a feeder fund and hence the risks inherent 
to that company would be expected to be the same as the underlying master fund. 

The number of companies disclosing each type of risk are set out in Figure 50.

Figure 49. Risks disclosed by equity and fixed interest entities
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Figure 50. Risks disclosed by fund of funds

Number of companies

0 2 4 6 8 10

Strategic

Operational

Financial

Tax, legal, accounting and regulatory

Political

Market/economic

Investment risk

42



7. The auditor’s report

In general the auditor’s report on the financial statements for those companies 
surveyed complies with International Standard on Auditing (UK and Ireland) 700 
which was revised in 2013.

The revisions made came into force for periods beginning on or after 1 October 
2012, the same time as the 2012 UK Code, and were applicable for companies 
adopting the UK Code (mandatorily or voluntarily). The revisions constituted a 
fundamental change to the nature of the audit report, moving away from standard 
or “boilerplate” information to require the auditor to describe areas that are unique 
to the company. The changes open the black box of the audit profession to discuss 
risks, materiality and the auditor’s response.

As both the revised audit report and audit committee report cover similar areas, 
there are areas of presentation or content that audit committees and preparers 
may wish to discuss with their auditor to align the reports more closely. We have 
examined audit committee reports in section 8.

Highlights 

• All premium listed companies, which are all subject to compliance with 
the UK Code, included an enhanced audit report, with the exception of 
6 companies where the auditor did not follow International Standards on 
Auditing (UK and Ireland) but instead followed International Standards on 
Auditing as issued by the International Federation of Accountants.  
These 6 companies are all audited by the same Big 4 firm.

• Companies listed or quoted on SFM, AIM or standard listed entities all 
included an enhanced audit report where they had adopted after the UK 
or AIC code in full, except for one AIM company where the audit was not 
carried out under ISA (UK and Ireland).

Figure 51 details the proportion of annual reports that included an enhanced 
auditor report, broken down by listing type.
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Figure 51. Companies with an enhanced audit report
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The enhanced audit report
The requirements for an extended audit report are driven by the UK version of 
international auditing standards (International Standards on Auditing (UK and 
Ireland), or “ISA (UK and Ireland)”) and, as noted above, only apply to companies 
which are either required to comply with the UK Code or have voluntarily done 
so. There is no requirement for auditors of Channel Islands entities to apply the UK 
version of these standards and the international version (International Standards on 
Auditing, “ISA”) can be applied instead. Where this is the case, the extended audit 
report is not a requirement. As noted below, whilst most firms have, decided to 
adopt the new extended report, one firm has decided not to in a number of cases.
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By now the majority of companies affected have already published their annual 
report with most, but not all, including a new style “enhanced” audit report. 
Shareholders have welcomed the new style of reporting, particularly the 
identification of the risks to which most audit effort was directed, and the basis 
used in determining materiality. Over the first year of reporting, we saw a trend for 
auditors to provide more focussed company-specific information on risks as both 
the auditor and audit committees grew more confident. We expect this to continue 
in year two; we also expect more insight around materiality.

One of the big four firms generated significant investor interest in the summer of 
2014 when, for 3 listed clients they went beyond the requirements of the standard 
to include the findings for each risk as well as a description of the risk in their audit 
response. Since then that firm has issued a public invitation to all of its listed clients 
to adopt this style of reporting, which has generated further investor interest and 
may result in investor pressure on audit committees to adopt this approach. 

Audit committees need to be aware of these developments and auditors should 
be engaging with audit committees to discuss their appetite for this approach of 
reporting. Clearly it may not be appropriate for all companies depending on their 
reporting structures. The EU audit reform legislation comes into force in June 
2016 which directly impacts EU governed companies, under this legislation we 
understand that the key observations (i.e. management letter points) arising in 
respect of the identified audit risks will need to be reported on formally within the 
audit report. It is therefore inevitable that if the findings for each risk are reported 
in a UK listed company audit report then it will become best practice for Channel 
Island companies to follow this style of reporting.  

Only 46 of the 52 companies listed on the premium market included an enhanced 
audit report, since the auditors of these companies adopted UK auditing standards. 
The remaining 6 companies have a common Big 4 auditor who applied the 
international version where it is not currently a requirement provide an enhanced 
auditor report.

It should be noted that the European and US regulators are currently considering 
introducing an enhanced reporting requirement and it is likely that international  
and US auditing standards will be updated to reflect similar requirements in the 
near future.

The annual report of all companies with an SFM listing and which adopted the 
UK or AIC Code included an extended audit report. By contrast, 3 AIM companies 
adopting the UK Code did not include an extended audit report in their annual 
report, although 2 of these simply stated that they complied with certain elements 
of the UK Code only (rather than stating explicitly that they complied) and the 
auditor of one other audited the company under ISAs. 

3 companies with a standard listing also stated that only certain parts of the UK 
Code or AIC Code were applied and hence did not have an enhanced audit report. 

Companies having a listing other than on the premium market, only included an 
enhanced auditor report where they adopted the UK Code on a voluntary basis. 

Materiality
Under ISA (UK and Ireland) 700, the auditor is required to describe how they 
applied the concept of materiality in planning and performing the audit, including 
as a minimum the threshold used by the auditor as being materiality for the 
financial statements as a whole. Most auditors explained the basis on which 
they had determined materiality and provided materiality as a percentage of a 
benchmark. Investors have broadly welcomed this information, although some 
have asked for more information on the application in practice – for example, an 
understanding of what auditors do if they discover an immaterial error.

Highlights 

• Net asset value is a key performance indicator in the investment fund sector 
and so it is not surprising to note that auditors have used net assets/equity as 
the benchmark for determining materiality.

• The majority of auditors determined the level of materiality to be 2% of net 
assets. Where total assets and profit before tax was used, 1% and 5% were 
the most common levels respectively.
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Figure 52 details the basis used in determining materiality, broken down by asset class.

Figure 52. Basis used for determining materiality
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Most auditors have used net assets/equity as the benchmark for determining 
materiality as can be seen for approximately 76% of companies across all industries. 
This is not surprising given that net asset value is a key performance indicator in 
alternative investment funds.

For sectors such as oil and gas, mining and real estate, total assets was the most 
common basis used by the auditor on just over 50% of the companies in those 
sectors.

Figure 53. Materiality as a % of net asset value

62%
30%

< 1%

1% < 2%

2% < 3%

> 3%

5%2%

Figure 54. Materiality as a % of profit before tax
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Figure 55. Materiality as a % of total assets
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Profit before tax as a basis for determining materiality was used for less than 10% 
of all the companies surveyed, which is perhaps surprising for asset classes which 
deliver a fixed income stream to its investors as opposed to sectors where assets are 
held primarily with the objective of long term capital appreciation. 

Figures 53, 54 and 55 detail the range of materiality applied by benchmark.
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This is analysed in more detail by asset class below:

Debt
The auditors of all companies surveyed used a net asset value (or equity) basis, with 
materiality levels ranging from 1% to 3% of net asset value, with an average of just 
under 2%. Net asset value per share was also the most commonly disclosed KPI for 
companies investing in debt (see section 5) which would imply that this is also the 
measure which boards believe is the most important to shareholders in the class.

Equity and fixed interest 
The auditors of 80% of companies selected net asset value as the appropriate 
measure, with a range from 0.5% to 3% and again an average of just under 2%.  
As for debt companies, the key KPIs disclosed was consistent, being net asset value 
per share, with all companies disclosing this measure. 

Other materiality bases used included total assets (from 0.5% to 2%) and profit 
before tax (8%), the latter only being used by one company which was an income 
driven fund.

Fund of funds 
The auditors of 90% of companies selected net asset value as the appropriate 
measure, with a range from 1% to 3% and an average of just over 2%. A total asset 
based measure was the only other measure used.

Infrastructure and renewables
The auditors of nearly 90% of companies selected net asset value as the 
appropriate measure, with a range from 0.5% to 3% and an average of just under 
2%. Again, the only other measure used was total assets. 

Whilst net asset value per share is the most widely disclosed KPI for the specific 
asset class, many also disclose profit before tax and it is interesting to note that, 
despite this, this measure is not used at all by auditors in setting materiality. 

Oil & gas/mining
Interestingly, it would appear that auditors for many companies investing in oil 
& gas or mining, chose total assets as the key measure on which to calculate 
materiality. However, it should be noted that only 2 companies in our sample 
disclosed this information and hence the result is not wholly representative. In fact 
one company used 1% of total assets and the other 2% of net assets. The former 
did not have any significant gearing and hence the value of total assets were not 
materiality different to net assets in this case. 

Private equity
The auditors of two thirds of companies selected net asset value as the appropriate 
measure, with all of those auditors using 2% as the appropriate factor. The only 
other measure used was total assets with an average of 1.5% of total assets being 
used. Again, the companies where total assets had been used did not have any 
material gearing and hence total assets was not materially different to net assets.

Real estate
The auditors of half of companies selected total assets as the appropriate measure, 
with all auditors using a range from 0.8% to 2.4%, with an average of 1.2%. 
These entities tend to have significant leverage in the form of long term facilities, 
hence the lower percentages. 

Of the remaining entities, 35% of audit reports disclosed a net asset value basis  
(1% to 3.5%, average 2%) and 15% used pre tax profits (5% on average). 
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Significant audit risks
ISA (UK and Ireland) 700 requires audit reports to disclose risks that had the 
greatest effect on:

• The overall audit strategy;

• The allocation of resources in the audit; and

• Directing the efforts of the engagement team. 

Overall, there is a high degree of cross-over between the significant issues relating 
to financial reporting disclosed by the audit committee and the risks disclosed by 
the auditor. We would expect both the audit committee and the auditor to focus 
their attention on material, judgemental matters and therefore this is not surprising.

ISA240 The auditor’s responsibility to consider fraud in an audit of financial 
statements requires that it be presumed that there is a risk of fraud in revenue 
recognition and management override of controls. As noted below, there is mixed 
practice as to whether these risks are mentioned in the auditor’s report.
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Figure 56. Average no. of risks
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On average, auditors reported on up to two significant risks excluding any 
presumed risks under auditing standards such as revenue recognition or 
management override of controls. Less than 25% of companies included discussion 
on presumed risks in the enhanced audit report. 

Figure 56 details the average number of risks per company reported on by auditors, 
broken down by listing type.

Highlights 

• Excluding presumed audit risks such as revenue recognition and management 
override of controls, auditors on average reported up to 2 significant risks.

• Only 25% of auditors included presumed risks in their audit report.

• Risks associated with investments (e.g. valuation and ownership) were the 
most common and were identified by 57% of auditors.

• The level of detail disclosed on each risk is still minimal in many cases and 
disclosures will need some enhancement going forward.

48



Figure 57 details the average number of risks reported on by auditors, broken down by industry type.

Figure 57. Average no. of risks (excl. presumed risks)
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Interestingly other financial and non-financial companies included more significant 
risks than any other industry, however, as this only includes a small sample, this is 
not thought to be wholly representative.

Figure 58 details the most common risks reported on by auditors.

Figure 58. Common risks reported
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Given the nature of the companies sampled, it is not surprising to see that auditors 
reported on investments as being a key risk for the majority of companies. 
This includes primarily the valuation, ownership and existence of investments, as 
well as risks associated with significant acquisitions and disposals.

The “Other” risks comprised of a number of other types of risks which did not occur 
in more than one company. Some examples included risks relating to disclosures, 
political and legal risk.

Figure 59 shows the level of detail on the risks included in the audit report.

Figure 59. Level of detail included in risk disclosures
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48% of reports only noted the significant risk identified but did not go on to 
explain the nature and the reason why it is considered to be a risk.

40% of reports went on to described the nature of the risk, whereas only 
12% went on further to describe why it is a risk.

As the market practice evolves, we expect the auditors to provide more fuller 
descriptions of the risk itself.
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Audit qualifications and modifications

Figure 60 details the proportion of modified audit opinions issued in each industry.
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Figure 60. Number of companies with modified reports (by industry type)
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Figure 61 details the nature of the qualifications issued by the auditor.

Of the companies surveyed, 15 had audit reports which included either a 
qualification or emphasis with 59% of those associated to going concern and 
predominantly related to entities in the real estate sector.

The audit report of 4 companies included an emphasis related to uncertainty on 
investment/asset valuations, including 2 companies investing in debt, one in private 
equity and one classed as other financial. 

Figure 61. Nature of qualifications included in audit reports
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Highlights 

• 14 of the companies surveyed had one or more modifications in their 
audit report, with 12 emphasis of matter paragraphs mainly in respect of 
going concern and investment valuations, one qualified opinion in respect 
of non consolidation and one disclaimer opinion resulting from multiple 
uncertainties.

Insight into UK listed Channel Island companies Navigating financial reporting     51



Figure 62 details the proportion of audit qualifications, broken down by listing type. 

Figure 62. % Qualified
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Audit tendering 
The 2012 UK Code introduced a requirement for FTSE 350 companies to put their 
audit out to tender at least once every 10 years and to provide disclosures around 
the length of the existing audit relationship and details on tendering policy. In 
addition the European Commission and the UK Competition & Markets Authority 
are also introducing new rules around mandatory tendering and rotation. At the 
time of writing the detailed implementation rules are still to be finalised.

Across all the companies surveyed, the average length of tenure of the auditor was 
5 years, although such information is not always disclosed.
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Figure 63. 
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Figure 63 details the length of audit tenure, broken down by industry type.

20% of companies have more mature relationships within the 6 – 10 year range, 
and a very few have relationships extending to more than 10 years.
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8. The audit committee

The 2012 UK Code significantly increased the reporting responsibilities of the audit 
committee. In the past, audit committee reporting has focused largely on what 
the responsibilities of the audit committee are, who the members are and how 
many times the audit committee met during the financial year. The 2012 UK Code 
places more emphasis on presenting details in the annual report as to what the 
audit committee has done during the year to fulfil its responsibilities. This level of 
transparency gives shareholders a much clearer picture of the key issues considered 
by the audit committee, how they were addressed and what the audit committee 
does to oversee the external audit relationship.

Figure 64. Percentage of companies including a separate audit committee report
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Highlights 

• Audit committee reports averaged up to 3.5 pages in length.

• The significant risks discussed were broadly in line with those the auditor 
reported on in their audit report.

• On average two significant risks were discussed by the audit committee.

•  All companies which are required to present a separate audit report did so, 
with 72% presenting this as a stand alone report.

Audit committee report
The UK Code and the AIC Code both require there to be a separate section of 
the report which describes the work of the audit committee in discharging its 
responsibilities. The QCA Code also expects that an audit committee report will 
be included in the annual report and that this should explain the major tasks 
undertaken and demonstrate independent oversight of both management and 
the external auditor. All but two of the companies in our survey (which were 
required to comply with the requirements) did include a section describing the 
responsibilities of the audit committee. Although the Codes specify that information 
on the work of the audit committee should be included in a ‘separate section of the 
annual report’, this can also be included as a subsection within the overall corporate 
governance report.

A stand alone report is considered useful as it provides a clear definition between 
the work of the audit committee and the work of the board as a whole.

Where there is a separate report, there appears to be more evidence that the audit 
committee chairman takes clear ownership of the audit report. This was done 
usually either by the audit committee chairman signing the report or presenting an 
introductory summary.

Figure 64 shows the split of companies including a separate audit committee 
report.
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The audit committee report across most industries ranges between 2 and  
3.5 pages in length. The reports for companies classed as “Other financial” 
or larger, however the sample is very small and hence not thought to be 
representative.

Significant issues and audit risks
The revisions to the UK Code require audit committees to describe the significant 
issues considered in relation to the financial statements and how those issues were 
addressed. This is also expected for companies adopting the QCA and AIC codes. 
It is important to note that the 2013 revisions to auditor reporting, which came 
into force for periods beginning on or after 1 October 2012 (i.e. at the same time 
as the 2012 UK Code) now require auditors to report on the key audit risks. This is 
discussed in section 7.

Figure 65. Average no. of pages
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Figure 65 details the average length of the audit committee report, broken down by asset class.
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Figure 66 details the average number of principal risks discussed in the audit committee report, broken down by asset class.

On average, audit committees reported 1.8 significant risks although this varied 
entity by entity and by asset class. However, it was rare to see more than 3 risks 
disclosed.

The above analysis is not dissimilar to the significant risks reported on by the 
auditors, which we would expect.

Valuation of investments is clearly the most disclosed risk in audit committee 
reports, which again is consistent with the nature of the entities surveyed. 
Interestingly, the adoption of the revised IFRS 10 and the impact of the Investment 
Entities exemption from consolidation (see section 2) was noted as a risk for 75% 
of companies investing in infrastructure and renewables. Accounting for acquisition 
and disposal of assets was noted in 40% of companies investing in real estate. 

Figure 67. Common risks identified by audit committees
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Figure 67 details the most common risks reported on by audit committees. 
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9. Voluntary disclosures 

UK incorporated companies are required under UK company legislation to prepare 
additional disclosures in their annual reports covering for example strategic 
reporting, directors’ remuneration and greenhouse gas emission disclosures. 
As these are UK legal requirements, they do not apply to Channel Island companies; 
however, some have decided to include these reports as best practice. As part of 
the survey we have specifically focused on Channel Island companies including 
strategic and directors’ remuneration reports in their annual reports. 

Strategic Report 
As highlighted in section 2, a number of requirements were brought into UK law 
this year, including the requirement for a Strategic Report for all but the smallest 
companies. This report is required to contain:

• a fair review of the company’s business;

• a description of the principal risks and uncertainties facing the company; and 

• to the extent necessary for an understanding of the development, performance 
or position of the company, analysis using financial key performance indicators 
(KPIS) and where appropriate, analysis using other KPIs, including information 
relating to environmental and employee matters.

For quoted companies, the strategic report should also contain the following 
information (although the first two items are only required to the extent necessary 
for an understanding of the company’s development, performance and position):

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

• information on environmental matters, employees and social and community 
issues, including any policies in these areas and their effectiveness (if any of these 
disclosures are omitted this should be stated); 

• a description of the company’s business model and its strategy (plus its 
objectives, as suggested by the UK Corporate Governance Code and the FRC’s 
guidance on strategic reports); and 

• a gender analysis of the parent company’s directors, the group’s senior 
management and the group’s employees as a whole.

As this is a legal requirement, this is not mandatory for either Guernsey or Jersey 
entities, however, some have decided to voluntarily adopt these requirements 
as best practice. Figure 68 sets out the number of companies which included a 
strategic report. 

Highlights 

• 22% of companies surveyed voluntarily included a strategic report in their 
annual report, of which over 80% were premium listed companies. 

• 33% of all premium listed entities surveyed prepared a strategic report.  
This dropped to 6% for AIM companies.
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22% of companies surveyed chose to include a strategic report. The extent 
to which all the requirements have been adopted varies between companies, 
with most covering the main elements. The length of the reports also varied 
considerably, with the shortest report at 3 pages and the longest at 44. 

Of the companies including a strategic report, the split by type of listing is as 
follows: 

Figure 68. % of Channel Island companies including a strategic report
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Figure 69. % of companies including a strategic report split by type of listing
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Finally, the percentage of companies surveyed, by listing type, which included a 
strategic report is set out in Figure 70.

Unsurprisingly, main market premium listed entities led the way in terms of 
disclosures as there is generally a greater expectation for additional transparency. 

Remuneration reports 
Quoted companies reporting under the Companies Act 2006 are required to 
include a directors’ remuneration report. The remuneration report must contain a 
statement by the chair of the remuneration committee telling the story of the year 
in respect of remuneration. Following this, the report is split into a policy report 
and an annual report on remuneration. The policy report is subject to a binding 
shareholder vote. 

The annual report on remuneration is subject to an annual advisory vote and 
includes a “single figure” directors’ remuneration table. 
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Figure 72. % of companies including a remuneration report by type of listing
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Figure 71. % of companies including a separate remuneration report
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Highlights 

• 49% of companies surveyed voluntarily included a separate remuneration 
report in their annual report, of which over two thirds were premium listed 
companies. 

• 60% of all main market listed entities surveyed prepared such a report.  
This dropped to 26% for AIM companies.

Again, these requirements are not mandatory for Channel Island companies, but 
some companies have provided a separate remuneration report addressing some  
of the requirements.

Figure 71 shows the percentage of entities which included a separate remuneration 
report:

Of the companies which included a remuneration report, this is further split by type 
of listing in Figure 72:

Finally, Figure 73 shows the percentage of all companies surveyed by listing type 
which included a remuneration report:

Almost half of all companies did include a remuneration report, ranging from a 
single page to up to 8 pages. As noted above, most companies did not address all 
the requirements.
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Deloitte would be pleased to advise on specific application of the principles set 
out in this publication. Professional advice should be obtained as this general 
advice cannot be relied upon to cover specific situation; application will depend 
on the particular circumstances involved. If you would like further, more detailed 
information or advice, or would like to meet with us to discuss your reporting 
issues, please contact your local Deloitte partner or:

Guernsey

Nickie Paul
npaul@deloitte.co.uk

David Becker
davbecker@deloitte.co.uk

Jersey

Andy Isham
aisham@deloitte.co.uk

Helen Gale
hgale@deloitte.co.uk

John Clacy
jclacy@deloitte.co.uk

Stuart Crowley
stuartcrowley@deloitte.co.uk

Greg Branch
gbranch@deloitte.co.uk

Siobhan Durcan
sdurcan@deloitte.co.uk

UK Accounting Plus
For the latest news and resources on UK accounting, reporting and corporate 
governance, go to www.ukaccountingplus.co.uk. UK Accounting Plus is the 
UK-focused version of Deloitte’s hugely successful and long-established global 
accounting news and comment service, IAS Plus.

GAAP 2015 Model annual report and financial statements for UK listed 
groups (due out around the end of 2014)
This Deloitte publication illustrates the disclosures in force for December 2014 year 
ends, including material encompassing all of the revised reporting requirements 
discussed herein. If you would like to obtain a copy of this publication please speak 
to your Deloitte contact.

Other resources available

With thanks to Nathan Hazzan for his assistance with the data collection.
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