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Executive Summary

Companies in the UK that satisfy certain criteria based on the number of employees, revenue,
and whether they are listed on an exchange are required to disclose non-financial information
(NFI) as legislated via the Companies Act (2006), subsequent amendments, and other
requirements such as modern slavery statements.

The stated policy objective for the non-financial reporting (NFR) requirements is to increase
transparency and accountability of the risks faced by companies as well as the actions and
policies companies have undertaken to mitigate these risks. The rationale for the regulations the
asymmetry of information on a company's activities between company management and its
stakeholders, including investors.

NFR is usually provided within the strategic and directors’ reports and made publicly available
through integrated annual reports (typically available online). Companies may also make
voluntary disclosures on NFI through a variety of formats, but these are often not subject to
regulations and may not be a consistent source of NFI across companies and across time.

The logic model underpinning the current UK NFI disclosure’ requirement places particular
emphasis on the importance of NFI to investors® and how it should: (a) facilitate more informed
investment decisions through greater comparability across companies’ reporting; and (b) result
in better outcomes for society overall by directing capital flows to companies and activities that
produce socially desirable outcomes. NFR generates this value by making information about
companies available to investors so that they can make better decisions to align their investment
choices to their overall investing goals such as returns, level of risk, or other aims.

Existing qualitative evidence indicates that investors place, in general terms, significant value on
NFI (PwC and BEIS, 2019; PwC, 2021a). There is, though, little quantitative evidence on the benefits
of NFl or NFR to investors that could be used to estimate a total overall benefit value. Quantitative
evidence on the relative value of different types of NFI - such as environment, social, and
governance (ESG) information - is also lacking.

" NFI disclosure and NFR differ. NFR refers primarily to the strategic and directors’ reports, whereas NFl encompasses all non-
financial disclosures - voluntary or required. This distinction is not universal, however. Strategic and directors’ reports, which
ma{linclude voluntary disclosures alongside mandatory ones, and mandatory disclosures do include some items that sit outside

f these two reports. However, the strategic and directors’ reports are the two predominate disclosure requirements, and this
definition is a useful shorthand for where regulations are the driver of the disclosure.

2The term “investors” is used here to describe all investors - retail investors (i.e. household investors and their agents), institutional
investors (i.e. pension funds and large banks, etc.), professional investors (asset managers), and investment consultants (i.e.
information providers). These different groups have different interactions and values for NFR and NFI - which is explored further
throughout this report.
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Research aims and approach

eftec and Research in Finance (RiF) were commissioned by the Department for Business and
Trade (DBT) to address the evidence gap on the value of NFI and NFR to investors. The project
had two overall objectives: (A) examine and test the logic model and assumptions concerning the
value of NFI and NFR’ to investors; and (B) assess the economic value of NFI, including the relative
value of different elements of NFI. In essence the requirement was for the project to formulate
and execute an approach that translates the logic model to circumstances in which the value of
NFI and NFR to investors can be quantified and measured in monetary terms.

The evidence produced by the project will inform the Government's review of NFR requirements,*
allowing quantified benefits for key user group(s) - in this case investors - to be compared to
estimates of the regulatory cost imposed on reporting companies. It is recognised that the focus
on investors does not reflect the full value of NFI or NFR, but it is expected to represent a fair
proportion of the benefit that is derived from the regulatory framework.

A key challenge in estimating the value of NFl is that it is typically a non-market good®, as it is
generally available free of charge. There is no price for its provision that can be observed from
existing markets from which its value can be reliably inferred. Various approaches can be used
to estimate the value of non-market goods, which are largely grouped between revealed
preference and stated preference methods. Each approach shares a common starting point,
which requires defining: (1) the “good” to be valued; (2) the users (beneficiaries); and (3) the
mechanism through which users accrue those benefits. The initial part of this report considers
these three definitions and the relationships between them. From that common point the
valuation methodologies that can be used to estimate the value of NFI are assessed.

Research phases

To answer the research question and develop a framework for estimating the value of NFI and
NFR, this report draws together the findings from a desk-based evidence review, and two initial
phases of primary research carried out in Spring - Summer 2023:

« Phase 1 - Scoping (literature review and user survey): This phase was primarily concerned
with understanding how investors think about NFI and NFR and exploring who the specific
users of that information might be. It involved: (i) a review of a range of literature, including
academic papers and other relevant empirical studies, research reports (including previous
research published by the then Department for Business, Energy & Industrial Strategy - BEIS),

? The value of NFI will be greater than the value of NFR as what is published as NFR is a sub-category of all NFI. It is also difficult to
disentangle what NFI is available due to demand on companies versus the regulations themselves, and counterfactual data on
disclosures is not available to directly test the influence of regulation. Therefore, estimating the value of NFl is an easier overall
task.

* https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence

® There are some markets for NFI - such as through the services provided by MSCI, Sustainalytics, and others. These companies
often provide both NFI data and analysis - and are therefore both consumers of NFI from companies and sellers of NFI to
investors and other stakeholders.
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commentaries from investor initiatives, government regulations and a small selection of
recent non-financial reports issued by companies; and (ii) a preliminary user survey (aimed at
a basic understanding of the use of NFR by different types of UK investors and investor agents).
The user survey collected 1,699 responses, split between private (750) and professional (949)
investors.

« Phase 2 - Qualitative research (interviews): This phase further explored who the users of
NFR are, what types of information they use, and how they use that information. This was
carried out through a series of twenty-five 45-minute interviews across a range of investor
types (private investors, institutional investors, asset managers, and consultants). This
research was aimed at reinforcing and expanding on the findings of Phase 1 to help determine
the valuation framework and sample population for the valuation of NFl in Phase 3.

The findings outlined in this report provide the basis for the research approach for Phase 3, which
will implement a valuation study that will estimate the value of NFI to investors.

Research scope and context

The reporting requirements for NFI disclosures varies depending on the country a company
reports within (often the country in which it is headquartered and listed) and aspects of the
company itself (annual revenue, or number of employees, listed-status, area of activity). This
study focuses on the NFR regulations in the UK, but companies headquartered in the UK may be
influenced by other jurisdictional regulations, especially if they are listed or operate
internationally.® Further, companies may disclose based on the demands of investors.

NFR regulation is also undergoing changes. The UK Government is conducting a review of the
NFR requirements in a series of stages. The first of these was the call for evidence that concluded
in 20237 and is being followed by a series of reforms.? There is also considerable ongoing
international activity aimed at greater alignment of non-financial disclosure regulations between
countries. Examples include: (i) the International Sustainability Disclosure Standards (ISDS) which
have been developed by the International Sustainability Standards Board (ISSB); and (ii) the
International Financial Reporting Standards (IFRS) S1 and S, which were published in June 2023
and has since been adopted (either in part or in whole) by several jurisdictions.”® Although the
focus of this research is on UK NFR disclosure regulations, the wider international context is of
relevance since it may influence UK regulatory framework in the coming years.

& Note the inverse also applies - companies headquartered elsewhere but that trade in the UK may be required to disclose
information based on the UK regulations.

7 More information available at: https://www.gov.uk/government/calls-for-evidence/smarter-regulation-non-financial-reporting-
review-call-for-evidence

g More information available at: https://www.gov.uk/government/news/prime-minister-to-announce-major-reform-package-to-

? | More information available at: " i i i _ifrs-

9 The latest Green Finance Strategy ‘Mobilising Green Investment’ (available at: https://www.gov.uk/government/publications/green-
finance-strategy) has set out the UK's adoption and endorsement mechanism for ISDS.
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There are also differences in how companies report under the UK regulations. NFR comes in a
variety of formats, volume of information, and level of detail - based on sector of operation,
position on ESG topics, size, and reputation, to name a few. However, most disclosures do feature
similarities. Above a minimum size, NFR would be expected to be mainly contained in a strategic
and directors' report and is often framed in the context of risks and opportunities a company
faces. Further, it is typical that disclosures include information structured around the ESG topics,
and certain information is mandated, such as how the directors have acted in the interest of the
company or Scopes 1 and 2 green-house gas (GHG) emissions for companies above a certain size.

Findings on the users and benefits of NFR

The user survey on NFI and the investor interviews were analysed to both test the logic model for
the benefits of NFR and to inform the development of the quantitative phase of this research.
This survey also helped to identify the different “groups” of users. In brief, these are: private
investors (households and individuals); institutional investors (large organisations investing
pooled assets); professional investors which includes investor agents (discretionary fund
managers and independent financial advisors) and asset managers (firms managing large
amounts of assets on behalf of either individuals or other organisations); and consultants, which
fill niche roles within the investment space.

The key findings from the user survey and investor interviews were:

Key findings relating to the “good”

Investors and their agents make little distinction between NFI that is required
o by regulation and NFI that is not. The source of information matters so far as it
helps investors judge the quality and relevance of information against a set of

criteria - materiality, availability, timeliness, comparability, and verifiability (see key
finding 8 below).

Strategic and directors’ reports are often long and complicated and hence
e labour intensive to use. This means that beyond an initial audience of analysts
and consultants, many in the investment sector use secondary information that is

developed from the disclosures contained in the original reports.

‘actionable information’ or ‘lknowledge’ that is used in decision making. Within
the value of information literature, this pathway is expressed as data = information
> knowledge = decision = action (Glynn et al., 2022). The types of information
included in “knowledge” and the weights placed on them will vary between

e NFI is combined with financial information to create a broader set of

individuals and firms. However, data in this framing is not used in abstract, and
therefore comparability between information points (both within a company and
between companies) is critical to using it to generate knowledge.
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Key findings relating to the users and beneficiaries

Investors do not have to directly interact with strategic or directors’ reports
to benefit from them. Within the investment sector, the group of regular users
for NFR is small (mainly asset managers and certain types of consultants - per key
finding 1), but the outputs that they create in the form of secondary NFI or directly
actionable information (‘knowledge’) provide benefits to a wide range of
beneficiaries from fund managers using analysis reports to small private investors
buying funds.

Consultancies and asset managers are both beneficiaries (consumers) and
suppliers of NFI. The information required by investors influences the types of NFI
that consultancies and asset managers review and use in their decision making.
However, since investors rarely have access to the same range of information or
level of expertise as asset managers, what they demand is subject to advice
provided by these firms (in terms of NFI information provided and how much
weight is put on different types of NFI).

Key findings relating to investor preferences

The relative importance of various aspects of financial and non-financial
information varies widely between investors. This suggests that beneficiaries
value NFI differently depending on underlying preferences and goals (e.g.
motivated by rate of return, social outcomes, environmental outcomes, risk
aversion, etc.) Key dimensions include ESG and risk assessment.

NFl is used in assessing investments against screening (exclusionary) criteria
and ensuring alighment with broader investor aims (soft screening). Many
investors will use NFI to assess an investment against a set of criteria, such as
environmental or social performance. These can be hard criteria, such that an
investor only invests in companies above some threshold, or soft criteria such that
companies are comparatively assessed on some measure as part the decision-
making process. The metrics used in these screening assessments are therefore
essential to certain investing strategies that they inform - such as ESG investing.

Investors are concerned about the materiality, availability, timeliness,
comparability, and verifiability of NFl. Materiality and availability are key - as
the information needs to be available to be used and needs to make a difference
to 'knowledge’ to have value (see key finding 3). The value of NFI could be enhanced
if it is also verifiable and comparable across companies.
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Valuing the benefits of non-financial reporting

A simplified value chain approach that distinguishes between resources employed in the
provision and use of information (the opportunity cost) and demand (the expected gain) is used
to map the flow of benefits of NFR. The chain starts with regulators (Government bodies or other
organisations - such as the Financial Reporting Council) who specify the reporting regulations -
that are consistent with the overall legislative framework - to be met by the “suppliers”, which are
the companies that produce NFR. The users of NFR are those that directly interact with NFR
(mainly asset managers and consultants), and the beneficiaries are the investors, who benefit
from the information contained in NFR (alongside other information) when making investment
decisions."

For the users and beneficiaries (which represent various types of investors), the value of NFR can
be estimated either by: (i) gathering information on the costs they incur to use that information
(opportunity cost); or (ii) their demand as measured by their willingness to pay (WTP) for that
information (Figure ES1). The former represents a minimum value of NFR, as rational users would
benefit from information at least as much as it costs to use it. The latter represents a more
complete view of the value of NFR for a given user or beneficiary group by including the consumer
surplus of NFR, i.e. what they would be willing to spend over and above the opportunity cost to
have access to the information.

Users (asset managers and consultants) and
beneficiaries (private and institutional investors) of
NFR are the focus of this research

ST X
Stage of Regulations
value and Suppliers Beneficiaries
chain standards
4 R N\ N
( Cost of supply: d Cost of use: collating \ Cost of use: direct costs
Supply cost administration . and analysing NFR and of use or costs of
(opportunity and enforcement Cots; og::ggéyr;l'c:gsts NFI to take disclosures choosingagents and / or
cost) of NFR & into actionable investments based on
regulations information actionable information
- = J\ J|\ J\
( [Ddeen:naar:](;:#g?r::t\ 4 d?g‘:;:g%?ﬁ;g?g ) (Demand:value ofNFR\ ( Demand: value of NFR
R A S e A in decision makingin or actionable
Demand i ppher terms of the expected informationin terms of
(e:ag;fe d egegit::éa;i?él thrreouLﬁ:tlir;%r::gd gain due to that the expected gain due to
gF;in) pvalueof extgrnal (meeting information (assessed that information
) ] againstreturns or (assessed against
regulations or regulationsand or e S
N \ requirements _J/ \_demand of investors) / \ other criteria) J\ returnsor other criteria)

Figure ES1: Value of NFR from the supply (opportunity cost) and demand (expected gain)
perspectives

" Some individuals or organisations may be in more than one category based on their activities. For example, asset managers are
users of NFl in their decision frameworks, suppliers of NFI in their own reports, and beneficiaries of NFl where that information
increases their profits through better decisions or through gaining clients. However, the distinction between suppliers, users, and
beneficiaries are still useful in understanding how and why NFI has value (and to whom).
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There are four approaches to valuation that could be used in this research:

Market value - while NFR are available free of charge, there are markets for NFI products
based on NFR from which price data can be gathered. Suppliers include, for example, MSCI,
Morningstar, Bloomberg, and others.

Resource cost - information on the opportunity cost (mainly labour and supplier cost) of
using NFR and NFI can be collated to estimate the minimum benefit of using that information
to investors under the assumption that benefit is greater than or equal to the cost of use.

Revealed preference - by observing existing behaviour (such as the selection of fund
managers), preferences regarding the choice criteria of the behaviour can be estimated as
long as they can be observed (such as fund managers use of NFI).

Stated preference - WTP for NFR can be elicited through survey of users or beneficiaries.
Such a survey could ask about the preferences for the provision of NFR and include a
simulated market where respondents can trade-offs money for the provision of the NFR.

Combined with the value perspectives in the simplified value chain (Figure ES1), there are three
framings which could be used to estimate the value of NFR: (i) the opportunity cost to users
(estimated via market values and/or resources costs); (ii) the opportunity cost to beneficiaries
(estimated via market values, resources costs, or revealed preference); and (iii) users’ and
beneficiaries’ WTP for NFR (estimated via stated preference or revealed preference).

Proposed approaches for Phase 3 research

There were two preferred approaches for the quantitative phase (Phase 3) of this research:

Resource cost approach: A series of consultation workshops responded to by asset
management firms, which are the group that uses NFR directly most often based on the
findings of this report. The workshops would collate data on the current opportunity costs for
gathering, analysing, and using NFR and NFI. Data would include expenditure on third-party
NFI and the cost of any employee time spent on reading, collating, or analysing NFR and NFI.
By combining this information with data on the asset management firms’ characteristics, an
indicative value for the use of NFI could be estimated and applied across the asset
management sector, generating an overall estimate for the current opportunity cost of the
use of NFI. The participants would be recruited via a trade association to ensure access to
these firms (such as the Investment Association'?).

Stated preference approach: An online survey responded to by groups of beneficiaries
(likely private investors, institutional investors, and those in the retail investing sector). This
approach could directly establish demand for NFR or NFI within the segments that are

'2 https://www.theia.org/
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surveyed and elicit their WTP for different aspects of that information. In principle, this
strategy would estimate the total benefit investors get from NFL'> As a survey-based
approach, it is also possible to collect supplemental information on investor characteristics,
attitudes and perceptions to obtain a rich dataset to explain preferences and values.

These approaches are preferred as they are feasible from a practical implementation perspective
and examine the value of NFR through two framings that were identified in the qualitative
research - the use of NFR by asset managers, and the demand for NFI by investors. These two
approaches should be supported by desk-research on the current markets for NFI where that
data is available, and previous literature on both the value of NFI and the value of information
generally.

'3 Assuming the respondents are well informed on both the good (NFI) and how it factors into their investment decisions.
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Abbreviations & Acronyms

Abbreviation or

Term or Phrase

Explanation or definition

Acronym
The total assets that are invested by an asset manager on behalf of
AUM Assets Under Management .
their clients.
. , L Voluntary, community, or non-profit organisations, usually operatin
cso Civil Society Organisation v . Y . 5 yop &
towards a specific cause or purpose.
SR Corporate Social Business model that helps companies become more socially
Responsibility accountable to their stakeholders, and the public.
o Law mandating that organisations report sustainability disclosures
Corporate Sustainability . . . -
CSRD , L across several topic including environmental and social issues, and
Reporting’ Directive . . ) . .
improvements in non-financial reporting.
. Government body which supports business to invest, grow and
Department for Business . .
DBT d Trad export. Previously part of the then Department for Business, Energy
and Trade .
and Industrial Strategy (BEIS)
DEM Discretionary Fund Professional investor that manages investment portfolios - including
Manager buying and selling investments - on their clients’ behalf.
£ Environment(al), Social, and | Set of aspects investors consider when they invest in companies
Governance which relate to environmental, social and governance issues.
FRC Financial Reporting Council | Independent regulator for auditors, accountants, and actuaries.
Harmonisation in this report refers to the alignment of regulations
N/A Harmonisation and standards for non-financial information disclosure across
jurisdictions, regulators, and other standard setters.
, . State regulated financial advisor that offers independent advice on
Independent Financial . , . . . .
IFA , financial matters, including recommending suitable financial
Advisor L .
products from across the entire financial market.
. , . The IFRS Foundation is a not-for-profit responsible for developing
International Financial , .
IFRS , global accounting and sustainability disclosure standards, known as
Reporting Standards
IFRS Standards.
The ISSB is developing—in the public interest—standards that will
5sB International Sustainability | resultin a high-quality, comprehensive global baseline of
Standards Board sustainability disclosures focused on the needs of investors and the
financial markets.@
Information that provides insight into the broader matters (against
NFI Non-Financial Information | financial information) that affect the performance of the entity over
the longer term that is relevant for shareholders (FRC, 2022).
Any disclosures required by UK regulations and statutes, including
. , . but not limited to the statement required by s414CA CA2006 - non-
NFR Non-Financial Reporting . e . - .
financial and sustainability information which is part of the strategic
report.
NERD Non-Financial Reporting Law requiring certain companies to disclose their non-financial

Directive
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Abbreviation or . .
Term or Phrase Explanation or definition
Acronym
A company that is traded on a regulated market, is a credit
PIE Public Interest Entity institution (bank) that meets certain size criteria, or a insurance
institution that meets certain criteria. ®
bIR Post Implementation A review of a policy against its stated objectives. In this report, PIR
Review will refer to BEIS (2022) unless otherwise stated.
. o Aresearch firm based in London and one of the major contributors
RIF Research in Finance .
to this report.
Method of valuing non-market goods by data which is alread
RP Revealed Preference . 5 8 y y
available.
Standardised format or other similar terms refer to aligning the
N/A Standardised Format metrics, measures, and data provided in disclosures, as well as
aligning how that information is presented.
A survey-based method for valuing non-market goods, by creating a
SP Stated Preference .
simulated market.
An organisation created by the Financial Stability Borad to “develop
, recommendations on the types of information that companies
Taskforce on Climate- . . .
TCFD . . should disclose to support investors, lenders, and insurance
related Financial Disclosure . . , , . )
underwriters in appropriately assessing and pricing a specific set of
risks—risks related to climate change.” ©
“A market-led, science-based and government-backed initiative
providing organisations with the tools to act on evolving nature-
Taskforce on Nature- . . . . . . . .
, . related issues” that aims to “provide decision makers in business
TNFD related Financial . . . ,
Discl and capital markets with better quality information through
isclosures , . .
corporate reporting on nature that improves enterprise and
portfolio risk management."®
. A minimum monetary amount that a respondent is willing to accept
Willingness to Accept :
WTA , to sell a good or service, to tolerate a loss or to forgo an
(compensation) .
improvement.
. A monetary amount that a respondent is willing to pay for a good or
WTP Willingness to Pay . ,
service, to prevent a loss or to secure an improvement.
Table Notes: (a) See more at https://www.ifrs.org/groups/international-sustainability-standards-board/ (accessed 7 March 2024)

(b) See more at hittps://www.legislation.gov.uk/ukpga/2006/46/section/519A (accessed 7 March 2024)
(c) See more at hitps://'www . fsb-tcfd.org/about/ (accessed 4 March 2024)
(d) See more at hifpsi/infd global/about/ (accessed 4 March 2024)
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Value of Non-Financial Reporting

1.Introduction

This report has been prepared by Economics for the Environment Consultancy (eftec) in
collaboration with Research in Finance (RIF). It presents the findings of Phases 1 and 2 of research
commissioned by the Department for Business and Trade (DBT) to estimate the value of non-
financial reporting (NFR) and non-financial information (NFI) to investors. It summarises findings
from a literature review, a survey on the use of NFI, and a series on interviews with investors and
investing professional on the use of NFI. The report concludes with a valuation framework for NFI
and two valuation approaches proposed for Phase 3, the quantitative phase to estimate the value
of NFI.

Improving the understanding of the value of NFI will address a key evidence gap for: (i) reviews of
the current regulations and (ii) policy development to streamline reporting regulations for
companies to make them fit for purpose.

1.1 Background

Companies in the UK that satisfy certain criteria based on number of employees, size of revenue, and
whether they are listed on an exchange are required to disclose non-financial information (NFI,
definition in Box 1.1) as legislated via the Companies Act (2006), subsequent amendments, and other
requirements such as modern slavery statements.

The stated policy objective for non-financial reporting (NFR, definition in Box 1.1) regulations is to
increase transparency and accountability for the non-financial risks faced by companies as well as
the actions and policies companies have undertaken to mitigate these risks (BEIS, 2022). The
rationale for the regulations is an asymmetry of information on a company's activities between
company management and its stakeholders including, but not limited to, investors.

Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and
company disclosures

NFI, NFR, and company disclosures are critical concepts within this report. There is little
convergence on a specific definition of NFI or NFR within the academic literature (Stolowy &
Paugam, 2018; Haller et al., 2017) or even between users of that information. However, generally,
NFR is used to refer to company reporting on social, human, environmental, or corporate
responsibility topics.

This research takes a regulatory view to the definition, meaning that NFR mainly refers to the
strategic and directors reports within the UK context:
Non-financial reporting definition: any disclosures required by UK regulations and statutes.

The definition of ‘non-financial’ is also not universal. A Law Commission report (2014; pg. 112)
defines non-financial factors in a way related to motivation - all factors which could not be used
to understand the financial performance or risk of an investment. For this research, this definition
is too narrow, and does not align with the expectation that non-financial information is material
to expectations for financial performance and risk.
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Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022):

Non-financial information definition: “/Information that provides insight into the broader matters
[beyond financial data] that affect the performance of the entity over the longer term that is relevant
for shareholders”. (pg. 71, FRC, 2022, Brackets added for clarity.)

Finally, disclosure is defined according to it's generally accepted definition:

Disclosure definition: “The act of making something known or the fact that is made known [by a
company]” (Cambridge Dictionary, bracket included for this context)

In this framing, NFR is a subset of NFI and company disclosure. NFI also includes some aspects of
disclosure, but these two concepts do not completely overlap - financial disclosure is not NFI, and
NFI that is not supplied by companies - such as general market reports - are not disclosures.

Finally, NFR and NFl also relate to, but are not the same as information about environmental, social
and governance (ESG) or corporate social responsibility (CSR). These are framings that are often
used to structure the themes common to NFI, and indeed many companies may use them to
structure their reporting. However, NFl can extend beyond ESG or CSR, to include topics like brand,
reputation, intellectual property, and human resources.

The logic model underpinning NFR regulations (Table 1.1) places particular emphasis on the
importance of NFR to investors and how it should: (a) facilitate better informed investment decisions
through greater comparability around companies’ reporting; and (b) result in better outcomes for
society overall by directing capital flows to companies and activities that produce socially desirable
outcomes.

Table 1.1: Logic model for NFR regulation (adapted from BEIS, 2022)

e Prior to the NFR regulations:

o Businesses, wider stakeholders and investors were not finding NFI disclosures as useful as
Context they could have been in their business and investment decisions; and

o Only limited or not comparable non-financial information was presented in reports.
« This potentially led to worse decisions from the point of view of society (and investors), due to

opacity on firms’ operations and problems with asymmetric information.

e The regulations require companies to gather and disclose more useful and comparable

Inputs , . o . .
P information on their risks and wider impacts.

« Users take information from these disclosures, turn it into actionable information through
Outputs analysis or comparison, and then use that actionable information within their decision-making
processes.

« Companies, investors, and other stakeholders have better understanding and decision making
Outcomes based on non-financial risks and performance.
« Companies, investors and wider stakeholders change some decisions in scope, timing or scale.

Impacts « More informed investment, business and other decisions lead to overall better social outcomes.

Within the regulatory framewaork, there is a need to further evidence the use and benefits of NFR to
provide a full-as-possible account of the value of NFR regulations versus the burden of compliance
that is placed on companies to disclose this information. While this evidence on use and benefits
should be generated for all users of NFR, this research focuses on investors as they are a large
user group and are expected to be significant beneficiaries (see Section 3.1.1).
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Previous research carried out for BEIS has explored various dimensions of NFR and its impact,
providing a wide-ranging view across companies, employee representatives, investors and
professional organisations, and wider civil society organisations (CSOs) (Eunomia, 2020; PwC, 2021a).
While this research provided useful context on the potential ways in which NFR might create value,
it did not estimate how large that value might be. This evidence gap is increasingly important,
especially as NFR regulations are becoming more rigorous at the international scale. For example,
the EU recently amended the ‘Non-Financial Reporting Directive’ (NFRD) with the ‘Corporate
Sustainability Reporting’ Directive (CSRD), which will take effect in 2024. These new rules are more
demanding than the previous regulations and now require that certain sustainability information be
assured (European Commission, 2023). Other examples include the introduction of IFRS S1 and S2,
which set out suggested regulations on sustainability-related risks and climate-related risks.!

A ready estimate of the value of NFI or NFR'S to investors (see definitions in Box 1.2) is not possible
in the absence of a direct market and transactions for non-financial disclosures by companies. The
regulations mandate that disclosures are made publicly available and free of charge, and therefore
the total demand for NFR is currently unmeasured. Nevertheless, it is possible to estimate this
demand and determining the value of NFR which is the objective of this study.

1.2 Research aims

This study has two overall objectives: (a) examine and test the logic model and assumptions
concerning the value of NFR to investors; and (b) assess the economic value of NFR information,
including the relative value of different elements of NFR.

In essence the requirement is for the study to formulate and execute a methodological approach
that translates the high-level logic model (Table 1.1) to specific circumstances in which the value of
NFR (or NFI) to investors can be quantified and measured in monetary terms. The intention is that
the evidence produced by the study will inform the Government's review of NFR regulations’s,
allowing estimates of the regulatory cost imposed on reporting companies to be compared to the
quantified benefits for key user group(s).

Note that the research scope is focused on the value of NFI and NFR to investors. It is recognised
that this does not reflect the full value of NFR, but it is expected to represent a sizable proportion
of the benefit that is derived from the regulatory framework. Other ways in which NFR has value
are highlighted, but the assessment of these benefits is beyond the remit of the current research.

4 International Financial Reporting Standards (IFRS) https://www.ifrs.org/projects/completed-projects/2023/general-

sustainability-related-disclosures/

'S The value of NFI will be greater than the value of NFR as NFR is contained within NFL. It is difficult to disentangle what NFI
is available due to demand on companies versus the regulations themselves, and counterfactual data on disclosures is
not available to directly assess the influence of regulation. Therefore, estimating the value of NFl is an easier overall task.

'8 https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence
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Box 1.2: Defining and differentiating investors

There are multiple types of investors, as well as multiple types of firms and individuals that act on behalf
of those investors (referred to as investor agents). Within this report, the following structure and
definitions are used. In practice the linkages can be far more complicated than shown here, butin broad
terms these distinctions reflect the research to date and findings from this study.

Institutional investors

Organisations and firms such as banks, insurance
companies, and pension funds that invest others’ capital
(or firm capital) for collective interest (or firm profit)

L)

Private (retail) investors

Individuals investing their own
capital for their own interest

Y
Advice and/or Advice and/or
management A%enltshr_ecu_mmendlfindfor i management
I work with institutional investors Investors chose I
institution
; board b ; ;
Retail agents e Institutional agents
Advise on or directly manage Representatives of institutional
investments for individuals investors that manage their
(independent financial advisors investments (such as directors
or discretionary fund managers) or trustees)
X Investment Agi:i;”;d z
Investment management for managementfor Advice and
wealthyindividuals / institutional funds \;"al}ms
\/
Consultants
Asset managers PO , et e
Actively manage pooled funds through analysis F'”!‘S or indviduats .t at provice ata,
actionable information, and advise to

selling and purchasing investments ] :
g P & investors or other investor agents

Diagram key:

: Investors :I Interactions between investors and investing professionals
: Investing professionals :’ Services between investing professionals

Investors are the primary capital providers and can be grouped into two main categories:

* Private (retail) investors - individuals investing on their own behalf for their own interest and/or
that of their household and family.

* Institutional investors - organisations that pool capital to purchase investments on behalf of their
members and/or shareholders. There are many types of institutional investors which include
banks, pensions schemes and funds, and insurance groups.

Investor agents are those that act on behalf of investors, and can broadly be categorised as:

* Institutional agents - the direct representatives of institutional investors. These agents include
trustees and pension directors. They act on behalf of their organisation and are often selected by
the members or shareholders of that organisation (which would be private investors).

* Retail agents - agents that advise or manage investments on behalf of individual investors, such
as independent financial advisors (IFAs) or discretionary fund managers (DFMs). They act on
behalf of their clients and can be individuals or part of a larger firm. Firms providing these
services include Hargreaves Lansdown, A] Bell, and Fidelity.

* Asset managers - firms that invest pooled funds on behalf of a client (such as a pension fund or a
group of retail investors). Asset managers will often have many funds with different stated
objectives and may also be integrated directly with institutional investors. The largest asset
managers in the UK are BlackRock, Legal & General, Fidelity, and Baillie Gifford.

* Consultants - firms or individuals that provide advice and/or actionable information to investors
or investor agents. There are a variety of types, such as data providers, ESG metric providers, or
market forecasters. Major examples include MSCI, Bloomberg, Institutional Shareholder Services
group, and Sustainalytics.
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1.3 Research approach

The research question for this project - “what is the value of NFI?” - sits within the literature on the
value of information. The value of information (Box 1.3) is commonly understood as the contribution
of that information in making better decisions, such as in assessing an option against a desired set
of outcomes in the face of uncertainty (Keisler et al., 2014). In the context of investing, the expected
value of information in assessing an investment is traded off against the opportunity cost of using
that information.

Box 1.3: The value of information

The value of NFI can be situated in the broader literature on the value of information. This area of
study looks at the benefits (both potential and realised) of having information available, specifically
in ‘decision situations’ (Glynn et al., 2022). Specifically, NFI in investing is a form of imperfect
information as investment decisions are made with uncertainty on the expected returns, risks, and
other impacts that an investment may have. There are several mechanisms through which that
information might have value. For example as: (i) instrumental value of information - its value in
better decision making; and (ii) intrinsic or physic value of information - its value outside of a
decision context, such as in an earlier resolution of some uncertainty.

These dimensions of value can be difficult to distinguish, as investors’ willingness to pay (WTP) for
information or the cost of their time spent with information might be motivated by either
consideration (or both in some proportion). The “data to decision” pathway model, such as data
- information = knowledge - decision = action (illustrated in Glynn et al., 2022) represent how
individual data points are used by decision makers to determine future actions. For data or
information to have instrumental value, it must influence the next step at each step the pathway.
This framing illustrates the importance of certain aspects of non-financial information: materiality
and comparability.

* Materiality - information must be influential on knowledge and decisions resulting from that
knowledge to have instrumental value. Materiality can further be considered as a spectrum,
where information may have differing levels of importance (materiality) based on how it is
used to develop knowledge.

* Comparability - investing is a comparative task, where two or more options will be compared
to determine if investment package A or investment package B is preferred. Therefore, the
information informing those decisions must be comparable.

This research is centred on the value of NFI to investors, which is expected to be beneficial for the
purpose of informing better investment decisions - either to align to some set of preferences for non-
financial impacts or to better evaluate the future financial returns of the investment. Both potential
and realised value are relevant in this research, but demonstrating realised value requires an ex-post
analysis of decision making, which is unlikely to be possible. Rather, the emphasis is on perceived

Defining the Users and the Benefits of NFR | October 2024 Page 5




Value of Non-Financial Reporting

value of information and understanding it in the context of the decisions and actions it may
influence."

Non-financial information is often a non-market good - the information is generally available free of
charge on disclosing company websites - and therefore the amount a user would pay for the good
cannot be observed from existing markets. There are common approaches for valuing non-market
goods:

« Review the existing academic research on the value of non-financial information.

« Observe supply and demand in related markets, such as the market for environment, social, and
governance (ESG) industry products (i.e. data, analysis and insights, third party ESG ratings, etc).
Revenue and sales data on this information can be observed from some providers (such as MSCI
and Bloomberg).

« Observe existing investor behaviour (such as the selection of fund managers) through surveys or
through existing datasets. This data can then be analysed used to estimate investors preferences
over the aspects of the behaviour that are observed (such as if the fund managers use of NFI
could be quantified).

« Use stated preference methods to measure the demand of investors and the other potential
users for NFl via simulated markets.

« Examine user costs associated with compiling NFR insights.

Regardless of the valuation approach, it is also important to understand the factors that affect the
demand for NFI and NFR. Insights on what investors want from NFI, and therefore from the
regulations, could inform long-term policy thinking. Understanding investor uses of and preferences
for NFI will also indicate how the value of NFI and NFR may change over time. Finally, understanding
what motivates investors’ demand for NFI will help shape the valuation approach, and the questions
that should be asked to estimate the benefits of regulations on the disclosure of that information.

This report addresses three fundamental and preliminary questions for the design and development
of a (non-market) valuation approach, namely: (1) what is the “good” to be valued; (2) who are the
users (beneficiaries); and (3) how does the good generate value for the users (beneficiaries)? Once
these three questions are explored, an additional question can be asked: (4) what valuation methods
can be used to estimate the benefits? While questions (1) and (2) are answered in part by the research
question itself (i.e., NFR and investors), more specific investigation is required to address question (3)
and to provide the basis for the design of a valuation study (4).

This report draws together the findings from two initial phases of research carried out in Spring - Fall
2023:

7 The study of information and how it creates “knowledge” (actionable information) typically includes explicit frameworks
as well as implicit assumptions, beliefs, and mental models (Glynn et al., 2022) about the underlying data and information.
This suggests that in the context of NFI, understanding both the explicit uses of the information (such as for assessing
some screening criteria) and the feelings and attitudes towards that information are important to a fuller understanding
of the value of NFI. The question, therefore, is not only “Does non-financial information have value?”, but also “Are the
things that non-financial information informs investors about important to them?” The answer to the latter changes over
time. Investors’ understanding of the risks and impacts that investments have influences decision models both explicitly
and implicitly. This, in turn, wﬁ inform their demand (and value) for information.
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« Phase 1 - Scoping (literature review and user survey): This phase was primarily concerned
with defining the good and exploring who the users or beneficiaries might be. It involved: (i)
review of academic papers and other relevant empirical studies, research reports, commentaries
from investor initiatives, review of the regulations, as well as a small selection of recent non-
financial reports issued by companies; and (ii) a preliminary user survey aimed at a basic
understanding of the use patterns of NFI by different types of UK investors and investor agents.

« Phase 2 - Qualitative research (interviews): The qualitative research phase of the project
further explored who the users of NFI and NFR are, what types of information they use, and how
their use of that information differs. This phase was aimed at determining a credible overall
framing and sample population for the valuation of the provision of NFR (Phase 3).

The findings outlined in this report provide the basis for the methodological approach for Phase 3,
which will implement a valuation study that will estimate the value of NFI (or, if possible, NFR).

1.4 Report structure

This report is structured as follows:

« Section 2: Overview of non-financial reporting. A summary of the current NFR regulations in
the UK, current trends in the evolution of NFR regulations, and the scope of corporate reporting.

« Section 3: Demand for non-financial information. Findings from Phases 1 and 2 of this
research project - the literature review, the user survey on NFI, and the investor interviews. This
section concludes with the key learnings for the development of Phase 3 of this project.

« Section 4: Methodological approach. The conceptual framework in which to consider the value
of NFR, and the four potential approaches that can be used to quantify that value based on the
framework. Two of these - a stated preference survey and consultations to determine
opportunity cost - are identified as the preferred approaches.

« Section 5: Conclusion. A summary of the research to date and the next steps for Phase 3 (the
suggested approaches).

« Appendices. Supporting content covering: (1) UK NFR regulations; (2) NFR case studies; (3) NFI
user survey questionnaire; (4) NFl user survey summary statistics; (5) Investor interview guides;
and (6) Investor interview summaries.
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2.0verview of non-financial reporting

Non-financial information disclosures are common practice among large firms in the UK -
especially those that are listed on a stock exchange - and recent trends indicate that this type of
reporting will continue to increase. This is due both to the demand for NFI from investors, and to
an expansion of the scope of information that must be legally disclosed via the NFR regulations.

The NFR disclosure regulations in the UK vary based on company size measured in terms of
employees and revenues, whether the company is listed on a regulated exchange, and the
business sector the company operates in. The regulations are also continuing to evolve in line with
proposed international frameworks, such as ISSB.

Most companies subject to non-financial reporting report on the same broad set of themes - the
environmental, social and governance aspects of their activities, risks, and opportunities. However,
there is currently little consistency in the detail of what and how information is reported. Future
initiatives are expected to bring more consistency across non-financial disclosures, just as financial
reporting was standardised over time.

2.1 Non-financial reporting regulations

Reporting regulations for non-financial disclosures vary depending on the country a company
reports within and aspects of the company itself (size, listed-status, area of activity). This study
focuses on the NFI disclosure regulations in the UK, specifically on the regulations for directors’ and
strategic reports. Companies operating in the UK may also be influenced by other regulations,
espedially if they are listed internationally. While there is demand and support for general alignment
in regulations between countries (Section 2.1.2), this has not yet been consistently achieved.
Therefore, while wider disclosure regulations beyond the UK are outside of the scope of the central
research question, the wider international context and alignment of reporting regulations is of
relevance as it may influence the UK regulatory framework in the future.

2.1.1 Current regulations within the UK

The main aspects of UK NFR regulations are mapped in Figure 2.1. A true map of NFR reporting
regulation would be very complex, as multiple legislations and guidance may apply depending on
the size and activities of the business. For example the Companies Act 2006 Regulations (2013)"8 set
out the requirements for the strategic and directors reports, while the Streamlined Energy and
Carbon Reporting (SECR) regulations set out the requirements for greenhouse gas (GHG) reporting,'®
and most governance reporting regulations are set out under the UK Corporate Governance Code
(FRC, 2018).2°

20 https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/uk-corporate-governance-code/
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Companies Act 2006, 414A: Requirement for the company to
produce a strategic report

“a review of the company’s business and a description of principal risks and uncertainties facing the

business.”

414C: “The purpose of the strategic report is to inform members of the company and help them assess

how the directors have performed their duly under section 172 (duty to promote the success of the
company).”

Streamlined Energy and Carbon Reporting (SECR)
requirements - Requirement for the company or parent of a
group to report on/disclose the greenhouse gas emissions
in the Directors Report if the group or subsidiaries meet the
size threshold and consume over 40,000 kWh of energy - this
includes information on direct and indirect emissions.

Requirement for the company or parent of a group to produce a
“non-financial and sustainability information statement” in the

strategic report (414CA-CB) - this providesinformation on the company’s
performance andstrategy, social issues, and environmental issues, including risks.

Requirement for the company or parent of a group to
include within the “non-financial and sustainability
information statement” in the strategic report on climate-
related financial disclosures - this provides information on
climate related risks and how this impacts the company's
performance and strategy.

Requirement for the company to produce a “s.172(1) statement”
within the strategic report - describes how the directors have had regardto:

(a) the likely consequences of any decisionin the long term,

(b) the interests of the company's employees,

others,
{(d) the impact of the company's operations on the community and the environment,

(e) the desirability of the company maintaining a reputation for high standards of
business conduct, and

(f) the need to act fairly as between members of the company.

(c) the need to foster the company’s business relationships with suppliers, customers and

Various other legislation (UK based):

» Statements regarding human rights, anti-bribery, and
anti-modern slavery. (Modern Slavery Act 2015)

- Information on employee matters including a gender
breakdown of employees, directors, and senior managers,
as well as gender pay gaps. (Gender Pay Gap Reporting)

Figure 2.1: Broad mapping of UK NFR regulation
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Typically, existing non-financial reporting requirements do not specify the metrics to be reported; the
regulations are open to interpretation as to the format and metrics reported on in disclosures
(Appendix 1). There are exceptions; for example, s.414c of the Companies Act (2006) does include
specific requirements about gender breakdowns in reporting. Generally, though, the framework was
developed so that companies would report what they deemed to be material to their business.

2.1.2 Developments in non-financial reporting

Numerous organisations and initiatives are aiming to change aspects of NFR. Broadly, the goals of
these initiatives are: (i) to streamline the size and structure of NFR; (ii) for NFR to cover more topics
of concern (especially for environmental and social topics); and (iii) for NFR to include more
comparable information - such as specific measurements, metrics, and goals. Recommendations for
changing NFR also commonly involve encouraging alignment between existing reporting regulations
domestically and internationally. A selection of these developments is summarised in Table 2.1 to
illustrate the breadth of relevant initiatives.

Table 2.1: Developments in NFR organised by initiative or organisation (ordered by scale,
then year)

Initiative or Scale and adoption . .
organisation (if relevant) Detail and key recommendations
« Voluntary standards which help organisations understand their impact on
environmental, social and governance issues.
Global Reporting International . « Different ?.ets of standards -.some are universal principles (Univers.ql standards)
Initiative (GR) (first developed in under Iwhlch such types ofd.lsclosures can be prepared, others facilitate
1997) reporting on sectoral or topical.
« Standards can be used as a framework to either report specific information for
specific users, or to prepare sustainability reports.
« In development by the International Sustainability Standards Board (ISSB) -
which was formed COP26.
= Aims to support and provide advice on sustainability disclosures in support of
International nternational inv.e.stor and ﬁnancigl market needs. In‘ltended.tcl) support disclosure with
o facilitates more efficient market allocation decisions.
::asr:?il::ldbs”;zard g::;zigné:zm i e Have !:)ublished two s.tandards: ‘S1’, the general sustainability disclosures; and
(1SSB) 2021) 'S2', climate related disclosure.
« Contains guidance on governance, strategy, risk management, metrics and
targets.?'
e Similar in style to European Sustainability Reporting Standards (ESRS) and
Taskforce for Climate related Financial Disclosures (TCFD).
« Recommendations for a set of governance, strategy, risk management and
) metrics and targets relating to climate impacts and risks.
Taskforce for Internatlo.nal « The intention of the recommendations is that they are adoptable by all
Climate related (AdOPt_Ed inthe UK organisations (and types), and that disclosures, including metrics, are reported
Financial I’epOlr"tIr.'Ig ¢ in financial filings.
Disclosures (TCFD) ;?)iu;tlons a0 e The analyses and disclosures should be forward-looking to facilitate decision
making and have a strong focus on transition to a low carbon economy.
e Legislation is Section 414CB CA2006.

2! Governance - the overall organisations approach to overseeing management of sustainability issues; strategy - how
sustainability impacts the business model and decision making; risk management - processes around identifying and
managing sustainability-related risk; and metrics and targets - what indicators it uses to measure and monitor
sustainability related risks and opportunities, and progress against these.
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Initiative or Scale and adoption . .
L ) Detail and key recommendations
organisation (if relevant)
« Recommendations and guidance regarding organisational reporting on nature-
related issues.
Taskforce for . = TNFD recognises existing frameworks and aims to be consistent with those,
International

Nature related
Financial
Disclosures (TNFD)

(Recommendations
delivered in 2023)

such as following the materiality assessments from ISSB and TCFD.

« Recommends disclosures that follow six requirements (materiality, disclosures,

location, integration, time horizons, and engagement) and reports on four
pillars (governance, strategy, risk and impact managements, metrics and
targets).

Non-Financial
Reporting
Directive (NFRD)

European Union
(2014-2022)

Aimed to improve the quality of non-financial reporting in EU Member States
(i.e., increase transparency and accountability around non-financial risks and
policies) and improve cross-bord comparability of accounting frameworks.

The now outdated NFRD requirements are the same as those under UK law for
large companies to publish on the same matters as described in paras 7 and 8
s414C CA2006.

Sustainable
Finance Disclosure
Regulation (SFDR)

European Union
financial markets
(effective 2021)

Require a range of organisations?? that created financial products to disclose
specific information regarding approaches to the integration of sustainability
risks including policies; and the consideration of adverse impacts on
sustainability factors.

Disclosures are to be for both entities and financial products, qualitative or
quantitative in nature, published on investment business’ websites, and kept
up to date.

Nine mandatory indicators in respect of the environment, and five in respect of
social and governance matters as well as 46 voluntary indicators; half of which
are environment related and the other relating to matters of anti-corruption
and rights.

A template is required for reporting such information, facilitating comparison
and harmonisation across investing business and Member States.

Corporate
Sustainability
Reporting
Directive (CSRD)

European Union (as
of 2023), replaced
the NFRD (above)

Requires that all large and listed companies?® disclose information on their
risks and opportunities arising from social and environmental issues, and on
the impacts of their activities on people and environment, with an aim to
measure and evaluate sustainability of corporate performance.

Expects to encompass approximately 50,000 companies in total.

Aims to provide investors with information to assess risks from climate change
and other sustainability issues.

European
Sustainability
Reporting
Standards (ESRS)

European Union
under CSRD
(as of 2023)

Developed by the European Financial Reporting Advisory Group (EFRAG)

A thematic and cross purpose (best practice requirement and disclosure
guidance) set of standards for sustainability reporting.

Ten thematic standards: five environmental (climate change, pollution, water
and marine resources, biodiversity and ecosystems, and resources and circular
economy); four social (workforce, workers in the value chain, affected
communities, and customers and end-users); one governance (business
conduct).

Provides specific guidance on metrics and targets to report for each theme, as
well as materiality assessments.

Cross references other guidance (such as TNFD).

22 See Article 2 of Regulation (EU) 2019/2088 for full details.

23

The exact regulations are slightly more precise, see “Which companies are in scope” here:

https://www.grantthornton.co.uk/insights/what-does-the-csrd-mean-for-the-uk/
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Initiative or

Scale and adoption

Detail and key recommendations

organisation (if relevant)

« Anticipated to be similar to SFDR.

« Expected rules for: (i) sustainable investment labels (i.e., labelling and
Financial Conduct marketing of investments which have a sustainable focus, improvement or
Authority (FCA) UK impact); (ii) consumer-facing disclosures; (iii) entity and product disclosure
Consultation (published 2022) (much like the SFDR rules); (iv) naming and marketing (i.e., claims around
Paper 22/20 sustainability must be fair, clear and not misleading; and (v) requirement for

distributors.
Aimes to increase transparency and protect consumers from greenwashing.

Mobilising Green
Investment; 2023
Green Finance
Strategy®*

UK
(published 2023)

Policy paper that sets out the UK government ambitions for sustainable
investment and includes the blueprint for the introduction of a set of disclosure
requirements against the International Disclosure Sustainability Standards
developed the ISSB, as well as the introduction of a UK Green Taxonomy and
the disclosure of company’s plan to Transition to net zero .

Proposed requirement that claims must be credible: assets managers and
owners, including those of investment products, will be required to provide
evidence as to the claims that they are making.

Recognises the importance of harmonisation and interoperability between
jurisdictions.

Taskforce for
Nature related
Financial
Disclosures (TNFD)

24

UK based (Launched
Sept 2023)

Market-led, voluntary recommendations.

Design to disclose impacts and dependencies on nature, as well as incorporate
those in decision making.

Expected to be in the same style as TCFD.

Aims is to align to ISSB to support disclosure of nature-evolving risk and
opportunity.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/1149690/mobilising

https//assets publishing

green-investment-

-green-finance-strategy.pdf
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2.2 Scope of company reporting

Companies, especially corporations that are listed on an exchange, typically disclose vast amounts
of information in various types of reports. This disclosure is partially driven by mandates - from
national or international regulations - but it can also be driven by investor demand. Voluntary
disclosures can occur in a variety of ways, such as through press releases, sections within reports, or
via direct investor requests. Other information on companies may also be publicly available that is
not directly disclosed by the companies themselves. This could be in the form of:

« Third-party data;

« Ratings, such as ESG metrics or bond credit ratings;
« Stock performance data;

« News stories;

« Broader market analysis; and

« Other bespoke metrics of analysis.

The information that is not disclosed by companies can come from a wide range of organisations,
including CSOs (e.g. CDP, a non-profit charity that reports on companies’ environmental impacts),
governments (such as overall market forecasts by central banks), news organisations, or produced
by consultancies and market research organisations (such as Bloomberg and MSCI). This information
may also be built upon data originally disclosed by companies (such as ESG metrics based on
company data), be entirely independent of company disclosures, or contain a mixture of both.

Financial versus non-financial information is a common categorisation of disclosures, and an
important one in terms of the current regulations. Financial information reported by companies is
strictly governed under the regulations and has a common set of standards - to the extent that
financial statements between companies have also identical formats and information reported.®
Financial disclosure is not the focus of this research, but the decisions that NFI informs are rarely
independent from financial information and disclosures, and as such the value of NFI cannot be
properly understood without also considering its relationship to financial information.

Figure 2.2 provides a simple representation of the types of company information that can be
available to investors. This diagram illustrates the difficulty in distinguishing the value of NFR versus
the value of NFI. While there will be a lot of information available outside of the strategic and
directors’ reports required by regulations, other non-financial information that is available on a
company may change in quality or quantity due to the reports a company produces. For example,
third party ratings and consultancy reports are likely to depend on the information produced via NFR.

2% Financial disclosures are overseen by the Financial Conduct Authority (FCA) and Financial Reporting Council (FRC) within
the UK. They are also regulated under the Companies Act (2006).
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Company information

Disclosures issued by the firm, but also other relevant information - such as industry news, general economic information, etc.

7
Financial information
Includes anything relating to a firm's
L financial performance and assets

Non-financial information
Any information about the firm
not included in “financial information” y

Financial
disclosures

Any financial
reporting required
of companies by
law or regulation.

Includes:

- Income statements
- Profit and loss
statements

- Assel sheels

Equity
information

Financial information
available through
investment markets.

Includes:

- Share price(s)

- Stock / equity
performance data such as
P/E ratios

- Dividend yield rates

- Total market
capitalisation

Investor
requests for
financial
information

Financial
information
obtained directly
as a result of
investor
information
requests (either
publicly or
privately to those
firms).

Combined
measures
and metrics

metrics with
combine financial
and non-financial
information.

Includes:

- Firm debt ratings

- Many third-party

combined measure
and metrics

Investor
requests for

non-fianancial

information

those firms).

Other

non-financial

disclosures

Any disclosures
made that do not
relate to direct
requirements.

Includes:

g ases
‘'oluntary

disclosures

- Sustainability

reports

Non-fi ial
reporting

Any non-financial
reporting required of
companies by law or
regulation.

Includes:

- Strategic reports

- Non-financial sections
of integrated reports

- Sustainability reports

- Certain statements
(such as modern slavery
statements)

Other available information -
Any other information used in assessing an investment, such as market reports and economic forecasts.

Figure 2.2: Overview of the types of company information available to investors.
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2.2.1 Comparison of non-financial disclosures

There are broad similarities in the scope and content of NFR produced by companies in the UK -
especially for very large, listed companies - as would be expected from the regulations that govern
those reports. The detail, however, can vary widely from company to company. These similarities and
differences are illustrated in Table 2.2, which summarises and compares NFI disclosures from three
large companies: Mondi Group, Unilever, and Shell (see Appendix 2 for further detail on disclosures).
All three companies are listed FTSE100 companies on the London Stock Exchange, and all provide
large amounts of information within their NFR, but with different focuses, measures, and metrics
used throughout. The main similarities between these reports include:

« All three are structured with a strategic, governance, and financial statement section within an
integrated report;

« All'three begin with a chair's message, include a breakdown of risks and their mitigation, and an
explicit s172 statement;

« Allthree have information on their plan to transition to low carbon operations (as per TCFD), and

« All three begin with summaries that cover a selection of the information that is covered within
the report.

Table 2.2: Broad overview of non-financial disclosure content from case studies of large (as
defined by the Companies Act, 2006), listed companies.

Theme or aspect |Mondi Group (2023)%® Unilever (2023)¥ Shell PLC (2023)%®
Format of overall ~ |256-page integrated annual 226-page integrated annual 388-page integrated annual
reporting report report report
. . Pages 12-83 of the integrated Pages 2-76 of the integrated Pages 2-131 of the integrated
Strategic reporting
annual report annual report annual report
17 principal risks in five 14 principal risks reported along |27 principal risks in four
categories (pandemic, strategic, |with potential impacts and categories (strategic,
. . financial, operational, and mitigation actions operational, conduct and
Risk reporting . .
compliance) reported along with culture, and other) reported
potential impacts and mitigation along with potential impacts and
actions mitigation actions
Stakeholder engagement is Stakeholder engagement is Stakeholder engagement is
described across employees, described across shareholders, |described both across
Section 172 customers, suppliers and employees, consumers, stakeholder categories, but also
statement contractors, communities, customers, suppliers and across topics, such as strategic
investors, and partner and business partners, and planet  |updates, financial strength,
industry associations. and society. operation plan, and investment.
Assurance Independent Assurance by ERM |Independent Assurance by PWC |Organisation within Shell (SIAI)
Examples include: Examples include: Examples include:
* Sustainable development * “Planet and Society Hub" on |* Public response to CDP
Other disclosures report their website information request
* GRI & SASB Index 2022 report * Energy Transition Progress
Report

26 Mondi group integrated report available at: https://www.mondigroup.com/en/investors/results-and-reports/
27 Unilever integrated report available at: https://www.unilever.com/investors/annual-report-and-accounts/

28 Shell integrated report available at: https://reports.shell.com/annual-report/2023/
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2.2.2 Structure of non-financial disclosures

As noted in Section 2.2.1 there are common organisational structures and themes within NFR -
espedcially within the strategic reports. One common structure is using ESG to comment on different
areas of company performance - for example, the Unilever (2022) integrated report contains an “Our
People and Culture” section, a “Planet and Society” section, and a “Governance Report”.

Another common feature, which may be paired with ESG framings, is a risk and opportunities
framing. Risks are a common theme and necessary area of reporting for strategic reports, and hence
is a clear way to present different aspects of the companies’ performance when paired with current
performance and future opportunities. Note that companies may use elements of each structure
throughout their overall report.

ESG framing

Eunomia (2020) (as reported in the BEIS NFR Post Implementation Review (2022)) reviewed the NFR
topics that tend to be featured under the broad themes of environment, social, and governance
(adapted in Table 2.3):

Table 2.3: Reporting topics organised by environment, social, and governance themes

ESG area Specific topics
e Greenhouse gas emissions
»  Resource usage
. » Waste
Environment .
e  (Climate change measures
Pollution
Biodiversity
e  Diversity
Social e« Health ar.1d safety
e Human rights
e  Stakeholder engagement
e  Board and staff remuneration
« Employee data (retention, development, turnover, etc.)
Governance . .
e  Procurement policy / supply chain management
e Anti-corruption and anti-bribery

The ESG structure provides one potential framing for reporting that can meet the regulatory
requirements for the directors and strategic reports. ESG can also goes beyond those requirements,
depending on the themes and the detail of those themes that is being reported. Regulatory
requirements themselves are also often non-specific and subject to interpretation.

How information is presented in strategic reports

The three strategic reports included in Table 2.2 rely on descriptive and narrative information in
order to describe the companies’ risks, aims, and strategies. Unlike financial accounts with
comparable structures, strategic reports tend not to have a common structure so that the same type
of information, such as GHG emissions data, will appear in different parts of a report. The result is
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that specific information can be difficult to find. This may be due, at least in part, to the information
that strategic reports convey. For example, risks and opportunities can be difficult to quantify, in
which case a narrative approach may indeed be more appropriate.

Assurance and verification

Currently, there is no requirement for company NFR to be externally audited (BEIS, 2022). As the NFR
case studies show (Table 2.2) both internal and external reviews are presented. Indeed, the evidence
from the PIR (ibid.) indicates this is a major factor for the level of trust given to an NFR by users of
that information. Eighty percent of respondents in the Eunomia Investor Survey (2020) indicated that
external assurance would be helpful in improving trust in the information. This is one reason why
many companies (including those in Table 2.2) report working closely with NGOs on their ESG
strategy and participating in voluntary industry initiatives aimed at improving best practice. Selected
examples include RE100?° (businesses with commitments to renewable energy use), Roundtable on
Sustainable Palm Oil*® (aims to implement global standards on certified sustainable palm oil), and
the Forest Stewardship Council®' (provides sustainability labels and standards for forest products).

22 More information: https://www.there100.org/

3 More information: https://rspo.org/

! More information: https://fsc.org/en
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3. Demand for non-financial information

Many different stakeholders - representatives of the company, investors, employees, and wider
society - have motivations for engaging with and using the NFI that companies disclose. Among
these, investors are a key group of potential users and beneficiaries, as their use of NFI in
investment decisions can allow them to better align those actions to their set of preferences and
aims. Three research methods were used to explore how investors think about, use, and benefit
from NFI: a literature review, a user survey, and a series of one-to-one in-depth interviews.

The literature review explored the current understanding of how various stakeholder groups
interact with NFI, and their motivations and values for that information. There is a large body of
both academic and grey literature on this topic, which generally supports the assertion that a wide
range of stakeholders may benefit from companies’ disclosure of NFI. Benefits to investors are
clear, with both the theoretical and empirical literature supporting the hypothesis that mandatory
disclosure of NFI by companies can lead to better overall decision making.

The user survey was implemented in March 2023 through the Research in Finance (RiF) panel to
gather information from private investors, institutional investors, and investor agent on their use
of NFI and NFR (total sample of 1699, with 750 private investors and 949 institutional investors and
investor agents). Results from the survey give perspective on the current rate of use and attitudes
towards NFR, which is used to shape the future research. In particular, it demonstrates the scale
of the use of NFR, which is widespread, and also that asset managers and institutional investors
are most likely to engage with NFR.

The in-depth interviews were conducted with a total of 25 investors (21 professional investors
across a range of roles and 4 private investors). The interviews provided insights on: (i) how NFI is
often used in a re-packaged form by investors; (ii) how information flows between user groups; (iii)
attitudes on current NFR and preferences for future changes; and (iv) the overall perception of the
value NFI has to investors.

A key set of insights are summarised from these three methods, structured around defining the
good (NFI), the beneficiaries of NFI, and the use and preferences for NFI. The insights were used
to develop the valuation framework and approaches for the quantitative Phase 3 of this research
in Section 4.

3.1 Overview of NFl users and their uses

A basic proposition from the PIR (BEIS, 2022) is that different stakeholders will have different
motivations for their use of NFR (or NFI) (Table 3.1). As such, different stakeholders’ preferences for
the content of those reports will also be expected to vary in terms of the themes, specific metrics,
assurance, etc. that are included. For example, investors are likely to use the information from NFR
to develop actionable information (knowledge, in “value of information” terms) that will inform their
choices over some set of investment(s). Therefore, investors would be expected to prefer information

that helps them better assess the expected value of investment - such as information on risks and
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opportunities. CSOs, on the other hand, might use NFI to compare company performance on social
outcomes and influence those that have worse performance to improve. They could be expected to
prefer information on companies’' comparative social impacts. It is also possible that the demand for
disclosure information may significantly overlap between groups, and indeed the evidence review
(Section 3.1.1 to 3.1.5) often finds similarities across user groups.

Table 3.1: Users and their uses for NFR (or NFl) (adapted from BEIS, 2022)

User (stakeholder) group Motivations for using NFR or NFI

« Managing and communicating risk

e  Seftting and communicating strategy

« Managing brand or corporate reputation
«  Engaging their workforce

Companies creating NFR?

« Informing investment decisions

« Engagement with companies

« Meeting regulations (including their own reporting
requirement)

Institutional investors and asset managers

« Informing investment decisions

Retail investors . .
Engagement with companies

Employees and potential employees « Informing decisions about who they work for
Wider group of civil society organisations (CSOs: e.g., e  Reviewing or influencing corporate policy and/or
NGOs and think tanks) strategy

Table notes: (a) - companies that create NFR are suppliers but can also “use” their own NFR for a variety of motivations. See section 3.1.1 for
more information

3.1.1 Companies’ use of disclosures

Broadly, there are two ways in which companies can be users and beneficiaries of the NFI that they
themselves compile and disclose: external communication and internal monitoring. Osmanagic
Bedenik and BariSi¢ (2019) further expand on these “internal” benefits of disclosure:

1) “Increased understanding of risks and opportunities;

2) Emphasizing the link between financial and nonfinancial performance;

3) Influencing long-term management strategy and policy, and business plans;

4) Streamlining processes, reducing costs and improving efficiency

5) Benchmarking and assessing sustainability performance with respect to laws, norms, codes,
performance standards, and voluntary initiatives;

6) Avoiding being implicated in publicized environmental, social, and governance failures; and

7) Comparing performance internally, and between organizations and sectors.” (quote list from
Osmanagic Bedenik and Barisic (2019) section 3.1).

These points are mirrored in the summary of a survey conducted by PwC (2019) on behalf of BEIS. In
that research, 60% of the surveyed firms (n=129)*? noted that disclosing NFI had benefited their

32 The sample of 129 companies had revenues ranging from £10 billion+ (12%) to less than £100 million (25%), and tens of
thousands of employees (17%) to less than 500 (24%).
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company, with 39% believing that these benefits will increase over time, and 43% stating that they
believe current or prospective investors use non-financial information to make decisions. A few key
themes in terms of the information communicated and its benefits were brought out in that research
by PwC (ibid.): (i) improved articulation of strategy and purpose; (ii) reduced costs of borrowing and
improved securities performance; (iii) attracting and maintaining workforce; and (iv) managing
reputation.

By disclosing information, companies have an avenue through which they can communicate various
aspects of their performance, including areas in which they excel, comparative advantages they may
have, and risks they may be addressing (PwC, 2021b). The potential audience for this includes
investors, but also regulators, consumers, and wider civil society organisations (such as NGOs and
think tanks). In this context, companies could be motivated to only disclose that NFI which is
favourable to the company (sometimes referred to as “greenwashing”, such as in Lyon and Maxwell,
2011), which points to one way in which regulated disclosure may differ from unregulated disclosure.
Cost of capital is one way in which this benefit of external communication can be measured. A FRC
literature review (2020) comes to mixed conclusions on the relationship between the cost of capital
and reporting - sometimes finding conflicting findings even within the same country (Zhou et al.,
2017 and Barth et al., 2017, both in the context of South Africa). However, theoretical literature
strongly supports a link between reporting and lower capital costs (Bertomeu and Cheynel, 2016),
and the bulk of the empirical evidence appears to at least weakly support the same conclusion
(Michelon et. al., 2020).

Companies may also use the process of developing NFI for disclosure as an internal means to
monitoring their performance. For example, the process of ensuring compliance with the disclosure
regulations, responding to investor requests for information, and meeting any voluntary NFI
initiatives may lead to better information being available within the company for strategy setting and
decision making.>* More widely NFI may enable comparison and benchmarking against industry
group peers to develop or maintain some competitive advantage. Action on these kinds of
benchmarks could lead to improvements in overall performance, both in financial and non-financial
terms - but only if the information being gathered and reported is material.34

Previous research also indicated that companies providing NFR believed that stakeholders were
using that information (around 60% of interviewed companies; PwC on behalf of BEIS, 2019, pg. 43),
with an even higher percentage of listed companies taking that view. Most companies also indicated
that their NFR disclosures had made them more attractive to investors (ibid), a finding that broadly
aligns with the current logic model underpinning non-financial reporting requirements (BEIS, 2022).

These two potential benefits are balanced against the costs of generating and disclosing NFR. As
highlighted by the Quoted Companies Alliance (2023), annual reports have expanded in recent years
- and company managers often see the requirements as confusing and costly. A specific analysis of

3 This is in effect the cliched quote “what gets measured gets managed.”

3 What is material may differ based on the underlying preferences and aims of the management and stakeholders of a
company. There is not a singular set of information that is material for all groups, as alluded to by the different
motivations in Table 3.1.
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the costs of reporting are outside of the scope of this report, but it is clear there are opportunity costs
to reporting, and that companies would not have net benefits if the costs outweigh the benefits.

In a recent reply to a DBT call for evidence, UK Finance (2023) outlined some of these costs and the
underlying reasons their members believe those costs are disproportionate to the benefits:

« Reporting regulations are “fragmented and complex” - requiring companies to be familiar with
and comply with several codes, standards, and laws. Some of these are out of date, leading to
disclosures that are “largely obsolete”.

« Non-financial disclosure is a more recent area of reporting than financial disclosure, and hence
companies cannot be expected to meet similar standards.

« NFR regulations do not directly align with investor needs for information, and hence
companies may incur both the costs of reporting and the costs of addressing investor
information requests.

« The burden can be especially high for small companies, or companies that have just achieved
one of the reporting thresholds.

UK Finance (2023) still supports non-financial reporting regulation, in particular those that would lead
to harmonisation and streamlining of the reporting requirements (such as ISSB):

“As both a preparer and user of sustainability reports, the financial services sector supports
disclosure of sustainability-related risks, impacts and transition plans by firms, because this is
critical to measuring exposure across lending and investing portfolios. For these disclosures to

be meaningful, data needs to be consistent and comparable.” (ibid, pg. 2)

3.1.2 Investors

The demand by investors for NFI does have a solid foundation within the theoretical and empirical
literature. As seen in the value of information literature, any information that could be expected to
lead to a better assessment of return should be used if the improvement in expected return
outweighs the opportunity cost (see Box 1.3). The relationship holds in the empirical literature where
analysts’ forecast accuracy is positively associated with NFR quality (Michelon et. al., 2020). Further,
non-financial disclosures have been observed to impact equity prices and shocks to those prices
(ibid.) - specifically in relation to the disclosure of information on greenhouse gas (GHG) emissions
(Liesen et al., 2017) and ESG performance (Grewal et al., 2019).

Investor demand for ESG information is also currently increasing (Eunomia on behalf of BEIS, 2020).
One of the main drivers for investors’ use of NFR is understood to be the analysis of related risks and
expected returns. Based on survey data from 2017, Amel-Zadeh and Serafeim (2018) find four main
uses for ESG information by investors: predicting investment performance; meeting client demands;
overall product strategy; and ethical considerations. As seen in a more recent investor survey (i.e.
PwC on behalf of BEIS, 2021), while there is variation in how much investors use this information, the
main motivations remain largely the same.
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The general understanding is that investors will have access to NFI in some form when making
investment decisions, but the extent to which they directly “consume” NFR can vary. Based on a
sample of investor interviews, around half of retail investors (n=504) had read about the non-financial
performance of companies they were looking to invest in (Eunomia on behalf of BEIS, 2020). Those
interviewed identified four key drivers of their use of NFI: (i) changing attitudes of society; (ii)
increasing environmental pressures on businesses; (iii) growing interest in ethical investments; and
(iv) increasing risks to company reputation from poor non-financial performance.

As seen inthe case studies (Section 2.2.1), a major framing of NFl is through risk: risk to the reputation
of a company on social issues; risk from environmental impacts; or risk due to the governance
structure of a company. Investors are interested in these types of risks (Amel-Zadeh and Serafeim,
2018: PwC on behalf of BEIS, 2019; Eunomia on behalf of BEIS, 2020). Amel-Zadeh and Serafeim (ibid.)
note that integration of risk can be accomplished through valuation model integration, negative
screening (omitting a company from consideration based on poor performance), and positive
screening (selecting companies based on good performance compared to their peers).

Institutional investors are also understood to be increasingly using NFR to create and market their
own investment products based around ESG performance which retail investors are increasingly
demanding. Within the EU, investments carrying certain labels are required to report on ESG
performance (Sustainable Finance Disclosure Regulation, Articles 8 and 9), and the FCA has similar
standards in the UK (FCA, 2023). These requirements are currently increasing, and demand for these
types of funds is also increasing and - it currently sits at around 5% of all AUM for asset managers in
the UK (Investment Association ,2022).

Finally, many investors are also encouraging companies to embed ESG concepts directly into their
management and strategy®> (PwC, 2022), or even moving to ESG integration (CFA Institute and PRI,
2018)%5. In the case on investment funds, this might involve using ESG information to balance
portfolios and engaging in “active ownership”, which uses voting rights to influence ESG outcomes
(Amel-Zadeh and Serafeim, 2018).

Those acting on the behalf of investors and firms that create investment products are also subject to
increasing regulation on ESG topics and claims. The FCA is currently consulting on sustainable
disclosure requirements®”, and the EU has regulatory technical standards in the form of the
Sustainable Finance Disclosures Regulation (SFDR).?® This includes the regulation of all funds from
the “do no significant harm” criteria, as well as mandatory reporting to accompany funds that
advertise ESG performance (Articles 8 and 9 of the SFDR). Due to these requirements (existing or
forthcoming) many investors such as EU banks, venture capital funds, and other financial market
participants will be required to verify aspects of the NFI of the securities they include within
investment products.

35 85% of a sample of 80.
3 ESG integration is a process of incorporating ESG aims and ESG data throughout organisational processes.
37 hitps:/www.fca.org.uk/publications/con ation-papers/cp22-20- ainability-disclo e-requirements-
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3.1.3 Employees

There are conflicting views on the link between company NFI and employee perceptions. The PIR
(2022) presents several clear pathways that connect NFR and worker views on the reputation of the
company. This view, however, is contested. Axjonow et al. (2018) finds no link between company NFI
and ‘non-professional’ stakeholders’ perceptions of those firms, indicating that those views are
developed based on other evidence. On the other hand, Eunomia on behalf of BEIS (2020) finds that
given a choice in which working at a company with good ESG performance is paired with equal pay,
almost all prospective employees would choose that option, but when trade-offs are involved, ESG
performance appears to be less important. Eunomia (2020) does not account for how those
prospective employees learn about the ESG performance, however. To that end, interviews
conducted by Eunomia (ibid.) indicate that around 25% of potential and current employees have read
the NFR or ESG reports of their respective firms. Younger respondents were particularly likely to have
read these reports. Therefore, in a competitive labour market, this could be a key area of
differentiation.

3.1.4 Wider stakeholders

Eunomia and BEIS (2020) identify wider civil society organisation stakeholders such as NGOs and
think tanks as further beneficiaries of NFR. Many large companies and organisations have joined
networks with specific ESG aims, such as the Ellen Macarthur Foundation®® which promotes circular
economy, or the Roundtable on Sustainable Palm Oil*® which aims to implement sustainability
standards on palm oil production. These organisations, as part of their mission, typically verify some
of the ESG metrics of their member companies, certify certain activities as being aligned to a set of
goals, and publish information.

Other examples of third-party organisations are ESG certification groups, such as B-Corp*'. The
disclosures prepared for these organisations go beyond the NFR requirements* in most cases, and
the certifications these organisations offer are usually based on a specific set of ESG aims. Most
companies that acquire these certifications advertise them, using the certification logos in marketing
materials or packaging (such as Ben and Jerry's, Lily's Kitchen, or Tony’s Chocolonely).

3.2 User survey on NFI - investors

The NFI user survey which was implemented in March 2023 through the RiF panel to gather
information from the investment sector on their uses of NFl and NFR. The survey was also used to
gain insight on the composition of the panel to better understand the sample frame that could be
provided for further quantitative research in Phase 3. Results from the user survey informed the
design of the research materials for the qualitative interviews carried out in Phase 2 (see Section 3.3).

** https:/ellenmacarthurfoundation.org/network/who-is-in-the-network

40 https://rspo.org/

41 https://www.bcorporation.net/en-us/

#2 While the documentation and certification process to obtain B-Corp status is not always made public, certification
requires that companies submit information to be scored across five areas: governance, workers, environment,
community, and customers. Over 200 questions are asked of the company requiring specific responses.
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3.2.1 Scope and aims

The aim of the survey was to refine the understanding of the user population for NFR amongst
investors - especially those that could be sourced from the RIF panel. The prior expectation was that
the user population would comprise of those responsible for analysing companies to assess their
inclusion in funds and trusts and associated due diligence, i.e. fund managers, research analysts,
investment consultants, portfolio managers, discretionary fund managers, and private investors. The
survey was also designed to capture wider uses of NFI by those sampled, such as informing company
engagement and dialogue, shareholder voting and/or resolutions.

3.2.2 Survey content

The survey design started with a long list of questions based on three primary areas of inquiry: who
the respondent was and what their organisation does; whether the respondent uses NFR or NFI; and
how the respondent uses that information. The long list of questions was then reduced to 10
questions for professional investors and 11 questions for private investors as summarised in Table

3.2. The full survey scripts are provided in Appendix 3 for reference.

Table 3.2: Summary of the NFR user surveys (further detail in Appendix 3)

Topic area

Professional investors (agents) survey

Private investor survey

The role of the

What is your job title and role within your
organisation?

Which best describes your current
employment situation?

Which of the following does your role
include?

Through which method(s) have you
purchased investments?

How long have you been in this role?

How involved do you get in the decision-
making process with your financial adviser /

respondent
P planner / wealth manager?
Which of the following best describes the Do you analyse or review individual
industry/ sector in which your firm operates? | companies?
- What is the total amount of money you have
to invest?
What is your level of involvement in What kind of company reports /
analysing companies for potential information, if any, do you tend to review
investment or offering research/ when you assess companies for potential
recommendations to other investors? investment?
Uses of NFR What kind of company reports, information How much time do you think you spend

or data do you tend to review in your role as
described above?

reviewing non-financial reports and
information?

How much time do you think you spend
reviewing non-financial reports and
information?

Which of these non-financial reports and
information do you spend the most time
with?

Follow-ups and
demographic
questions

What is your gender?

What is your gender?

In what year were you born?

In what year were you born?

Where is your office located?
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3.2.3 Sampling

The survey was implemented through the RiF panel, which contains a mixture of professional and
private investors from across the UK and Europe. Recruitment specifically targeted UK-based
panellists with sampling quotas for the size of the professional and the private investor segments.
The survey was initially launched as a pilot, which collected responses from 106 investor agents and
43 private investors. The subsequent full launch of the survey included some minor changes to the
wording of questions as well response options. The final sample included 949 investor agents and
750 private investors, totalling 1,699 investors overall.

3.2.4 Results

The topline summary statistics for the survey responses are provided in Appendix 4. Selected results
and analysis are presented here. The demographic profile of respondents is shown in Table 3.3.

Table 3.3: Demographic profiles of professional and private investor samples

Institutional investors . ,
Demographic characteristic and investor agents Prlva(:‘e: ;;:}stors
(n =949)
Male 78% (62% in ASHE) 83%
Gender Female 20% (38% in ASHE) 17%
Prefer not to say 2% 0%
Before 1950 1% (not comparable) 17%
1950-1959 6% (not comparable) 29%
1960-1969 18% (not comparable) 23%
Year of birth 1970-1979 27% (not comparable) 14%
1980-1989 24% (not comparable) 11%
1990-1999 23% (34% in ASHE) 6%
2000+ 1% (14% in ASHE) 0%
North East 3% 4%
North West 9% 9%
East Midlands 6% 6%
West Midlands 8% 6%
Region Yorkshire and the Humber 7% 6%
East of England 5% 8%
London 26% 22%
South West 11% 10%
South East 13% 18%

Table note: ASHE: Annual Survey of Hours and Earnings is an annual survey of around 300,000 using the information
from the HMRC PAYE records. The information used to estimate overall employment and earnings by role and sector.
The data can be searched to look for specific trends, but this level of granular data is not publicly available. This project
made several data requests in order to obtain comparable data.
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For both the professional and private samples, the majority of respondents were male (78% of
professional, 83% of private), and the largest proportion of respondents were also based in London
or the South East (39% of professional, 40% of private). For private investors, most of the sample
(69%) was over the age of 50, and for investor agents the majority was under 50 (74%). The sample
of professional investors is in line with ASHE data for similar roles, even though the sample trends
towards higher percentage of male respondents and a higher percentage of older respondents
(ASHE, 2022, specific data request). Comparative data for the private investor segment is not broadly
available. Another survey on retail (private) investors (Eunomia, 2020) had similar trends for age, a
more even distribution between men and women, but did not ask for questions on location. The RiF
panel has a higher proportion of wealthy individuals compared with the overall UK population, as
can be seen in comparisons against UK wealth data (see sample profile - household investors for
further discussion).

Sample profile - investor agents

The breakdown of the investor agent sample by sector is shown in Figure 3.1. The retail sector
includes roles such as independent financial advisors, paraplanners, and wealth managers. The
institutional sector contains trustees and pension fund managers. The asset management sector
includes fund managers, portfolio managers, and fund of funds managers.

The majority of respondents worked in the retail investing sector (75%), with fewer employed in
institutional investment or asset management (14% and 9%, respectively). This broadly aligns with
other surveys and statistics (ASHE, 2023) on investor agents, which indicate that around 72% of those
working in investing are in the retail sector, 22% in the institutional sector, and 6% in the asset
management sector (ASHE, 2022, specific data request).

Retail investing sector I /5%
Institutional investing sector I 14%
Asset management sector [ 9%
Other investing sector W 2%

Figure 3.1: Investor agent sample by general sector of employment (n=949)

Research I (50

Analysis I 6 1%
Investment NN 500

Portfolio construction I 56,06

Advising . 549

Reporting I 400

Valuation I (%)
Stewardship IE— 12%

Other mEEE 6%

Figure 3.2: Investor agent sample by aspects of role description (n=949)
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Within the sample, most respondents were involved in research and analysis as a part of their role
(65% and 61% respectively; Figure 3.2). Respondents also often indicated that they were involved in
investment, portfolio construction, and/or advising (59%, 56%, and 54%, respectively). Less than 1%
of professional respondents did none of these activities. This aligns to a high proportion (77%)
indicating they have at least some involvements in offering research or recommendations to other
investors (Figure 3.3).

Frequentinvolvement I, <296
Occasional involvement | -5
No involvement I 4%

Figure 3.3: Investor agent responses for involvement in offering research or
recommendations to other investors (n=949)

Sample profile - household investors

A high percentage (42%, n=750) of respondents from the private investor sample were retired
(Figure 3.4) and have a large amount of money to invest (72% over £100k; Figure 3.5). Most private
investors also stated that they analyse individual companies at least occasionally (80%, Figure 3.6),
and a majority of investors responded that at least some of their portfolio is invested directly in
specific companies, as opposed to only investing in pooled investments (such as mutual funds;
Figure 3.7). Finally, when asked how they purchase investments, most respondents indicate that
they use an online platform or fund supermarket (84%; Figure 3.8). Of those that use a financial
advisor, responses were varied as to the level of involvement in investment decisions (Figure 3.9).

Retired I 42 %
Full-time (more than 30 hours per week) IG5 300
Part-time (15-30 hours per week) I 3%
Semi-retired | 7%
Not currently employed W 2%
Casual job (less than 15 hours per week) B 1%
Home maker W 1%
Full-time student | (%

Figure 3.4: Private investor sample by employment status (n=750)
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More than £1 million NG 1 /%
£500,000 - £1 million NG 1 3%
£250,000 - £500,000 I 1 9%
£100,000 - £250,000 | 1996
£50,000-£100,000 GGG 0%

£25,000 - £50,000 NN 200

£10,000- £25,000 NN 500

Less than £10,000 I 5%

Figure 3.5: Private investors sample - amount of money to invest (outside of main
property) (n=750)

ves, frequently | 3%
Yes, occasionally - |, 5%

No, | do not analyse/ review individual companies || N NN NI 20%

Figure 3.6: Private investors sample - frequency of analysis and/or review of individual
companies (n=750)

Yes, I invest in companies directly - |, /%

No, | only invest in pooled investments / investment
funds

I 55%

Not applicable | 1%
Figure 3.7: Private investors sample - direct investment in companies (n=750)
Through an online platform/fund supermarket (eg _ 4%
Hargreaves Lansdown)
Direct from an asset management firm (eg Invesco, _ 2506

M&G)

Through a financial adviser/planner/wealth manager || N 24%

Through an online investment service (example robo _ 19%
advice, digital wealth service, simplified online advice...

Through my bank/building society || 18%

Through my employer [ 14%

Other (please specify): [J] 5%

Figure 3'8: Private investors sample - methods of investing (n=750, multiple responses
allowed)
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| only go back to my adviser every now and then for a _ 39%
“health check” or if | have a specific reason
| take advice from my adviser but make transactions _ 21%
myself
| consult with my adviser on appropriate funds before _ 34%
they action the purchase on my behalf
| defer decisions to my adviser entirely - 6%

Figure c?.9: Private investors sample - use of financial advisors (n=750, multiple responses
allowed)

Uses of non-financial information or reporting

The total time spent with NFR by investor type is profiled in Figure 3.10 across all 1,699 respondents.
The results suggest that those in the retail space - both professionals and private individuals - are
overall less likely to use NFI. The use of NFI by asset management and the institutional investing
sector varies by individual and by role, with the average use being around two hours per week for
the institutional sector and three hours per week for asset management sector. For private investors,
there was no observed correlation between the amount of time spent with NFR and the amount a
respondent had to invest (see Appendix 4).

Institutional agents (n = 129) 31%
Asset managers (n = 90) 40%
Retail agents (n=711) 31%
Household investors (n = 750) 32% 32%
0% 20% 40% 60% 80% 100%
W More than 10 hours per week W 7-10 hours per week M 4-6 hours per week
M 1-3 hours per week Less than 1 hour per week H None

Figure 3.10: Time spent with NFI by investor type. (Note - private investors were asked a
qualitative version of this question, which has béen translated. See Appendix 4 for the summary
statistics).

Of the information available, investor agents responded that they review 3 party market analysis
reports and company financial reports and statements most frequently. In contrast, private investors
were most likely to respond that they review company financial reports as well as news and media
stories (Figure 3.11). Overall, it is evident that both professional and private investors consider a wide
range of information, but that the review of NFR - the strategic and directors’ reports required by the
regulations - is comparatively uncommon (30-42% of individuals, depending on segment). However,
NFR is likely to feature as an input to some of the more widely used information reviewed, so their
importance may be understated by this finding.
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. 66%
Company financial reports and statements 49%
6%
56%
. 55%
e partymerietsnelys reports 1
70%
. . L 61%
Media and news articles about a company or its industry 29%
52%
: ] 51%
Regulatory news announcements (e.g. profit warning) 36%
56%
40%
; . . 320
Reports from rating agencies on financial factors - 50%
42%
; . . . 36%
Analyst reports and ratings from investment banks and financial - 40%
institutions
60%
Strategic report, Directors’ report and corporate governance T 42%
statements 47%
51%
. 37%
Company press releases about non-financial factors 23%
48%
. . 30%
Reports prepared by analysts and advisors that include non- 25%
financial factors
57%
25%
g 189
Sustainability and/or CSR reports 30% 3%
38%
25%
Industry research reports on ESG and non-financial factors 34% o

42%
24%
. 23%

Prospectuses and circulars 24%
33%
- _nAE . . . . 23%
Sustainability rating agency reports that include non-financial 39%
factors
39%

Responses to questionnaires and data requests for NFls

”
[7%)
£
#
B
P
&

13%
. . . 16%

Other information (please specify) r%
11%

10%

. - - . T lmﬁ

None of the above — I do not review any information on individual B

companies 11%

All respondents (n=1,699) M Private investors (n=750) M Retail investors (n=711)

M Institutional investor (n=129) M Asset management (n=90)

Figure 3.11: Reports, information, and other data reviewed by each investor sample
segment
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3.3 Investor interviews

The investor interviews were carried out between April and June 2023 during the qualitative research
phase. The interviews were conducted by RiF through their panel to gather insights on how private
investors and professional investors (including those working in retail investing, asset management,
institutional investing, and consulting) perceive, use, and value NFl and NFR.

3.3.1 Scope and aims

The purpose of the qualitative research was to explore in more depth how NFI is used by different
groups within investing (e.g., asset managers, institutional agents, retail investing agents, household
investors), what their preferences for that information are, and what informs their values for that
information. This included probing how NFR is used in several common investment activities, such
as: (i) general research and analysis on investments; (ii) engagement with companies; (iii) shareholder
voting; (iv) decisions to invest or divest in specific companies; (v) decisions about lending or
purchasing debt instruments; and (vi) balancing portfolios of investments.

The findings from these interviews help form a view on the target population(s) for Phase 3, the
potential framings that can be used to elicit the value of NFR to investors, and if and how NFR and
NFI can be characterised in terms of attributes for a valuation scenario (i.e., the level of assurance or
number of companies required to report). More generally the findings help interpretation of
subsequent research results, including added depth on the context and motivation for preferences
observed by investors.

3.3.2 Methodology and implementation

Sample

The qualitative research consisted of 25 one-to-one interviews, lasting a maximum of 40 minutes
in length. The sample consisted of:

« Four private investors;
« Three professionals working in retail investing markets (IFAs or DFMs);
« Seven professionals working in asset management;

« FEight professionals working in institutional investing, consisting of three trustees, two
investment consultants, one head of stewardship, one fund director and one pension
director.

« Three professionals working at firms offering secondary market ESG and NFR analysis
(commercial providers such as MSCI or ISS ESG).

The main emphasis of the sampling was to reflect views from institutional investors and asset
managers, who were identified as the groups most likely to engage with NFR directly from the
literature review and users survey (Section 3.2). Other user types such as private investors, retail
investor agents, and consultants were also included to explore other potential avenues of value of
NFR that might be considered in the next phase of research.
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To ensure that the sample was comprised of participants that could speak knowledgably on NFI, NFR,
as well as on behalf of their firms, the individuals included in the sample were screened to meet the
following criteria: (i) influence asset management or investing decisions (if applicable); (ii) spend some
of their average week using NFR, ESG, or other NFI related outputs (minimum of 1 hour); (iii) have at
least 4-5 years of experience in their role; (iv) willing to provide insight about the types of information
they review and the types of decisions it influences; and (v) willing to speak about time and resources
devoted to certain tasks, including questions on spending.

Some of the points above were not achievable for every interviewee, so case-by-case decisions were
made during recruitment to meet the overall sample quotas - especially for the recruitment of
institutional investors and asset managers.*

Interview guide

A version of the full interview guide can be found in Appendix 5.

3.3.3 Key findings

Overall, the interviews confirmed - subject to the limited sample size - that the three primary user
groups that directly interact with NFR on a consistent basis are asset managers, investment
consultants (including ESG data/research providers), and a subset of private investors that make their
own primary investing decisions. Headline findings from the interviews included:

« Investors and their agents were usually able to describe how they use non-financial
information (and often framed these in terms of ESG concepts), even if they were unfamiliar
with NFR.

« Non-financial reports were perceived as often long, complicated documents, that are very
labour intensive to review, especially if that review is occurring across numerous
companies/investment opportunities.

« Non-finandial information is combined with financial information (as expected) and
compared across investments to aid in decision making.

« Aninvestor or investor agents’ demand for non-financial and financial information depends
on the type of decisions they make (such as the choice of individual companies to invest in,
choice of fund to invest in, or choice of firm to invest with).

The topline summaries from each interview can be found in Appendix 6.

Financial and non-financial information

NFR and NFI were widely regarded as covering ‘softer’ elements including ‘people’ information such
as the details on fund managers, teams, experience and philosophy, as well as consideration of ESG
issues and positions. This contrasts with financial measures, which are viewed as being

“* Note that due to the logistical challenges of achieving the sample for each type of role, no quotas were used to control
for a%e, gender, or income. This is not expected to have a large influence on the results and findings reported here, which
are about trends and patterns in use.
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comparatively “black and white”. NFI tends to be reported in narrative style (Section 2.2) which
reinforces this perception.

Investor demand for non-financial information

An overarching finding from the interviews was that the supply and demand of NFl is often “filtered”
as information passes from one group to another.

Generally - as indicated in Figure 3.12 - the supply of information flows downwards - from the firms
that produce NFI through their disclosures, to consultants and asset managers, down to fund
managers and trustees, and eventually on to household investors (specifically those that rely on
agents for advice or management of their portfolios).

The demand for information flows upwards. Investors may choose funds based on a set of
preferences regarding the environmental or social performance of their portfolio, which in turn
requires that the fund managers hire asset managers that can obtain that performance. To prove
that they meet those criteria, companies must therefore disclose the necessary information to those
asset managers - either via direct engagement or in the form of their annual disclosures.

Supplied Information

Businesses producing NFR/ NFI

Conducting deep

h, sit .
visits, engagement Asset Management Firms

and active voting

Institutional
Investment
Requesting Consultants

Secondary Data
Analysis Providers

information via C\‘
Request for DFM firm analysts ~
Proposals, Service / research teams

Level Agreements

and Key Performance Distilling complex

Pension Scheme D\ information to aid

MI::alcgaetmo:!/m Managers & ; decision making
i : Trustees
information IFAs amongst schemes

and intermediaries

Private
Engaged/ Investors
Sophisticated
Investors may visit
company reports,
explore ‘investor
information and

attend AGMs

Figure 3.12: Information flow for non-financial information (provided by RiF)
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Asset managers, and consultants in particular, were observed to be an influential group both in
supplying NFI to other investors and investor agents and driving the supply of NFI through
information requests and shareholder engagement. The interviews reinforce the point that the non-
financial disclosures that are made by companies are not always a response to the legal
requirements, and in fact sometimes can go far beyond those requirements (Box 3.1).

Box 3.1: Quote on voluntary reporting

“[Speaking on ESG Reports] For example, where companies are trying to be in the best place to
attract people and one of the ways to do that is by providing more information etc.”

- Asset manager (research analyst)

Complexity of company disclosures

NFR as supplied directly from companies was often considered too complex in its original format.
Those towards the bottom of the information flow (e.g. pension schemes, IFAs and private investors)
tend to require the information to be filtered and condensed by users towards the top (investment
consultants and secondary market analysis providers), in order to make it more useable and
accessible (Box 3.2).

Box 3.2: Quotes on depth, structure, and types of information in NFR

“You don’t want to be going through masses of information. You just want it straight to the point and
also the information that is relevant. If there is information that is missed off there, as an individual
investor you should just say no. If that information is not available, | need to move on and find
something else.” - Private investor

“...comparability across all of them [NFR] which helps but it could be sector specific because there
are nuances, and it is quite difficult to just have everyone doing the same reporting. Some[thing] like
TCFD works pretty well and also TNFD, the nature version...”

- Institutional Investor (brackets for clarity)

“When we screen companies for inclusions within our funds, we have negative screens and positive
screens. The negative screen is pretty obvious. Then for positive screens we are looking at six core
areas. So business ethnics, community, corporate governance, employment & labour, environment &
climate change and human rights. We are looking at non-financial information. Obviously, there is
some financial information there with the revenue alignment, Capex (Capital Expenditure) and Opex
(Operating Expenditure) but overarchingly we are looking for a holistic understanding that a
company is effectively managing their risk in these areas and we are looking for evidence of that.”

- Asset Manager (Responsible Investment Analyst)
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Environment, social, and governance information

Environmental impacts were generally viewed as easier to quantify (e.g. carbon intensity/ emissions)
than social and governance measures. However, environmental performance or impact can
sometimes be given in measures which are not well-known and/or hard to assess across companies.
Alongside this, the environment is the more widely known and more tangible element, and therefore
generally more talked about both by companies and their investors (Box 3.2). There was generally
approval of moves towards standardised formats in ESG metrics, such as TCFD and TNFD.

Preferences for future disclosures

Standardising the formatting of reports was a top priority for users of NFR, even though all
acknowledged that this would be hard to do in practice and understand the complexity of the ‘ideal’.
Indeed, few interviewees were able to suggest concrete steps towards achieving this, but the ability
to compare is desired. Assurance or verification from a third party was also a high priority, which
would increase trust and confidence in the information that was disclosed by companies.

However, despite the lack of standardised format of reporting with regard to data and metrics, the
story, narrative and commentary provided by NFR is acknowledged as valuable and powerful in
providing insight into the future pathway of a company (the ‘direction of travel’), and ultimately an
insight into a company’s likelihood of stability or profitability.

Box 3.2: Quotes on preferences for NFR

“We are looking for things that are going to be objective. It is quite easy for companies to produce
massive glossy reports, well-funded by their marketing departments but we are always looking for
what is the real story behind what they are trying to say? That is particularly the issue with the
environmental things because everybody tells you about the environmental policy and they are
doing all these things and reducing their carbon emissions and recycling and so on and so forth. It is
really important to dig behind that and see what is the impact of these things? Where are the case
Studies to support the claims that have been made? There is an incredible amount of greenwashing,
both by companies and by fund managers.” - Institutional Investor (Trustee)

“It slightly feels like people will talk about the thing that they think they are doing the best [...] A bit of
Standardisation, a one page that contained 20 metrics or something, that would be the sort of thing
really that would make life a lot easier, because at the moment everyone seems to come up with
something that their company does particularly well on the non-financial reporting and they
obviously go on about that. Then the exercise really becomes a complete waste of time for everyone.”
- Private Investor Agent (Discretionary Fund Manager)
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3.4 Discussion

The evidence review, the user survey, and investor interviews help build a picture of the demand for
and uses of NFR. The combined insights form the basis for the proposed methodological approach
for Phase 3 and next steps for the project, including alternative options for design of a valuation
survey (Section 4). The following summarises the key findings in relation to how the good to be valued
might be characterised in a valuation study and the benefits that are derived from NFR.

3.4.1 The good - non-financial information & reporting and other
company information

The “good” as posed in the central research question (Section 1.2) is NFR as it exists within the current
UK framework of regulations and reporting requirements. However, the investor interviews
combined with the existing literature (PwC, 2022; Eunomia, 2020; PwC, 2019) suggest that the good
from the investor perspective may be much broader than this.

Key finding 1: Investors and their agents make little distinction between NFI that is required
by regulation and NFI that is not. The source of information matters so far as it helps investors
judge the quality and relevance of information against a set of criteria - materiality, availability,
timeliness, comparability, and verifiability (see key finding 8 below).

Investors - specifically asset managers and institutional investors - often consider a wide set of NFl
when doing analysis, producing recommendations, or making investment decisions. Further, the
investors’ focus in analysing an investment option is on the performance and expected outcomes of
the investment. The quality, availability, and comparability of information are important as these
allow identification and comparison of a wide set of performance indicators and outcomes across
companies and investment options.

Key finding 2: Strategic and directors’ reports are often long and complicated and hence
labour intensive to use. This means that beyond an initial audience of analysts and consultants,
most in the investment sector use secondary information that is produced from the disclosures
contained in the original reports.

Most of the investors interviewed and the previous research indicate that NFR in its current form
requires teams of people to analyse and aggregate it to transform it into actionable information.
There are firms that specialise in these activities, and some investment firms are large enough to do
this in house. Many investors, however, do not read the primary NFR, but rely on analysis and
aggregation provided by others, either as a part of providing firms wider services (such as an asset
manager) or as a standalone service (such as subscribing to analysis packages).

Key finding 3: NFl is combined with financial information to create a broader set of ‘actionable
information’ or ‘knowledge’ that is used in decision making. Within the value of information
literature, this pathway is expressed at data = information = knowledge 2 decision 2 action (Glynn
et al., 2022). The types of information included in “knowledge” and the weights placed on them will
vary between individuals and firms. However, data in this framing is never used in isolation, and
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therefore comparability between information points (both within a company and between
companies) is critical to using it to generate knowledge.

Investor demand is therefore for information that will best help improve their decision making at the
least cost. The critical criterion is that the expected value of the information be greater than the
opportunity cost of using it, as they seek to maximise their investing outcomes. Most commonly, this
is financial returns within a certain set of constraints set out risk preferences and/or ethical
objectives.

An expected hierarchy of information has been observed, where financial information tends to be
considered to be more important than NFI, as it is perceived by investors to be more relevant to
understanding how an investment will perform in the future. However, investors stated that financial
information is not a perfect predictor of future performance, and therefore the risk and governance
information in NFl is valuable in decision-making.

3.4.2 The users and beneficiaries

Following from above, itis evident there is a key differentiation between the (direct) users of NFR, i.e.
those who read and interpret the strategic and directors’ reports, and the wider beneficiaries from
the provision of NFR. The benefits to investors from NFR mainly arise from better informed decisions
and engagement with companies. This does not require direct use of NFR by all beneficiaries. Much
of the information included in financial disclosures can be summarised by others and still benefit
investors that never engage with the primary documents. However, as the aims of this research are
both to understand the value of NFR and how it might be improved, the primary users are a very
important group to engage. This is where the direct experience and familiarity with NFR lies, in terms
of the content, structure and quality. Beneficiaries in contrast, are less well informed on these aspects
of NFR that stem from the regulatory framework.

Key finding 4: Investors do not have to directly interact with strategic or directors’ reports to
benefit from them. Within the investment sector, the group of regular users for NFR is small (mainly
asset managers and certain types of consultants - per key finding 1), but the outputs that they create
in the form of secondary NFI or directly actionable information (‘knowledge’) provide benefits to a
wide range of beneficiaries from fund managers using analysis reports to small private investors
buying funds. Therefore, the group of direct users of the information is much smaller than the group
of beneficiaries, and this small group of individuals are also concentrated within a relatively small
number of firms (see Box 4.1 for further details on employees within the investment sector).

Key finding 5: Consultancies and asset managers are both beneficiaries (consumers) and
suppliers of NFI. The information required by investors influences the types of NFI that
consultancies and asset managers review and use in their decision making. However, since investors
rarely have access to the same range of information or level of expertise as asset managers, what
they demand is subject to advice provided by these firms (in terms of NFI information provided and
how much weight is put on different types of NFI).
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3.4.3 Preferences for non-financial reporting

Given the variety of users and beneficiaries, it is also evident that preferences for NFR are
heterogeneous.

Key finding 6: The relative importance of various aspects of financial and non-financial
information in decision making varies widely between investors. Beneficiaries can value NFI
differently depending on underlying preferences and goals (e.g. motivated by rate of return, social
outcomes, environmental outcomes, risk aversion, etc.) Key dimensions include ESG and risk
assessment.

While some interviewees indicated that NFR and NFI were very important to their decision-making,
others indicated that financial information was of much higher importance. This observation relates
to key finding 3, and the level of importance is often related to how the information was used within
the decision-making process. Investor preferences are wide ranging, reflected in the range of funds
and investment products that are available. Some investors prefer high-risk, high-upside investing,
some prefer lower-risk profiles, and others prefer to consider other outcomes from their investments
such as social impacts. The increase in the amount invested in ESG funds over the past decade
indicate that more investors may be focused on the wider outcomes. However, the investor
interviews show that there is still a high priority on expected returns. Within the categories of ESG,
preferences were also not consistent, which often reflect underlying motivations (i.e. personal
preferences) for their use of the information.

Key finding 7: NFl is used to assess investments against screening (exclusionary) criteria and
to ensure alignment with broader investor aims (soft screening). These criteria vary based on
investor preferences, and can be hard criteria, such that an investor only invests in companies above
some threshold, or soft criteria such that companies are comparatively assessed on some measure
as part the decision-making process. The metrics used in these assessments are therefore essential
to the investing strategies that they inform - such as specific themes within ESG investing - and it
was evident from interviews that NFI can have a major role in meeting objectives, especially those
that are not solely financial returns. However, investors also noted that NFI can be used to give a
better view of how a company is run, which can influence the interpretation of financial information.
Therefore, NFI screening may also be used where financial returns are the primary investor objective.

Key finding 8: Investors are concerned about the materiality, availability, timeliness,
comparability, and verifiability of NFl. Materiality and availability of NFI is key - as the information
needs to be available to be used and needs to make a difference to 'knowledge’ (see key finding 3) to
have value. The value of NFI could be enhanced if it is also more readably verifiable and comparable
across firms. One consistent preference was for transparent and high-quality information. As NFR is
self-reported, there is a concern that it could be misleading or inaccurate. Many firms have their
reports assured by third parties (see Section 2.2) to address such concerns, but there are currently
no regulatory requirements to do so.
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4.Valuing non-financial reporting

This section summarises the potential approaches that could be used to value non-financial
reporting. It presents a value chain for NFR and demonstrates how economic value can be
estimated at each stage based on either the opportunity cost of using information (supply) or
users’ demand.

Alternative methods that can estimate these supply or demand values are outlined (market value,
resource cost, revealed preference, and stated preference), with a summary of how each could be
implemented (along with examples, where available).

The preferred approaches for Phase 3 are identified (resource cost and stated preference) along
with an overview of the proposed implementation, sample, method, and evidence that would be
developed by each.

4.1 Value of non-financial reporting

The starting point for estimating the value of non-financial reporting in terms of a non-market good
is to understand how its provision benefits different groups, what complement and substitute goods
may exist, and how the provision of the good may occur (i.e. either directly “consumed” or via some
product with steps involving other inputs).

4.1.1 NFRvalue chain

Figure 4.1 sets out a basic value chain for the provision of NFR to the investment sector. The
regulatory framework and standards set by national and international organisations influence the
(mandatory) information that is produced by firms, who are the “suppliers” of NFR. These are the
companies who are obligated to provide corporate disclosures. They may also voluntarily disclose
information to regulators, investors and other stakeholders (see Section 2.2 for a discussion of
disclosure).

Stage of | Regulations,
value standards, and Suppliers Users Beneficiaries
| chain | = legal requirements
- - Investor agents Investors (capital
Entities FRC, DBT, others Companies (asset managers, .
providers)
| ) etc)
N A ~
FRC, DBT - ( N ( h
Streamlining legal
frameworks for NFR Collating and
analysing NFR and NFI Choosing agents and /
Activities SASB - Standardising P;?j?::‘;:‘s% Ih;:l.?raenc:’f to take disclosure or investments based
reporting p NEl information to on actionable
actionable information
Others - information
Recommending scope,
b\ quality. etc J J N AN J

Figure 4.1: Basic value chain for NFR for the investment sector
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The direct users of NFR are a subset of the investors, comprised primarily of investor agents (e.g.
asset managers), consultants and other third parties (e.g. rating agencies, ESG data providers) (see
Section 3.4). Their value added is to collate, analyse and aggregate the contents of NFR provided by
individual companies, potentially combining it with wider disclosure information (financial and NFI)
(the “complementary” inputs), and ultimately translating it from disclosure information to actionable
information. The beneficiaries of this actionable information are asset owners (“capital providers"”)
who either use the insights that are provided to make their own decisions over asset managers to
employ, investments and funds to buy-in to, or benefit from actions of their agents making more
informed decisions in allocating their capital.

Note that what is not included in this value chain is the wider potential and ultimate impact of NFR.
As shown in the logic model (Table 1.1), this final social impact could occur due to more informed
investment and business practices. The mechanism through which the wider social value is created
is a longer-term proposition, involving the reallocation of capital over time via more informed
investment to companies that create better overall social outcomes - not only generating financial
returns for their investors, but also increasing the social value of the companies themselves.

4.1.2 Opportunity cost and demand for non-financial information

For each step of the value chain for NFI, there are two dimensions of economic value to consider: (i)
the opportunity cost of providing and using NFI (i.e. consuming and creating actionable information);
and (i) the demand for NFR expressed as what users are willing to pay to obtain the information,
based on their preferences (i.e. what is made available, what complements and substitutes are
available, and how they intend to use it) (Figure 4.2).

Users (asset managers and consultants) and
beneficiaries (private and institutional investors) of
NFR are the focus of this research

stage of |EEUIELILY
value and Beneficiaries
chain standards
7 N\
( Cost of supply: ( ) Cost of use: collating Cost of use: direct costs
Supply cost administration . and analysing NFR and of use or costs of
(oppppo?cunity and enforcement COts; g;::g?éyNEgS[s NFI to tai‘e d?sclosures choosing agents and / or
cost) of NFR into actionable investments based on
| regulations \ y information actionable information
P ~ T .
fDde::n:z%.ggemctﬁ\ ( [t?]:r\':;zg'(;?ﬁ;gig \ fDemand:vaIue of NFR\ [ Demand: value of NFR
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Figure 4.2: Value of NFI from the supply (opportunity cost) and demand perspectives.
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For users, the opportunity cost measures the value of resources (e.g. labour input) employed in
collecting and interpreting NFR as part of the process of analysing and aggregating it into actionable
information. The basic assumption is that the value of NFR to the user should at least be equal to the
opportunity cost. For example, if an asset manager spends one day reviewing NFR information, then
the value of that information to them must be worth at least as much as any other activity they could
have done in that day (such as reviewing financial information)**. User opportunity cost therefore
represents the minimum value of the provision of NFR to them.

From the demand perspective, the value of NFR is measured by users’ willingness to pay (WTP) to
secure its provision. In the case of a good that is provided free of charge, like NFR, user WTP consists
entirely of the surplus they gain from its provision (over and above the “price” they pay, which is zero
for such ‘non-market’ goods). The basic assumption is that users will have a good understanding of
the benefit they derive from the provision of NFR - as an input to the services they carry out and
offer to clients or as a direct input into their own investing activities (if they are both user and
beneficiary). Consequently, their maximum WTP would be the same as the benefit NFR yields. Hence
in comparison to opportunity cost, the demand perspective reflects a more complete measure of the
value of the provision NFR to the user.

For beneficiaries, the demand value for NF is the value they place on their ability to better align their
investments to their preferences (e.g. tolerance of risk, desired returns, or other criteria like
environmental and social impact).

4.1.3 Investor decisions and criteria

A further step to understanding the value of NFR to the investment sector is to consider the objectives
and primary decisions it can inform as shown in Table 4.1. Note that here, it is more relevant to
expand the scope to NFI since it is reasonable to assume that a broader set of information will
influence the decisions for both investors and their agents (Table 4.1).

“ Likewise, if an asset owner is willing to choose an agent that charges a higher fee to have better ESG integration within
their investment portfolio, then this is their opportunity cost for aligning their investments to their preferences.
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Table 4.1: Investors and agents objectives, decisions, and the use of NFl in those decisions.

User/beneficiary

Objective

Primary decisions

NFI in decision framework

Asset managers (users and
beneficiaries)

Maximise return of the fund or asset
group within certain preferences set
out by their investors (often
aggregated across many investors)

What investments to include
within a fund and when to
purchase / sell those
investments.

s Assessment of costs to use information

s Assessment of quality of information

s Assessment of relative importance of information

s Informs risk

s Informs potential upside

s Informs alignment on investments to client preferences for
other outcomes (e.g. environmental and social)

Consultants (primarily users)

Advise others to assist them in
achieving their objectives

What information to present to
clients, and how to best package
that information.

* Assessment of costs to use information
s Assessment of quality of information
s Assessment of relative importance of information

Institutional investor agents
(users and beneficiaries)

Maximise returns for clients and fund
members within a set of aggregated
preferences for their client base

What fund / asset manager to
use and how much to invest
with that manager.

s Assessment of managers' ability to use NFI

s Assessment of managers' costs to use NFI

s Assessment of relative importance of using that information

s Informs alignment on investments to client preferences for
other outcomes (e.g. environmental and social)

Retail investor agents (users
and beneficiaries)

Maximise returns for clients based
on the preferences of that individual
client

What funds, securities, fixed
assets to select or recommend.

What platform / services to use
to select investments and make
recommendations.

s Assessment of costs to use information

s Assessment of quality of information

s Assessment of relative importance of information

s Informs risk

s Informs potential upside

s Informs alignment on investments to client preferences for
other outcomes (e.g. environmental and social)

Private and institutional
investors (primarily
beneficiary of NFR)

Maximise returns within a set of
preferences for other outcomes
(such as environmental or social
outcomes)
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What investments to select and
how much to invest.

What platform / services to use
to select investments.

s Assessment of costs to use information

s Assessment of quality of information

s Assessment of relative importance of information

s Informs risk

s Informs potential upside

s |nforms alignment on investments to personal preferences for
other outcomes (e.g. environmental and social)
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Following Table 4.1, the use (and the use value) of NFI largely depends on three primary aspects
within the value chain: (i) the cost of using the information; (ii) the quality of that information; and (iii)
the relative importance of that information, which includes how it may complement or substitute
other disclosure information, and ultimately how material it is to their preferences for outcomes of
interest. Materiality, within this framing is determined by the further three common dimensions with
the decision framework - how does the information inform risk, upside potential, and alignment to
any other preferences the investor may hold.

Based on key finding 8 (Section 3.4.3) and Phases 1 and 2, some expectations can be set for these
dimensions:

« Cost of using NFR (or NFI) - all else being equal, users would be expected to prefer lower cost
(e.g. easier to collate, interpret and compare across companies).

« Quality of NFR (or NFI) - all else being equal, users would be expected to prefer higher quality
information, where quality can be defined in terms of:

o Transparency, assurance and verification - investors would be expected to prefer
information that is assured and/or transparent up to some threshold at which they trust
that information.

o Consistency across time and firms - investors would be expected to prefer more
consistency in reporting, both over time and across firms. This consistency could be in
terms of methods, metrics, units, context, or format used.

o Amount and depth of information - generally, users of NFR indicate that the current
reports are lengthy and complicated. However, it is not clear whether users would prefer
shorter reporting if this led to less overall information being provided.

o Companies reporting - investors would be expected to prefer to have information
available on the types of firms that they will make investing decisions on. Therefore, it is
expected that investor preferences will be based on the type of investing that they do.

« Information within NFR (or NFI) - users’ (and beneficiaries’) assessment of the materiality of
NFl is expected to vary widely from firm to firm or individual to individual. The assessment of this
materiality can be further broken down by:

o Main themes - while some users place a high importance on environmental
performance (such as carbon intensity), others may place a high importance on
governance structures (such as the independence of board members). Preferences on
themes often come down to the objectives of the user.

o Detail of reporting - preferences for what information is reported within a theme, and
how that information is presented will also vary. For example, some interviewees
indicated a preference for a narrative style of reporting, while others preferred a strictly
quantitative approach. Some may also prefer more assessment of current risk, while
others may prefer more assessment of social impact.

Defining the Users and the Benefits of NFR | October 2024 Page 43




Value of Non-Financial Reporting

4.2 Valuation methods

There are four framings to value NFR, which are combinations of the user or beneficiary and measure
of value (cost and WTP). Table 4.2 shows these framings and matching valuation methods, which are:

« Market value - while NFR is available free of charge, there are markets for NFI products based
on NFR from which price data can be gathered. Suppliers include, for example, MSCI,
Morningstar, Bloomberg, and others.

« Resource cost - information on the opportunity cost (mainly labour and supplier cost) of using
NFR and NFI can be collated to estimate the minimum benefit of using that information to
investors under the assumption that benefit is greater than or equal to the cost of use.

« Revealed preference - by observing existing behaviour (such as the selection of fund managers),
preferences regarding the choice criteria of the behaviour can be estimated as long as they can
be observed (such as fund managers use of NFl).

« Stated preference - willingness to pay (WTP) for NFI can be elicited through survey of users or
beneficiaries. Such a survey could ask about the preferences for the provision of NFR and include
a simulated market where respondents can trade-offs money for the provision of the NFR.

Table 4.2: Valuation methods for each framing of the value of NFR

Overall framing Potential methods
Opportunity cost of users (primarily asset managers Market value
and consultants) Resource cost

Market value
Opportunity cost of beneficiaries (all investors) Resource cost
Revealed preference

Stated preference

User's and beneficiaries (all investors) WTP for NFR
Revealed preference

4.2.1 Market value

Market value method involves observing data from related markets to infer or estimate the value of
the market good or goods that are complements, substitutes, or that contain or are improved by
another good. In this case estimates of the value of NFR could be made based on observations for
the market value of NFI, based on assumptions about the relationship between NFR and NFI.

The NFI that is sold in markets by companies represents a “value-added” product when compared
with NFR, and as such it would be expected that the value of NFl is greater than the value of NFR. NFI
sold in markets is also a heterogeneous product - varying across a wide range of dimensions. These
products may even be tailored to the preferences of a specific user. As such, estimating the
proportion of the value of NFI that is attributable to NFR would require further data to understand
how the latter contributes to the former.
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A high-level review of the market data available also presents other challenges in terms of the central
research question of this project. Many of the firms that sell NFI are international and do not report
their revenues by country, and others do not differentiate between their NFI products and the other
types of analysis they sell. Finally, there are some firms that sell NFI that are not required to report
their revenues at all, and therefore the total size of this specific market can be estimated but is not
known.

While the available market data is not sufficient to answer the research questions of this project, the
data that is available does serve as a useful reference point (Table 4.3). Note also that none of these
estimates are for UK only markets - most companies that offer NFI and ESG services do so globally.

Table 4.3: Select examples of available market data for non-financial and ESG information.

Source Measure Value(s)

, Estimate of total revenue from ESG .
Opimas (2022)* ) $1 billion (2021)
data services globally

Total revenue from MSCI's ESG and | $228 million (2022),

MSCI Annual Report (2022)%
port( ) climate services (global) up from $71 million (2018)

Total revenue from Morningstar

Morningstar (2022)*
& ( y Sustainalytics (global)

$103 million (2022)

4.2.2 Resource cost

Resource cost methods involves gathering data on the costs (time, physical space, money, etc)
incurred to use a good or service. The cost represents the minimum value the user places on that
good, as the opportunity cost of obtaining the good or service should be at least as large as the
benefit it provides (see Section 1.3). Applying this to NFR, the primary costs in question are the time
spent to use NFR and any cost paid to third-party information providers. This cost will be most
evident for the primary users of NFI who process NFR disclosures into actionable information (i.e.
collate, analyse, aggregate, interpret that information). For the beneficiaries, the costs of having NFI
included in the actionable information may become embedded, such as part of the management fee
paid to an asset manager.

Some previous research to estimate resource costs for using NFl have been undertaken. ERM (2022)
surveyed asset managers in the US and found that firms were spending on average $1,372,000
annually to the use of climate data in their investment decision making. This includes $487,000 per
year on third-party data. In the UK, significant time is also spent with NFR and NFI (Eunomia 2020;
PwC, 2021), but the data currently available is not detailed enough to generate an overall estimate of
the resource use. However, results from the user survey on NFI (Section 3.2) allow a sketch of this
approach to be set out (see Box 4.1). While the survey was not designed to support this kind of
analysis, it does give an indication of how this approach can be implemented, and the kinds of data

45 Available at: https://www.opimas.com/research/742/detail/

#6 Available at: https://www.msci.com/documents/1296102/37143064/MSCI+INC. Annual+Report 2022 BMK.pdf
47 Available at: https://s21.q4cdn.com/198919461/files/doc financials/2022/ar/2022-Annual-Report-FINAL.pdf
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needed to reach an estimate of the value of NFR or NFI. This example also indicates that a refined
version of the user survey on NFI could be used to reach a better estimate of the current value of
NFI.

Box 4.1: Example approach to determine the value of NFR using resource costs

The results obtained from the user survey on NFI can be used to illustrate how the value of NFI
can be estimated. What follows are a series of steps to go from the information observed to an
overall estimate of the value of NFI - the results should not be used for further assessment.

Step 1: The response data shows the average time spent with NFR and NFI per respondent (using
the low bound of each response option, and 0.5 for “less than 1 hour per week):

« Asset management sector = 2.8 hours per week
« Institution investing sector = 1.7 hours per week
« Retail investing sector = 1.4 hours per week

Step 2: This time per individual will need to be annualised and aggregated. Without further data,
this exercise will assume that the responses gathered are representative of the sectors as a whole.

Step 2a: Assuming a working vear of 44 weeks (52 weeks - 2 weeks of public holiday - 6 weeks of
annual leave), the estimated annual time per individual is (rounded up or down):

« Asset management sector = 123 hours per year
« Institution investing sector = 75 hours per year
« Retail investing sector = 62 hours per year

Step 2b: ASHE data (ASHE, 2022, specific data request)*® can be used to estimate the total number
of people working in each sector within the UK:

« Asset management sector = 4,800 individuals working in fund management that also
participate in “investing activities".

« Institution investing sector = 21,000 individuals that work doing “investing activities” that are
not working in retail banking or other ancillary financial services.

« Retail investing sector = 68,000 individuals working in “investing activities” not included in the
above two categories.

Assuming that the survey respondents are representative of their respective sectors, the total time
spent annually reviewing NFR and NFI data is estimated to be:

» Asset management sector = 590,000 hours per year

« Institution investing sector = 1.5 million hours per year

« Retail investing sector = 4.2 million hours per year

The representativeness of the sample is a weak assumption, leading to likely overestimate of the
total hours in each sector. If, for example, the actual use of NFI by asset managers were one hour
less per week, their total cost of use via this method would almost half.

*% Based on 2021-2022 ASHE data for several SIC and SOC codes relating to investment roles and investment sectors.
Primarily of interest are SOC 2422 (management accountants), and SIC codes 64191, 64192, 64209, 64301, 64929, 64991,
65110, 66110, 66190, 66210, 66220, 66290, 66300 which describe various industries related to finance and investing.
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Step 3: Next, the unit resource cost needs to be established. One method is to start with the
average salary for each sector, which is available for ONS (2022) data:

«  Weekly income for “Finance and Business Services” = £1,135 (Annual = £59,000)

Assuming there are_on average 2000 work hours per vear and a 1.5:1 employer cost to salary

ratio®, the average opportunity cost for each hour spent is roughly:

« £59,000 * 1.5/2,000 = £44.25 per hour

« This approach does rely on broad assumptions about salary and cost to employers, both of
which would be expected to be highly variable. There is no reason to believe, however, that
those working with NFR are not “average” in terms of salary and cost to companies.

Step 4: Finally, the total cost can be estimated by multiplying the time spent by the cost per hour:
« (590,000 + 1,500,000 + 4,200,000) * £44.25 = £278 million per year

This value does not differentiate between NFR and NFI - and to do so would require making
assumptions on (i) the percentage of time spent directly with NFR and (ii) the percentage of NFI's
value that can be traced back to NFR. The total cost figure can be compared against the total
investment industry revenue (£25 billion in 2021; Investment Association, 2022), or operating costs
(£19 billion in 2021; Investment Association, 2022), to get an idea of the value of NFI in terms of
the value of the sector (1-2% of the total value).

Box notes: (a) example calculator of employer costs available at: https://accountingservicesforbusiness.co.uk/true-cost-of-
an-employee-calculator

4.2.3 Revealed preference

Revealed preference methods involve observing choices made by individuals or companies to
estimate the value the choice reveals. These methods require that the choice be observed alongside
other information, so that the factors involved in making the choice can all be considered, in
particular the available options and the characteristics of those options. This data then represents
the choice set, and by analysing the choices made within the set, usually by many individuals,
preferences can be estimated.

In the case of NFR and NFI, an example of using revealed preference might be to observe asset
owners' (capital providers) choices of investment funds, based on the funds’ use of NFI in selecting
securities. This type of method relies on the choice set and the characteristics of each choice being
observable and hence can be very difficult to implement, as it requires sufficient data to be used as
a control, as well as full (or close to full) information on the choice set. In the case of NFR and NF,
such information is not readily available as the choices users or beneficiaries make about NFI or NFR
are not already recorded. The only way to observe such choices would be to ask the users or
beneficiaries. If a survey approach will be used, the more efficient use of the survey would be to ask
both revealed and stated preference questions (see below for this method).
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4.2.4 Stated preference

Stated preference methods use specially designed surveys that present respondents with simulated
choices for the provision of a good (in this case, either NFR or NFI). Through their (repeated) choices,
their preferences can be observed, and values can be inferred. The approach is flexible as the
simulated market can be set up for any good so long as the market is credible and understood by
respondents. This is why surveys can cover goods that are already known as well as future scenarios
that are yet to be experienced.

The central component of a stated preference survey is a (set of) task(s) in which respondents are
asked to make choices on the provision of a good (NFR or NFI). These can be choices between
improved, maintained, or deteriorated levels of provision of the good. The repeated choices made
by respondents helps to reveal the factors (or attributes of a good) they prioritise when making their
preferred selection.

If one of the factors is cost (or price of the good), respondents’ choices also reveal how they trade off
money for the good, which allows the value they derive from its provision to be expressed in
monetary terms. Most commonly, this value is measured in terms of the respondent’s willingness to
pay (WTP) to secure the provision of the good or improvements to it. WTP can also be to avoid the
loss (or deterioration) of the good. This measures the benefit that the respondents derive from
improved or maintained (avoided deterioration) provision of the good, in terms of the monetary
amount they are prepared to give up to secure that level of provision. Instead of cost, risk or time,
can also be used to derive a monetary measure (by converting time to money as in Box 4.1, for
example), but these are less commonly used.

In the absence of an easily observable market for NFR, the stated preference method is an attractive
option. In addition, it can estimate values for changes to the provision of NFR or NFI as well as the
value of NFR as it is currently provided.

4.3 Proposed approaches

Of the approaches outlined in Section 4.2, two potential approaches are preferred for Phase 3 based
on two criteria: (a) feasibility of practical implementation; and (b) the type of evidence they would
create. Market values, while available for some types of NFI, are limited to products sold by third
party providers. This data is therefore difficult to use to develop values for the underlying
information, as itis bundled with other services. Further, this value would represent only one portion
of the costs associated with the use of NFI (the other being time). So rather than the information
available from NFI sellers, it would be better to acquire data from NFI users, which is the resource
cost approach as described in 4.3.2.

Arevealed preference is not pragmatic in relation to the central research question due to the amount
of data it requires. There are specific aspects of investing behaviour related to NFR that could be used
- such as the level of investment in ESG funds - but this approach would not be able to describe what
is motivating that investment and what portion of the investment is due to any specific set of data. A
stated preference method, however, creates a valuation scenario where the availability of NFI is
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central to the choice, and therefore is able to describe the value of that information, as opposed to
behaviours that result from its availability.

Based on this assessment, the stated preference and resource cost methods are the preferred
approaches for Phase 3.

4.3.1 Stated preference survey

Rationale

The stated preference method could directly establish demand for NFR or NFI within the segments
that are surveyed and elicit willingness to pay (WTP) for NFl with different characteristics. In principle,
this strategy would ensure that all possible uses of NFR (NFl) information by investors and their
agents are reflected in the estimated values. It is also possible to collect supplemental information
on investor characteristics, attitudes and perceptions to obtain a rich supporting dataset to explain
preferences and values.

Implementation

A stated preference survey would be implemented online using the RiF or similar panel of investors
and investor agents (beneficiaries and users). The main groups that could be surveyed using the RiF
panel are private investors, professionals in the retail sector, professionals in the institutional sector,
and potentially professionals in the asset management and consulting sector. These sample groups
are further detailed in Table 4.4. There are trade-offs in the utilisation of each sample, but generally
a “broad” approach is preferred as it has the greatest chance of producing a large sample, which can
then be segmented through the collection of demographic and occupational information. Based on
the composition of the RiF panel, it is likely to be difficult to obtain large samples for some groups
(such as professionals in asset management).

Table 4.4: Potential sample groups for stated preference survey

Relative expected sample | Available information | User / beneficiary of
Sample group

size on overall population | NFR
Private investors Large (many individuals) Very limited Primarily beneficiary
. . . Large (>60k+ total
Professionals in retail o . Some . . ..
. . individuals according to . , Primarily beneficiary
investing (available via ASHE)
ASHE data)
Professionals in Medium (>20k+ individuals | Some , . .
S . . . . . Primarily beneficiary
institutional investing according to ASHE data) (available via ASHE)
Professionals in asset o
Small (<5k individuals Some ) .
management or , . , Primarily user
according to ASHE data) (available via ASHE)

consulting

Note: see Box 4.1 as well as Section 3.2 for demonstrations of how ASHE data can be used.
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Overall survey structure

Stated preference surveys generally follow a five-part structure (Table 4.5). The development of the
survey would be iterative, in line with stated preference good practice, and the survey would be
tested with a series of one-to-one interviews to ensure that the respondents understand the survey
and can meaningfully answer the questions, in particular the choice tasks. The framing of the survey
may need to differ based on the user / beneficiary group that is being surveyed, and this can be
accomplished by using survey variants or by scripting the survey to pair respondents with
information and questions based on their previous responses.

Table 4.5: Typical stated preference survey structure

Section Content
Section A: . L
. . e Screening for respondent group (role, time in role, etc)
Screening questions , ,
e Quotas questions (if used)
and quotas
Section B: s General introduction to NFI

Introduction to NFI

Views and uses of NFI

Choice task(s): Simulated market choices of comparison exercises for some set of

Section C: aspects of NFR or NFI
Choice task(s) P . . . . .
e  Follow-up including difficulty questions on these exercises
. e  Follow-up questions specific to each choice tasks
Section D: - - .
Follow DS e  Credibility and consequentiality questions
P »  Motivations behind choices
Section E:

Respondent profile

Choice task formats

Location, education, income, etc.

There are several formats of choice tasks that could be used (Table 4.6). Each task format could be
used in this survey, and further testing will be required to determine the preferred format.
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Table 4.6: Stated preference choice task formats

Format Description Evidence created Strengths
A repeated choice exercise where e Can estimate preferences
Quantifies individuals' . .
respondents are asked to select weights for a longer list of
Best-worst preferences (best used

scaling (BWS)

most (best) and least (worst)
preferred aspects of a single
scenario.

to measure relative
preferences)

attributes, and also
generates a full preference
ranking for each choice set

Paired
comparison (PC)

A repeated exercise where
respondents are asked to choose
between two alternative
options/scenarios. Could be
attribute-based or bundled,
and/or include trade-off with
monetary amounts.

Quantifies individuals’
preferences and can
estimate marginal
values, depending on
the attributes included.

Usually viewed as an
“easier” choice format (i.e.
lower cognitive burden)
since respondents only
choose between two
options each time,

Discrete choice

A repeated choice exercise, where
respondents are asked to choose

Quantifies individuals’
preferences and

Generates more
information on

experiment (DCE) | preferred option/scenario from 2 | estimates marginal preferences to estimate
or more alternatives. values. marginal values.
, A single choice question, where ,
Dichotomous Values a discrete )
. . the respondent selects yes/no to . . The most “incentive
choice contingent . change in the provision S
. a payment amount for a single . compatible” choice format

valuation (DCCV) of a good or policy.

scenario

The major distinctions in the type of evidence different choice tasks would create are based on
whether: (i) the task generates economic evidence on relative preferences (i.e. BWS, PC, DCE) or
marginal values (DCE, DCCV) or both; and (ii) the task is repeated (BWS, PC, DCE) or a single choice
question (DCCV). These two distinctions determine the size of dataset created for any given sample
size, and how the economic evidence developed through modelling can be used. As the marginal
values for changes for NFR regulations are an important component of the evidence need, a paired
comparison, DCE, or DCCV will need to be included within the survey.

The framing of these choice tasks is particularly important, as the tasks need to be for a good (and
for aspects of that good) about which respondent can make a meaningful choice. The cost of the
good also needs to be credible in the context of the choice.*® Based on the primary decision
information included in Table 4.1, framings using the choices between investment platforms (private
investors), analysis services (retail sector) and fund managers (institutional sector) would be both
similar enough to use a common set of attributes and match the primary decision framework of
investors.

*? For example, asking a question directly about changing the NFR regulations and including a cost attribute would be
difficult, as there is no credible cost that can be applied to that change when NFR is provided for free. Therefore,
alternative ways to ask about cost must be included.
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Attributes and levels

The evidence need and the framing of the task will dictate the selection of attributes and levels. The
starting point for this list can be the dimensions of interest based on the evidence need for the NFR
requirements, which are broadly: (i) which companies should be required to report; (ii) what is
required within those reports; (iii) how should they be required to report; (iv) and how should what
they report be assured or validated (if at all). The attributes used in a choice task should be able to
be mapped back to these dimensions (Table 4.7).

Table 4.7: Potential attributes based on dimensions of NFR

Primary dimensions of

Corresponding attributes
NFR

e Number of companies that report overall
« Types of companies that report (size, area of business, listed status, public
interest, etc)

Which companies are
required to report

« Main reporting themes (environment, social, governance)
e Specific KPIs and measures
e Sectors of companies that must report

What is required in a
report

e Qualitative versus quantitative

How they are required to | « Frequency of reporting

report e Goals, actions, and risks

« Format and groups of disclosures (such as strategic reports, directors’ reports)

How those reports are « Whatis assured (section, specific measures)
validated and assured e Who assures (third parties, government, etc)

Notably, Table 4.7 does not include any attributes related to cost or information outside of that
related to NFR. However, a cost attribute would need to be included to develop estimates of marginal
value. The likely cost attribute would be an annual management fee for the choice of investment
platform and the choice of asset manager, and an annual subscription fee for the choice of analysis
services.

Evidence

This approach would model relative preferences for changes to NFI based on choices made in the
simulated market (Figure 4.3). When combined with the cost attribute, the relative preferences can
be used to estimate marginal values for the changes in each of the other attributes. The marginal
values can be aggregated across attributes and either the respondent population or market wide
financial sums (such as total dividends paid by FTSE100 companies) to estimate the value of different
change (to NFR provision) scenarios.
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: : Modelled / . . :
Direct observations: estimated values: Expected primary evidence:

- Respondent choices for - Choice model of
goods or services relating preferencesand _
to NFI marginalvalues for - National beneﬁ_ts (costs) for
aspects of NFI changesto available NFI
. ; : Estimated by applying the modelled
- Respondentcurrenttime Model estimates relative : VeI
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pr?n Wlt (tan £ NFI) ) included beneficiary populations.
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- Respondentmodel - National opportunity cost
- Respondent professional for resource cost of (supply side value) for using
information or investment using NFI NFI
information Model estimates time spent Estimated by applying the specific
with NFl as a function of resource cost model function across the
ionalor investment relevant user / beneficiary population.
- Respondent professiona
: information
demographics

Figure 4.3: Evidence map for stated preference approach

Risks

Potential challenges, however, include the risk of hypothetical bias and ensuring content validity
(ensuring that the choices are realistic and understood), along with constraints on practical
implementation due to limited panel sizes, potential for low response rates and high research costs
for a niche target population. As a novel application of an SP study, specific attention will be needed
for the “cost” attribute - particularly since investment analysts and fund managers are not necessarily
the individuals responsible for “buying” data and information.

Literature on value of information would be consulted to learn about previous experience of
mitigating these risks. More importantly, an extensive developmental work would be undertaken
involving iterations of design and testing using one-to-one interviews, focus groups (if relevant for
this sample) and pilot surveys.

4.3.2 Resource cost (consultation workshops)

Rationale

The user survey on NFI indicates that a resource cost approach is a viable option for estimating the
minimum value of NFI (or NFR) to a particular user or beneficiary group(s). This depends on being
able to collect sufficient data for the analysis and that critical assumptions can be supported by an
appropriate level of evidence.

Implementation

The proposed approach would use a series of consultation workshops with asset management firms
to collect data on the opportunity costs of using NFI. This data would be aggregated across firms, and
then analysed to develop estimates of the overall resource costs for using NFR within the asset
management sector. This sector is the preferred sample, as asset managers represent the groups
that are most likely to be users of NFR. As similar approach has been used before in the US (ERM,
2022) - although that study used a survey as opposed to consultations.
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The consultation workshops would be implemented via a series of interviews with a moderator,
where firms would be invited to attend with one or multiple participants. As responses would be
coming at the firm level, the format should facilitate the questionnaire being responded to by
multiple individuals over a period of several days (even weeks). Ideally, a trade organisation such as
the Investment Association (IA) or the UK Sustainable Investment and Finance Association (UKSIF)
would participate as a research partner, and be able to coordinate as full as participation as possible.

The firm questionnaire approach would require a development and testing phase, to test both
understanding of the questionnaire and the potential respondents’ willingness to provide the
information requested.

Workshop topic guides

The consultation workshops would cover:

« Number of employees, assets under management, areas of specialisation, and their offerings in
the market.

« Their resource costs associated with using NFR or other NFI including internal resource costs
(employee time) for gathering and using NFR, as well as any third-party analysis or data that is
purchased (such as ESG ratings information).

« How NFR and NFI feature in their decision-making process including how important certain types
of information are in considering investment, or what types of exclusion criteria they have
associated with NFI.

« What NFI they would like to use, but don't have access (or ready access) to.

« What changes they would like to see in the NFR requirements in future such as regulations
around consistency of reporting or assurance of the information that is provided.

« Open-ended feedback on NFR regulations and the current state of NFI.

Evidence

This approach would aim to model the firm level resource costs for using NFR - as a function of assets
under management and firm characteristics (Figure 4.4). This function could then be applied across
the total sector within the UK to obtain a total resource cost value for NFR (or NFl), either aggregating
across the number of firms or across total assets under management (AUM). Evidence could also be
produced to estimate the resource costs of using specific aspects of that information, as well as a set
of preferences for specific aspects of NFR - such as the relative importance of environmental, social,
and governance topics. How much evidence on the specific use and preference can be developed
depends in large part on the questions included in the questionnaire and the response rates to those
questions.
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Figure 4.4: Evidence map for firm consultation workshop approach

Risks

There is no guarantee that firms will voluntarily provide information about the resource costs in using
NFR and firms may not have good information readily available. ERM (2022, pg. 11) notes that “For
some investor respondents, breaking down costs on climate-related activities in the categories ERM
provided may have been difficult given their costs may be embedded within larger internal cost
structures and included within different management pillars.”

A sample of at least ten firms will be necessary to begin to develop order of magnitude estimates of
value, with the precision of the estimate depending on the variance in the costs observed from firms.
While costs would be expected to vary between asset managers, the categories of costs are expected
to be the same based on the Phase 2 findings.
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5. Conclusions

Phases 1 and 2 of this study have examined the benefit of NFR to investors. This report provides initial
insights into the decision-making processes in which NFR and NFI are used, as well as a qualitative
understanding of the preferences and motivations for using NFR and NFI.

The total value of this benefit has not yet been quantified, but the proposed approaches for Phase 3 will
attempt to develop this evidence. The conceptual framework for the value of NFR suggests alternative way
to take the research forward in order to estimate the value of NFR to investors.

The preferred approaches for Phase 3 are a series of consultation workshops and a stated preference
survey. This approach will estimate the value for NFR from two different perspectives - the opportunity
cost of using NFR (a supply side value) and the WTP for different aspects of NFI (demand side). The two
approaches target different segments, covering both “users” and “beneficiaries” of NFR, with intent of
providing complementary economic value evidence. The next steps of this project are to agree upon the
approach(s), and then implement them. This development of the research in Phase 3 is expected to be
iterative, utilising inputs from DBT, the steering group, the project advisors, and a further set of one-to-one
interviews to test materials.

Whilst the scope of the research is limited to investors, consistent with the PIR (BEIS, 2022, this report
highlights that other groups that are likely to benefit from the availability of NFI. To obtain a full estimate
of the value of NFR for use in policy analysis, wider research could also be undertaken on the benefits of
NFR to these groups. This research could take a similar approach as presented in this study for investors -
thatis, an initial phase to understand who benefits and why, a phase to develop a method to quantify those
benefits, and then a phase to implement that method. The results from this proposed research could then
be combined with the findings from this study to gain a comprehensive view of the benefits of NFR, as well
as provide wider-ranging insight on what various stakeholders want to see included in NFR in the future.
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Appendix 1 NFR regulations in the UK

Aselection of the current NFR requirements in the UK is summarised in Table A1. The table is not exhaustive
but represents a selection of requirements set out in the Companies Act 2006 across a range of ESG issues
for which NFR is now required in various aspects and degrees of detail.>°

Table A1: Summary of NFR reporting requirements in the UK by entity type

Company type Scope of reporting
Small « Exempt from requirements to prepare a strategic report (and also s172 statement)
Medium

« Must contain a strategic report in line with Sections 1 - 5 s414C CA 2006.

Not qualifying for medium-
» Must prepare a s172 statement

size company exemption

Medium « Must contain a strategic report in line with Sections 1 - 5 s414C CA 2006 but not required to
Qualifying for medium-size report Section 4 (KPIs) in so far as it relates to non-financial information
company exemption « Not required to prepare a s172 statement

« Must contain a Strategic Report in line with Sections 1 - 5 s414C CA2006
« Must complete a s172 statement
e Must report Streamlined Energy and Carbon Reporting (SECR). This includes as a
minimum:
o Annual energy use (kWh) and associated GHG emissions (CO.e)
o Emissions intensity ratios
o Narrative around methodologies of calculation, steps taken to improve energy efficiency,
and prior year comparisons
o Iflow energy use (<40MWHh), a statement that the organisation is a low energy user

Large
<500 employees or <£500
million turnover

« Must report as per large company requirements above

« Prepare a non-financial and sustainability information statement under s414CA CA2006

« Where the company has >500 employees and >£500 million turnover, also subject to the
Climate-related disclosures

Large
>500 employees
>£500 million turnover

PIE
Unauoted « Must report as per the large company requirements above
q « In addition, it must report under s414CB CA2006
>500 employees
« Must report as per the unquoted large PIE requirements above
oI « Must also report on the UK corporate governance code. Entities with a premium listing are
Quoted required to comply with the principles of the code or explain why not
o Audit, risk, and internal controls processes
500 employees .
o Remuneration
« Must also report Sections 7 & 8 of s414C CA2006
Not PIE .
Quoted » Mustreport as per the large company requirements above
« Must report on the UK corporate governance code
>500 employees

%0 Some legislation that is not expected to be a significant influence on research design for this project but is nonetheless important
source of NFl is not included (e.g., reporting on modern slavery under the Modern Slavery Act 2015).
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Climate related disclosures

The UK introduced The Companies (Strategic Report) (Climate-related Financial Disclosure) Regulations in
2021 (The Regulations 2021). This legislation applies to the largest organisations which are expected to
make up a significant proportion of turnover (revenue) across the UK (see Section 1.1.3). The legislation is
in effect for financial years commencing on or after 6 April 2022 for large public interest entities (PIEs), AIM-
listed, and private entities (the latter with turnover > £500 million and employee numbers > 500).

The new requirements under CA2006 s414CB(2A) require the following detail to be addressed:

« Description of the company’s governance arrangements in relation to assessing and managing
climate-related risks and opportunities;

« Description of how the company identifies, assesses, and manages climate-related risks and
opportunities;

« Description of how processes for identifying, assessing, and managing climate-related risks are
integrated into the company’'s overall risk management process;

« Adescription of:

o The principal climate-related risks and opportunities arising in connection with the
company's operations, and

o The time periods by reference to which those risks and opportunities are assessed;

« A description of the actual and potential impacts of the principal climate-related risks and
opportunities on the company’s business model and strategy;

« An analysis of the resilience of the company’s business model and strategy, taking into
consideration different climate-related scenarios;

« A description of the targets used by the company to manage climate-related risks and to realise
climate-related opportunities and of performance against those targets; and

« A description of the key performance indicators used to assess progress against targets used to
manage climate-related risks and realise climate-related opportunities and of the calculations on
which those key performance indicators are based.
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Requirements for Large PIEs - S414CB CA2006
Under s414CBof CA2006, there are additional requirements for Large PIES. These are outlined below:

« The non-financial and sustainability information statement must contain information, to the extent
necessary for an understanding of the company’s development, performance and position and the
impact of its activity, relating to, as a minimum;

o Environmental matters (including the impact of the company’s business on the environment);
o The company’'s employees;
o Social matters;
o Respect for human rights; and
o Anti-corruption and anti-bribery matters.
« Theinformation required by subsection (1) must include:
o Brief description of the company’s business model;

o Description of the policies pursued by the company in relation to the matters mentioned in
subsection (1)(a) to (e) and any due diligence processes implemented by the company in pursuance
of those policies;

o Description of the outcome of those policies;

o Adescription of the principal risks relating to the matters mentioned in subsection (1)(a) to (e) arising
in connection with the company's operations and, where relevant and proportionate:

= Description of its business relationships, products and services which are likely to cause
adverse impacts in those areas of risk;

= Description of how it manages the principal risks; and

o Description of the non-financial key performance indicators relevant to the company’s business.

Duty to prepare a strategic report - S414C CA 2006

(1) The purpose of the strategic report is to inform members of the company and help them assess how
the directors have performed their duty under section 172 (duty to promote the success of the company).

(2) The strategic report must contain—
(a) a fair review of the company’'s business, and
(b) a description of the principal risks and uncertainties facing the company. [F2 Section 414CZA
(section 172(1) statement) and sections 414CA and 414CB (non-financial [F3 and sustainability]
information statement) make further provision about the contents of a strategic report.]

(3) The review required is a balanced and comprehensive analysis of—
(a) the development and performance of the company’s business during the financial year, and
(b) the position of the company’s business at the end of that year, consistent with the size and
complexity of the business.
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(4) The review must, to the extent necessary for an understanding of the development, performance or
position of the company’s business, include—
(a) analysis using financial key performance indicators, and
(b) where appropriate, analysis using other key performance indicators, including information
relating to environmental matters and employee matters.

(5) In subsection (4), “key performance indicators” means factors by reference to which the development,
performance or position of the company’s business can be measured effectively.

(6) Where a company qualifies as medium-sized in relation to a financial year (see sections 465 to 467), the
review for the year need not comply with the requirements of subsection (4) so far as they relate to non-
financial information.

(7) In the case of a quoted company the strategic report must, to the extent necessary for an understanding
of the development, performance or position of the company’s business, include—
(a) the main trends and factors likely to affect the future development, performance and position
of the company’s business, and
(b) information about—
(i) environmental matters (including the impact of the company’s business on the
environment),
(i) the company’s employees, and
(iii) social, community and human rights issues, including information about any policies of
the company in relation to those matters and the effectiveness of those policies. If the
report does not contain information of each kind mentioned in paragraphs (b)(i), (ii) and
(iii), it must state which of those kinds of information it does not contain.

(8) In the case of a quoted company the strategic report must include—

(a) a description of the company’'s strategy,

(b) a description of the company's business model,

(c) a breakdown showing at the end of the financial year—
(i) the number of persons of each sex who were directors of the company;
(i) the number of persons of each sex who were senior managers of the company (other
than persons falling within sub-paragraph (i)); and
(iii) the number of persons of each sex who were employees of the company.
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Appendix 2 Case studies on NFR

Box A2.2: Mondi Group Non-Financial Reporting

The company/organisation

Mondi is a multi-national corporation that mainly produces product packaging. They employ around
21,000 people with an annual turnover of around £8 billion. Mondi operates across six continents and is
headquartered in Weybridge, UK. Mondi has been listed on the London Stock Exchange and the
Johannesburg Stock Exchange since 2007.

The format of NFR

Mondi's NFR in 2021 was presented as a “Sustainable Development report”.3! The report is a standalone
document, presented in a slide-deck style report (114 pages) forwarded by the CEO and Chair of
Sustainable Development. The report is framed through “MAP2030", which is a company plan that
outlines the progress that they have made to date and sets out the actions needed over the next decade
to meet certain KPIs and company goals.

The main “themes” that are included in their NFR
Mondi Group's report is organised into three general areas, with several sub-areas:

« Business model, strategy, and mission (“Our Sustainability Approach”)
« MAP2030:
o Sustainability (“Circular Driven Solutions”);
o Employee satisfaction and human rights (“Created by Empowered People”);
o Climate change (“Taking Action on Climate”); and
o Business practices and governance (“Bult on Responsible Business Practice”)
« Governance, reporting standards, and assurance (“About this report”)

General organisational aims reported in their NFR
The general non-financial goals of the company are organised within the MAP2030 structure (Table 2).

Table 2: MAP2030 goals

Sustainable solutions Employee satisfaction | Climate action Governance

Make packaging reusable, | Build skills supporting Reduce GHG emissions | Sales and distribution training

recyclable or compostable

long-term employability

in line with targets

to audit schemes

Avoid waste by keeping
materials into circulation

Purposeful employment

Zero deforestation

Integrate sustainability to
capex investments

Stop unsustainable
packaging

Work-life experience,
safety and mental health

Safeguard biodiversity
and water resources

Employee training on
sustainability

Measurable goals and KPIs reported in NFR
The themes are supported by several measurable goals or KPIs. Targets communicated within MAP2030

include:

Audits with company mills
and converting operations
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« All operations being certified by ISO 1400152 by 2025

« Reduce water use in water stressed areas by 5% by 2025

« Reduce spedcific effluent load to the environment by 5% by 2025
« Reduce NOx emissions by 5% by 2025

« Reduce waste to landfill by 20% by 2025

Risks identified

With regards to human rights, risks include health and safety, recruitment, and employment practices as
well as air pollution, disregard for land tenure and indigenous rights. Mondi looks at five broad risk topics,
which include:

« Pandemic - Impact of Covid-19 on the way Mondi group operates

« Strategic - Risks Mondi is exposed to due to their industries/counties in which they operate,
including climate related risks

« Financial risks - Risk of becoming financially unstable

« Operational - Physical and transitional risks arising due to climate change (such as availability of
sustainable substitutes)

« Compliance - Compliance with all of the regulations/legislations Mondi group is subject to

All of the mentioned risks, relate to recent environmental and climate related pressures.

Assurance of NFR
The report features an independent assurance statement issued by ERM Certification and Verification
Services Limited. The assurance engagement scope questions:

« Whether the report is fairly presented in accordance with standards

« Whether the 2021 data for the KPIs are fairly presented in all material respects

« Whether the disclosures relating to the KPIs in the report are consistently presented in the
integrated report

« Whether the disclosures relating to GHG emissions comply with the requirements

Beyond formal assurance, Mondi also report that they work closely with NGOs such as WWEF, the Alliance
for Water Stewardship, Climate Group, and New Plastics Economy. These relationships may also be seen
as an informal assurance process that gives credibility to the NFR.

52 |SO 14001 is a member of a group of standards (14000) which are related to environmental management aimed at minimising
the negative affect on the environment.
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Box A2.3: Unilever Non-Financial Reporting

The company/organisation

Unilever is a consumer goods company offering a wide range of products from household cleaning
supplies and hygiene products to sweets, condiments, and ready meals. Headquartered in London and
operating in around 190 countries, Unilever employs around 148,000 people, with a revenue of around
£50 billion (2022) and a net income of around £8 billion (2022). Unilever was founded in 1929 and is listed
on the London Stock Exchange (1938), Euronext Amsterdam Stock Exchange (1930), New York Stock
Exchange (1952), and Indonesia Stock exchange (1981), as well as being a FTSE 100 company.

The format of NFR
Unilever's integrated report® (205 pages) focuses on three main aspects of their operations:

« Strategic Report
« Governance report
« Financial statement

These broad topics provide insight into Unilever's activities ranging from the review of the year, which
features an overlook on the company’s actions towards shareholders and impact on the environment,
to full financial results and a guide on how to run Unilever as an effective business.

The main “themes” that are included in their NFR

The non-financial information reported within the Unilever Strategy Report includes their aims and
impact regarding the health of the planet and society. They are focused on four main aspects of ESG
plans:

« Environmental impacts and aims:
o Climate change (“Climate action”);
o Waste (“A waste-free world");
o The environment (“Protect and regenerate nature”).
« Social impacts and aims (“creating a fairer and more inclusive world"):
o Living standards;
o Equity, diversity, and inclusion; and
o Advise younger generations.
« Social impact of their products:
o Both general and dental hygiene value of their products; and
o Increase the nutritional value of their products.
« Aims and actions regarding human rights.

Measurable goals and KPIs reported in their NFR
Specific goals and targets regarding three of the areas above were mentioned by the non-financial
reporting aspect of the annual report and accounts and are shown in Table 3.

** Available at: https://www.unilever.com/investors/annual-report-and-accounts/
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Table 3: Unilever measurable goals and KPIs reported in their NFR

Environmental ambition

Health and Wellbeing

Fair society

Net Zero®* by 2030

Double the number of products that deliver
positive nutrition

Spend 2 billion EURO with
diverse businesses worldwide

Halve GHG emissions by 2030

70% of portfolio to meet WHO-aligned nutritional
standards by 2022

Reskill or upskill employees by
2025

Protect and regenerate 1.5
million hectares of land

950% ice-cream to contain a max. of 22g of sugar per
serving by 2025

100% sustainable sourcing

95% ice-cream to contain a max. of 250 cal. Per
serving by 2025

50% virgin plastic reduction by
2025

5% of foods portfolio to help consumers reduce
their salt intake to no more than 5g per day by 2022

Maintain zero non-hazardous
waste to landfill

Through branding, help customers improve their
health and wellbeing

Halve food waste in operations
by 2025

Risks identified
The risks that were identified by Unilever as being the most relevant to their business are the following:

« Brand preference - Maintaining the brand reputation

« Portfolio management - Management of investments

« Climate change - Disruptions in operations due to climate change

« Plastic packaging - Availability of sustainable substitutes for packaging

« Customers - Risks associated with customer engagement

« Talent - Ensuring a talented workforce

« Supply chain - Arranging an effective manufacturing process

« Safe and high-quality products - Ensuring quality and safety of products

« Systems and information - Having a secure system and management of information

« Business transformation - Secure realignment of business practices

« Economic and political instability - Risk associated with adverse economic and political
conditions

« Treasury and tax - Financial risks relating to treasury and tax

« Ethical - Ensuring ethical practices throughout business operations

« Legal - Risks associated with compliance with legislations

Assurance of their NFR
Independent assurance of Unilever's annual report was given by PwC>>. The scope of the report was
reviewing:

« Selected information and selected statement

« Professional standards applied and level of assurance

%4 Defined by Unilever as “ensuring that the emissions associated with our business and products are reduced towards zero as far
as possible, with residual emissions balanced by carbon removals, through either natural or technological carbon sequestration
(for example, reforestation or carbon capture and storage), thereby achieving a ‘net zero' position.” (from
https://assets.unilever.com/files/92ui5egz/production/bbe89d14aa9e0121dd3a2b9721bbfd3bef57b8d3.pdf/unilever-climate-
transition-action-plan-19032021.pdf; pg. 6)

5 Independent limited assurance report to the directors of Unilever PLC: PwC Independent Limited Assurance Report 2020
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« Quality control

« Work done

« Unilever's responsibilities
« PWC's responsibilities

Unilever also reported working with NGOs include the Ellen MacArthur Foundation, New Plastics
Economy Initiative, WWF, as well as membership of various industry initiatives, such as the European
Plastics Pact and the Ocean Fund, which may represent an informal level of assurance of NFR.
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Appendix 3 User survey scripts

g Appendix 3 - Survey scripts
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Appendix 3: Survey script

Department for Business and Trade

Value of Non-Financial Reporting

Use of NFR Survey
Implemented beginning 2"* March 2023

INTRODUCTION

Research in Finance has been engaged by the Department for Business and Trade (DBT) to
explore the use of non-financial information by investors. The purpose of this survey is to
capture information from a wide range of possible users to better understand who is using
this information and why. This includes, but is not limited to fund managers, research
analysts, investment consultants, and potentially portfolio managers and discretionary fund
managers and private investors.

Uses of non-financial information could include analysing companies to assess their inclusion
in funds and trusts and associated due diligence, as well informing engagement and dialogue
with companies, shareholder voting and/or resolutions. It may also inform strategies for
thematic investments (e.g. sustainability fund).

This survey will take about 5 minutes to complete. Your participation is very valuable and will
contribute towards ongoing research concerning non-financial reporting requirements for
companies in the UK.

All information supplied will remain anonymous and responses will not be attributed to
individuals. Research in Finance fully abides by the Market Research Society (MRS) Code of
Conduct and GDPR (General Data Protection Regulation). For more information, please see
our Privacy Policy.
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PROFESSIONAL INVESTOR VERSION - DRAFT V1.1

Q1. What is your title and role within your organisation?

a) Please state your job title:

[Drop down list]

Retail investor
Discretionary Fund Manager
Wealth Manager
Independent Financial Adviser (IFA)
Financial Planner
Employee Benefits consultant
Mortgage Adviser
Paraplanner
Private banker
Research Analyst
Restricted Adviser
Stockbroker

Institutional investor
Pension Fund CEO
Pension Fund CIO
Pension Portfolio Manager
Pensions Investment Manager
Scheme Manager
Trustee
Chair of Trustees
Employee Benefits Consultant
Fiduciary Manager
Independent / Professional Trustee
Investment Consultant
Local Govt Scheme
Manager Researcher

Retail/ asset management
Fund Manager
Fund of Fund Manager
Portfolio Manager

Other (please specify):

Q1b Which of the following does your role include? Please select all that apply.

e Research - desk based research into companies and funds to inform investment
decisions

e Analysis - comparison of companies and funds to inform investment

e Valuation - determining the value and/or risk of investing in a company
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e Portfolio construction - using research, analysis, and valuation outputs to create
portfolios based on a set of criteria

e Investment decisions - using research, analysis, and valuation outputs to make decisions
on individual or groups of investments

e Stewardship - managing funds, trusts, or sitting on committees and boards

e Reporting - reporting on aspects of investments, such as expected returns or risks

e Advising - giving advice to other individuals or groups as to their investment decisions

e Other (please specify)

Q2. How long have you been in this role? Regardless of the firm
e Lessthanayear
e Between 1 and 2 years
e Between 2 and 5 years
e Between5and 10 years
e More than 10 years

Q3. Which of the following best describes the industry/ sector in which your firm operates?
Investment Consultancy
General and Life Insurance
Specialist Insurance
Financial Advice and Planning
Wealth Management
Mortgages and Equity Release
Asset Management
Investment Management
Private Banking
Banking
Capital Markets
Venture Capital and Private equity
Other Financial Services (please specify):
Other Non-Financial Services (please specify):

Q4. What is your level of involvement in analysing companies for potential investment or
offering research/ recommendations to other investors? You do not have to invest in these
companies directly, they could be holdings of other pooled investments.

Frequent involvement

Occasional involvement

No involvement

Q5. What kind of company reports, information or data do you tend to review in your role
as described above? Please select all that apply.

Information produced and disclosed by a company
Financial report and statements, including balance sheets, income statements, cash flow (i.e.

financial information in contained an Annual Report)
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Strategic report, Directors’ report and corporate governance statement (i.e. non-financial
information included in an Annual Report) [ASK Q6]
Sustainability and/or Corporate Social Responsibility (CSR) reports issued by a company
(separate to their Annual Report) [ASK Q6]
Responses to questionnaires and data requests for non-financial information that you / your
firm issues [ASK Q6]
Regulatory news announcements (e.g. profit warning)
Company press releases about non-financial factors [ASK Q6]
Other (please specify)

Information produced by 3" parties
Market analysis reports
Reports from rating agencies on financial factors
Reports from sustainability rating agencies that include non-financial factors [ASK Q6]
Prospectuses and circulars
Analyst reports and ratings from investment banks and financial institutions
Reports prepared analysts and advisors that include non-financial factors [ASK Q6]
Industry research reports on Environmental, Social and Governance (ESG) and non-financial
factors [ASK Q6]
Media and news articles about a company or its industry
Other (please specify)

Other information (please specify) [ASK Q6]

None of the above (please briefly explain why)

None of the above - I do not review any information on individual companies

Q6. [IF USE NON-FINANCIAL REPORTS] How much time do you think you spend reviewing
non-financial reports and information?

Less than 1 hour per week

1-3 hours per week

4-6 hours per week

7-10 hours per week

More than 10 hours per week

Q7 [IF USE NON-FINANCIAL REPORTS] Which of these non-financial reports and information do
you spend the most time with?
ONLY SHOW THOSE SELECTED IN Q5 - single response

DEMOGRAPHIC SECTION
And finally, we have a few questions about yourself...

ALL
SINGLE RESPONSE
Q7. Are you:

a) Male

b) Female
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¢) Non-binary
d) Prefer notto say

ALL

OPEN END

Q8. In which YEAR were you born?
Please use YYYY format

ALL
SINGLE RESPONSE
Q9. Where is your office located?
a) East Midlands
b) East of England
c¢) London
d) North East
e) North West
f)  Northern Ireland
g) Scotland
h) South East
i)  South West
j)  Wales
k) West Midlands
[) Yorkshire and the Humber
m) Channel Islands
n) Ireland - THANK AND CLOSE
0) Other (please specify) - THANK AND CLOSE
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PRIVATE INVESTOR VERSION - DRAFT V1.1

Q1. Which best describes your current employment situation?
Full-time (more than 30 hours per week)
Part-time (15-30 hours per week)
Casual job (less than 15 hours per week)
Home maker
Full-time student
Retired
Semi-retired
Not currently employed

Q2. What is the total amount of money you have to invest? (please include money
available to invest and money already invested, however exclude your main property and
emergency cash)

| have no money to invest and | have no money invested [SCREEN OUT]

Less than £10,000

£10,000 - £25,000

£25,000 - £50,000

£50,000 - £100,000

£100,000 - £250,000

£250,000 - £500,000

£500,000 - £1 million

More than £1 million

Q3. [Multiple choice] Through which method(s) have you purchased investments? Please
select all that apply.

Through a financial adviser/planner/wealth manager

Through my bank/building society

Through an online platform/fund supermarket (e.g. Hargreaves Lansdown)

Through an online investment service (example robo advice, digital wealth service, simplified

online advice e.g. Wealthily, Nutmeg)

Through my employer

Direct from an asset management firm (e.g. Invesco, M&Q)

Other (please specify):

Q4. [Ask if “Through a financial adviser/planner/wealth manager “ for Q3] How involved do
you get in the decision making process with your financial adviser/planner/wealth
manager?

| defer decisions to my adviser entirely

| consult with my adviser on appropriate funds before they action the purchase on my behalf

| take advice from my adviser but make transactions myself

I only go back to my adviser every now and then for a “health check” or if | have a specific

reason
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e SCREEN OUT: Those that select | defer decisions to my adviser entirely

Q5. As part of your investment decision making, do you analyse/ review individual
companies? You do not have to invest in these companies directly, they could be holdings
of other pooled investments.

e Yes, frequently,

e Yes, occasionally

e No, | do not analyse/ review individual companies

Q6. Do you invest in companies directly?
Yes, | invest in companies directly
No, | only invest in pooled investments / investment funds
Not applicable

Q7. What kind of company reports / information, if any, do you tend to review when you
assess companies for potential investment? Please select all that apply.

Information produced and disclosed by a company
e Financial report and statements, including balance sheets, income statements, cash flow
(i.e. financial information in contained an Annual Report)
e Strategic report, Directors’ report and corporate governance statement (i.e. non-financial
information included in an Annual Report) [ASK Q8]
e Sustainability and/or Corporate Social Responsibility (CSR) reports issued by a company
(separate to their Annual Report) [ASK Q8]
e Responses to questionnaires and data requests for non-financial information that you /
your firm issues [ASK Q8]
e Regulatory news announcements (e.g. profit warning)
e Company press releases about non-financial factors [ASK Q8]
e Other (please specify)
Information produced by 3" parties
e Market analysis reports
e Reports from rating agencies on financial factors
e Reports from sustainability rating agencies that include non-financial factors [ASK Q8]
e Prospectuses and circulars
e Analyst reports and ratings from investment banks and financial institutions
e Reports prepared analysts and advisors that include non-financial factors [ASK Q8]
e Industry research reports on Environmental, Social and Governance (ESG) and non-
financial factors [ASK Q8]
e Media and news articles about a company or its industry
e Other (please specify)
Other information (please specify) [ASK Q8]
None of the above (please briefly explain why)
None of the above - | do not review any information on individual companies

NFR Uses Survey | March 2023 Page 7
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Q8. [IF USE NON-FINANCIAL REPORTS] How much time do you think you spend reviewing

non-financial reports and information?
| do not review non-financial reports
| review non-financial reports very rarely or occasionally
| review non-financial reports somewhat regularly
| review non-financial reports frequently
| spend a significant amount of my time reviewing non-financial reports

QO [IF USE NON-FINANCIAL REPORTS] Which of these non-financial reports and information do

you spend the most time with?
ONLY SHOW THOSE SELECTED IN Q7 - single response

DEMOGRAPHIC SECTION

And finally, we have a few questions about yourself...

ALL
SINGLE RESPONSE
Q9. Are you:
a) Male
b) Female
¢) Non-binary
d) Prefer not to say

ALL
OPEN END

Q10. In which YEAR were you born?
Please use YYYY format

ALL
SINGLE RESPONSE
Q11. Where are you located?
a) East Midlands
b) East of England
¢) London
d) North East
e) North West
f)  Northern Ireland
g) Scotland
h) South East
i) South West
j)  Wales
k) West Midlands

NFR Uses Survey | March 2023

Page 8
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[) Yorkshire and the Humber
m) Channel Islands

n) Ireland - THANK AND CLOSE
Other (please specify) - THANK AND CLOSE

NFR Uses Survey | March 2023 Page 9
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Summary Statistics - Professional investors

Last Updated 9th August 2023
Respondents by survey versions

Survey Version n %
Updated 8/3 829 87%
Original 106 11%
Shown updated version (based on date) 14 1%
Total 949 100%

Q1a. What is your title and role within your organisation?

Title and role n %
Independent Financial Adviser (IFA) 242 26%
Paraplanner 211 22%
Financial Planner 103 11%
Portfolio Manager 61 6%
Other (please specify) 53 6%
Wealth Manager 51 5%
Investment Consultant 44 5%
Discretionary Fund Manager 35 4%
Research Analyst 35 4%
Fund Manager 23 2%
Trustee 18 2%
Restricted Adviser 12 1%
Employee Benefits Consultant 8 1%
Investment Banker / Investment Banking Analyst 8 1%
Pensions Investment Manager 8 1%
Chair of Trustees 7 1%
Independent / Professional Trustee 7 1%
Fund of Funds Manager 5 1%
Local Govt Scheme 4 0%
Scheme Manager 4 0%
Stockbroker 4 0%
Manager Researcher 2 0%
Mortgage Adviser 1 0%
Pension Fund CEO 1 0%
Pension Fund CIO 1 0%
Private Banker 1 0%
Total 949 100%
Investor type n %
Retail investor 711 75%
Institutional investor 129 14%
Retail/ asset management 90 9%
Other (please specify) 19 2%
Total 949 100%
Q1b. Please briefly describe your current role.

Aspects of the role n %
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Research - desk based research into companies 620 65%
and funds to inform investment decisions
Analysis - comparison of companies and funds to

577 61%

inform investment

Investment decisions - using research, analysis, 561 590
and valuation outputs to make decisions on 0
individual or groups of investments

Portfolio construction - using research, analysis,
and valuation outputs to create portfolios based 530 56%

on a set of criteria

Advising - giving advice to other individuals or 515 54%
groups as to their investment decisions

Reporting - reporting on aspects of investments, 376 40%
such as expected returns or risks
Valuation - determining the value and/or risk of

0
investing in a company 250 26%
Stewardship - managing funds, trusts, or sitting on .
committees and boards 17 12%
Other (please specify) 55 6%
3601 379%

Q2. How long have you been in this role?

Time spentin role n %
Less than a year 46 5%
Between 1 - 2 years 85 9%
Between 3 - 5 years 142 15%
Between 5 - 10 years 174 18%
More than 10 years 502 53%
Total 949 100%

Q3. Which of the following best describes the industry/ sector in which your firm operates?

Area / sector n %
Financial Advice and Planning 528 56%
Wealth Management 153 16%
Investment Management 81 9%
Investment Consultancy 50 5%
Asset Management 41 4%
Other Financial Services (please specify) 25 3%
Other Non-Financial Services (please specify): 25 3%
Venture Capital and Private equity 18 2%
Investment Banking 8 1%
Mortgages and Equity Release 6 1%
General and Life Insurance 5 1%
Private Banking 3 0%
Banking 3 0%
Capital Markets 2 0%
Specialist Insurance 1 0%
Total 949 100%

Q4. What is your level of involvement in analysing companies for potential investment or

Involvement in decisions | n %
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Frequent involvement 395 42%
Occasional involvement 329 35%
No involvement 225 24%
Total | 949 100%

Q5. What kind of company reports, information or data do you tend to review in your role as
described above? Please select all that apply.

Reviewed information n %
Information produced by 3rd parties - Market

546 58%

analysis reports

Information produced and disclosed by a company
- Financial report and statements, including
balance sheets, income statements, cash flow (i.e. 498 52%
financial information in contained an Annual
Report)

Information produced by 3rd parties - Reports
from rating agencies on financial factors
Information produced and disclosed by a company
- Regulatory news announcements (e.g. profit 364 38%

450 47%

warning)

Information produced by 3rd parties - Industry
research reports on Environmental, Social and 345 36%
Governance (ESG) and non-financial factors
Information produced by 3rd parties - Analyst
reports and ratings from investment banks and 311 33%
financial institutions

Information produced and disclosed by a company
- Sustainability and/or Corporate Social 306
Responsibility (CSR) reports issued by a company
(separate to their Annual Report)

Information produced by 3rd parties - Reports

from sustainability rating agencies that include 303 32%
non-financial factors

Information produced by 3rd parties - Media and
news articles about a company or its industry
Reports prepared by analysts and advisors that
include non-financial factors

Information produced and disclosed by a company
- Strategic report, Directors’ report and corporate
governance statement (i.e. non-financial 287 30%

32%

300 32%

297 31%

information included in an Annual Report)

Information produced and disclosed by a company
- Company press releases about non-financial 248 26%
factors

Information produced by 3rd parties -
Prospectuses and circulars

Information produced and disclosed by a company
- Responses to questionnaires and data requests
for non-financial information that you / your firm

234 25%

189 20%
issues
Other information (please specify) 104 11%

None of the above - | do not review any
information on individual companies

Total 4782 504%

150 16%

Q6. How much time do you think you spend reviewing non-financial reports and
information?
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n %
Respondent didn't indicate they review N 249 26%
Less than 1 hour per week 205 22%
1-3 hours per week 303 32%
4-6 hours per week 120 13%
7-10 hours per week 37 4%
More than 10 hours per week 35 4%
Total 949 100%
Q7. Gender

n %
Male 740 78%
Female 192 20%
Prefer not to say 17 2%
Total 949 100%
Q8. In which year were you born?

n %
Before 1950 11 1%
1950 - 1960 56 6%
1960 - 1970 169 18%
1970 -1980 253 27%
1980 - 1990 228 24%
1990 - 2000 219 23%
After 2000 13 1%

949 100%

Q9. Where is your office located?

n %
East Midlands 61 6%
East of England 45 5%
London 243 26%
North East 24 3%
North West 86 9%
Northern Ireland 9 1%
Scotland 78 8%
South East 119 13%
South West 106 11%
Wales 34 4%
West Midlands 79 8%
Yorkshire and the Humber 63 7%
Channel Islands 0 0%
Ireland 0 0%
Other (please specify) 2 0%

949 100%

Cross sectional analysis - professional investors

Time spent with NFR by each investor type

Frequency of responses by investor type

Retail investor

Institutional Retail/ asset Other (please
investor management specify) Total
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None 213 19 10 7 249
1-3 hours per week 219 52 28 4 303
4-6 hours per week 76 13 27 4 120
7-10 hours per week 27 4 6 0 37
Less than 1 hour per week 156 34 12 3 205
More than 10 hours per week 20 7 7 1 35
Total 711 129 90 19 949
Percentage of responses by investor type
Institutional Retail/ asset Other (please
Retail investor investor management specify) Total
None 30% 30% 15% 11% 26%
Less than 1 hour per week 31% 31%_ 31% 32%
1-3 hours per week 11% 11% 10% 30% 13%
4-6 hours per week 4% 4% 3% 7% 4%
7-10 hours per week 22% 22% 26% 13% 22%
More than 10 hours per week 3% 3% 5% 8% 4%
Total 100% 100% 100% 100% 100%
Involvement in investing decisions by each investor type
Frequency of responses by investor type
Institutional Retail/ asset Other (please
Retail investor investor management specify) Total
Frequent involvement 302 38 51 4 395
Occasional involvement 246 52 26 5 329
No involvement 163 39 13 10 225
Total 711 129 90 19 949
Percentage of responses by investor type
Institutional Retail/ asset Other (please
Retail investor investor management specify) Total
Frequent involvement 42% 29% Sl 21% 42%
Occasional involvement 35% 40% 29% 26% 35%
No involvement 23% 30% 14% 24%
Total 100% 100% 100% 100% 100%
Type of information reviewed by each investor type
Frequency of responses by investor type
Institutional Retail/ asset Other (please
Retail investor investor management specify) Total
Financial information and reporting from
companies 520 136 114 15 785
NFI and NFR from companies 509 120 101 13 743
Regulatory news 259 48 50 7 364
3rd party financial reports and information
(including ratings) 1141 193 185 22 1541
3rd party non-financial information and synthesis
(including ratings) 424 84 86 6 600
Industry research and reporting including NFR or
NF] 242 60 38 5 345
Media and news articles about a company or its
industry 208 42 47 3 300
Other 76 14 9 5 104
None of the above 128 14 4 4 150
Total 3507 711 634 80 4932
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Percentage of responses by investor type
Institutional Retail/ asset Other (please

Retail investor investor management specify) Total
Financial information and reporting from . . . .
companies 73% 105% 127% 79% 83%
NFI and NFR from companies 72% 93% 112% 68% 78%
Regulatory news 36% 37% 56% 37% 38%
3rd party financial reports and information )
(including ratings) 116%
3rd party non-financial information and synthesis . . . . .
(including ratings) 60% 65% 96% 32% 63%
Industry research and reporting including NFR or
NE 34% 47% 42% 26% 36%
Media and news articles about a company or its
dustr 29% 33% 52% 16% 32%

Yy

Other 11% 11% 10% 26% 11%
None of the above 18% 11% 4% 21% 16%
Total 493% 551% 704% 421% 520%
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Summary Statistics - Private investors

Last updated:

Respondents by survey version

9th August 2023

June, 2024

Survey Version n %
Original 43 6%
Updated 8/3 43 6%
Updated 10/3 664 89%
Total 750 100%
Q1. Which best describes your current employment situation?

Current employment status n %
Retired 318 42%
Full-time (more than 30 hours per week) 286 38%
Part-time (15-30 hours per week) 62 8%
Semi-retired 51 7%
Not currently employed 12 2%
Casual job (less than 15 hours per week) 10 1%
Home maker 9 1%
Full-time student 2 0%
Total 750 100%

Q2. What is the total amount of money you have to invest? Please include money available to invest and money already
invested, however exclude your main property and emergency cash.

Amount invested and available to invest n %
Less than £10,000 25 3%
£10,000 - £25,000 58 8%
£25,000 - £50,000 57 8%
£50,000 - £100,000 69 9%
£100,000 - £250,000 145 19%
£250,000 - £500,000 139 19%
£500,000 - £1 million 133 18%
More than £1 million 124 17%
Total 750 100%
Q3. Through which method(s) have you purchased investments?

n %
Through an online platform/fund supermarket (eg Hargreaves Lansdown) 631 84%
Direct from an asset management firm (eg Invesco, M&G) 189 25%
Through a financial adviser/planner/wealth manager 179 24%
Through an online investment service (example robo advice, digital wealth service,
simplified online advice eg Wealthify, Nutmeg) 141 19%
Through my bank/building society 137 18%
Through my employer 105 14%
Other (please specify): 35 5%
Total 1417 189%

Q4. How involved do you get in the decision making process with your financial adviser/planner/wealth manager?

n %

| only go back to my adviser every now and then for a “health check” 69 39%
or if | have a specific reason

| take advice from my adviser but make transactions myself 38 21%
| consult with my adviser on appropriate funds before they action the 61 34%
purchase on my behalf

| defer decisions to my adviser entirely 11 6%
Question not relevant 571 76%
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Total 750 138%

Q5. As part of your investment decision making, do you analyse/ review individual companies? You do not have to invest in
these companies directly, they could be holdings of other pooled investments.

n %
Yes, frequently 208 28%
Yes, occasionally 389 52%
No, | do not analyse/ review individual companies 153 20%
Total 750 72%
Q6. Do you invest in companies directly?

n %
Yes, | invest in companies directly 478 64%
No, I only invest in pooled investments / investment funds 263 35%
Not applicable 9 1%
Total 750 100%

Q7. What kind of company reports / information, if any, do you tend to review when you assess companies for potential
investment? Please select all that apply.

n %
Financial report and statements, including balance sheets, income statements, cash
e o o . 497 66%

flow (i.e. financial information in contained an Annual Report)

Media and news articles about a company or its industry 455 61%
Market analysis reports 410 55%
Regulatory news announcements (e.g. profit warning) 381 51%
Strategic report, Directors' report and corporate governance statement (i.e. non-

) - S ) 313 42%
financial information included in an Annual Report)
Analyst reports and ratings from investment banks and financial institutions 299 40%
Company press releases about non-financial factors 274 37%
Reports from rating agencies on financial factors 239 32%
Reports prepared by analysts and advisors that include non-financial factors 215 29%
Prospectuses and circulars 175 23%
Sustainability and/or Corporate Social Responsibility (CSR) reports issued by a company 133 18%
(separate to their Annual Report) 0
Industry research reports on Environmental, Social and Governance (ESG) and non-

) ) 87 12%
financial factors

Reports from sustainability rating agencies that include non-financial factors 85 11%
None of the above - | do not review any information on individual companies 71 9%
Responses to questionnaires and data requests for non-financial information that you / 41 5ot
your firm issues 0
Other information (please specify) 120 16%
None of the above (please briefly explain why) 16 2%
Total 3811 508%
Q8. How much time do you think you spend reviewing non-financial reports and information?

n %

| do not review non-financial reports 237 32%
| review non-financial reports very rarely or occasionally 241 32%
| review non-financial reports somewhat regularly 215 29%
| review non-financial reports frequently 42 6%
| spend a significant amount of my time reviewing non-financial report 15 2%
Total 750 36%
Note: respondents that indicated that did not review NFR in the previous question have been assigned "I do not review non-financial
reports”

Q9. Gender

Gender n %
Male 621 83%
Female 124 17%
Non-binary 1 0%
Prefer not to say 4 1%
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750 100%
Q10. In which year were you born
Decade n %
1940 - 1950 127 17%
1950 - 1960 220 29%
1960 - 1970 172 23%
1970 - 1980 103 14%
1980 - 1990 82 11%
1990 - 2000 43 6%
After 2000 3 0%
750 100%
Q11. Where are you located?
Region n %
East Midlands 44 6%
East of England 62 8%
London 167 22%
North East 28 4%
North West 65 9%
Northern Ireland 7 1%
Scotland 52 7%
South East 136 18%
South West 77 10%
Wales 20 3%
West Midlands 47 6%
Yorkshire and the Humber 43 6%
Channel Islands 0 0%
Ireland 1 0%
Other (please specify) 1 0%
750 100%
Cross sectional analysis
Method of investing by money available to invest
Frequency of responses by money available to invest
Less than £100k  £100k - £500k  More than £500k Total
Through an online platform/fund supermarket (eg Hargreaves Lansdown) 144 251 236 631
Direct from an asset management firm (eg Invesco, M&G) 35 71 83 189
Through a financial adviser/planner/wealth manager 42 58 79 179
Through an online investment service (example robo advice, digital wealth service, simp 53 59 29 141
Through my bank/building society 52 46 39 137
Through my employer 37 42 26 105
Other (please specify): 8 8 19 35
Total 371 535 511 1417
Percentage of responses by money available to invest
Less than £10k £10k - £25k £25k - £50k Total
Through an online platform/fund supermarket (eg Hargreaves Lansdown) 39%
Direct from an asset management firm (eg Invesco, M&G) 9% 13% 16% 13%
Through a financial adviser/planner/wealth manager 11% 11% 15% 13%
Through an online investment service (example robo advice, digital wealth service, simp 14% 11% 6% 10%
Through my bank/building society 14% 9% 8% 10%
Through my employer 10% 8% 5% 7%
Other (please specify): 2% 1% 4% 2%
Total 100% 100% 100% 100%
Involvement in investing decisions for those with advisors by amoiunt of money available to invest
Frequency of responses by money available to invest
| Lessthan £100k  £100k- £500k  More than £500k Total

10
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| consult with my adviser on appropriate funds before they action the purchase on m

y pprop Y . / 18 21 22 61
behalf
| defer decisions to my adviser entirely 3 2 6 11
I only go back to my adviser every now and then for a “health check” or if | have a
specific reason 10 23 36 69
| take advice from my adviser but make transactions myself 11 12 15 38
Total 42 58 79 179

Percentage of responses by money available to invest
Less than £10k £10k - £25k £25k - £50k Total

| consult with my adviser on appropriate funds before they action the purchase on my
behalf

| defer decisions to my adviser entirely 7%
I only go back to my adviser every now and then for a “health check” or if | have a

specific reason 24%
| take advice from my adviser but make transactions myself 26% 21% 19% 21%
Total 100% 100% 100% 100%
Information reviewed in making investing decisions by amount of money available to invest
Frequency of responses by money available to invest
Less than £10k £10k - £25k £25k - £50k Total
Financial report and statements, including balance sheets, income statements, cash
- o - ) 136 177 184
flow (i.e. financial information in contained an Annual Report) 497
Strategic report, Directors' report and corporate governance statement (i.e. non-
) o - ) 58 110 145
financial information included in an Annual Report) 313
Sustainability and/or Corporate Social Responsibility (CSR) reports issued by a company
) 48 50 35
(separate to their Annual Report) 133
Responses to questionnaires and data requests for non-financial information that you /
- 19 15 7
your firm issues 41
Regulatory news announcements (e.g. profit warning) 99 132 150 381
Company press releases about non-financial factors 74 104 96 274
Q7a Other (please specify) 6 16 15 37
Market analysis reports 108 137 165 410
Reports from rating agencies on financial factors 67 95 77 239
Reports from sustainability rating agencies that include non-financial factors 31 33 21 85
Prospectuses and circulars 40 62 73 175
Analyst reports and ratings from investment banks and financial institutions 64 113 122 299
Reports prepared by analysts and advisors that include non-financial factors 46 84 85 215
Industry research reports on Environmental, Social and Governance (ESG) and non-
) ) 32 30 25
financial factors 87
Media and news articles about a company or its industry 114 168 173 455
Q7b Other (please specify) 4 10 11 25
Q7c Other information (please specify) 8 21 29 58
None of the above (please briefly explain why) 3 9 4 16
None of the above - | do not review any information on individual companies 29 21 21 71
Total 986 1387 1438 3811

Percentage of responses by money available to invest
Less than £10k £10k - £25k £25k - £50k

Financial report and statements, including balance sheets, income statements, cash
flow (i.e. financial information in contained an Annual Report)

Strategic report, Directors' report and corporate governance statement (i.e. non-
financial information included in an Annual Report)

Sustainability and/or Corporate Social Responsibility (CSR) reports issued by a company
(separate to their Annual Report)
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Responses to questionnaires and data requests for non-financial information that you /
your firm issues

Regulatory news announcements (e.g. profit warning)

Company press releases about non-financial factors

Q7a Other (please specify)

Market analysis reports

Reports from rating agencies on financial factors
Reports from sustainability rating agencies that include non-financial factors
Prospectuses and circulars

Analyst reports and ratings from investment banks and financial institutions

Reports prepared by analysts and advisors that include non-financial factors

Industry research reports on Environmental, Social and Governance (ESG) and non-
financial factors
Media and news articles about a company or its industry

June, 2024

9% 5% 3% 5%
35% 37% 37% 37%

3% 6% 6% 5%

32% 33% 30% 32%

15% 12% 8% 11%

19% 22% 28% 23%

22% 30% 33% 29%

15% 11% 10% 12%

Q7b Other (please specify) 2% 4% 4% 3%
Q7c Other information (please specify) 4% 7% 11% 8%
None of the above (please briefly explain why) 1% 3% 2% 2%
None of the above - | do not review any information on individual companies 14% 7% 8% 9%
Total 460% 405% 474% 508%
Use of non-financial reports by amount of money available to invest
Frequency of responses by money available to invest

Less than £10k £10k - £25k £25k - £50k Total
| do not review non-financial reports 69 94 74 237
| review non-financial reports very rarely or occasionally 70 94 77 241
| review non-financial reports somewhat regularly 62 71 82 215
| review non-financial reports frequently 6 19 17 42
| spend a significant amount of my time reviewing non-financial report 2 6 7 15
Total 209 284 257 750

Note: respondents that indicated that did not review NFR in the previous question have been assigned "I do not review non-financial reports'

Percentage of responses by money available to invest
Less than £10k

| do not review non-financial reports
| review non-financial reports very rarely or occasionally
| review non-financial reports somewhat regularly

£10k - £25k

£25k - £50k

Total

| review non-financial reports frequently 3% 7% 7% 6%
| spend a significant amount of my time reviewing non-financial report 1% 2% 3% 2%
Total 100% 100% 100% 100%
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Value of Non-Financial Reporting

NFR interview guide
Implemented beginning May 2023

INSTITUTIONAL INVESTOR VERSION

Introduction 3 mins (3 total)

Research in Finance has been engaged by the Department for Business and Trade (DBT) to
explore the use of non-financial information by investors. The purpose of this research is to
capture information from a wide range of possible users to better understand who is using
this information and why.

Uses of non-financial information could include a wide range of potential application, and we
are interested in hearing how you use that information and why.

This interview will be no longer than 40 minutes. The purpose of this interview is purely to
understand awareness and use of non-financial information and reporting, and there are no
right or wrong answers. Your participation is very valuable and will contribute towards
ongoing research concerning non-financial reporting requirements for companies in the UK.

All information supplied will remain anonymous, comments/ responses will not be attributed
to individuals. Research in Finance fully abides by the Market Research Society (MRS) Code of
Conduct and GDPR (General Data Protection Regulation). For more information, please see
our Privacy Policy.

e Introduce any observers that are present (if any)2, including DBT personnel observing for training.

NFR Interview Guide | May 2023 Page 1
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1. Role and professional background ‘ 10 mins (13 total)

Note to the interviewer - the purpose of this section is to better understand the role of the interviewee
within their firm, how they use both financial and non-financial information and, overall, how relevant or
important NFl is to them. The discussion should cover the goals of their analysis and decision-making, to
help prompt more in-depth responses about non-financial information.

e First, please describe your role within your firm.
o What does your average day look like?
o How long have you worked in this role?
o Whatkinds of inputs do you get from your colleagues?
o Who do you report to (and how)?
e What kind of analysis or research do you do in your role?

o Do you utilise the analysis of colleagues, consultants, or data services as a part of
your role?

o Do any others within your firm use analysis or research that you produce? How do
they use that information?

e How much influence do you have over investing decisions or decisions about how assets are
managed?

o Whatkinds of investments do you typically work with?

o What does the decision-making process look like?

o How do you influence those decisions?

o How much of your firm’s AUM do you think you influence in a given year?

e KEY TASK - When thinking about an investment, what kind of information would be used to decide
on whether/how much to invest / divest? Please list any information or analysis you have seen
or used in the past year.

o Ofthatinformation, what s typically the most important to the investment decision?
Does this vary at all - for example by the type of company or sector being
considered?

o For the information you listed, are there specific targets or criteria for each that you
are aiming to meet?

o Isthere any data or information that you use to inform your expected return for an
investment, or for the expected level of risk that comes with an investing position?

e KEY QUESTION - What are the key goals of the investing decisions you influence?

o What kind of risk, returns, or other criteria (such as ESG metrics) are you aiming to
achieve?

NFR Interview Guide | May 2023 Page 2
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‘ 2. Intro and attitudes to non-financial information ‘ 12 mins (25 total)

Note to the interviewer - the purpose of this section is to get a better understanding of the interviewees’
familiarity with non-financial reports (NFR) and information, what information they use, how they use that
information, and what they think the value of that information is. The section concludes by asking the
interviewee their views on what might improve NFR. This will provide useful insight in itself, but may also
provide useful points of reference that will aid the discussion that follows in Section 3.

e KEY QUESTION - In your view, how does non-financial information differ from financial
information?

o KEY QUESTION - Are there any specific non-financial measures or metrics that the investments
you recommend/choose must meet?

o What are they? Are these mandated by regulations, by your fiduciary duty, company
policies, or client requests? Where do you get information on these metrics?

e How reliable do you think the non-financial information available to you is, and why?
o Are there certain pieces of information that you think is more reliable than others?

e Generally, do you think the non-financial information available to you or your firm is valuable, and
why do you think that?

o KEY PROBE - Is there a difference in the value between information that is freely
available (company reports) and information that you might purchase (bespoke)
analysis.

o How isitvaluable - what does it allow you to do that you otherwise couldn't?

o Are there circumstances where your answer might be different, and what would
make it more valuable?

e Do you currently pay for any non-financial information, such as analysis reports, consulting inputs,
or ESG rating information? Why or why not?

o KEY QUESTION - Roughly how much do you pay for this information (in terms of an
annual amount)?

o Isthere any reason you would pay more for non-financial information?

e Can you estimate how much time or resource cost is spent with non-financial information by
yourself or within your firm? And if so, are there any specific data or types of information that take
up a large portion of that time or resource cost?

e |Is there any NFI that influences your assessment of the expected level of risk or the expected
return that comes with an investing position? If so, are those assessments quantitative or
qualitative in nature?

e KEY QUESTION - What would improve the non-financial information that you have access to, and
would better non-financial information change how you use it?

o PROBE ON: Improvements to the quality of information, quantity of information,
consistency of information, themes of information, assurance of information.
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o Do you use NFR more now than you did 5, 10, or 15 years ago (change question
depending on length of experience).

3. Non-financial reporting ‘ 12 mins (37 total)

Note to the interviewer - the purpose of this section is to further explore the sources of NFI that the
interviewee uses, and whether they are already using “improved” versions of NFR or paying to get access to
better NFR information. As relevant, use insights and points of reference from Sections 1 and 2 to help
probe in more detail on the information that is being used and why. If not already covered, also explore
what improved NFR might look like.

e There are regulations putin place by the UK Government to dictate which companies must report
non-information, and what information they must include in their reports.

e When you are seeking non-financial information as a part of analysis or decision-making, do you
typically get that information directly from a company's annual report (the Strategic and/or
Director's Report), or do you go to other sources?

o Why or why not?

o KEY QUESTION - If the respondent uses annual reports (or other company
issued NFI) directly: What do you think of NFR? Do you have a preference for how
they are structured or for how they present information?

o KEY QUESTION - Do you have a preference for what kinds of information is included?
(environmental, social, etc.)

o KEY QUESTION - If the respondent uses other sources, such as analysis reports:
Why do you use this as a source of non-financial information?

o If you don't find the information you are looking for in a company's reports, do you
ever liaise directly with companies?

e KEY QUESTION - If you had to choose between two investments, and one had a higher expected
return but poor performance in NFI metrics - how would you consider this trade-off?

o Isthere certain information in particular you would consider in a choice like this?

e |F NOT COVERED ALREADY, ASK - If you could get the “ideal” non-financial report (or reports),
what would it look like?

o Whatkind of information would it include?
o Whatkind of format would it have?
o Who would produce the report, and who would assure the information with it?

o |F NOT COVERED ALREADY, ASK - Are you familiar with financial reports that include non-
financial disclosures within the reports, such as integrated reports or Environmental Profit and
Loss statement?

4. Feedback and close 3 mins (40 total)

e Is there anything else about non-financial information or non-financial reporting that you would
like to share or discuss
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INSTITUTIONAL INVESTOR (TRUSTEE) VERSION

Introduction 3 mins (3 total)

Research in Finance has been engaged by the Department for Business and Trade (DBT) to
explore the use of non-financial information by investors. The purpose of this research is to
capture information from a wide range of possible users to better understand who is using
this information and why.

Uses of non-financial information could include a wide range of potential application, and we
are interested in hearing how you use that information and why.

This interview will be no longer than 40 minutes. The purpose of this interview is purely to
understand awareness and use of non-financial information and reporting, and there are no
right or wrong answers. Your participation is very valuable and will contribute towards
ongoing research concerning non-financial reporting requirements for companies in the UK.

All information supplied will remain anonymous, comments/ responses will not be attributed
to individuals. Research in Finance fully abides by the Market Research Society (MRS) Code of
Conduct and GDPR (General Data Protection Regulation). For more information, please see
our Privacy Policy.

e Introduce any observers that are present (if any), including DBT personnel observing for training.
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1. Role and professional background ‘ 10 mins (13 total)

Note to the interviewer - the purpose of this section is to better understand the role of the interviewee
within their firm, how they use both financial and non-financial information and, overall, how relevant or
important NFl is to them. The discussion should cover the goals of their analysis and decision-making, to
help prompt more in-depth responses about non-financial information.

e First, please describe your role within your firm.
o What does your average day look like?
o How long have you worked in this role?
o Whatkinds of inputs do you get from your colleagues?
o Who do you report to (and how)?
e What kind of analysis or research do you do in your role?

o Do you utilise the analysis of colleagues, consultants, or data services as a part of
your role?

o Do any others within your firm use analysis or research that you produce? How do
they use that information?

e How much influence do you have over investing decisions or decisions about how assets are
managed?

o Whatkinds of investments do you typically work with?

o What does the decision-making process look like?

o How do you influence those decisions?

o How much of your firm’s AUM do you think you influence in a given year?

e KEY TASK - When thinking about an investment, what kind of information would be used to decide
on whether/how much to invest / divest? Please list any information or analysis you have seen
or used in the past year.

o Ofthatinformation, what s typically the most important to the investment decision?
Does this vary at all - for example by the type of company or sector being
considered?

o For the information you listed, are there specific targets or criteria for each that you
are aiming to meet?

o Isthere any data or information that you use to inform your expected return for an
investment, or for the expected level of risk that comes with an investing position?

e KEY QUESTION - What are the key goals of the investing decisions you influence?

o What kind of risk, returns, or other criteria (such as ESG metrics) are you aiming to
achieve?
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‘ 2. Intro and attitudes to non-financial information ‘ 12 mins (25 total)

Note to the interviewer - the purpose of this section is to get a better understanding of the interviewees’
familiarity with non-financial reports (NFR) and information, what information they use, how they use that
information, and what they think the value of that information is. The section concludes by asking the
interviewee their views on what might improve NFR. This will provide useful insight in itself, but may also
provide useful points of reference that will aid the discussion that follows in Section 3.

e KEY QUESTION - In your view, how does non-financial information differ from financial
information?

o KEY QUESTION - Are there any specific non-financial measures or metrics that the investments
you recommend/choose must meet?

o What are they? Are these mandated by regulations, by your fiduciary duty, company
policies, or client requests? Where do you get information on these metrics?

e How reliable do you think the non-financial information available to you is, and why?
o Are there certain pieces of information that you think is more reliable than others?

e Generally, do you think the non-financial information available to you or your firm is valuable, and
why do you think that?

o KEY PROBE - Is there a difference in the value between information that is freely
available (company reports) and information that you might purchase (bespoke)
analysis.

o How isitvaluable - what does it allow you to do that you otherwise couldn't?

o Are there circumstances where your answer might be different, and what would
make it more valuable?

e Do you currently pay for any non-financial information, such as analysis reports, consulting inputs,
or ESG rating information? Why or why not?

o KEY QUESTION - Roughly how much do you pay for this information (in terms of an
annual amount)?

o Isthere any reason you would pay more for non-financial information?

e Can you estimate how much time or resource cost is spent with non-financial information by
yourself or within your firm? And if so, are there any specific data or types of information that take
up a large portion of that time or resource cost?

e Is there any NFI that influences your assessment of the expected level of risk or the expected
return that comes with an investing position? If so, are those assessments quantitative or
qualitative in nature?

e KEY QUESTION - What would improve the non-financial information that you have access to, and
would better non-financial information change how you use it?

o PROBE ON: Improvements to the quality of information, quantity of information,
consistency of information, themes of information, assurance of information.
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o Do you use NFR more now than you did 5, 10, or 15 years ago (change question
depending on length of experience).

3. Non-financial reporting ‘ 12 mins (37 total)

Note to the interviewer - the purpose of this section is to further explore the sources of NFI that the
interviewee uses, and whether they are already using “improved” versions of NFR or paying to get access to
better NFR information. As relevant, use insights and points of reference from Sections 1 and 2 to help
probe in more detail on the information that is being used and why. If not already covered, also explore
what improved NFR might look like.

e There are regulations putin place by the UK Government to dictate which companies must report
non-information, and what information they must include in their reports.

e When you are seeking non-financial information as a part of analysis or decision-making, do you
typically get that information directly from a company's annual report (the Strategic and/or
Director's Report), or do you go to other sources?

o Why or why not?

o KEY QUESTION - If the respondent uses annual reports (or other company
issued NFI) directly: What do you think of NFR? Do you have a preference for how
they are structured or for how they present information?

o KEY QUESTION - Do you have a preference for what kinds of information is included?
(environmental, social, etc.)

o KEY QUESTION - If the respondent uses other sources, such as analysis reports:
Why do you use this as a source of non-financial information?

o If you don't find the information you are looking for in a company's reports, do you
ever liaise directly with companies?

e KEY QUESTION - If you had to choose between two asset managers, and one offered higher
expected returns but worse performance / analysis of NFI - how would you consider this trade-
off?

o Is there certain information in particular you would consider in a choice like this -
such as case studies provided or specific measures the asset manager reviewed?

e IF NOT COVERED ALREADY, ASK - If you could get the “ideal” non-financial report (or reports),
what would it look like?

o Whatkind of information would it include?
o Whatkind of format would it have?
o Who would produce the report, and who would assure the information with it?

e |F NOT COVERED ALREADY, ASK - Are you familiar with financial reports that include non-
financial disclosures within the reports, such as integrated reports or Environmental Profit and
Loss statement?
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4. Feedback and close 3 mins (40 total)

e |s there anything else about non-financial information or non-financial reporting that you would
like to share or discuss
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PRIVATE INVESTOR VERSION

Introduction 3 mins (3 total)

Research in Finance has been engaged by the Department for Business and Trade (DBT) to
explore the use of non-financial information by investors. The purpose of this research is to
capture information from a wide range of possible users to better understand who is using
this information and why.

Uses of non-financial information could include a wide range of potential application, and we
are interested in hearing how you use that information and why.

This interview will be no longer than 40 minutes. The purpose of this interview is purely to
understand awareness and use of non-financial information and reporting, and there are no
right or wrong answers. Your participation is very valuable and will contribute towards
ongoing research concerning non-financial reporting requirements for companies in the UK.

All information supplied will remain anonymous, comments/ responses will not be attributed
to individuals. Research in Finance fully abides by the Market Research Society (MRS) Code of
Conduct and GDPR (General Data Protection Regulation). For more information, please see
our Privacy Policy.

e Introduce any observers that are present (if any).
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1. Role and professional background 10 mins (13 total)

Note to the interviewer - the purpose of this section is to better understand how the interviewee is investing,
how they use both financial and non-financial information and, overall, how relevant or important NFl is
to them. The discussion should cover the goals of their analysis and decision-making, to help prompt more
in-depth responses about non-financial information.

e First, please describe your investing.
o When did you first start investing?
o KEY QUESTION - What are your investing goals?
o Whatkind of investments do you currently have?

o What kinds of platforms or services do you use to invest? Do you invest directly with
any investment managers?

e How active of a role do you take in your investing decisions or decisions about how your assets
are managed?

o Whatkinds of inputs do you get from others on your investing (such as from IFAs)?

o Ifyou are receiving advice from others, or if money is being invested on your behalf,
how do you think those individuals acting in your interest are making decisions (e.g.,
what kinds of information do you think they are using)?

e What kind of analysis or research do you do before choosing your investments?
o Do you utilise the analysis provided by investing services or consultants?
o Do you ever give investment advice based on the research you have done?

e KEY TASK - When thinking about an investment, what kind of information (financial such as P&L
statements or earnings per share, non-financial such as ESG ratings) would you use to decide on
whether/how much to invest / divest? Please list any information or analysis you have seen
or used in the past year.

o Ofthatinformation, what is typically the most important to the investment decision?
Does this vary at all - for example by the type of company or sector being
considered?

o For the information you listed, are there specific targets or criteria for each that you
are aiming to meet?

o Isthere any data or information that you use to inform your expected return for an
investment, or for the expected level of risk that comes with an investing position?

‘ 2. Intro and attitudes to non-financial information ‘ 12 mins (25 total)

Note to the interviewer - the purpose of this section is to get a better understanding of the interviewees’
familiarity with non-financial reports (NFR) and information, what information they use, how they use that
information, and what they think the value of that information is. The section concludes by asking the
interviewee their views on what might improve NFR. This will provide useful insight in itself, but may also
provide useful points of reference that will aid the discussion that follows in Section 3.
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e KEY QUESTION - In your view, how does non-financial information differ from financial
information?

o Do you think there is any overlap between non-financial and financial information?

o KEY QUESTION - Are there any specific non-financial measures or metrics that you prefer the
investments you choose to meet? (e.g., carbon intensity or board composition).

o If the investor says yes: What are they? Why do you focus on these measures of
metrics?

e When you are seeking non-financial information as a part of your decision-making, do you
typically get that information directly from a company's annual report (the Strategic and/or
Director's Report), or do you go to other sources?

o KEY QUESTION - If the respondent uses company reports directly: What do you
think of NFR? Do you have a preference for how they are structured or for how they
present information? Do you have a preference for what kinds of information is
included? (environmental, social, etc.)

o KEY QUESTION - If the respondent uses other sources, such as analysis reports:
Why do you use this as a source of non-financial information? Why do you use this
information instead of the company reports directly?

= Do you pay for this information, and if so, can you estimate how much you
pay on an annual basis?

o If you don't find the information you are looking for in a company's reports, do you
ever liaise directly with companies?

e How reliable do you think the non-financial information available to you is? (either company
reports or other sources)

o Why?
o Arethere certain pieces of information that you think is more reliable than others?
o Canyou give examples of information / reports you have found most useful?

e Generally, do you think the non-financial information available to you is valuable?

o KEY PROBE - Is there a difference in the value between information that is freely
available (company reports) and information that you might purchase (bespoke)
analysis.

o How isitvaluable - what does it allow you to do that you otherwise couldn't?
o Ifno, why isn'tit valuable?

o Are there circumstances where your answer might be different?

o What would make it more valuable?

e Doyou thinkyou use NFR more now than you did 5, 10, or 15 years ago (change question depending
on length of time as an active investor).
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3. Non-financial reporting ‘ 12 mins (37 total)

Note to the interviewer - the purpose of this section is to further explore the sources of NFI that the
interviewee uses, and whether they are already using “improved” versions of NFR or paying to get access to
better NFR information. As relevant, use insights and points of reference from Sections 1 and 2 to help
probe in more detail on the information that is being used and why. If not already covered, also explore
what improved NFR might look like.

e KEY QUESTION - What would improve the non-financial information that you have access to, and
would better non-financial information change how you use it?

o PROBE ON: Improvements to the quality of information, quantity of information,
consistency of information, themes of information, assurance of information.

o Why and how would this change how you use NFI?

o Is there any information that you currently can't get that you think might improve
understanding of your future returns or the risks of the investing positions you
currently hold?

e Doyou currently pay for any non-financial information, such as analysis reports, consulting inputs,
or ESG rating information?

o Why or why not?
o Roughly how much do you pay for this information (in terms of an annual amount)?
o Isthere any reason you would pay more for non-financial information?

e (Canyou estimate how much time you spend with non-financial information? And if so, are there
any specific data or types of information that take up a large portion of that time or resource cost?

e KEY QUESTION - If you had to choose between two investments, and one had a higher expected
return but poor performance in NFI metrics - how would you consider this trade-off?

o Isthere certain information in particular you would consider in a choice like this?

e |F NOT COVERED ALREADY, ASK - If you could get the “ideal” non-financial report (or reports),
what would it look like?

o What kind of information would it include?
o Whatkind of format would it have?
o Who would produce the report, and who would assure the information with it?

o |F NOT COVERED ALREADY, ASK - Are you familiar with financial reports that include non-
financial disclosures within the reports, such as integrated reports or Environmental Profit and
Loss statement?

4. Feedback and close 3 mins (40 total)

e |Is there anything else about non-financial information or non-financial reporting that you would
like to share or discuss?
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DBT Value of Non-Financial Reporting - Interview guide (pilot)

INSTITUTIONAL INVESTOR VERSION

Introduction 3 mins (3 total)

Research in Finance has been engaged by the Department for Business and Trade (DBT) to
explore the use of non-financial information by investors. The purpose of this research is to
capture information from a wide range of possible users to better understand who is using
this information and why.

Uses of non-financial information could include a wide range of potential application, and we
are interested in hearing how you use that information and why.

This interview will be no longer than 40 minutes. The purpose of this interview is purely to
understand awareness and use of non-financial information and reporting, and there are no
right or wrong answers. Your participation is very valuable and will contribute towards
ongoing research concerning non-financial reporting requirements for companies in the UK.

All information supplied will remain anonymous, comments/ responses will not be attributed
to individuals. Research in Finance fully abides by the Market Research Society (MRS) Code of
Conduct and GDPR (General Data Protection Regulation). For more information, please see
our Privacy Policy.

e Introduce any observers that are present (if any)2, including DBT personnel observing for training.
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1. Role and professional background ‘ 10 mins (13 total)

Note to the interviewer - the purpose of this section is to better understand the role of the interviewee
within their firm, how they use both financial and non-financial information and, overall, how relevant or
important NFl is to them. The discussion should cover the goals of their analysis and decision-making, to
help prompt more in-depth responses about non-financial information.

e First, please describe your role within your firm.

o What does your average day look like?

o How long have you worked in this role?

o Whatkinds of inputs do you get from your colleagues?

o Who do you report to (and how)?

o Who are your clients / who typically purchases your products?
e What kind of analysis or research do you do in your role?

o Do you utilise the analysis of colleagues, consultants, or data services as a part of
your role?

o Do any others within your firm use analysis or research that you produce? How do
they use that information? Do they request any specific types of information?

e How much influence do you have over the final outputs that your firm produces?
o What do those outputs look like? (format, qualitative v. quantitative, etc).

o Who is the target audience for those outputs? (other firms, trustees, private
investors, asset managers).

e KEY TASK - When thinking about a company or investment that you are reviewing, what kind of
information would be used in your analysis of that company / investment? Please list any
information or analysis you have seen or used in the past year.

o Of that information, what is typically the most important to the analysis? Does this
vary at all - for example by the type of company or sector being considered?

o For the information you listed, are there and thresholds or specific targets that
inform your analysis?

o Does your analysis include any quantification of risk or expected returns?

‘ 2. Intro and attitudes to non-financial information | 12 mins (25 total)

Note to the interviewer - the purpose of this section is to get a better understanding of the interviewees’
familiarity with non-financial reports (NFR) and information, what information they use, how they use that
information, and what they think the value of that information is. The section concludes by asking the
interviewee their views on what might improve NFR. This will provide useful insight in itself, but may also
provide useful points of reference that will aid the discussion that follows in Section 3.
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KEY QUESTION - How would you define non-financial information?
o Inyourview, how does this differ from financial information?
o Do you think there is any overlap between non-financial and financial information?

KEY QUESTION - Are there any specific non-financial measures that you produce for any of the
investments you analyse?

o Ifyes: What are they? Are these mandated by regulations?
How reliable do you think the non-financial information available to you is?
o Why?
o Are there certain pieces of information that you think is more reliable than others?
o Canyou give examples of information / reports you have found most useful?

Generally, do you think the non-financial information available to you or your firm is valuable in
your analysis?

o KEY PROBE - Is there a difference in the value between information that is freely
available (company reports) and information that you might purchase (bespoke)
analysis.

o How isitvaluable - what does it allow you to do that you otherwise couldn't?
o Ifno, why isn'tit valuable?

o Are there circumstances where your answer might be different?

o What would make it more valuable?

Do you currently pay for any non-financial information, such as analysis reports, consulting inputs,
or ESG rating information? NOTE - THIS MAY BE ANSWERED IN THE PREVIOUS QUESTION.

o  Why orwhy not? ALTERNATIVE - You said you get information from other source you
pay for, why do you?

o Roughly how much do you pay for this information (in terms of an annual amount)?
o Isthere any reason you would pay more for non-financial information?

KEY QUESTION - What would improve the non-financial information that you have access to, and
would better non-financial information change how you use it?

o PROBE ON: Improvements to the quality of information, quantity of information,
consistency of information, themes of information, assurance of information.

o  Why and how would this change how you use NFI?

o Do you use NFR more now than you did 5, 10, or 15 years ago (change question
depending on length of experience).
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3. Non-financial reporting ‘ 12 mins (37 total)

Note to the interviewer - the purpose of this section is to further explore the sources of NFI that the
interviewee uses, and whether they are already using “improved” versions of NFR or paying to get access to
better NFR information. As relevant, use insights and points of reference from Sections 1 and 2 to help
probe in more detail on the information that is being used and why. If not already covered, also explore
what improved NFR might look like.

e When you are seeking non-financial information as a part of analysis, do you typically get that
information directly from a company's annual report (the Strategic and/or Director's Report), or
do you go to other sources?

o Why or why not?

o KEY QUESTION - If the respondent uses annual reports (or other company
issued NFI) directly: What do you think of NFR? Do you have a preference for how
they are structured or for how they present information? Do you have a preference
for what kinds of information is included? (environmental, social, etc.)

o KEY QUESTION - If the respondent uses other sources, such as analysis reports:
Why do you use this as a source of non-financial information?

o If you don't find the information you are looking for in a company's reports, do you
ever liaise directly with companies?

e Can you estimate how much time or resource cost is spent with non-financial information by
yourself or within your firm? And if so, are there any specific data or types of information that take
up a large portion of that time or resource cost?

e IF NOT COVERED ALREADY, ASK - If you could get the “ideal” non-financial report (or reports),
what would it look like?

o Whatkind of information would it include?
o Whatkind of format would it have?
o Who would produce the report, and who would assure the information with it?

e |F NOT COVERED ALREADY, ASK - Are you familiar with financial reports that include non-
financial disclosures within the reports, such as integrated reports or Environmental Profit and
Loss statement?

4. Feedback and close 3 mins (40 total)

e |Is there anything else about non-financial information or non-financial reporting that you would
like to share or discuss?

NFR Interview Guide | May 2023 Page 17






Patrick Sharkey
File Attachment
Appendix 5 - Interview guide.pdf

Patrick Sharkey
Text Box
Appendix 5: Investor interview guides


Value of Non-Financial Reporting

Appendix 6 Investor interview summaries

ﬁ Appendix 6: Investor interview summaries

Defining the Users and the Benefits of NFR | October 2024 Page 72




¥

£

Department for
Business & Trade

Blje
RESEARCH
IN FINANCE

eftec
economics for
the environment

Value of non-financial reporting
Appendix 6 - Interview headlines

Please see the full report, "Value of Non-Financial Reporting: Phase 1 and 2 Report - Defining the Users and the Benefits of NFR" (June, 2024)

Prepared by

Contents

Tab name

Economics for the Environment Consultancy Ltd (eftec)
10F Printing House Yard

London

E2 7PR

eftec.co.uk

Research in Finance Ltd (RiF)
80 Coleman Street

London

EC2R 5B
www.researchinfinance.co.uk

Description

Interview headlines

Investor interview headlines




http://www.researchinfinance.co.uk/



Value of Non-Financial Reporting

Investor type

Job role

Overview of role & back

Appendix 6 - Interview headlines

June, 2024

re would you like to see/

Senior investment consultant advising

Responsibility to help pension schemes fulfil their
fiduciary duty for their clients and achieve best possible
outcomes. Involves reviewing performance, asset

Speaking to fund managers and understanding their philosophy is as important as the
quantitative analysis and data. Climate related reporting key (carbon intensity and emissions

improvements?

Investment around 13 UK DB pension scheme trustee ) . L . ; - ;
17/05/2023 Institutional ) P . |allocation, various reports, significant events that can data), as is voting activity. MSCl data used. Data on 'E' more tangible and easy to access Case studies and standardisation of reporting
consultant boards on investment strategies. Reporting X K X X o [ . . K
into the CIO have an impact, and certain metrics which usually compared to 'S' and 'G'". United Nations Global Compact Violators as a baseline screen.
I . . .
encompasses ESG. Reviewing regulation to ensure ESG Engagement important, but expect investment managers to engage with companies directly.
factors are considered appropriatelv
; . ) : Plenty of regulation to take account of from an institutional investor point of view, particularly
Director of Pensions, overall strategic Performance against the benchmark, market outlooks, ) ) ) ; )
. . . . ) ) o ) around ESG-related matters. Educational to learn about E, S and G matters, and try to identify [Currently too many measures in the industry
responsibility for the provision of pension |geopolitical situation, economic situation, targets for ) ) . . . ) L
: § K ; . ’ . where things are being done well and not so well. Certain metrics such as a carbon intensity [to take account of, so more standardisation
o Pension Scheme |benefits for their employer, and employer- |investment return. Also how the scheme is doing against o ) o _ )
18/05/2023 Institutional ; ) ) ) ) score can be helpful, but actually its important to understand what a company is doing 'under|would be appreciated. Too much regulation at
Trustee nominated trustee director to 3 different ESG performance rating and benchmark, stewardship } o : : :
. : A - ) . . o the bonnet' and where they are headed, what their vision for the future is - case studies the moment, and not enough tangible
pension schemes. 30 years in the industry, [considerations, voting intentions, case studies in terms of | . R : )
. : ) K important here. Specific themes focusing on at the moment from an engagement perspective |guidance
6.5 years as pension director in current role [what asset managers are doing . K :
are climate change, capital management and human rights
Like a lot of these aspects, until everything is
o . . completely standardised on a global basis and
: ) I . Due to scale of investments in portfolio (8000 equities invested in), not feasible to pull p. Y X g o
) Performance is key, looking at attribution and why their | . X X ) . there is a lot more harmonisation, it is always
. Head of investment governance at a large ) . information from annual reports. Primarily use MSCI's tools, their ESG manager tool. ) ) .
Pension - funds have outperformed in the way they have. Objectives i i _ a little bit more difficult than you actually
L master trust. Reporting into the board as . o Interested in the aggregate of company level information. ESG score of the FTSE All-Share or R o
19/05/2023 Institutional Investment i generally classed as CPI plus 2 or 3%. Volatility objectives. X ) ) o L expect it to be. Standardisation and
well as the trustees who run the pension - X . the S&P500, but not particularly interested in the individual scores within that. Use Robeco T X ) )
Manager Comparisons to broader benchmarks. Climate reporting, ) compulsion like international financial
scheme and MSCI to help us assess ESG data. Pay MSCI about £150k a year for various tools. ESG R )
ESG scores. . reporting standards. You cannot put faith or
matters are a helpful tool for engagement with members. . X
trust in non-standardised data, whereas you
can with a price earnings ratio.
Traffic Tight system of some kind, similar to
food products. Small infographic on the key
. ’ info and context would be great. Currently no
. ) ) Dividend. Would always steer clear of armaments, alcohol,|Company products, location, numbers of shares, turnover, number of employees - all that ) ) R
’ Experienced investor, aim for growth and I o L . o R X Rk ) o . |standard in the information out there, as
Private Investor - _|anything illicit. Inflation in mind, so dividend of 8% in the |basic information to have a view on whether to invest or not. Key consideration is company's . .
’ ) money, at the moment, has to keep up with o . - o ) K everyone reports slightly differently (e.g.
19/05/2023 Private Investor experienced, X ) . ) ) UK is ideal. In the US, accept 4-5%. Most companies vision for the future, corporate plan. An indication of where the company sees itself in next 5 o
o inflation at the very least. Aim to investin | ) R . i . ) X R Bloomberg compared to Reuters). Difficult to
sophisticated . ) invested in are companies previously had a direct dealing |years compared to competitors. In terms of reports, will look through and pick out the key L
companies that are ethical. i ) i . ) compare and assess. Verification also
with/ worked there. points and then decide from that information X )
important, independent body to assess the
information put out there so investors can
trust the info and data
Not driven by ESG, but on pragmatic grounds it is certainly a consideration. It is a bit more of
Communication from fund manager. Performance, a bonus, a subsidiary. When reviewing a report, fund or company, | need an overall sense of:
. ) ) ) dividend are important of course. But there also needs to |can | trust this organisation, is it going to earn a return, then whether or not it is going to 'do
) Experienced investor, relies on investment : X ) X K : . o ) . : .
Private Investor - | R be story in order to invest. That is why more biased in good'. Executive remuneration is something that is important as part of the consideration, so . ) L
hobbyist A s A ied thinking towards small cap investments - tend to reviewing remuneration reports is something to review. If yo nted one word to gras, ST S ENGENE AU T
ist, . inki wa all cap invi - Vviewi u ati i i view. uwa L
22/05/2023 Private Investor Y between funds and individual companies. s P s P s Y grasp packaged together and then how it is

sophisticated,
experienced

Researches frequently and 'incessantly' -
many hours a day

outperform in long run, but also there is that story to get
behind. Dividend growth is paramount for the income side
of my portfolio, for the non-income side almost anything
goes.

what you want from non-financial information it is what is the attitude of companies to
people that ultimately own them? It is not so much about the facts, but more how they are
presented and the story behind it. | am not looking for it to have met a certain kind of climate
change target by a certain date or whatever. That is not my criteria. But the fact that it is
showing an awareness and there is a direction of travel, that is enough for me.

communicated.
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Key details about NFI & NFR

June, 2024

What more would you like to see/

improvements?

Required to review and consult on potential Investmen
options and current investments as the case maybe. Will - X . : ’
K : Very similar sentiment expressed about speaking to and engaging with fund managers and
review asset managers, funds or particular asset . N . . o )
llocations as needed understanding their philosophy is as important as the quantitative analysis and data.
allocati a 5
. . . i . Does place value on NFl and NFR but does not tend to engage directly with it, appreciates
Retired Actuary, now scheme Trustee, sits |Overarching focus is performance - sees a key goal of his o X ) . . .
) K - o i that certain things like carbon footprint and emissions now ultimately do feed into the
on the board and sub-committees of as being to facilitate the objectives of each pension . ) . o - .
o ) T . metrics by which companies are assessed and so noted that it is critical - acknowledges that |Standardisation of methodology / reporting
01/06/2023 Institutional Trustee around 3-4 pension schemes - does not scheme to meet their liabilities in as effective and cost . . . . A
) L ) reputation can contribute too so there are more things at play than just past performance - |across the industry.
work full time any more, and doesn't efficient manner as possible. q
, ) . . . however performance does still really matter.
report' to anyone per se. Led by consultants input and presentations direct from ) ) h B
Feels like does not engage directly with NFI/NFR data - but leaves that to other 'decision
Asset Managers - may heed other sources but not rely on ) ) . P
) makers' and consultants to decipher and to summarise back. Seems happy to trust their 'call
them or seek them out so much. Consultants paid very
. ) . on these matters.
well to summarise and convey information to the
Schemes so no need to reneat
An active investor, manages his own
portfolio and private pensions.
Not seeking super high returns or aiming
for growth, tends to take a more moderate
approach and aims for income which he
reinvests, a fan of that tangible and regular
input. Hold IT's for this, some UT's too and . . .
per small amount of direct stocks which Afan of interesting themes and a bias away from the UK
av all amou i whi . . . :
) Y X (Currently more US focussed) - reads the FT, Investors Seems disenchanted - states has to be taken with a pinch of salt, feels a certain level of
he is veering away from generally. . X X X L L -
X ) Chronicle, shares ideas and themes with friends and corruption is at play - facts and measures are fudged to present companies in certain lights,
L Uses information sources from Hargreaves ) ) e . . . L L
Considering . family. Keeps in touch with ‘city' friends. banks - totally corrupt and involved in major crisis resulting in large scale cover up - smoke . .
. Lansdown, AJ Bell, i, lots of US ! X . . Increased accountability and punitive
. retirement, . . Mentions John Authers at Bloomberg, David Stevenson in [and mirrors. i
01/06/2023 Private Investor ) commentators. Has a keen interest in US . L . L . .. |measures taken. Increased regulation, a more
previously a Gov ) K . the FT, and interactive investor commentary, likes Kepler, [Seems quite irritated at UK corporates generally - and also notes that morally and ethically it |. X
. holdings - is not a fan of UK domiciled X ) X X international standard.
Policy maker S eI GOlTRRels Grants in the US and other US commentator such as Barry|is hard to fully apply across investments - for example - ESG funds may avoid arms - but
Inve a . . N . . . .
) P . Ritholz. supplying the Ukraine with arms is currently the most ethical thing to do. Mining, also often
Would like to have personal principles . . .
X ) excluded - is at the heart of certain energy transition products etc.
reflected in portfolio, takes a reasonably
strong position on ethics/morality of certain
countries etc. but in saying that, admits to
contradictory actions at times where
returns are good and sub holdings may
feature limited exposure to markets he
deems unappealing (China, Russia, India,
UAE)
Very similar sentiment expressed about speaking to and engaging with fund managers and
Works within a team of two, but there are Y . . ) P X ) P & g g. s K s
L ) X ) understanding their philosophy is as important as the quantitative analysis and data.
larger and wider investment and analysis The respective mandate of course - but overall, this feels - K ) , . X ) ) ) .
X i X o . X ) Akey focus is 'future intentions' and direction of travel for which non-financial reporting is
teams. Involved in engagement with like a continuing circle of a multitude of factors. Key is " L X K o
) s ) X ) critical. She notes the worth and value of NFI as key to providing the bigger picture, an holistic
managers and with reviewing things such future intentions - for example does not adopt hard rules | . X . . )
. ) K ) ) X X ) K view of that direction of travel - it is not just past performance - you have to look at that "
as thematics across the investment piece - [but if an investment displays intentions to improve and K ) . i L X R K Eagerly awaiting output from TNFD
) o . o i future intention too, and that is key to identifying opportunity or risk which have to be . ,
Head of water scarcity, biodiversity etc. move towards a more positive path it wouldn't be i ) . X consultation, science based targets,
. . . ) factored into the overall investment decision making. K A .
o Stewardship for a [CIO makes the ultimate investment discounted. . i . . standardised methodologies, would like some
02/06/2023 Institutional i . X ) . X X Key metrics: Structure, people and resource, links to other companies, experts or academics, |. .
large UK Pension |decisions - but part of a wider team who all [Relies mainly on info from Asset Managers, engages with ) ) X ) o ) . independent verification but not sure from
X ) o ) climate commitments, Net Zero intentions, Stewardship signatories, DEI policies, thought K )
scheme feed into this decision making process. A them and MSCI. ieces who - notes something like/ or a body such as
sum of parts. Attends conferences to keep up with new themes and P . . . X . . the FRC Stewardship code may fulfil that need.
o ) Does not tend to source NFl or NFR directly - receives information on investments from RFPs
That said, if there was a severe red flag or  [topics. . X i
K i directly from Asset Managers and secondary data services such as MSCI to verify.
major controversy that was raised - then Not sure deals at corporate level, feels more sector or ? . X i ) o .
K X X Takes issue with the 'term' non-financial reporting as feels that it is diminutive in relation to
has a voice to make this clear and investment/ asset class focused research. ) X o .
) ) . ‘financial reporting' which isn't the case, she feels both should be given equal precedence as
ultimately influence the decision. . . X . . X
they ultimately tell the whole story and feed in to informed views and decision making.
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ore would you like to see/
improvements?

Trustee at Pension

Trustee. Works with Scheme Advisory
Board, consultants and Independent
professional bodies such as Hymans
Robertson etc. Has influence over total
assets of the fund. Increasingly looking

They have multiple sources of information - asset
managers, consultants and advisory committees -
financial information is very important to fulfil fiduciary
duty, but increasingly now have sustainability goals to
consider, the environmental agenda is popular, ESG and

Always looking for an 'objective' take, the 'real story' prefers quality not quantity. Social
aspects of ESG are easier to quantify in some respects but Environmental tends to take the
fore - they have retained the services of a consultant to do this analysis as it would be too
time consuming - analysis and verification is needed because of greenwashing - there has to
be evidence - whether that is carbon intensity, carbon reporting / goals etc, he treats it
sceptically until it has been independently verified. Too easy to put a 'spin' on it. There is a
sub committee who 'rates' each investment with a score card - this happens periodically -
they rely on info provided by Investment Advisers - again, the independent corroboration is

Demonstrate the impact with case studies,

05/06/2023 Institutional forward, aspirations and goals include K i i . o ) simplify, be concise and evidence based. Align
Scheme L X responsible investing are important. Thigs like active needed. Feels the cost could amount to £100,000s ! X X
limiting certain exposures (coal for X . ) i . i . everything to financial outcomes.
S M —— involvement, Fund Manager's policies towards Finds there is a lack of focus - information needs to be more focussed - there is so much and
) P o L P s . sustainability, activism, voting, AGM engagement and the [such a breadth, that the noise makes it harder to decipher/ determine the important parts.
innovative 'green’ investments. Are subject R . : K . . R - )
R . results of any ESG initiatives. There is a reliance on Fund  [Would like to be concise and evidence based. Not only evidence of activism, but evidence that
) VIng p. Manager updates for aspects of this. it has improved the performance of the fund, that their has been active achievement of a
mindful of scenarios such as that. . . K X
social goal, and that financial returns have been improved. It is a sum of parts.
Simply does not have the time to engage with direct reports. Expects the Fund Managers to
be on point with this.
Would like more regulation in getting data
published, although considers the European
. . . . . . . . SFDR model far from ideal - feels there could
Doesn't buy bespoke analysis and is not directly involved in the analysis or research involving L
. . i be more helpful Principal Adverse Impact (PAI)
o X . NFR - doesn't tend to be involved at that granular level - they are there to facilitate making
Key objective of role/ day to day is taking . - X . ) K X i _ . ) data - notes the need for both qual and quant -
) He does not influence decision making, nor does he make |wider datapoints available to others to incorporate into their decision making. Does note )
X Head of ESG ESG data from the likes of ISS/MSCl etc and |. . h X i . K PDF reports, downloads and machine
07/06/2023 |[Secondary provider . ) o investment decisions / recommendations etc. More of a considerable value in the qualitative piece (NFR) as elements of the ‘S and the ‘G’ are hard to )
Product aggregating it to give a form of visibility to X ) . X . ) X readable data across the industry would be
) ” data provider. quantify (Environmental aspects easier to quantify and put metrics around) - so the wider
IFAs via their platform. . X X . ) advantageous. Some data, better than none,
NFR info does have that vital role to play there in terms of outlining stewardship, . .
engagement, voting, sustainability, diversity etc R A e St
638 ' & Y Y ete. difficult to quantify metric but better to have
something to consider than to have nothing at
all.
L . Clients (pension schemes) ultimately determine what Consultancy he works for does not necessarily use metrics and data to make strategic
Senior investment consultant focusing on X X X . ) o L
L ) . |conversations he will have with asset managers. decisions. It is more of a qualitative assessment of NFR and NFI as opposed to quantitative.
advising DC pension schemes. Not focusing X X X . ) . ) )
i K ) Performance, performance over an extended period of Of course things like climate risk and carbon reporting are becoming more mainstream and o
on any asset class in particular, ESGis a key | . ) X X . o More standardisation, transparency. Access to
) K ) time, trust in asset manager and long term financial goals |better documented, but overall, ESG reporting and NFR still in its 'infancy'. Not much strong, ) )
o Investment focus for several clients. Works with clients |, . = ) ) ) ) . ) . data important to - such as on an online
08/06/2023 Institutional ) o important as part of investment decision-making process. |standardised data as of yet, but expects this to change in coming years. More interested in
consultant to assess their needs and objectives (70% of . i . X X platform where you can filter and assess data
) e e i 0 EEe TS On ESG side of things, it is more opportunity driven rather |the words, processes and story around NFI from an asset manager - to gather a forward casil
understandptheir groducts solutiogns (30% than client driven. Clients expect consultants to review looking picture of where they are headed and what their plan is. ESG process and scoring Y
B S— P info from asset managers and then decide what the best |[system at consultancy in place to assess asset managers on ESG but not decisive in decision-
opportunity is. making.
Has a great deal of autonomy with client's . . - . . .
. & A y Views non financial information as being the narrative from fund managers about what they
investments - deals with families and ) . . ) S .
) There is an internal research team who do some of the leg|are seeing on the ground, what the macro economic space they are operating in is doing etc. L .
appreciates the long term nature of the X 7 K Does talk of standardisation again - but for
’ . ) work, they subscribe to a number of external sources of |Does not seem to be focussed on the actual paper works so to speak of reviewing disclosures |, .
relationships that he builds. Really getsto |, . . X him, needs to be able to compare asset
i information, and they have very good direct access to the [or reports himself. o
know the clients, understand the way they ) . h ) . managers, fund products easily - if there were
. ) fund managers with whom they invest. Most aspects can |They will go direct to companies or to fund managers for answers. :
think and what matters to them. Some live K X X . R say 20 metrics that would all feature on one
. . . be dealt with through a meeting with the fund managers. |[Is sure, however, that the resource and budget costs of analysis of such things is into the
off the income, others are interested in . R report for example - he feels that some funds
. ) ) They take reports from Citi Bank, JPM, Goldman Sachs, £100,000s on top of a full time research team. )
09/06/2023 Private Agent DFM growth - a real mix. Most have a portfolio of report on the things that they do well as

around 25-30 investments be that across
collectives or direct company stocks, etc.
Takes a very holistic approach and views
the portfolio as an entire unit - a sum of
parts - not at a particularly granular level -
all elements are in there for a reason and to
fulfil a role.

lots of info and then process it.

He seems to be more focussed though on the fund
managers - and talking to them and getting a feel for
future intentions and what constitutes 'good business' -
they prefer to buy and hold for a long time - so it is long
term views that interest him. They do have Sustainalytics.

Has a handful of clients for whom ESG is a focus but this feels minimal - notes that most ESG
focus is based around exclusions - and in that respect it is easier to filter out - but this is
where the FMs narrative piece can be helpful. He hands this off to the research team to filter
and focus - the client doesn't want to have to read all of that stuff.

Most important point - the lines are very blurred between what is financial info and what is
non financial - to him it all leads the same way and is part and parcel of taking an holistic view
of the fund / investment.

opposed to the whole spectrum - and in that
respect it can be hard to assess or compare
because you are sold the biggest most
successful story first as opposed to all the
others.
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ore would you like to see/
improvements?

Heads up a team who analyse and rate
funds, fund ranges, IT's etc - they also have
an ESG rating too - they award 'badges' -
likens it to the British Standards Kite Mark.
Ratings are 'binary' and there are no 'levels'
- they are either rated or they are not.

Heavily reliant on industry access - close relationships with fund managers and getting to
know them, the teams, the people etc. The send a bespoke questionnaire which covers

Notes inconsistency and again repeats a call
for some level of standardisation. Overall
though, feels that there is a lot of quality

X Head of ESG Extensive due diligence is conducted - but |They do not make investment decisions (do have an MPS ) ) X . ) . . .
09/06/2023 |[Secondary provider K ) X . processes etc, but they have a narrative piece that has 4 very broad brush questions which  |information 'out there' but it is the ability and
Research there is a high level 'triage' that occurs first |though but it is a separate part of the company) ) K ) | . : . o i
) catch quite a lot. They are deliberately so in order for the managers to put their points confidence to interpret and assimilate - that is
to filter the universe down from the some X .
across. probably the bigger challenge but everything is
3700 odd funds 'out there'. T
. . ‘out there' should you want/need to find it.
Places extreme importance on speaking to
the fund managers - this is massively
important. When it comes to ESG, he wants
to see it as DNA throughout the business.
Most clients are at or in retirement - he
helps model and plan for their retirement, |FE and Morningstar may help but the primary source of
some insurance, some IHT planning etc. info is FM websites - there is nothing in general that he ) . . X
) P & ) ) eing Views NFI/NFR as being the fund manager's background, how long they have been with the  [A one page PDF for each fund that provides a
Deals with people on a case by case basis - |can't find / access that might be useful on there. He has . ) y ) ) ) . X X ) )
. . X K X . X fund, the background story to what is going on with the fund, in essence it 'paints the bigger [snapshot of both financial and non financial
they may have differing needs and wants - [no real quibble with the level of detail or information that | X K ) . L ) .
X X picture' - helping look under the bonnet. He views it as 'the written word' (qualitative) over the|info points such as asset breakdown, FM
09/06/2023 Private Agent IFA but overall around 15% are deep green. he can find. If he wants to deep dive and really get under o ) . ) K X
X ) i numbers. Feels that most of this is free basically and widely available. tenure, the fund's philosophy etc. (heavily fund
Uses Quilter platforms, SL, Pru, Royal the bonnet of stock holdings, he can do that there, if he K ) . X i
) ) ) R Notes that there are tools on platforms and that platform providers can help filter certian focussed, only views NFR/NFI as being at a
London and Aegon to name the main ones. |wants more narrative around what a fund is doing / what i o
X ) X ) 7 things out which is useful. fund level really).
He creates the portfolios himself. Uses FE |an FM is doing, he can get that on there too. In this sense,
Analytics and Defaqto to help filter funds this is what he regards NFl to be.
and options.
Head of a team of ESG analysts, collectin, . . . - . ST .
Y L & Considers a lot of factors in their decision-making when ) . ) L § Standardisation is definitely an area for
ESG data on European companies listed on L X Use NFI and NFR directly in order to try to give each company a quantitative and tangible X k
R i deciding how to score and assess companies, such as ) ) ) ) improvement. Many companies report on
stock markets. Historically focusing on _ _ K score, which can then be assessed and compared with other companies. Aggregating ) o
) ) i . |company policy, code of conduct on business ethics, ) . . . different metrics in different ways currently
small and mid caps, but increasingly looking i ) R o information from annual company reports, ESG specific reports, voting data, governance R o
) Head of ESG . ) X carbon footprint. It is a mixture of qualitative and ) o R e Lo (e.g. energy in Megawatts vs Joules) - it is hard
13/06/2023 [Secondary provider i at large caps. Collect publicly available info L ) - information in order to build that score. Talk more about 'ESG' rather than 'NFI' in the ) ; i
Analysis i o quantitative metrics. Then score these indicators based . o _ to compare. Also ensuring all data is available
from and public communication of . ) ) business. Only some of the data reported by companies is currently audited by external X L
X on transparency of the information, systems in place, i ) R R X in one report. Format of the data is important,
companies to help our assessment, e ™ auditors, so if there was a system in place whereby it was all audited, that would make the )
X . ) certifications. Quant indicators rated based on 3 year ) to allow consistency and transparency where
focusing on E, S and G issues. Our clients trend data more valuable as it would be more trustworthy. ossible
are then typically investment managers. : P :
Very experienced investor with financial Due to global nature of portfolio, experience and a Tiking
ser\)//icesF; Investment backeround - has clear for North American offerings, consumes a very broad Does find it valuable but behind the numbers, most responses lead back to numbers - he Increased freedom from regulations so that in
'agenda’ with investmentsgand is active in range of information and content - citing a long list of does like the story, and likens NFR/NFI more to commentary from managers, hearing from  [the UK, fund managers can speak and talk
tegrms o reseadilng, anelysing, celveiig publications - not so much trade press as wider national [them about what is happening with the fund. Acknowledges that reputation and business openly without having to 'dumb things down' -
' ' news coverage/business. Explores themes, funds and strategy matter and he consults Twitter, Glassdoor etc. to get a feel for what might be 'being |would really appreciate 'high qualit
14/06/2023 Private Investor Self Employed [and voting etc. Strong views on certain 8 P sy & s J Y app gnq Y

aspects (ESG for example, worked in
renewable energy field and does not rate a
lot of ESG reporting as considers it flawed
or useless.

stocks as an ongoing process, always open and moving,
tweaking etc. Really goes to town on researching. That
said, gives impression that very data, numbers and
metrics driven. Hunts down ROI, and other financial
metrics.

said' about the fund/ company etc.

Does visit company websites and spends time in the 'investor' sections exploring - there is a
lot that you can get there but main gripe is that it is all presented very differently, can be hard
to find, every site structure is different etc.

management discussion and analysis' -
mentions an example of CEO commentary
from 'Constellation' - a Toronto based
company.
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re would you like to see/

Professional

DFM - but has
broad remitin
terms of role -

Has a varied 'role' in that he has multiple
'hats' - can work with large insti/ insurance
clients seeking solutions to mandates /
investment scenarios with funds and fund
recommendations (which may or may not
be in-house managed portfolios service)
and can also seek private market solutions

Feels like very much client need driven - input is to find
solutions that match the wider mandate and present back
- in-house offerings are multi asset / managed portfolios
and sometimes the client needs something other -
research is needed there to identify suitable options. Will
deep dive and try to identify either funds, private market

Considers it very important - refers specifically to ESG (an area still being explored and
learning). Notes disparity and lack of consistency in terms of ESG reporting - mentions Asset
Managers specifically and cites 'measurements' as being somewhat lacking. That said,
information on the teams, people, managers, staff churn he considers very important to
adding to the analysis and all things being equal, this can help provide useful backdrop /

improvements?

Notes it is all down to a person's interpretation
- there are no 'set models' to aid analysis.
Would like more standardisation, general

16/06/2023
Investor often working as [too. Seems to work to specific client need  |or direct holdings. Will find options and present a background information. Notes the lack of consistency also with reference to an example of |levels of consistency and availability would be
an Investment  |and investment scenarios. Will research balanced report - i.e. if one meets some of the criteria looking at renewable infrastructure options and being unable to draw comparison on useful too. Increased frequency may be useful
Analyst various solutions and offer a report to the |needed, and another meets some but excels in other account of the unit of power measurements (megawatt, kilowatt etc) being different. in addition.
client to let them select. Clients often driven|areas, both are presented with a rationale, but ultimate  |Does pay for environmental reporting to be done by a company called Iceberg, and when
by performance and fees - often works with |decision lies with the clients. (reiteration - often driven/ looking at funds, uses Bloomberg, mentions Morningstar too.
very large pension investments - presenting |influenced by fees!)
options to their investment committee.
Pension Fund Director at a large scheme
with around £3bn AUM. Been involved with . . X
L Several different sources of information and layers of
the scheme for several years, building ) . . . - . ) . . .
relationshins with consultants and asset advice - multiple investment consultants, partnership pool |All feeds into responsible investing credentials and ESG considerations. Environmental
managers rpe . and asset managers. All act as a source of consultation probably the key factor, because of target of the scheme to be carbon neutral by 2050 or
for thf schenfe andgalso considering the and collaboration. Hymans Robertson (consultant) send |earlier. One of the asset managers the scheme works with adds a 'de-carbonisation overlay' [Uniformity and standardisation would be the
needs of the mlembers LGPS s artgofa through RAG (Red, Amber, Green) rating of different asset |to the investments, as this is important. Rely heavily on asset managers and consultants to  [ideal, but appreciates this is very difficult to do
Pension Fund artnership ool whicH 2dds anither managers on a quarterly basis to help assess their distil the information. He will research certain investments himself on a secondary research |in reality. Has some knowledge of certain
20/06/2023 Institutional Director SoIlaborati?/eprela;tionshi Works closel credentials, which includes both financial and non- basis as a sense check. Looking to try to invest locally where possible. Story, narrative and regulation in France, particularly around real
S — asse;)s‘ suitabilit ofy financial indicators/ metrics. Given so many choices of direction of travel is important - need to get 'below the skin' of the investment. Engagement |estate investment - believes UK government
different asset managers across a r);n o of asset manager, once the scheme has whittled down also important - main tool in the armoury to drive change from an non-financial perspective. [could follow this methodology as it seems to
S eeetidlasset Riland iSG consideratiois choice to the select few who offer best returns, Rl is often |States that returns are still the most important due to fiduciary duty, but Rl is often the be more standardised and clearer.
o X the deciding factor - need to consider direction of travel  |deciding factor when making investment decisions choosing between one asset manager and
top of mind, increasingly so over the last
o and how they can help the scheme meet carbon neutral |another.
few years. Currently on a de-risking plan, so )
L X target by 2050 or earlier.
considering asset classes such as private
debt and infrastructure.
Responsible Investment analyst, part of a  |When making positive screening decisions, look at six core
team of 5. Have full say over what fund areas: business ethics, community, corporate governance, X . . . . . When it comes to companies reporting their
) ) . ) Data and metrics on the environmental side are very important - data is key. Again, also X .
managers can and cannot invest in based |employment & labour, environment & climate change, . K ) X o own ESG/ non-financial data, you have to take
i . ) L K looking at what is not reported by companies. Governance is probably less prioritised by o
on firm's philosophy and process. Role human rights. Looking for a holistic understanding that a L K X ) . |itwith a 'bucket of salt'. Independently assured
o ) 8 ) X R companies in favour of the E and the S, so always interesting to look at governance in detail. i X
largely divided into 4 elements: screen company is effectively managing their risk in these areas ) X ) ) reports when it comes to NFR and NFl is best
. X . . ) ) There is so much potential data to look out for and assess, and when you drill down into . X
companies for inclusion within our funds.  [and there is evidence for that. Governance factors are key . o practice - assured and audited reports are
) . ) ) specific areas (e.g. water) there can be several indicators to take note of, such as % of o
. Research salient ESG topics and publish - want to understand the culture of a company and its X L best. Standardisation is important because
Responsible . ) L ) e hazardous waste, landfill, total waste, recyclable material, certifications possessed, K ) . )
21/06/2023 Asset Manager reports and insights. We engage with our  |priorities through governance and business indicators. without that, that is how companies can hide

Investment Analyst

holdings on financial engagements. And
then also governance which is the rights of
shareholders. Job role across those 4
elements is very much a mixture of being
proactive and reactive. We have a holistic
approach across the team with an
important peer review process.

Also what is equally important is what companies do NOT
disclose. Ultimately want to have a 'big soft
understanding' of culture and risk at the same time. We
look at and use ratings but we do not fundamentally rely
on them, as there are a few issues with data providers,
the data itself can be out of date quite quickly, so prefer to
conduct our own analysis.

renewable energy targets. We will give colour codings to the six areas we assess in terms of
risk and management. All analysis is empirical and then we give a conclusion and
recommendation to fund manager at the end. Outcomes can be: suitable, suitable with
caution or fail. In terms of format of NFI, an annual report with a non-financial section where
TCFD information is, with a downloadable excel to interrogate data is fantastic. Disclosure
information very important.

certain elements of data. More regional
reporting, more collaboration across the
industry. Also worth remembering that data,
when it is too aggregated, is meaningless.
Need that detail and need the interrogation of
the data to build outcomes and progress.
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What more would you like to see/
improvements?

21/06/2023

Asset Manager

Research Analyst &
Co-Portfolio
Manager

Dual role. Research analyst in the listed
equity team - analyse companies and
provide a recommendation on whether
they are a good investment or not. Then
also a co-portfolio manager for an
environment-focused fund, where we
assess all ideas pitched by team of analysts
and decide how to allocate capital. My role
focuses on assessing industrial and tech
companies within listed equities, typically in
developed markets.

When assessing companies, will look at a range of factors,
including: industry part of, main competitors, industry
dynamics, supply chain, business model, management of
company, any risks the company is facing, any
controversies. Then material risks affecting company,
including ESG risk and human capital management.
Understanding who they are hiring and other social
factors gives a good indication of the culture of a
company.

Use a mixture of data and reports available from the company itself, then publicly available
information from industry reports, and then third party data (e.g. Glassdoor, MSCl). Assess a
company's eligibility for investment by looking at products & services and then trying to
estimate what % of the total revenue is considered to be environmental (based on fund
focused on). Then conduct other ESG analysis tests to check for risk and controversies,
governance indicators. At that point, it will then be driven by valuation. Variability of NFI
across companies can be quite large - some companies do not disclose anything whereas
some will have large sustainability teams pulling this data together. 4-step process to good
reporting of NFI - discretionary based on individual company, consistency on how the data is
reported, having good targets in place, and then whether those targets are linked to how
people are paid.

andardisation useful'and important -
particularly for metrics where all companies
can report on them e.g. climate risk,
emissions, gender pay gap. Direction of travel
of companies important, but need to assess
where they are now and what they are
implementing currently. Targets are
important, to ensure company action and
commitment are aligned. Context also useful
as it helps to interrogate the data. If all data
available in excel, that would be the preferred
format

22/06/2023

Asset Manager

Sustainable Equity
Analyst

Analyst within the Sustainable Equity team,

reporting to the Head of Sustainable Equity.

Focused on investing in companies that are
run sustainably and will deliver products
and services that can contribute towards a
more sustainable future. Focused on UK
companies. Whole team structure is set up
to consider non-financial information.

Primarily look for qualitative analysis when assessing
companies. Aim is to understand companies from the
'bottom-up', reviewing reports, accounts, websites, site
visits. Do use data providers and ratings providers, but the
quality of the information and insight is usually not good
enough to then make a reliable view of the company.
Would rather spend time speaking to the company and
getting the 'data points' directly from them, and work with
them. Assessing their annual reports and sustainability
reports if available is preferred.

A lot of non-financial information is very backward-looking, so always trying to interpret that
and how it might shape the future of that company. Looking for consistency in reporting.
Qualitative assessment primarily, but of course data is important (but primarily around
financial information). Would not set a specific target around carbon or water usage as an
example without first putting the company into the context of the industry and sector it is in.
Important to consider what makes a company a better investment and not just look at an
arbitrary number.

Really important to get consistent reporting.
Best source is the company's report and
accounts or their specific sustainability report,
but ideally we need a consistent approach in
order to make an informed assessment and
allow for comparability. Standardisation of
calculating key data points and transparency
of those data points.

22/06/2023

Asset Manager

Fund Manager

Fund Manager of a product with a
sustainable remit - specialised in
infrastructure but regardless of the sector,
ESG and NFR have always been part of his
focus - but is particularly prevalent in his
current role. Clients may be institutional or
retail.

FR and NFR used widely - both directly from the
companies themselves but not exclusively, third party
sources are used. Also has access to a lot of internal
information and equity analysts.

FR tends to be historic, you need that to get the metrics -
calls these the building blocks - but the NFR cover a whole
range of things. Given the sustainable remit of the fund
managed, there is a high level of integration of FR and NFR
to generate the bigger picture - not mutually exclusive.

His fund is regulated under SFDR - so he has to cover good governance,
board/employee/corruption/human rights etc as well as 'do no harm' metrics on fossil fuel,
carbon intensity, pollution etc - so ALL important.

Notes that there is greater standardisation across financial metrics - by and large, easier to
compare/quantify and understand but this is lacking in the NFR 'world'. References SCOPE
1,2,3 as an example - far less alignment in approaches taken to reporting.

Massively more important than it has been - notes that ESG team has probably increased
from around 10 people to 70 or so (estimated).

More alignment and standardisation - having a
central source / repository for all the info -
delivered electronically. No 'owner' as such -
just all submissions stored centrally and in a
way that you can access and download what
you need - notes frequency, and some form of
regulation in terms of framework.

23/06/2023

Asset Manager

ESG analyst on
Emerging Markets
Debt team

Working with the portfolio managers to
integrate ESG into the investment process.
Primary focus is on looking at ESG
information and data in the context of
merging markets debt. Also engage with
different issuers on different ESG issues,
and working on any ESG-related 'projects'
within the company.

In terms of analysis and research to help inform decision-
making, it is formed around 3 pillars: integration,
exclusions and engagement. Trying to make an
assessment as to whether the non-financial ESG risks are
compensated within the yield that are received from
issuers. Looking to see whether companies have been
involved in controversies is also important.

Emerging markets data is quite limited in terms of
disclosure which makes it hard to assess companies. Use
a combination of internal data and opinion from our
global ESG team, from the credit research analysts but
then also externally we will be using data providers like
MSCI, Sustainalytics for the data and also get the opinions
on controversies & ESG ratings as well. Company
sustainability reports are used, along with data from data
providers, our own analysis and then information from
news outlets and sources.

Very much dependent on the sector being assessed. For example, for metal or mining we will
be looking at biodiversity, land use. We will be looking at human rights issues. We will be
looking at safety records. For a bank, we would be looking at their lending practices. We will
be looking at the governance overall. We will be looking at cyber security.

NFI and NFR would include ESG data, but also operational risk and controversies. It is all
linked to financial information - for example, if you have certain environmental risks, then
that will likely create financial risks. We will use around 27 factors when assessing a
company's ESG credentials to create our own score/ rating for them.

Implicit trust in the data and information that
companies provide to us, so more certainty
around that data would be good - independent
verification. CSRD is European regulation
which will ensure that companies' data is
audited.

Aligning different regulations across countries
would be helpful, particularly from an
emerging markets perspective where the
regulation and supply of data can vary.
Standardisation and uniformity would
certainly make NFl and NFR more valuable.
Consistency will foster more trust and
therefore more value.
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re would you like to see/

Investment analyst

Investment analyst at a large asset
management company with a specific focus
on credit markets, particularly bonds issued
by companies in the European utility and

Company reports and information directly from the
companies is a key source of information, usually in the
form of annual reports and financial releases. Information
not direct from companies is also used, such as press
releases, news reports and information from external

Alot of the information used is freely available information. Do have a subscription to get the
detailed reports from the credit ratings agencies, and also have a subscription to
Sustainalytics, but also try to speak to them to find out their opinion without paying more.

improvements?

Standardisation a key element of making NFR
better and more valuable. Clearly some
companies and sectors will have different
ways of doing things, and it is not possible to
compare everything. But being able to

26/06/2023 Asset Manager | focusing on credit infrastructure/sectors, Mixture of activities agencies, e.g. Bloomberg and credit ratings agencies. Company reports and news headlines are freely available, so they can be the best to use. standardise company reporting and NFR
markets inrole. but ultimatel Have responsibility to Another source might be information from regulators in a [Trust of the information is certainly something to think about - like to think it is audited and  |within sectors would be helpful. Certain
) ! Y ) P K Y certain sector (e.g. water sector in the UK). therefore reliable. NFR and NFl is most useful and valuable when it is standardised, as that metrics also very useful, such as carbon
influence how the company invests in these | ) X ) . L ) . K X
—— Will use all of this to form an assessment of a company vs |means a like for like comparison between companies is possible. intensity but up and down the value chain.
’ others, and build that into opinion of whether to invest or Information regarding the workforce, how are
not. staff members developing.
Alot of the research done internally at the firm by equity |Non-financial information is relevant to the investment decision, and for that reason, don't . o
. . . . . . L . . Certainly more standardisation. As an
o . and fixed income analysts, who integrate a lot of ESG data |typically differentiate between financial and non-financial information. Non-financial data : X ) .
Part of a team of 40 within the sustainable ) A ) ) . K i X X X . example, all financial data is generally given or
) ) . and research into their modelling. Sustainability research |points can be linked to financial fundamentals, particularly for company controversies. They X R
research team, working with clients to X X K K i ) : reported in currency format - that gives it
. ) I team works in collaboration, and will use ESG metrics can directly impact the share price of a company. ) ) o
Global Head of  |explain products around sustainability, ) ) ) ) ) . . uniformity, transparency and comparability.
) . . (climate change as an example) to help make an informed |Non-financial data not very reliable compared to financial data, but that doesn't mean it : . . ) )
Sustainable planning engagement and developing X X X . o X . ) Non-financial data is not given in currency
29/06/2023 Asset Manager X judgment on companies and how the market is evolving. [should not be used - it is the best data there is, and it is important, so it should be used.
Investment frameworks & methodologies that address X X ) X o ) K X format, so harder to assess. Even for carbon
K ) N ) Also work with third party vendors as interested to see Sometimes it is difficult to assess companies when the NFl is estimated data and not factual, . )
Research questions around sustainability. Considers emissions, there are different ways to report

ESG scoring, different types of metrics and
regulation.

their opinion on different methodologies concerning
those metrics. Anything that can affect a company's share
price of their financial status is important, and that
includes financial and non-financial factors.

reported data. Climate, carbon emissions, water, waste, pollution are probably the key parts
of NFI at the moment, as the data around them is typically better. With ESG, there is a
tendency to explain everything through scores but often it leads to less clarity. It is not as
transparent as being able to measure by using the underlying raw data.

this. What might be helpful is to have a flag on
ESG data points to indicate whether it is
reported data or estimated data.
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	Executive Summary 
	Companies in the UK that satisfy certain criteria based on the number of employees, revenue, and whether they are listed on an exchange are required to disclose non-financial information (NFI) as legislated via the Companies Act (2006), subsequent amendments, and other requirements such as modern slavery statements.  
	The stated policy objective for the non-financial reporting (NFR) requirements is to increase transparency and accountability of the risks faced by companies as well as the actions and policies companies have undertaken to mitigate these risks. The rationale for the regulations the asymmetry of information on a company’s activities between company management and its stakeholders, including investors.  
	NFR is usually provided within the strategic and directors’ reports and made publicly available through integrated annual reports (typically available online). Companies may also make voluntary disclosures on NFI through a variety of formats, but these are often not subject to regulations and may not be a consistent source of NFI across companies and across time. 
	The logic model underpinning the current UK NFI disclosure requirement places particular emphasis on the importance of NFI to investors and how it should: (a) facilitate more informed investment decisions through greater comparability across companies’ reporting; and (b) result in better outcomes for society overall by directing capital flows to companies and activities that produce socially desirable outcomes. NFR generates this value by making information about companies available to investors so that the
	1
	1
	1 NFI disclosure and NFR differ. NFR refers primarily to the strategic and directors’ reports, whereas NFI encompasses all non-financial disclosures – voluntary or required. This distinction is not universal, however. Strategic and directors’ reports, which may include voluntary disclosures alongside mandatory ones, and mandatory disclosures do include some items that sit outside of these two reports. However, the strategic and directors’ reports are the two predominate disclosure requirements, and this def
	1 NFI disclosure and NFR differ. NFR refers primarily to the strategic and directors’ reports, whereas NFI encompasses all non-financial disclosures – voluntary or required. This distinction is not universal, however. Strategic and directors’ reports, which may include voluntary disclosures alongside mandatory ones, and mandatory disclosures do include some items that sit outside of these two reports. However, the strategic and directors’ reports are the two predominate disclosure requirements, and this def


	2
	2
	2 The term “investors” is used here to describe all investors – retail investors (i.e. household investors and their agents), institutional investors (i.e. pension funds and large banks, etc.), professional investors (asset managers), and investment consultants (i.e. information providers). These different groups have different interactions and values for NFR and NFI – which is explored further throughout this report. 
	2 The term “investors” is used here to describe all investors – retail investors (i.e. household investors and their agents), institutional investors (i.e. pension funds and large banks, etc.), professional investors (asset managers), and investment consultants (i.e. information providers). These different groups have different interactions and values for NFR and NFI – which is explored further throughout this report. 



	Existing qualitative evidence indicates that investors place, in general terms, significant value on NFI (PwC and BEIS, 2019; PwC, 2021a). There is, though, little quantitative evidence on the benefits of NFI or NFR to investors that could be used to estimate a total overall benefit value. Quantitative evidence on the relative value of different types of NFI - such as environment, social, and governance (ESG) information - is also lacking. 
	Research aims and approach 
	eftec and Research in Finance (RiF) were commissioned by the Department for Business and Trade (DBT) to address the evidence gap on the value of NFI and NFR to investors. The project had two overall objectives: (A) examine and test the logic model and assumptions concerning the value of NFI and NFR to investors; and (B) assess the economic value of NFI, including the relative value of different elements of NFI. In essence the requirement was for the project to formulate and execute an approach that translat
	3
	3
	3 The value of NFI will be greater than the value of NFR as what is published as NFR is a sub-category of all NFI. It is also difficult to disentangle what NFI is available due to demand on companies versus the regulations themselves, and counterfactual data on disclosures is not available to directly test the influence of regulation. Therefore, estimating the value of NFI is an easier overall task. 
	3 The value of NFI will be greater than the value of NFR as what is published as NFR is a sub-category of all NFI. It is also difficult to disentangle what NFI is available due to demand on companies versus the regulations themselves, and counterfactual data on disclosures is not available to directly test the influence of regulation. Therefore, estimating the value of NFI is an easier overall task. 



	The evidence produced by the project will inform the Government’s review of NFR requirements, allowing quantified benefits for key user group(s) – in this case investors - to be compared to estimates of the regulatory cost imposed on reporting companies. It is recognised that the focus on investors does not reflect the full value of NFI or NFR, but it is expected to represent a fair proportion of the benefit that is derived from the regulatory framework. 
	4
	4
	4   
	4   
	https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence
	https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence





	A key challenge in estimating the value of NFI is that it is typically a non-market good, as it is generally available free of charge. There is no price for its provision that can be observed from existing markets from which its value can be reliably inferred. Various approaches can be used to estimate the value of non-market goods, which are largely grouped between revealed preference and stated preference methods. Each approach shares a common starting point, which requires defining: (1) the “good” to be 
	5
	5
	5 There are some markets for NFI – such as through the services provided by MSCI, Sustainalytics, and others. These companies often provide both NFI data and analysis – and are therefore both consumers of NFI from companies and sellers of NFI to investors and other stakeholders. 
	5 There are some markets for NFI – such as through the services provided by MSCI, Sustainalytics, and others. These companies often provide both NFI data and analysis – and are therefore both consumers of NFI from companies and sellers of NFI to investors and other stakeholders. 



	Research phases 
	To answer the research question and develop a framework for estimating the value of NFI and NFR, this report draws together the findings from a desk-based evidence review, and two initial phases of primary research carried out in Spring – Summer 2023: 
	•
	•
	•
	 Phase 1 – Scoping (literature review and user survey): This phase was primarily concerned with understanding how investors think about NFI and NFR and exploring who the specific users of that information might be. It involved: (i) a review of a range of literature, including academic papers and other relevant empirical studies, research reports (including previous research published by the then Department for Business, Energy & Industrial Strategy - BEIS), 


	commentaries from investor initiatives, government regulations
	commentaries from investor initiatives, government regulations
	commentaries from investor initiatives, government regulations
	 and a small selection of recent non-financial reports issued by companies; and (ii) a preliminary user survey (aimed at a basic understanding of the use of NFR by different types of UK investors and investor agents). The user survey collected 1,699 responses, split between private (750) and professional (949) investors. 

	•
	•
	 Phase 2 – Qualitative research (interviews): This phase further explored who the users of NFR are, what types of information they use, and how they use that information. This was carried out through a series of twenty-five 45-minute interviews across a range of investor types (private investors, institutional investors, asset managers, and consultants). This research was aimed at reinforcing and expanding on the findings of Phase 1 to help determine the valuation framework and sample population for the val


	The findings outlined in this report provide the basis for the research approach for Phase 3, which will implement a valuation study that will estimate the value of NFI to investors. 
	Research scope and context 
	The reporting requirements for NFI disclosures varies depending on the country a company reports within (often the country in which it is headquartered and listed) and aspects of the company itself (annual revenue, or number of employees, listed-status, area of activity). This study focuses on the NFR regulations in the UK, but companies headquartered in the UK may be influenced by other jurisdictional regulations, especially if they are listed or operate internationally. Further, companies may disclose bas
	6
	6
	6 Note the inverse also applies – companies headquartered elsewhere but that trade in the UK may be required to disclose information based on the UK regulations. 
	6 Note the inverse also applies – companies headquartered elsewhere but that trade in the UK may be required to disclose information based on the UK regulations. 



	NFR regulation is also undergoing changes. The UK Government is conducting a review of the NFR requirements in a series of stages. The first of these was the call for evidence that concluded in 2023 and is being followed by a series of reforms. There is also considerable ongoing international activity aimed at greater alignment of non-financial disclosure regulations between countries. Examples include: (i) the International Sustainability Disclosure Standards (ISDS) which have been developed by the Interna
	7
	7
	7 More information available at:  
	7 More information available at:  
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	There are also differences in how companies report under the UK regulations. NFR comes in a variety of formats, volume of information, and level of detail – based on sector of operation, position on ESG topics, size, and reputation, to name a few. However, most disclosures do feature similarities. Above a minimum size, NFR would be expected to be mainly contained in a strategic and directors’ report and is often framed in the context of risks and opportunities a company faces. Further, it is typical that di
	Findings on the users and benefits of NFR 
	The user survey on NFI and the investor interviews were analysed to both test the logic model for the benefits of NFR and to inform the development of the quantitative phase of this research. This survey also helped to identify the different “groups” of users. In brief, these are: private investors (households and individuals); institutional investors (large organisations investing pooled assets); professional investors which includes investor agents (discretionary fund managers and independent financial ad
	The key findings from the user survey and investor interviews were: 
	Key findings relating to the “good” 
	Investors and their agents make little distinction between NFI that is required by regulation and NFI that is not. The source of information matters so far as it helps investors judge the quality and relevance of information against a set of criteria - materiality, availability, timeliness, comparability, and verifiability (see key finding 8 below).   
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	Strategic and directors’ reports are often long and complicated and hence labour intensive to use. This means that beyond an initial audience of analysts and consultants, many in the investment sector use secondary information that is developed from the disclosures contained in the original reports.  
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	NFI is combined with financial information to create a broader set of ‘actionable information’ or ‘knowledge’ that is used in decision making. Within the value of information literature, this pathway is expressed as data → information → knowledge → decision → action (Glynn et al., 2022). The types of information included in “knowledge” and the weights placed on them will vary between individuals and firms. However, data in this framing is not used in abstract, and therefore comparability between information
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	Key findings relating to the users and beneficiaries 
	Investors do not have to directly interact with strategic or directors’ reports to benefit from them. Within the investment sector, the group of regular users for NFR is small (mainly asset managers and certain types of consultants – per key finding 1), but the outputs that they create in the form of secondary NFI or directly actionable information (‘knowledge’) provide benefits to a wide range of beneficiaries from fund managers using analysis reports to small private investors buying funds. 
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	Consultancies and asset managers are both beneficiaries (consumers) and suppliers of NFI. The information required by investors influences the types of NFI that consultancies and asset managers review and use in their decision making. However, since investors rarely have access to the same range of information or level of expertise as asset managers, what they demand is subject to advice provided by these firms (in terms of NFI information provided and how much weight is put on different types of NFI). 
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	Key findings relating to investor preferences 
	The relative importance of various aspects of financial and non-financial information varies widely between investors. This suggests that beneficiaries value NFI differently depending on underlying preferences and goals (e.g. motivated by rate of return, social outcomes, environmental outcomes, risk aversion, etc.) Key dimensions include ESG and risk assessment. 
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	NFI is used in assessing investments against screening (exclusionary) criteria and ensuring alignment with broader investor aims (soft screening). Many investors will use NFI to assess an investment against a set of criteria, such as environmental or social performance. These can be hard criteria, such that an investor only invests in companies above some threshold, or soft criteria such that companies are comparatively assessed on some measure as part the decision-making process. The metrics used in these 
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	Investors are concerned about the materiality, availability, timeliness, comparability, and verifiability of NFI. Materiality and availability are key – as the information needs to be available to be used and needs to make a difference to ‘knowledge’ to have value (see key finding 3). The value of NFI could be enhanced if it is also verifiable and comparable across companies.  
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	Valuing the benefits of non-financial reporting 
	A simplified value chain approach that distinguishes between resources employed in the provision and use of information (the opportunity cost) and demand (the expected gain) is used to map the flow of benefits of NFR. The chain starts with regulators (Government bodies or other organisations – such as the Financial Reporting Council) who specify the reporting regulations - that are consistent with the overall legislative framework – to be met by the “suppliers”, which are the companies that produce NFR. The
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	11 Some individuals or organisations may be in more than one category based on their activities. For example, asset managers are users of NFI in their decision frameworks, suppliers of NFI in their own reports, and beneficiaries of NFI where that information increases their profits through better decisions or through gaining clients. However, the distinction between suppliers, users, and beneficiaries are still useful in understanding how and why NFI has value (and to whom). 
	11 Some individuals or organisations may be in more than one category based on their activities. For example, asset managers are users of NFI in their decision frameworks, suppliers of NFI in their own reports, and beneficiaries of NFI where that information increases their profits through better decisions or through gaining clients. However, the distinction between suppliers, users, and beneficiaries are still useful in understanding how and why NFI has value (and to whom). 



	For the users and beneficiaries (which represent various types of investors), the value of NFR can be estimated either by: (i) gathering information on the costs they incur to use that information (opportunity cost); or (ii) their demand as measured by their willingness to pay (WTP) for that information (Figure ES1). The former represents a minimum value of NFR, as rational users would benefit from information at least as much as it costs to use it. The latter represents a more complete view of the value of
	 
	Figure
	Figure ES1: Value of NFR from the supply (opportunity cost) and demand (expected gain) perspectives 
	There are four approaches to valuation that could be used in this research:  
	•
	•
	•
	 Market value – while NFR are available free of charge, there are markets for NFI products based on NFR from which price data can be gathered. Suppliers include, for example, MSCI, Morningstar, Bloomberg, and others. 

	•
	•
	 Resource cost – information on the opportunity cost (mainly labour and supplier cost) of using NFR and NFI can be collated to estimate the minimum benefit of using that information to investors under the assumption that benefit is greater than or equal to the cost of use. 

	•
	•
	 Revealed preference – by observing existing behaviour (such as the selection of fund managers), preferences regarding the choice criteria of the behaviour can be estimated as long as they can be observed (such as fund managers use of NFI). 

	•
	•
	 Stated preference – WTP for NFR can be elicited through survey of users or beneficiaries. Such a survey could ask about the preferences for the provision of NFR and include a simulated market where respondents can trade-offs money for the provision of the NFR. 


	Combined with the value perspectives in the simplified value chain (Figure ES1), there are three framings which could be used to estimate the value of NFR: (i) the opportunity cost to users (estimated via market values and/or resources costs); (ii) the opportunity cost to beneficiaries (estimated via market values, resources costs, or revealed preference); and (iii) users’ and beneficiaries’ WTP for NFR (estimated via stated preference or revealed preference). 
	Proposed approaches for Phase 3 research 
	There were two preferred approaches for the quantitative phase (Phase 3) of this research:  
	•
	•
	•
	 Resource cost approach: A series of consultation workshops responded to by asset management firms, which are the group that uses NFR directly most often based on the findings of this report. The workshops would collate data on the current opportunity costs for gathering, analysing, and using NFR and NFI. Data would include expenditure on third-party NFI and the cost of any employee time spent on reading, collating, or analysing NFR and NFI. By combining this information with data on the asset management fi
	12
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	•
	•
	 Stated preference approach: An online survey responded to by groups of beneficiaries (likely private investors, institutional investors, and those in the retail investing sector). This approach could directly establish demand for NFR or NFI within the segments that are 


	surveyed and elicit 
	surveyed and elicit 
	surveyed and elicit 
	their WTP for different aspects of that information. In principle, this strategy would estimate the total benefit investors get from NFI. As a survey-based approach, it is also possible to collect supplemental information on investor characteristics, attitudes and perceptions to obtain a rich dataset to explain preferences and values. 
	13
	13
	13 Assuming the respondents are well informed on both the good (NFI) and how it factors into their investment decisions.  
	13 Assuming the respondents are well informed on both the good (NFI) and how it factors into their investment decisions.  





	These approaches are preferred as they are feasible from a practical implementation perspective and examine the value of NFR through two framings that were identified in the qualitative research – the use of NFR by asset managers, and the demand for NFI by investors. These two approaches should be supported by desk-research on the current markets for NFI where that data is available, and previous literature on both the value of NFI and the value of information generally. 
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	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 

	Term or Phrase 
	Term or Phrase 

	Explanation or definition 
	Explanation or definition 



	AUM 
	AUM 
	AUM 
	AUM 

	Assets Under Management 
	Assets Under Management 

	The total assets that are invested by an asset manager on behalf of their clients. 
	The total assets that are invested by an asset manager on behalf of their clients. 


	CSO 
	CSO 
	CSO 

	Civil Society Organisation 
	Civil Society Organisation 

	Voluntary, community, or non-profit organisations, usually operating towards a specific cause or purpose. 
	Voluntary, community, or non-profit organisations, usually operating towards a specific cause or purpose. 


	CSR 
	CSR 
	CSR 

	Corporate Social Responsibility 
	Corporate Social Responsibility 

	Business model that helps companies become more socially accountable to their stakeholders, and the public. 
	Business model that helps companies become more socially accountable to their stakeholders, and the public. 


	CSRD 
	CSRD 
	CSRD 

	Corporate Sustainability Reporting’ Directive 
	Corporate Sustainability Reporting’ Directive 

	Law mandating that organisations report sustainability disclosures across several topic including environmental and social issues, and improvements in non-financial reporting. 
	Law mandating that organisations report sustainability disclosures across several topic including environmental and social issues, and improvements in non-financial reporting. 


	DBT 
	DBT 
	DBT 

	Department for Business and Trade 
	Department for Business and Trade 

	Government body which supports business to invest, grow and export. Previously part of the then Department for Business, Energy and Industrial Strategy (BEIS) 
	Government body which supports business to invest, grow and export. Previously part of the then Department for Business, Energy and Industrial Strategy (BEIS) 


	DFM 
	DFM 
	DFM 

	Discretionary Fund Manager 
	Discretionary Fund Manager 

	Professional investor that manages investment portfolios – including buying and selling investments – on their clients’ behalf. 
	Professional investor that manages investment portfolios – including buying and selling investments – on their clients’ behalf. 


	ESG 
	ESG 
	ESG 

	Environment(al), Social, and Governance 
	Environment(al), Social, and Governance 

	Set of aspects investors consider when they invest in companies which relate to environmental, social and governance issues. 
	Set of aspects investors consider when they invest in companies which relate to environmental, social and governance issues. 


	FRC 
	FRC 
	FRC 

	Financial Reporting Council 
	Financial Reporting Council 

	Independent regulator for auditors, accountants, and actuaries. 
	Independent regulator for auditors, accountants, and actuaries. 


	N/A 
	N/A 
	N/A 

	Harmonisation 
	Harmonisation 

	Harmonisation in this report refers to the alignment of regulations and standards for non-financial information disclosure across jurisdictions, regulators, and other standard setters. 
	Harmonisation in this report refers to the alignment of regulations and standards for non-financial information disclosure across jurisdictions, regulators, and other standard setters. 


	IFA 
	IFA 
	IFA 

	Independent Financial Advisor 
	Independent Financial Advisor 

	State regulated financial advisor that offers independent advice on financial matters, including recommending suitable financial products from across the entire financial market. 
	State regulated financial advisor that offers independent advice on financial matters, including recommending suitable financial products from across the entire financial market. 


	IFRS 
	IFRS 
	IFRS 

	International Financial Reporting Standards 
	International Financial Reporting Standards 

	The IFRS Foundation is a not-for-profit responsible for developing global accounting and sustainability disclosure standards, known as IFRS Standards. 
	The IFRS Foundation is a not-for-profit responsible for developing global accounting and sustainability disclosure standards, known as IFRS Standards. 


	ISSB 
	ISSB 
	ISSB 

	International Sustainability Standards Board 
	International Sustainability Standards Board 

	The ISSB is developing—in the public interest—standards that will result in a high-quality, comprehensive global baseline of sustainability disclosures focused on the needs of investors and the financial markets.(a) 
	The ISSB is developing—in the public interest—standards that will result in a high-quality, comprehensive global baseline of sustainability disclosures focused on the needs of investors and the financial markets.(a) 


	NFI 
	NFI 
	NFI 

	Non-Financial Information 
	Non-Financial Information 

	Information that provides insight into the broader matters (against financial information) that affect the performance of the entity over the longer term that is relevant for shareholders (FRC, 2022). 
	Information that provides insight into the broader matters (against financial information) that affect the performance of the entity over the longer term that is relevant for shareholders (FRC, 2022). 


	NFR 
	NFR 
	NFR 

	Non-Financial Reporting 
	Non-Financial Reporting 

	Any disclosures required by UK regulations and statutes, including but not limited to the statement required by s414CA CA2006 – non-financial and sustainability information which is part of the strategic report. 
	Any disclosures required by UK regulations and statutes, including but not limited to the statement required by s414CA CA2006 – non-financial and sustainability information which is part of the strategic report. 


	NFRD 
	NFRD 
	NFRD 

	Non-Financial Reporting Directive 
	Non-Financial Reporting Directive 

	Law requiring certain companies to disclose their non-financial information. 
	Law requiring certain companies to disclose their non-financial information. 




	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 
	Abbreviation or Acronym 

	Term or Phrase 
	Term or Phrase 

	Explanation or definition 
	Explanation or definition 



	PIE 
	PIE 
	PIE 
	PIE 

	Public Interest Entity 
	Public Interest Entity 

	A company that is traded on a regulated market, is a credit institution (bank) that meets certain size criteria, or a insurance institution that meets certain criteria. (b) 
	A company that is traded on a regulated market, is a credit institution (bank) that meets certain size criteria, or a insurance institution that meets certain criteria. (b) 


	PIR 
	PIR 
	PIR 

	Post Implementation Review 
	Post Implementation Review 

	A review of a policy against its stated objectives. In this report, PIR will refer to BEIS (2022) unless otherwise stated. 
	A review of a policy against its stated objectives. In this report, PIR will refer to BEIS (2022) unless otherwise stated. 


	RiF 
	RiF 
	RiF 

	Research in Finance 
	Research in Finance 

	A research firm based in London and one of the major contributors to this report. 
	A research firm based in London and one of the major contributors to this report. 


	RP 
	RP 
	RP 

	Revealed Preference 
	Revealed Preference 

	Method of valuing non-market goods by data which is already available. 
	Method of valuing non-market goods by data which is already available. 


	N/A 
	N/A 
	N/A 

	Standardised Format 
	Standardised Format 

	Standardised format or other similar terms refer to aligning the metrics, measures, and data provided in disclosures, as well as aligning how that information is presented.  
	Standardised format or other similar terms refer to aligning the metrics, measures, and data provided in disclosures, as well as aligning how that information is presented.  


	SP 
	SP 
	SP 

	Stated Preference 
	Stated Preference 

	A survey-based method for valuing non-market goods, by creating a simulated market. 
	A survey-based method for valuing non-market goods, by creating a simulated market. 


	TCFD 
	TCFD 
	TCFD 

	Taskforce on Climate-related Financial Disclosure 
	Taskforce on Climate-related Financial Disclosure 

	An organisation created by the Financial Stability Borad to “develop recommendations on the types of information that companies should disclose to support investors, lenders, and insurance underwriters in appropriately assessing and pricing a specific set of risks—risks related to climate change.” (c) 
	An organisation created by the Financial Stability Borad to “develop recommendations on the types of information that companies should disclose to support investors, lenders, and insurance underwriters in appropriately assessing and pricing a specific set of risks—risks related to climate change.” (c) 


	TNFD 
	TNFD 
	TNFD 

	Taskforce on Nature-related Financial Disclosures 
	Taskforce on Nature-related Financial Disclosures 

	“A market-led, science-based and government-backed initiative providing organisations with the tools to act on evolving nature-related issues” that aims to “provide decision makers in business and capital markets with better quality information through corporate reporting on nature that improves enterprise and portfolio risk management.”(d) 
	“A market-led, science-based and government-backed initiative providing organisations with the tools to act on evolving nature-related issues” that aims to “provide decision makers in business and capital markets with better quality information through corporate reporting on nature that improves enterprise and portfolio risk management.”(d) 


	WTA 
	WTA 
	WTA 

	Willingness to Accept (compensation) 
	Willingness to Accept (compensation) 

	A minimum monetary amount that a respondent is willing to accept to sell a good or service, to tolerate a loss or to forgo an improvement. 
	A minimum monetary amount that a respondent is willing to accept to sell a good or service, to tolerate a loss or to forgo an improvement. 


	WTP 
	WTP 
	WTP 

	Willingness to Pay 
	Willingness to Pay 

	A monetary amount that a respondent is willing to pay for a good or service, to prevent a loss or to secure an improvement. 
	A monetary amount that a respondent is willing to pay for a good or service, to prevent a loss or to secure an improvement. 




	 
	Table Notes: (a) See more at  (accessed 7 March 2024) 
	https://www.ifrs.org/groups/international-sustainability-standards-board/
	https://www.ifrs.org/groups/international-sustainability-standards-board/


	(b) See more at  (accessed 7 March 2024) 
	https://www.legislation.gov.uk/ukpga/2006/46/section/519A
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	(c) See more at  (accessed 4 March 2024) 
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	This report has been prepared by Economics for the Environment Consultancy (eftec) in collaboration with Research in Finance (RIF). It presents the findings of Phases 1 and 2 of research commissioned by the Department for Business and Trade (DBT) to estimate the value of non-financial reporting (NFR) and non-financial information (NFI) to investors. It summarises findings from a literature review, a survey on the use of NFI, and a series on interviews with investors and investing professional on the use of 
	 
	Improving the understanding of the value of NFI will address a key evidence gap for: (i) reviews of the current regulations and (ii) policy development to streamline reporting regulations for companies to make them fit for purpose. 




	 
	1.1 Background 
	Companies in the UK that satisfy certain criteria based on number of employees, size of revenue, and whether they are listed on an exchange are required to disclose non-financial information (NFI, definition in Box 1.1) as legislated via the Companies Act (2006), subsequent amendments, and other requirements such as modern slavery statements.  
	The stated policy objective for non-financial reporting (NFR, definition in Box 1.1) regulations is to increase transparency and accountability for the non-financial risks faced by companies as well as the actions and policies companies have undertaken to mitigate these risks (BEIS, 2022). The rationale for the regulations is an asymmetry of information on a company’s activities between company management and its stakeholders including, but not limited to, investors. 
	Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and company disclosures 
	Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and company disclosures 
	Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and company disclosures 
	Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and company disclosures 
	Box 1.1: Definition of non-financial information (NFI), non-financial reporting (NFR), and company disclosures 
	NFI, NFR, and company disclosures are critical concepts within this report. There is little convergence on a specific definition of NFI or NFR within the academic literature (Stolowy & Paugam, 2018; Haller et al., 2017) or even between users of that information. However, generally, NFR is used to refer to company reporting on social, human, environmental, or corporate responsibility topics.  
	This research takes a regulatory view to the definition, meaning that NFR mainly refers to the strategic and directors reports within the UK context: 
	Non-financial reporting definition: any disclosures required by UK regulations and statutes. 
	The definition of ‘non-financial’ is also not universal. A Law Commission report (2014; pg. 112) defines non-financial factors in a way related to motivation – all factors which could not be used to understand the financial performance or risk of an investment. For this research, this definition is too narrow, and does not align with the expectation that non-financial information is material to expectations for financial performance and risk. 




	Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022): 
	Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022): 
	Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022): 
	Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022): 
	Rather, this study uses the current definition of NFI from the Financial Reporting Council (2022): 
	Non-financial information definition: “Information that provides insight into the broader matters [beyond financial data] that affect the performance of the entity over the longer term that is relevant for shareholders”. (pg. 71, FRC, 2022, Brackets added for clarity.) 
	Finally, disclosure is defined according to it’s generally accepted definition:  
	Disclosure definition: “The act of making something known or the fact that is made known [by a company]” (Cambridge Dictionary, bracket included for this context) 
	In this framing, NFR is a subset of NFI and company disclosure. NFI also includes some aspects of disclosure, but these two concepts do not completely overlap – financial disclosure is not NFI, and NFI that is not supplied by companies – such as general market reports - are not disclosures.  
	Finally, NFR and NFI also relate to, but are not the same as information about environmental, social and governance (ESG) or corporate social responsibility (CSR). These are framings that are often used to structure the themes common to NFI, and indeed many companies may use them to structure their reporting. However, NFI can extend beyond ESG or CSR, to include topics like brand, reputation, intellectual property, and human resources. 




	 
	The logic model underpinning NFR regulations () places particular emphasis on the importance of NFR to investors and how it should: (a) facilitate better informed investment decisions through greater comparability around companies’ reporting; and (b) result in better outcomes for society overall by directing capital flows to companies and activities that produce socially desirable outcomes. 
	Table 1.1
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	Table 1.1: Logic model for NFR regulation (adapted from BEIS, 2022) 
	Context 
	Context 
	Context 
	Context 
	Context 

	•
	•
	•
	•
	 Prior to the NFR regulations: 
	o
	o
	o
	 Businesses, wider stakeholders and investors were not finding NFI disclosures as useful as they could have been in their business and investment decisions; and 

	o
	o
	 Only limited or not comparable non-financial information was presented in reports.  




	•
	•
	 This potentially led to worse decisions from the point of view of society (and investors), due to opacity on firms’ operations and problems with asymmetric information. 





	Inputs 
	Inputs 
	Inputs 
	Inputs 

	•
	•
	•
	•
	 The regulations require companies to gather and disclose more useful and comparable information on their risks and wider impacts. 




	Outputs 
	Outputs 
	Outputs 

	•
	•
	•
	•
	 Users take information from these disclosures, turn it into actionable information through analysis or comparison, and then use that actionable information within their decision-making processes. 




	Outcomes 
	Outcomes 
	Outcomes 

	•
	•
	•
	•
	 Companies, investors, and other stakeholders have better understanding and decision making based on non-financial risks and performance.  

	•
	•
	 Companies, investors and wider stakeholders change some decisions in scope, timing or scale. 




	Impacts 
	Impacts 
	Impacts 

	•
	•
	•
	•
	 More informed investment, business and other decisions lead to overall better social outcomes. 






	 
	Within the regulatory framework, there is a need to further evidence the use and benefits of NFR to provide a full-as-possible account of the value of NFR regulations versus the burden of compliance that is placed on companies to disclose this information. While this evidence on use and benefits should be generated for all users of NFR, this research focuses on investors as they are a large user group and are expected to be significant beneficiaries (see Section 3.1.1).   
	Previous research carried out for BEIS has explored various dimensions of NFR and its impact, providing a wide-ranging view across companies, employee representatives, investors and professional organisations, and wider civil society organisations (CSOs) (Eunomia, 2020; PwC, 2021a). While this research provided useful context on the potential ways in which NFR might create value, it did not estimate how large that value might be. This evidence gap is increasingly important, especially as NFR regulations are
	14
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	14 International Financial Reporting Standards (IFRS)   
	14 International Financial Reporting Standards (IFRS)   
	https://www.ifrs.org/projects/completed-projects/2023/general-sustainability-related-disclosures/
	https://www.ifrs.org/projects/completed-projects/2023/general-sustainability-related-disclosures/





	A ready estimate of the value of NFI or NFR to investors (see definitions in Box 1.2) is not possible in the absence of a direct market and transactions for non-financial disclosures by companies. The regulations mandate that disclosures are made publicly available and free of charge, and therefore the total demand for NFR is currently unmeasured. Nevertheless, it is possible to estimate this demand and determining the value of NFR which is the objective of this study. 
	15
	15
	15 The value of NFI will be greater than the value of NFR as NFR is contained within NFI. It is difficult to disentangle what NFI is available due to demand on companies versus the regulations themselves, and counterfactual data on disclosures is not available to directly assess the influence of regulation. Therefore, estimating the value of NFI is an easier overall task. 
	15 The value of NFI will be greater than the value of NFR as NFR is contained within NFI. It is difficult to disentangle what NFI is available due to demand on companies versus the regulations themselves, and counterfactual data on disclosures is not available to directly assess the influence of regulation. Therefore, estimating the value of NFI is an easier overall task. 



	1.2 Research aims 
	This study has two overall objectives: (a) examine and test the logic model and assumptions concerning the value of NFR to investors; and (b) assess the economic value of NFR information, including the relative value of different elements of NFR.  
	In essence the requirement is for the study to formulate and execute a methodological approach that translates the high-level logic model () to specific circumstances in which the value of NFR (or NFI) to investors can be quantified and measured in monetary terms. The intention is that the evidence produced by the study will inform the Government’s review of NFR regulations, allowing estimates of the regulatory cost imposed on reporting companies to be compared to the quantified benefits for key user group(
	Table 1.1
	Table 1.1
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	https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence
	https://www.gov.uk/government/consultations/smarter-regulation-non-financial-reporting-review-call-for-evidence





	Note that the research scope is focused on the value of NFI and NFR to investors. It is recognised that this does not reflect the full value of NFR, but it is expected to represent a sizable proportion of the benefit that is derived from the regulatory framework. Other ways in which NFR has value are highlighted, but the assessment of these benefits is beyond the remit of the current research.   
	Box 1.2: Defining and differentiating investors 
	Box 1.2: Defining and differentiating investors 
	Box 1.2: Defining and differentiating investors 
	Box 1.2: Defining and differentiating investors 
	Box 1.2: Defining and differentiating investors 
	There are multiple types of investors, as well as multiple types of firms and individuals that act on behalf of those investors (referred to as investor agents). Within this report, the following structure and definitions are used. In practice the linkages can be far more complicated than shown here, but in broad terms these distinctions reflect the research to date and findings from this study. 
	 
	Figure
	 
	Figure
	Investors are the primary capital providers and can be grouped into two main categories: 
	•
	•
	•
	 Private (retail) investors – individuals investing on their own behalf for their own interest and/or that of their household and family. 

	•
	•
	 Institutional investors – organisations that pool capital to purchase investments on behalf of their members and/or shareholders. There are many types of institutional investors which include banks, pensions schemes and funds, and insurance groups.  


	Investor agents are those that act on behalf of investors, and can broadly be categorised as:  
	•
	•
	•
	 Institutional agents – the direct representatives of institutional investors. These agents include trustees and pension directors. They act on behalf of their organisation and are often selected by the members or shareholders of that organisation (which would be private investors). 

	•
	•
	 Retail agents – agents that advise or manage investments on behalf of individual investors, such as independent financial advisors (IFAs) or discretionary fund managers (DFMs). They act on behalf of their clients and can be individuals or part of a larger firm. Firms providing these services include Hargreaves Lansdown, AJ Bell, and Fidelity. 

	•
	•
	 Asset managers – firms that invest pooled funds on behalf of a client (such as a pension fund or a group of retail investors). Asset managers will often have many funds with different stated objectives and may also be integrated directly with institutional investors. The largest asset managers in the UK are BlackRock, Legal & General, Fidelity, and Baillie Gifford. 

	•
	•
	 Consultants – firms or individuals that provide advice and/or actionable information to investors or investor agents. There are a variety of types, such as data providers, ESG metric providers, or market forecasters. Major examples include MSCI, Bloomberg, Institutional Shareholder Services group, and Sustainalytics. 






	 
	1.3 Research approach 
	The research question for this project – “what is the value of NFI?” – sits within the literature on the value of information. The value of information (Box 1.3) is commonly understood as the contribution of that information in making better decisions, such as in assessing an option against a desired set of outcomes in the face of uncertainty (Keisler et al., 2014). In the context of investing, the expected value of information in assessing an investment is traded off against the opportunity cost of using t
	Box 1.3: The value of information 
	Box 1.3: The value of information 
	Box 1.3: The value of information 
	Box 1.3: The value of information 
	Box 1.3: The value of information 
	The value of NFI can be situated in the broader literature on the value of information. This area of study looks at the benefits (both potential and realised) of having information available, specifically in ‘decision situations’ (Glynn et al., 2022). Specifically, NFI in investing is a form of imperfect information as investment decisions are made with uncertainty on the expected returns, risks, and other impacts that an investment may have. There are several mechanisms through which that information might
	These dimensions of value can be difficult to distinguish, as investors’ willingness to pay (WTP) for information or the cost of their time spent with information might be motivated by either consideration (or both in some proportion). The “data to decision” pathway model, such as data → information → knowledge → decision → action (illustrated in Glynn et al., 2022) represent how individual data points are used by decision makers to determine future actions. For data or information to have instrumental valu
	•
	•
	•
	 Materiality – information must be influential on knowledge and decisions resulting from that knowledge to have instrumental value. Materiality can further be considered as a spectrum, where information may have differing levels of importance (materiality) based on how it is used to develop knowledge. 

	•
	•
	 Comparability – investing is a comparative task, where two or more options will be compared to determine if investment package A or investment package B is preferred. Therefore, the information informing those decisions must be comparable. 






	 
	 
	This research is centred on the value of NFI to investors, which is expected to be beneficial for the purpose of informing better investment decisions - either to align to some set of preferences for non-financial impacts or to better evaluate the future financial returns of the investment. Both potential and realised value are relevant in this research, but demonstrating realised value requires an ex-post analysis of decision making, which is unlikely to be possible. Rather, the emphasis is on perceived 
	value of information and understanding it in the context of the decisions and actions it may influence. 
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	17 The study of information and how it creates “knowledge” (actionable information) typically includes explicit frameworks as well as implicit assumptions, beliefs, and mental models (Glynn et al., 2022) about the underlying data and information. This suggests that in the context of NFI, understanding both the explicit uses of the information (such as for assessing some screening criteria) and the feelings and attitudes towards that information are important to a fuller understanding of the value of NFI. Th
	17 The study of information and how it creates “knowledge” (actionable information) typically includes explicit frameworks as well as implicit assumptions, beliefs, and mental models (Glynn et al., 2022) about the underlying data and information. This suggests that in the context of NFI, understanding both the explicit uses of the information (such as for assessing some screening criteria) and the feelings and attitudes towards that information are important to a fuller understanding of the value of NFI. Th



	Non-financial information is often a non-market good – the information is generally available free of charge on disclosing company websites – and therefore the amount a user would pay for the good cannot be observed from existing markets. There are common approaches for valuing non-market goods:  
	•
	•
	•
	 Review the existing academic research on the value of non-financial information. 

	•
	•
	 Observe supply and demand in related markets, such as the market for environment, social, and governance (ESG) industry products (i.e. data, analysis and insights, third party ESG ratings, etc). Revenue and sales data on this information can be observed from some providers (such as MSCI and Bloomberg). 

	•
	•
	 Observe existing investor behaviour (such as the selection of fund managers) through surveys or through existing datasets. This data can then be analysed used to estimate investors preferences over the aspects of the behaviour that are observed (such as if the fund managers use of NFI could be quantified). 

	•
	•
	 Use stated preference methods to measure the demand of investors and the other potential users for NFI via simulated markets. 

	•
	•
	 Examine user costs associated with compiling NFR insights. 


	Regardless of the valuation approach, it is also important to understand the factors that affect the demand for NFI and NFR. Insights on what investors want from NFI, and therefore from the regulations, could inform long-term policy thinking. Understanding investor uses of and preferences for NFI will also indicate how the value of NFI and NFR may change over time. Finally, understanding what motivates investors’ demand for NFI will help shape the valuation approach, and the questions that should be asked t
	This report addresses three fundamental and preliminary questions for the design and development of a (non-market) valuation approach, namely: (1) what is the “good” to be valued; (2) who are the users (beneficiaries); and (3) how does the good generate value for the users (beneficiaries)? Once these three questions are explored, an additional question can be asked: (4) what valuation methods can be used to estimate the benefits? While questions (1) and (2) are answered in part by the research question itse
	This report draws together the findings from two initial phases of research carried out in Spring – Fall 2023: 
	•
	•
	•
	 Phase 1 – Scoping (literature review and user survey): This phase was primarily concerned with defining the good and exploring who the users or beneficiaries might be. It involved: (i) review of academic papers and other relevant empirical studies, research reports, commentaries from investor initiatives, review of the regulations, as well as a small selection of recent non-financial reports issued by companies; and (ii) a preliminary user survey aimed at a basic understanding of the use patterns of NFI by

	•
	•
	 Phase 2 – Qualitative research (interviews): The qualitative research phase of the project further explored who the users of NFI and NFR are, what types of information they use, and how their use of that information differs. This phase was aimed at determining a credible overall framing and sample population for the valuation of the provision of NFR (Phase 3). 


	 
	The findings outlined in this report provide the basis for the methodological approach for Phase 3, which will implement a valuation study that will estimate the value of NFI (or, if possible, NFR).  
	1.4 Report structure 
	This report is structured as follows: 
	 
	•
	•
	•
	 Section 2: Overview of non-financial reporting. A summary of the current NFR regulations in the UK, current trends in the evolution of NFR regulations, and the scope of corporate reporting. 

	•
	•
	 Section 3: Demand for non-financial information. Findings from Phases 1 and 2 of this research project – the literature review, the user survey on NFI, and the investor interviews. This section concludes with the key learnings for the development of Phase 3 of this project. 

	•
	•
	 Section 4: Methodological approach. The conceptual framework in which to consider the value of NFR, and the four potential approaches that can be used to quantify that value based on the framework. Two of these - a stated preference survey and consultations to determine opportunity cost - are identified as the preferred approaches. 

	•
	•
	 Section 5: Conclusion. A summary of the research to date and the next steps for Phase 3 (the suggested approaches). 

	•
	•
	 Appendices. Supporting content covering: (1) UK NFR regulations; (2) NFR case studies; (3) NFI user survey questionnaire; (4) NFI user survey summary statistics; (5) Investor interview guides; and (6) Investor interview summaries. 

	 
	 
	 


	2. Overview of non-financial reporting 
	Non-financial information disclosures are common practice among large firms in the UK – especially those that are listed on a stock exchange – and recent trends indicate that this type of reporting will continue to increase. This is due both to the demand for NFI from investors, and to an expansion of the scope of information that must be legally disclosed via the NFR regulations. 
	Non-financial information disclosures are common practice among large firms in the UK – especially those that are listed on a stock exchange – and recent trends indicate that this type of reporting will continue to increase. This is due both to the demand for NFI from investors, and to an expansion of the scope of information that must be legally disclosed via the NFR regulations. 
	Non-financial information disclosures are common practice among large firms in the UK – especially those that are listed on a stock exchange – and recent trends indicate that this type of reporting will continue to increase. This is due both to the demand for NFI from investors, and to an expansion of the scope of information that must be legally disclosed via the NFR regulations. 
	Non-financial information disclosures are common practice among large firms in the UK – especially those that are listed on a stock exchange – and recent trends indicate that this type of reporting will continue to increase. This is due both to the demand for NFI from investors, and to an expansion of the scope of information that must be legally disclosed via the NFR regulations. 
	Non-financial information disclosures are common practice among large firms in the UK – especially those that are listed on a stock exchange – and recent trends indicate that this type of reporting will continue to increase. This is due both to the demand for NFI from investors, and to an expansion of the scope of information that must be legally disclosed via the NFR regulations. 
	The NFR disclosure regulations in the UK vary based on company size measured in terms of employees and revenues, whether the company is listed on a regulated exchange, and the business sector the company operates in. The regulations are also continuing to evolve in line with proposed international frameworks, such as ISSB. 
	Most companies subject to non-financial reporting report on the same broad set of themes – the environmental, social and governance aspects of their activities, risks, and opportunities. However, there is currently little consistency in the detail of what and how information is reported. Future initiatives are expected to bring more consistency across non-financial disclosures, just as financial reporting was standardised over time. 




	 
	2.1 Non-financial reporting regulations 
	Reporting regulations for non-financial disclosures vary depending on the country a company reports within and aspects of the company itself (size, listed-status, area of activity). This study focuses on the NFI disclosure regulations in the UK, specifically on the regulations for directors’ and strategic reports. Companies operating in the UK may also be influenced by other regulations, especially if they are listed internationally. While there is demand and support for general alignment in regulations bet
	2.1.1 Current regulations within the UK 
	The main aspects of UK NFR regulations are mapped in . A true map of NFR reporting regulation would be very complex, as multiple legislations and guidance may apply depending on the size and activities of the business. For example the Companies Act 2006 Regulations (2013) set out the requirements for the strategic and directors reports, while the Streamlined Energy and Carbon Reporting (SECR) regulations set out the requirements for greenhouse gas (GHG) reporting, and most governance reporting regulations a
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	https://www.legislation.gov.uk/ukdsi/2013/9780111540169
	https://www.legislation.gov.uk/ukdsi/2013/9780111540169




	19
	19
	19   
	19   
	https://www.gov.uk/government/publications/environmental-reporting-guidelines-including-mandatory-greenhouse-gas-emissions-reporting-guidance
	https://www.gov.uk/government/publications/environmental-reporting-guidelines-including-mandatory-greenhouse-gas-emissions-reporting-guidance
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	https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/uk-corporate-governance-code/
	https://www.frc.org.uk/library/standards-codes-policy/corporate-governance/uk-corporate-governance-code/





	 
	 
	 
	Figure
	Figure 2.1: Broad mapping of UK NFR regulation 
	Typically, existing non-financial reporting requirements do not specify the metrics to be reported; the regulations are open to interpretation as to the format and metrics reported on in disclosures (Appendix 1). There are exceptions; for example, s.414c of the Companies Act (2006) does include specific requirements about gender breakdowns in reporting. Generally, though, the framework was developed so that companies would report what they deemed to be material to their business. 
	2.1.2 Developments in non-financial reporting 
	Numerous organisations and initiatives are aiming to change aspects of NFR. Broadly, the goals of these initiatives are: (i) to streamline the size and structure of NFR; (ii) for NFR to cover more topics of concern (especially for environmental and social topics); and (iii) for NFR to include more comparable information – such as specific measurements, metrics, and goals. Recommendations for changing NFR also commonly involve encouraging alignment between existing reporting regulations domestically and inte
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	Table 2.1: Developments in NFR organised by initiative or organisation (ordered by scale, then year) 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 

	Scale and adoption (if relevant) 
	Scale and adoption (if relevant) 

	Detail and key recommendations 
	Detail and key recommendations 



	Global Reporting Initiative (GRI) 
	Global Reporting Initiative (GRI) 
	Global Reporting Initiative (GRI) 
	Global Reporting Initiative (GRI) 

	International 
	International 
	(first developed in 1997) 

	•
	•
	•
	•
	 Voluntary standards which help organisations understand their impact on environmental, social and governance issues.  

	•
	•
	 Different sets of standards - some are universal principles (Universal standards) under which such types of disclosures can be prepared, others facilitate reporting on sectoral or topical. 

	•
	•
	 Standards can be used as a framework to either report specific information for specific users, or to prepare sustainability reports. 




	International Sustainability Standards Board (ISSB) 
	International Sustainability Standards Board (ISSB) 
	International Sustainability Standards Board (ISSB) 

	International 
	International 
	(first began development in 2021) 

	•
	•
	•
	•
	 In development by the International Sustainability Standards Board (ISSB) – which was formed COP26. 

	•
	•
	 Aims to support and provide advice on sustainability disclosures in support of investor and financial market needs. Intended to support disclosure with facilitates more efficient market allocation decisions. 

	•
	•
	 Have published two standards: ‘S1’, the general sustainability disclosures; and ‘S2’, climate related disclosure. 

	•
	•
	 Contains guidance on governance, strategy, risk management, metrics and targets. 
	21
	21
	21 Governance - the overall organisations approach to overseeing management of sustainability issues; strategy - how sustainability impacts the business model and decision making; risk management - processes around identifying and managing sustainability-related risk; and metrics and targets - what indicators it uses to measure and monitor sustainability related risks and opportunities, and progress against these. 
	21 Governance - the overall organisations approach to overseeing management of sustainability issues; strategy - how sustainability impacts the business model and decision making; risk management - processes around identifying and managing sustainability-related risk; and metrics and targets - what indicators it uses to measure and monitor sustainability related risks and opportunities, and progress against these. 




	•
	•
	 Similar in style to European Sustainability Reporting Standards (ESRS) and Taskforce for Climate related Financial Disclosures (TCFD). 




	Taskforce for Climate related Financial Disclosures (TCFD) 
	Taskforce for Climate related Financial Disclosures (TCFD) 
	Taskforce for Climate related Financial Disclosures (TCFD) 

	International 
	International 
	(Adopted in the UK reporting regulations as of 2022) 

	•
	•
	•
	•
	 Recommendations for a set of governance, strategy, risk management and metrics and targets relating to climate impacts and risks. 

	•
	•
	 The intention of the recommendations is that they are adoptable by all organisations (and types), and that disclosures, including metrics, are reported in financial filings.  

	•
	•
	 The analyses and disclosures should be forward-looking to facilitate decision making and have a strong focus on transition to a low carbon economy. 

	•
	•
	 Legislation is Section 414CB CA2006. 






	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 

	Scale and adoption (if relevant) 
	Scale and adoption (if relevant) 

	Detail and key recommendations 
	Detail and key recommendations 



	Taskforce for Nature related Financial Disclosures (TNFD) 
	Taskforce for Nature related Financial Disclosures (TNFD) 
	Taskforce for Nature related Financial Disclosures (TNFD) 
	Taskforce for Nature related Financial Disclosures (TNFD) 

	International 
	International 
	(Recommendations delivered in 2023) 

	•
	•
	•
	•
	 Recommendations and guidance regarding organisational reporting on nature-related issues. 

	•
	•
	 TNFD recognises existing frameworks and aims to be consistent with those, such as following the materiality assessments from ISSB and TCFD. 

	•
	•
	 Recommends disclosures that follow six requirements (materiality, disclosures, location, integration, time horizons, and engagement) and reports on four pillars (governance, strategy, risk and impact managements, metrics and targets). 




	Non-Financial Reporting Directive (NFRD) 
	Non-Financial Reporting Directive (NFRD) 
	Non-Financial Reporting Directive (NFRD) 

	European Union (2014-2022) 
	European Union (2014-2022) 

	•
	•
	•
	•
	 Aimed to improve the quality of non-financial reporting in EU Member States (i.e., increase transparency and accountability around non-financial risks and policies) and improve cross-bord comparability of accounting frameworks. 

	•
	•
	 The now outdated NFRD requirements are the same as those under UK law for large companies to publish on the same matters as described in paras 7 and 8 s414C CA2006. 




	Sustainable Finance Disclosure Regulation (SFDR) 
	Sustainable Finance Disclosure Regulation (SFDR) 
	Sustainable Finance Disclosure Regulation (SFDR) 

	European Union financial markets (effective 2021) 
	European Union financial markets (effective 2021) 

	•
	•
	•
	•
	 Require a range of organisations that created financial products to disclose specific information regarding approaches to the integration of sustainability risks including policies; and the consideration of adverse impacts on sustainability factors. 
	22
	22
	22 See Article 2 of  for full details. 
	22 See Article 2 of  for full details. 
	Regulation (EU) 2019/2088
	Regulation (EU) 2019/2088






	•
	•
	 Disclosures are to be for both entities and financial products, qualitative or quantitative in nature, published on investment business’ websites, and kept up to date. 

	•
	•
	 Nine mandatory indicators in respect of the environment, and five in respect of social and governance matters as well as 46 voluntary indicators; half of which are environment related and the other relating to matters of anti-corruption and rights.  

	•
	•
	 A template is required for reporting such information, facilitating comparison and harmonisation across investing business and Member States. 




	Corporate Sustainability Reporting Directive (CSRD) 
	Corporate Sustainability Reporting Directive (CSRD) 
	Corporate Sustainability Reporting Directive (CSRD) 

	European Union (as of 2023), replaced the NFRD (above) 
	European Union (as of 2023), replaced the NFRD (above) 

	•
	•
	•
	•
	 Requires that all large and listed companies disclose information on their risks and opportunities arising from social and environmental issues, and on the impacts of their activities on people and environment, with an aim to measure and evaluate sustainability of corporate performance.  
	23
	23
	23  The exact regulations are slightly more precise, see “Which companies are in scope” here:   
	23  The exact regulations are slightly more precise, see “Which companies are in scope” here:   
	https://www.grantthornton.co.uk/insights/what-does-the-csrd-mean-for-the-uk/
	https://www.grantthornton.co.uk/insights/what-does-the-csrd-mean-for-the-uk/






	•
	•
	 Expects to encompass approximately 50,000 companies in total. 

	•
	•
	 Aims to provide investors with information to assess risks from climate change and other sustainability issues. 




	European Sustainability Reporting Standards (ESRS) 
	European Sustainability Reporting Standards (ESRS) 
	European Sustainability Reporting Standards (ESRS) 

	European Union under CSRD  
	European Union under CSRD  
	(as of 2023) 

	•
	•
	•
	•
	 Developed by the European Financial Reporting Advisory Group (EFRAG) 

	•
	•
	 A thematic and cross purpose (best practice requirement and disclosure guidance) set of standards for sustainability reporting. 

	•
	•
	 Ten thematic standards: five environmental (climate change, pollution, water and marine resources, biodiversity and ecosystems, and resources and circular economy); four social (workforce, workers in the value chain, affected communities, and customers and end-users); one governance (business conduct). 

	•
	•
	 Provides specific guidance on metrics and targets to report for each theme, as well as materiality assessments. 

	•
	•
	 Cross references other guidance (such as TNFD). 






	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 
	Initiative or organisation 

	Scale and adoption (if relevant) 
	Scale and adoption (if relevant) 

	Detail and key recommendations 
	Detail and key recommendations 



	Financial Conduct Authority (FCA) Consultation Paper 22/20 
	Financial Conduct Authority (FCA) Consultation Paper 22/20 
	Financial Conduct Authority (FCA) Consultation Paper 22/20 
	Financial Conduct Authority (FCA) Consultation Paper 22/20 

	UK  
	UK  
	(published 2022) 

	•
	•
	•
	•
	 Anticipated to be similar to SFDR. 

	•
	•
	 Expected rules for: (i) sustainable investment labels (i.e., labelling and marketing of investments which have a sustainable focus, improvement or impact); (ii) consumer-facing disclosures; (iii) entity and product disclosure (much like the SFDR rules); (iv) naming and marketing (i.e., claims around sustainability must be fair, clear and not misleading; and (v) requirement for distributors. 

	•
	•
	 Aimes to increase transparency and protect consumers from greenwashing. 




	Mobilising Green Investment; 2023  
	Mobilising Green Investment; 2023  
	Mobilising Green Investment; 2023  
	Green Finance Strategy 
	24
	24
	24   
	24   
	https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1149690/mobilising-green-investment-2023-green-finance-strategy.pdf
	https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1149690/mobilising-green-investment-2023-green-finance-strategy.pdf






	UK  
	UK  
	(published 2023) 

	•
	•
	•
	•
	 Policy paper that sets out the UK government ambitions for sustainable investment and includes the blueprint for the introduction of a set of disclosure requirements against the International Disclosure Sustainability Standards developed the ISSB, as well as the introduction of a UK Green Taxonomy and the disclosure of company’s plan to Transition to net zero . 

	•
	•
	 Proposed requirement that claims must be credible: assets managers and owners, including those of investment products, will be required to provide evidence as to the claims that they are making. 

	•
	•
	 Recognises the importance of harmonisation and interoperability between jurisdictions. 




	Taskforce for Nature related Financial Disclosures (TNFD) 
	Taskforce for Nature related Financial Disclosures (TNFD) 
	Taskforce for Nature related Financial Disclosures (TNFD) 

	UK based (Launched Sept 2023) 
	UK based (Launched Sept 2023) 

	•
	•
	•
	•
	 Market-led, voluntary recommendations. 

	•
	•
	 Design to disclose impacts and dependencies on nature, as well as incorporate those in decision making. 

	•
	•
	 Expected to be in the same style as TCFD. 

	•
	•
	 Aims is to align to ISSB to support disclosure of nature-evolving risk and opportunity. 






	2.2 Scope of company reporting 
	Companies, especially corporations that are listed on an exchange, typically disclose vast amounts of information in various types of reports. This disclosure is partially driven by mandates – from national or international regulations – but it can also be driven by investor demand. Voluntary disclosures can occur in a variety of ways, such as through press releases, sections within reports, or via direct investor requests. Other information on companies may also be publicly available that is not directly d
	•
	•
	•
	 Third-party data; 

	•
	•
	 Ratings, such as ESG metrics or bond credit ratings; 

	•
	•
	 Stock performance data; 

	•
	•
	 News stories;  

	•
	•
	 Broader market analysis; and 

	•
	•
	 Other bespoke metrics of analysis. 


	The information that is not disclosed by companies can come from a wide range of organisations, including CSOs (e.g. CDP, a non-profit charity that reports on companies’ environmental impacts), governments (such as overall market forecasts by central banks), news organisations, or produced by consultancies and market research organisations (such as Bloomberg and MSCI). This information may also be built upon data originally disclosed by companies (such as ESG metrics based on company data), be entirely inde
	Financial versus non-financial information is a common categorisation of disclosures, and an important one in terms of the current regulations. Financial information reported by companies is strictly governed under the regulations and has a common set of standards – to the extent that financial statements between companies have also identical formats and information reported. Financial disclosure is not the focus of this research, but the decisions that NFI informs are rarely independent from financial info
	25
	25
	25 Financial disclosures are overseen by the Financial Conduct Authority (FCA) and Financial Reporting Council (FRC) within the UK. They are also regulated under the Companies Act (2006). 
	25 Financial disclosures are overseen by the Financial Conduct Authority (FCA) and Financial Reporting Council (FRC) within the UK. They are also regulated under the Companies Act (2006). 



	 provides a simple representation of the types of company information that can be available to investors. This diagram illustrates the difficulty in distinguishing the value of NFR versus the value of NFI. While there will be a lot of information available outside of the strategic and directors’ reports required by regulations, other non-financial information that is available on a company may change in quality or quantity due to the reports a company produces. For example, third party ratings and consultan
	Figure 2.2
	Figure 2.2


	 
	 
	Figure
	Figure 2.2: Overview of the types of company information available to investors. 
	2.2.1 Comparison of non-financial disclosures 
	There are broad similarities in the scope and content of NFR produced by companies in the UK – especially for very large, listed companies - as would be expected from the regulations that govern those reports. The detail, however, can vary widely from company to company. These similarities and differences are illustrated in , which summarises and compares NFI disclosures from three large companies: Mondi Group, Unilever, and Shell (see Appendix 2 for further detail on disclosures). All three companies are l
	Table 2.2
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	•
	•
	•
	 All three are structured with a strategic, governance, and financial statement section within an integrated report; 

	•
	•
	 All three begin with a chair’s message, include a breakdown of risks and their mitigation, and an explicit s172 statement; 

	•
	•
	 All three have information on their plan to transition to low carbon operations (as per TCFD), and 

	•
	•
	 All three begin with summaries that cover a selection of the information that is covered within the report. 


	Table 2.2: Broad overview of non-financial disclosure content from case studies of large (as defined by the Companies Act, 2006), listed companies. 
	Theme or aspect 
	Theme or aspect 
	Theme or aspect 
	Theme or aspect 
	Theme or aspect 

	Mondi Group (2023) 
	Mondi Group (2023) 
	26
	26
	26 Mondi group integrated report available at:   
	26 Mondi group integrated report available at:   
	https://www.mondigroup.com/en/investors/results-and-reports/
	https://www.mondigroup.com/en/investors/results-and-reports/






	Unilever (2023) 
	Unilever (2023) 
	27
	27
	27 Unilever integrated report available at:   
	27 Unilever integrated report available at:   
	https://www.unilever.com/investors/annual-report-and-accounts/
	https://www.unilever.com/investors/annual-report-and-accounts/






	Shell PLC (2023) 
	Shell PLC (2023) 
	28
	28
	28 Shell integrated report available at:  
	28 Shell integrated report available at:  
	https://reports.shell.com/annual-report/2023/
	https://reports.shell.com/annual-report/2023/








	Format of overall reporting 
	Format of overall reporting 
	Format of overall reporting 
	Format of overall reporting 

	256-page integrated annual report 
	256-page integrated annual report 

	226-page integrated annual report 
	226-page integrated annual report 

	388-page integrated annual report 
	388-page integrated annual report 


	Strategic reporting 
	Strategic reporting 
	Strategic reporting 

	Pages 12-83 of the integrated annual report 
	Pages 12-83 of the integrated annual report 

	Pages 2-76 of the integrated annual report 
	Pages 2-76 of the integrated annual report 

	Pages 2-131 of the integrated annual report 
	Pages 2-131 of the integrated annual report 


	Risk reporting 
	Risk reporting 
	Risk reporting 

	17 principal risks in five categories (pandemic, strategic, financial, operational, and compliance) reported along with potential impacts and mitigation actions 
	17 principal risks in five categories (pandemic, strategic, financial, operational, and compliance) reported along with potential impacts and mitigation actions 

	14 principal risks reported along with potential impacts and mitigation actions 
	14 principal risks reported along with potential impacts and mitigation actions 

	27 principal risks in four categories (strategic, operational, conduct and culture, and other) reported along with potential impacts and mitigation actions 
	27 principal risks in four categories (strategic, operational, conduct and culture, and other) reported along with potential impacts and mitigation actions 


	Section 172 statement 
	Section 172 statement 
	Section 172 statement 

	Stakeholder engagement is described across employees, customers, suppliers and contractors, communities, investors, and partner and industry associations. 
	Stakeholder engagement is described across employees, customers, suppliers and contractors, communities, investors, and partner and industry associations. 

	Stakeholder engagement is described across shareholders, employees, consumers, customers, suppliers and business partners, and planet and society. 
	Stakeholder engagement is described across shareholders, employees, consumers, customers, suppliers and business partners, and planet and society. 

	Stakeholder engagement is described both across stakeholder categories, but also across topics, such as strategic updates, financial strength, operation plan, and investment. 
	Stakeholder engagement is described both across stakeholder categories, but also across topics, such as strategic updates, financial strength, operation plan, and investment. 


	Assurance 
	Assurance 
	Assurance 

	Independent Assurance by ERM 
	Independent Assurance by ERM 

	Independent Assurance by PWC 
	Independent Assurance by PWC 

	Organisation within Shell (SIAI) 
	Organisation within Shell (SIAI) 


	Other disclosures 
	Other disclosures 
	Other disclosures 

	Examples include: 
	Examples include: 
	•
	•
	•
	 Sustainable development report 

	•
	•
	 GRI & SASB Index 2022 report 



	Examples include: 
	Examples include: 
	•
	•
	•
	 “Planet and Society Hub” on their website 


	 

	Examples include: 
	Examples include: 
	•
	•
	•
	 Public response to CDP information request 

	•
	•
	 Energy Transition Progress Report 






	2.2.2 Structure of non-financial disclosures 
	As noted in Section 2.2.1 there are common organisational structures and themes within NFR – especially within the strategic reports. One common structure is using ESG to comment on different areas of company performance – for example, the Unilever (2022) integrated report contains an “Our People and Culture” section, a “Planet and Society” section, and a “Governance Report”.  
	Another common feature, which may be paired with ESG framings, is a risk and opportunities framing. Risks are a common theme and necessary area of reporting for strategic reports, and hence is a clear way to present different aspects of the companies’ performance when paired with current performance and future opportunities. Note that companies may use elements of each structure throughout their overall report. 
	ESG framing 
	Eunomia (2020) (as reported in the BEIS NFR Post Implementation Review (2022)) reviewed the NFR topics that tend to be featured under the broad themes of environment, social, and governance (adapted in ): 
	Table 2.3
	Table 2.3


	Table 2.3: Reporting topics organised by environment, social, and governance themes 
	ESG area 
	ESG area 
	ESG area 
	ESG area 
	ESG area 

	Specific topics 
	Specific topics 



	Environment 
	Environment 
	Environment 
	Environment 

	•
	•
	•
	•
	 Greenhouse gas emissions 

	•
	•
	 Resource usage 

	•
	•
	 Waste 

	•
	•
	 Climate change measures 

	•
	•
	 Pollution 

	•
	•
	 Biodiversity 




	Social  
	Social  
	Social  

	•
	•
	•
	•
	 Diversity 

	•
	•
	 Health and safety 

	•
	•
	 Human rights 

	•
	•
	 Stakeholder engagement 




	Governance 
	Governance 
	Governance 

	•
	•
	•
	•
	 Board and staff remuneration 

	•
	•
	 Employee data (retention, development, turnover, etc.) 

	•
	•
	 Procurement policy / supply chain management 

	•
	•
	 Anti-corruption and anti-bribery 






	 
	The ESG structure provides one potential framing for reporting that can meet the regulatory requirements for the directors and strategic reports. ESG can also goes beyond those requirements, depending on the themes and the detail of those themes that is being reported. Regulatory requirements themselves are also often non-specific and subject to interpretation. 
	How information is presented in strategic reports 
	The three strategic reports included in  rely on descriptive and narrative information in order to describe the companies’ risks, aims, and strategies. Unlike financial accounts with comparable structures, strategic reports tend not to have a common structure so that the same type of information, such as GHG emissions data, will appear in different parts of a report. The result is 
	Table 2.2
	Table 2.2


	that specific information can be difficult to find. This may be due, at least in part, to the information that strategic reports convey. For example, risks and opportunities can be difficult to quantify, in which case a narrative approach may indeed be more appropriate.  
	Assurance and verification 
	Currently, there is no requirement for company NFR to be externally audited (BEIS, 2022). As the NFR case studies show (Table 2.2) both internal and external reviews are presented. Indeed, the evidence from the PIR (ibid.) indicates this is a major factor for the level of trust given to an NFR by users of that information. Eighty percent of respondents in the Eunomia Investor Survey (2020) indicated that external assurance would be helpful in improving trust in the information. This is one reason why many c
	29
	29
	29 More information:   
	29 More information:   
	https://www.there100.org/
	https://www.there100.org/




	30
	30
	30 More information:   
	30 More information:   
	https://rspo.org/
	https://rspo.org/




	31
	31
	31 More information:   
	31 More information:   
	https://fsc.org/en
	https://fsc.org/en





	3. Demand for non-financial information 
	Many different stakeholders – representatives of the company, investors, employees, and wider society - have motivations for engaging with and using the NFI that companies disclose. Among these, investors are a key group of potential users and beneficiaries, as their use of NFI in investment decisions can allow them to better align those actions to their set of preferences and aims. Three research methods were used to explore how investors think about, use, and benefit from NFI: a literature review, a user 
	Many different stakeholders – representatives of the company, investors, employees, and wider society - have motivations for engaging with and using the NFI that companies disclose. Among these, investors are a key group of potential users and beneficiaries, as their use of NFI in investment decisions can allow them to better align those actions to their set of preferences and aims. Three research methods were used to explore how investors think about, use, and benefit from NFI: a literature review, a user 
	Many different stakeholders – representatives of the company, investors, employees, and wider society - have motivations for engaging with and using the NFI that companies disclose. Among these, investors are a key group of potential users and beneficiaries, as their use of NFI in investment decisions can allow them to better align those actions to their set of preferences and aims. Three research methods were used to explore how investors think about, use, and benefit from NFI: a literature review, a user 
	Many different stakeholders – representatives of the company, investors, employees, and wider society - have motivations for engaging with and using the NFI that companies disclose. Among these, investors are a key group of potential users and beneficiaries, as their use of NFI in investment decisions can allow them to better align those actions to their set of preferences and aims. Three research methods were used to explore how investors think about, use, and benefit from NFI: a literature review, a user 
	Many different stakeholders – representatives of the company, investors, employees, and wider society - have motivations for engaging with and using the NFI that companies disclose. Among these, investors are a key group of potential users and beneficiaries, as their use of NFI in investment decisions can allow them to better align those actions to their set of preferences and aims. Three research methods were used to explore how investors think about, use, and benefit from NFI: a literature review, a user 
	The literature review explored the current understanding of how various stakeholder groups interact with NFI, and their motivations and values for that information. There is a large body of both academic and grey literature on this topic, which generally supports the assertion that a wide range of stakeholders may benefit from companies’ disclosure of NFI. Benefits to investors are clear, with both the theoretical and empirical literature supporting the hypothesis that mandatory disclosure of NFI by compani
	The user survey was implemented in March 2023 through the Research in Finance (RiF) panel to gather information from private investors, institutional investors, and investor agent on their use of NFI and NFR (total sample of 1699, with 750 private investors and 949 institutional investors and investor agents). Results from the survey give perspective on the current rate of use and attitudes towards NFR, which is used to shape the future research. In particular, it demonstrates the scale of the use of NFR, w
	The in-depth interviews were conducted with a total of 25 investors (21 professional investors across a range of roles and 4 private investors). The interviews provided insights on: (i) how NFI is often used in a re-packaged form by investors; (ii) how information flows between user groups; (iii) attitudes on current NFR and preferences for future changes; and (iv) the overall perception of the value NFI has to investors. 
	A key set of insights are summarised from these three methods, structured around defining the good (NFI), the beneficiaries of NFI, and the use and preferences for NFI. The insights were used to develop the valuation framework and approaches for the quantitative Phase 3 of this research in Section 4. 




	 
	3.1 Overview of NFI users and their uses 
	A basic proposition from the PIR (BEIS, 2022) is that different stakeholders will have different motivations for their use of NFR (or NFI) (). As such, different stakeholders’ preferences for the content of those reports will also be expected to vary in terms of the themes, specific metrics, assurance, etc. that are included. For example, investors are likely to use the information from NFR to develop actionable information (knowledge, in “value of information” terms) that will inform their choices over som
	Table 3.1
	Table 3.1


	opportunities. CSOs, on the other hand, might use NFI to compare company performance on social outcomes and influence those that have worse performance to improve. They could be expected to prefer information on companies’ comparative social impacts. It is also possible that the demand for disclosure information may significantly overlap between groups, and indeed the evidence review (Section 3.1.1 to 3.1.5) often finds similarities across user groups. 
	Table 3.1: Users and their uses for NFR (or NFI) (adapted from BEIS, 2022) 
	User (stakeholder) group 
	User (stakeholder) group 
	User (stakeholder) group 
	User (stakeholder) group 
	User (stakeholder) group 

	Motivations for using NFR or NFI 
	Motivations for using NFR or NFI 



	Companies creating NFRa 
	Companies creating NFRa 
	Companies creating NFRa 
	Companies creating NFRa 

	•
	•
	•
	•
	 Managing and communicating risk 

	•
	•
	 Setting and communicating strategy 

	•
	•
	 Managing brand or corporate reputation 

	•
	•
	 Engaging their workforce 




	Institutional investors and asset managers 
	Institutional investors and asset managers 
	Institutional investors and asset managers 

	•
	•
	•
	•
	 Informing investment decisions 

	•
	•
	 Engagement with companies 

	•
	•
	 Meeting regulations (including their own reporting requirement) 




	Retail investors 
	Retail investors 
	Retail investors 

	•
	•
	•
	•
	 Informing investment decisions 

	•
	•
	 Engagement with companies 




	Employees and potential employees 
	Employees and potential employees 
	Employees and potential employees 

	•
	•
	•
	•
	 Informing decisions about who they work for 




	Wider group of civil society organisations (CSOs: e.g., NGOs and think tanks) 
	Wider group of civil society organisations (CSOs: e.g., NGOs and think tanks) 
	Wider group of civil society organisations (CSOs: e.g., NGOs and think tanks) 

	•
	•
	•
	•
	 Reviewing or influencing corporate policy and/or strategy 






	Table notes: (a) – companies that create NFR are suppliers but can also “use” their own NFR for a variety of motivations. See section 3.1.1 for more information 
	3.1.1 Companies’ use of disclosures 
	Broadly, there are two ways in which companies can be users and beneficiaries of the NFI that they themselves compile and disclose: external communication and internal monitoring. Osmanagić Bedenik and Barišić (2019) further expand on these “internal” benefits of disclosure:  
	1)
	1)
	1)
	 “Increased understanding of risks and opportunities;  

	2)
	2)
	 Emphasizing the link between financial and nonfinancial performance;  

	3)
	3)
	 Influencing long-term management strategy and policy, and business plans;  

	4)
	4)
	 Streamlining processes, reducing costs and improving efficiency 

	5)
	5)
	 Benchmarking and assessing sustainability performance with respect to laws, norms, codes, performance standards, and voluntary initiatives; 

	6)
	6)
	 Avoiding being implicated in publicized environmental, social, and governance failures; and 

	7)
	7)
	 Comparing performance internally, and between organizations and sectors.” (quote list from Osmanagić Bedenik and Barišić (2019) section 3.1). 


	These points are mirrored in the summary of a survey conducted by PwC (2019) on behalf of BEIS. In that research, 60% of the surveyed firms (n=129) noted that disclosing NFI had benefited their 
	32
	32
	32 The sample of 129 companies had revenues ranging from £10 billion+ (12%) to less than £100 million (25%), and tens of thousands of employees (17%) to less than 500 (24%). 
	32 The sample of 129 companies had revenues ranging from £10 billion+ (12%) to less than £100 million (25%), and tens of thousands of employees (17%) to less than 500 (24%). 



	company, with 39% believing that these benefits will increase over time, and 43% stating that they believe current or prospective investors use non-financial information to make decisions. A few key themes in terms of the information communicated and its benefits were brought out in that research by PwC (ibid.): (i) improved articulation of strategy and purpose; (ii) reduced costs of borrowing and improved securities performance; (iii) attracting and maintaining workforce; and (iv) managing reputation. 
	By disclosing information, companies have an avenue through which they can communicate various aspects of their performance, including areas in which they excel, comparative advantages they may have, and risks they may be addressing (PwC, 2021b). The potential audience for this includes investors, but also regulators, consumers, and wider civil society organisations (such as NGOs and think tanks). In this context, companies could be motivated to only disclose that NFI which is favourable to the company (som
	Companies may also use the process of developing NFI for disclosure as an internal means to monitoring their performance. For example, the process of ensuring compliance with the disclosure regulations, responding to investor requests for information, and meeting any voluntary NFI initiatives may lead to better information being available within the company for strategy setting and decision making. More widely NFI may enable comparison and benchmarking against industry group peers to develop or maintain som
	33
	33
	33 This is in effect the cliched quote “what gets measured gets managed.” 
	33 This is in effect the cliched quote “what gets measured gets managed.” 


	34
	34
	34 What is material may differ based on the underlying preferences and aims of the management and stakeholders of a company. There is not a singular set of information that is material for all groups, as alluded to by the different motivations in Table 3.1. 
	34 What is material may differ based on the underlying preferences and aims of the management and stakeholders of a company. There is not a singular set of information that is material for all groups, as alluded to by the different motivations in Table 3.1. 



	Previous research also indicated that companies providing NFR believed that stakeholders were using that information (around 60% of interviewed companies; PwC on behalf of BEIS, 2019, pg. 43), with an even higher percentage of listed companies taking that view. Most companies also indicated that their NFR disclosures had made them more attractive to investors (ibid), a finding that broadly aligns with the current logic model underpinning non-financial reporting requirements (BEIS, 2022). 
	These two potential benefits are balanced against the costs of generating and disclosing NFR. As highlighted by the Quoted Companies Alliance (2023), annual reports have expanded in recent years – and company managers often see the requirements as confusing and costly. A specific analysis of 
	the costs of reporting are outside of the scope of this report, but it is clear there are opportunity costs to reporting, and that companies would not have net benefits if the costs outweigh the benefits. 
	In a recent reply to a DBT call for evidence, UK Finance (2023) outlined some of these costs and the underlying reasons their members believe those costs are disproportionate to the benefits: 
	•
	•
	•
	 Reporting regulations are “fragmented and complex” – requiring companies to be familiar with and comply with several codes, standards, and laws. Some of these are out of date, leading to disclosures that are “largely obsolete”. 

	•
	•
	 Non-financial disclosure is a more recent area of reporting than financial disclosure, and hence companies cannot be expected to meet similar standards. 

	•
	•
	 NFR regulations do not directly align with investor needs for information, and hence companies may incur both the costs of reporting and the costs of addressing investor information requests. 

	•
	•
	 The burden can be especially high for small companies, or companies that have just achieved one of the reporting thresholds. 


	UK Finance (2023) still supports non-financial reporting regulation, in particular those that would lead to harmonisation and streamlining of the reporting requirements (such as ISSB): 
	“As both a preparer and user of sustainability reports, the financial services sector supports disclosure of sustainability-related risks, impacts and transition plans by firms, because this is critical to measuring exposure across lending and investing portfolios. For these disclosures to be meaningful, data needs to be consistent and comparable.” (ibid, pg. 2) 
	3.1.2 Investors 
	The demand by investors for NFI does have a solid foundation within the theoretical and empirical literature. As seen in the value of information literature, any information that could be expected to lead to a better assessment of return should be used if the improvement in expected return outweighs the opportunity cost (see Box 1.3). The relationship holds in the empirical literature where analysts’ forecast accuracy is positively associated with NFR quality (Michelon et. al., 2020). Further, non-financial
	Investor demand for ESG information is also currently increasing (Eunomia on behalf of BEIS, 2020). One of the main drivers for investors’ use of NFR is understood to be the analysis of related risks and expected returns. Based on survey data from 2017, Amel-Zadeh and Serafeim (2018) find four main uses for ESG information by investors: predicting investment performance; meeting client demands; overall product strategy; and ethical considerations. As seen in a more recent investor survey (i.e. PwC on behalf
	The general understanding is that investors will have access to NFI in some form when making investment decisions, but the extent to which they directly “consume” NFR can vary. Based on a sample of investor interviews, around half of retail investors (n=504) had read about the non-financial performance of companies they were looking to invest in (Eunomia on behalf of BEIS, 2020). Those interviewed identified four key drivers of their use of NFI: (i) changing attitudes of society; (ii) increasing environment
	As seen in the case studies (Section 2.2.1), a major framing of NFI is through risk: risk to the reputation of a company on social issues; risk from environmental impacts; or risk due to the governance structure of a company. Investors are interested in these types of risks (Amel-Zadeh and Serafeim, 2018; PwC on behalf of BEIS, 2019; Eunomia on behalf of BEIS, 2020). Amel-Zadeh and Serafeim (ibid.) note that integration of risk can be accomplished through valuation model integration, negative screening (omi
	Institutional investors are also understood to be increasingly using NFR to create and market their own investment products based around ESG performance which retail investors are increasingly demanding. Within the EU, investments carrying certain labels are required to report on ESG performance (Sustainable Finance Disclosure Regulation, Articles 8 and 9), and the FCA has similar standards in the UK (FCA, 2023). These requirements are currently increasing, and demand for these types of funds is also increa
	Finally, many investors are also encouraging companies to embed ESG concepts directly into their management and strategy (PwC, 2022), or even moving to ESG integration (CFA Institute and PRI, 2018). In the case on investment funds, this might involve using ESG information to balance portfolios and engaging in “active ownership”, which uses voting rights to influence ESG outcomes (Amel-Zadeh and Serafeim, 2018). 
	35
	35
	35 85% of a sample of 80. 
	35 85% of a sample of 80. 
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	36
	36 ESG integration is a process of incorporating ESG aims and ESG data throughout organisational processes. 
	36 ESG integration is a process of incorporating ESG aims and ESG data throughout organisational processes. 



	Those acting on the behalf of investors and firms that create investment products are also subject to increasing regulation on ESG topics and claims. The FCA is currently consulting on sustainable disclosure requirements, and the EU has regulatory technical standards in the form of the Sustainable Finance Disclosures Regulation (SFDR). This includes the regulation of all funds from the “do no significant harm” criteria, as well as mandatory reporting to accompany funds that advertise ESG performance (Articl
	37
	37
	37   
	37   
	https://www.fca.org.uk/publications/consultation-papers/cp22-20-sustainability-disclosure-requirements-sdr-investment-labels
	https://www.fca.org.uk/publications/consultation-papers/cp22-20-sustainability-disclosure-requirements-sdr-investment-labels
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	38
	38   
	38   
	https://finance.ec.europa.eu/sustainable-finance/disclosures/sustainability-related-disclosure-financial-services-sector_en
	https://finance.ec.europa.eu/sustainable-finance/disclosures/sustainability-related-disclosure-financial-services-sector_en





	  
	3.1.3 Employees 
	There are conflicting views on the link between company NFI and employee perceptions. The PIR (2022) presents several clear pathways that connect NFR and worker views on the reputation of the company. This view, however, is contested. Axjonow et al. (2018) finds no link between company NFI and ‘non-professional’ stakeholders’ perceptions of those firms, indicating that those views are developed based on other evidence. On the other hand, Eunomia on behalf of BEIS (2020) finds that given a choice in which wo
	3.1.4 Wider stakeholders 
	Eunomia and BEIS (2020) identify wider civil society organisation stakeholders such as NGOs and think tanks as further beneficiaries of NFR. Many large companies and organisations have joined networks with specific ESG aims, such as the Ellen Macarthur Foundation which promotes circular economy, or the Roundtable on Sustainable Palm Oil which aims to implement sustainability standards on palm oil production. These organisations, as part of their mission, typically verify some of the ESG metrics of their mem
	39
	39
	39   
	39   
	https://ellenmacarthurfoundation.org/network/who-is-in-the-network
	https://ellenmacarthurfoundation.org/network/who-is-in-the-network
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	https://rspo.org/
	https://rspo.org/





	Other examples of third-party organisations are ESG certification groups, such as B-Corp. The disclosures prepared for these organisations go beyond the NFR requirements in most cases, and the certifications these organisations offer are usually based on a specific set of ESG aims. Most companies that acquire these certifications advertise them, using the certification logos in marketing materials or packaging (such as Ben and Jerry’s, Lily’s Kitchen, or Tony’s Chocolonely). 
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	https://www.bcorporation.net/en-us/
	https://www.bcorporation.net/en-us/
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	42 While the documentation and certification process to obtain B-Corp status is not always made public, certification requires that companies submit information to be scored across five areas: governance, workers, environment, community, and customers. Over 200 questions are asked of the company requiring specific responses.  
	42 While the documentation and certification process to obtain B-Corp status is not always made public, certification requires that companies submit information to be scored across five areas: governance, workers, environment, community, and customers. Over 200 questions are asked of the company requiring specific responses.  



	3.2 User survey on NFI - investors 
	The NFI user survey which was implemented in March 2023 through the RiF panel to gather information from the investment sector on their uses of NFI and NFR. The survey was also used to gain insight on the composition of the panel to better understand the sample frame that could be provided for further quantitative research in Phase 3. Results from the user survey informed the design of the research materials for the qualitative interviews carried out in Phase 2 (see Section 3.3).  
	3.2.1 Scope and aims 
	The aim of the survey was to refine the understanding of the user population for NFR amongst investors – especially those that could be sourced from the RIF panel. The prior expectation was that the user population would comprise of those responsible for analysing companies to assess their inclusion in funds and trusts and associated due diligence, i.e. fund managers, research analysts, investment consultants, portfolio managers, discretionary fund managers, and private investors. The survey was also design
	3.2.2 Survey content 
	The survey design started with a long list of questions based on three primary areas of inquiry: who the respondent was and what their organisation does; whether the respondent uses NFR or NFI; and how the respondent uses that information. The long list of questions was then reduced to 10 questions for professional investors and 11 questions for private investors as summarised in . The full survey scripts are provided in Appendix 3 for reference. 
	Table 3.2
	Table 3.2


	 
	Table 3.2: Summary of the NFR user surveys (further detail in Appendix 3) 
	Topic area 
	Topic area 
	Topic area 
	Topic area 
	Topic area 

	Professional investors (agents) survey 
	Professional investors (agents) survey 

	Private investor survey  
	Private investor survey  



	The role of the respondent 
	The role of the respondent 
	The role of the respondent 
	The role of the respondent 

	What is your job title and role within your organisation? 
	What is your job title and role within your organisation? 

	Which best describes your current employment situation? 
	Which best describes your current employment situation? 


	TR
	Which of the following does your role include? 
	Which of the following does your role include? 

	Through which method(s) have you purchased investments? 
	Through which method(s) have you purchased investments? 


	TR
	How long have you been in this role? 
	How long have you been in this role? 

	How involved do you get in the decision-making process with your financial adviser / planner / wealth manager? 
	How involved do you get in the decision-making process with your financial adviser / planner / wealth manager? 


	TR
	Which of the following best describes the industry/ sector in which your firm operates? 
	Which of the following best describes the industry/ sector in which your firm operates? 

	Do you analyse or review individual companies? 
	Do you analyse or review individual companies? 


	TR
	- 
	- 

	What is the total amount of money you have to invest? 
	What is the total amount of money you have to invest? 


	Uses of NFR 
	Uses of NFR 
	Uses of NFR 

	What is your level of involvement in analysing companies for potential investment or offering research/ recommendations to other investors? 
	What is your level of involvement in analysing companies for potential investment or offering research/ recommendations to other investors? 

	What kind of company reports / information, if any, do you tend to review when you assess companies for potential investment? 
	What kind of company reports / information, if any, do you tend to review when you assess companies for potential investment? 


	TR
	What kind of company reports, information or data do you tend to review in your role as described above? 
	What kind of company reports, information or data do you tend to review in your role as described above? 

	How much time do you think you spend reviewing non-financial reports and information? 
	How much time do you think you spend reviewing non-financial reports and information? 


	TR
	How much time do you think you spend reviewing non-financial reports and information? 
	How much time do you think you spend reviewing non-financial reports and information? 

	Which of these non-financial reports and information do you spend the most time with? 
	Which of these non-financial reports and information do you spend the most time with? 


	Follow-ups and demographic questions 
	Follow-ups and demographic questions 
	Follow-ups and demographic questions 

	What is your gender? 
	What is your gender? 

	What is your gender? 
	What is your gender? 


	TR
	In what year were you born? 
	In what year were you born? 

	In what year were you born? 
	In what year were you born? 


	TR
	Where is your office located? 
	Where is your office located? 

	Where are you located? 
	Where are you located? 




	 
	3.2.3 Sampling 
	The survey was implemented through the RiF panel, which contains a mixture of professional and private investors from across the UK and Europe. Recruitment specifically targeted UK-based panellists with sampling quotas for the size of the professional and the private investor segments. The survey was initially launched as a pilot, which collected responses from 106 investor agents and 43 private investors. The subsequent full launch of the survey included some minor changes to the wording of questions as we
	3.2.4 Results 
	The topline summary statistics for the survey responses are provided in Appendix 4. Selected results and analysis are presented here. The demographic profile of respondents is shown in . 
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	Table 3.3: Demographic profiles of professional and private investor samples 
	Demographic characteristic 
	Demographic characteristic 
	Demographic characteristic 
	Demographic characteristic 
	Demographic characteristic 

	Institutional investors and investor agents 
	Institutional investors and investor agents 
	(n = 949) 

	Private investors 
	Private investors 
	(n = 750) 



	Gender 
	Gender 
	Gender 
	Gender 

	Male 
	Male 

	78% (62% in ASHE) 
	78% (62% in ASHE) 

	83% 
	83% 


	TR
	Female 
	Female 

	20% (38% in ASHE) 
	20% (38% in ASHE) 

	17% 
	17% 


	TR
	Prefer not to say 
	Prefer not to say 

	2% 
	2% 

	0% 
	0% 


	Year of birth 
	Year of birth 
	Year of birth 

	Before 1950 
	Before 1950 

	1% (not comparable) 
	1% (not comparable) 

	17% 
	17% 


	TR
	1950-1959 
	1950-1959 

	6% (not comparable) 
	6% (not comparable) 

	29% 
	29% 


	TR
	1960-1969 
	1960-1969 

	18% (not comparable) 
	18% (not comparable) 

	23% 
	23% 


	TR
	1970-1979 
	1970-1979 

	27% (not comparable) 
	27% (not comparable) 

	14% 
	14% 


	TR
	1980-1989 
	1980-1989 

	24% (not comparable) 
	24% (not comparable) 

	11% 
	11% 


	TR
	1990-1999 
	1990-1999 

	23% (34% in ASHE) 
	23% (34% in ASHE) 

	6% 
	6% 


	TR
	2000+ 
	2000+ 

	1% (14% in ASHE) 
	1% (14% in ASHE) 

	0% 
	0% 


	Region 
	Region 
	Region 

	North East 
	North East 

	3% 
	3% 

	4% 
	4% 


	TR
	North West 
	North West 

	9% 
	9% 

	9% 
	9% 


	TR
	East Midlands 
	East Midlands 

	6% 
	6% 

	6% 
	6% 


	TR
	West Midlands 
	West Midlands 

	8% 
	8% 

	6% 
	6% 


	TR
	Yorkshire and the Humber 
	Yorkshire and the Humber 

	7% 
	7% 

	6% 
	6% 


	TR
	East of England 
	East of England 

	5% 
	5% 

	8% 
	8% 


	TR
	London 
	London 

	26% 
	26% 

	22% 
	22% 


	TR
	South West 
	South West 

	11% 
	11% 

	10% 
	10% 


	TR
	South East 
	South East 

	13% 
	13% 

	18% 
	18% 




	Table note: ASHE: Annual Survey of Hours and Earnings is an annual survey of around 300,000 using the information from the HMRC PAYE records. The information used to estimate overall employment and earnings by role and sector. The data can be searched to look for specific trends, but this level of granular data is not publicly available. This project made several data requests in order to obtain comparable data. 
	For both the professional and private samples, the majority of respondents were male (78% of professional, 83% of private), and the largest proportion of respondents were also based in London or the South East (39% of professional, 40% of private). For private investors, most of the sample (69%) was over the age of 50, and for investor agents the majority was under 50 (74%). The sample of professional investors is in line with ASHE data for similar roles, even though the sample trends towards higher percent
	Sample profile – investor agents 
	The breakdown of the investor agent sample by sector is shown in . The retail sector includes roles such as independent financial advisors, paraplanners, and wealth managers. The institutional sector contains trustees and pension fund managers. The asset management sector includes fund managers, portfolio managers, and fund of funds managers. 
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	The majority of respondents worked in the retail investing sector (75%), with fewer employed in institutional investment or asset management (14% and 9%, respectively). This broadly aligns with other surveys and statistics (ASHE, 2023) on investor agents, which indicate that around 72% of those working in investing are in the retail sector, 22% in the institutional sector, and 6% in the asset management sector (ASHE, 2022, specific data request). 
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	Figure 3.1: Investor agent sample by general sector of employment (n=949)  
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	Figure 3.2: Investor agent sample by aspects of role description (n=949) 
	 
	Within the sample, most respondents were involved in research and analysis as a part of their role (65% and 61% respectively; ). Respondents also often indicated that they were involved in investment, portfolio construction, and/or advising (59%, 56%, and 54%, respectively). Less than 1% of professional respondents did none of these activities. This aligns to a high proportion (77%) indicating they have at least some involvements in offering research or recommendations to other investors (). 
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	Figure 3.3: Investor agent responses for involvement in offering research or recommendations to other investors (n=949) 
	 
	Sample profile – household investors 
	A high percentage (42%, n=750) of respondents from the private investor sample were retired () and have a large amount of money to invest (72% over £100k; ). Most private investors also stated that they analyse individual companies at least occasionally (80%, ), and a majority of investors responded that at least some of their portfolio is invested directly in specific companies, as opposed to only investing in pooled investments (such as mutual funds; ). Finally, when asked how they purchase investments, m
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	Figure 3.4: Private investor sample by employment status (n=750) 
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	Figure 3.5: Private investors sample - amount of money to invest (outside of main property) (n=750) 
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	Figure 3.6: Private investors sample - frequency of analysis and/or review of individual companies (n=750) 
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	Figure 3.7: Private investors sample - direct investment in companies (n=750) 
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	Figure 3.8: Private investors sample - methods of investing (n=750, multiple responses allowed) 
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	Figure 3.9: Private investors sample - use of financial advisors (n=750, multiple responses allowed) 
	Uses of non-financial information or reporting  
	The total time spent with NFR by investor type is profiled in  across all 1,699 respondents. The results suggest that those in the retail space – both professionals and private individuals – are overall less likely to use NFI. The use of NFI by asset management and the institutional investing sector varies by individual and by role, with the average use being around two hours per week for the institutional sector and three hours per week for asset management sector. For private investors, there was no obser
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	Figure 3.10: Time spent with NFI by investor type. (Note – private investors were asked a qualitative version of this question, which has been translated. See Appendix 4 for the summary statistics). 
	Of the information available, investor agents responded that they review 3rd party market analysis reports and company financial reports and statements most frequently. In contrast, private investors were most likely to respond that they review company financial reports as well as news and media stories (). Overall, it is evident that both professional and private investors consider a wide range of information, but that the review of NFR – the strategic and directors’ reports required by the regulations - i
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	Figure 3.11: Reports, information, and other data reviewed by each investor sample segment 
	3.3 Investor interviews  
	The investor interviews were carried out between April and June 2023 during the qualitative research phase. The interviews were conducted by RiF through their panel to gather insights on how private investors and professional investors (including those working in retail investing, asset management, institutional investing, and consulting) perceive, use, and value NFI and NFR.  
	3.3.1 Scope and aims 
	The purpose of the qualitative research was to explore in more depth how NFI is used by different groups within investing (e.g., asset managers, institutional agents, retail investing agents, household investors), what their preferences for that information are, and what informs their values for that information. This included probing how NFR is used in several common investment activities, such as: (i) general research and analysis on investments; (ii) engagement with companies; (iii) shareholder voting; (
	The findings from these interviews help form a view on the target population(s) for Phase 3, the potential framings that can be used to elicit the value of NFR to investors, and if and how NFR and NFI can be characterised in terms of attributes for a valuation scenario (i.e., the level of assurance or number of companies required to report). More generally the findings help interpretation of subsequent research results, including added depth on the context and motivation for preferences observed by investor
	3.3.2 Methodology and implementation 
	Sample 
	The qualitative research consisted of 25 one-to-one interviews, lasting a maximum of 40 minutes in length. The sample consisted of: 
	•
	•
	•
	 Four private investors; 

	•
	•
	 Three professionals working in retail investing markets (IFAs or DFMs); 

	•
	•
	 Seven professionals working in asset management; 

	•
	•
	 Eight professionals working in institutional investing, consisting of three trustees, two investment consultants, one head of stewardship, one fund director and one pension director. 

	•
	•
	 Three professionals working at firms offering secondary market ESG and NFR analysis (commercial providers such as MSCI or ISS ESG). 


	The main emphasis of the sampling was to reflect views from institutional investors and asset managers, who were identified as the groups most likely to engage with NFR directly from the literature review and users survey (Section 3.2). Other user types such as private investors, retail investor agents, and consultants were also included to explore other potential avenues of value of NFR that might be considered in the next phase of research. 
	To ensure that the sample was comprised of participants that could speak knowledgably on NFI, NFR, as well as on behalf of their firms, the individuals included in the sample were screened to meet the following criteria: (i) influence asset management or investing decisions (if applicable); (ii) spend some of their average week using NFR, ESG, or other NFI related outputs (minimum of 1 hour); (iii) have at least 4-5 years of experience in their role; (iv) willing to provide insight about the types of inform
	Some of the points above were not achievable for every interviewee, so case-by-case decisions were made during recruitment to meet the overall sample quotas – especially for the recruitment of institutional investors and asset managers.  
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	43 Note that due to the logistical challenges of achieving the sample for each type of role, no quotas were used to control for age, gender, or income. This is not expected to have a large influence on the results and findings reported here, which are about trends and patterns in use. 
	43 Note that due to the logistical challenges of achieving the sample for each type of role, no quotas were used to control for age, gender, or income. This is not expected to have a large influence on the results and findings reported here, which are about trends and patterns in use. 



	Interview guide 
	A version of the full interview guide can be found in Appendix 5. 
	3.3.3 Key findings 
	Overall, the interviews confirmed – subject to the limited sample size - that the three primary user groups that directly interact with NFR on a consistent basis are asset managers, investment consultants (including ESG data/research providers), and a subset of private investors that make their own primary investing decisions. Headline findings from the interviews included:  
	•
	•
	•
	 Investors and their agents were usually able to describe how they use non-financial information (and often framed these in terms of ESG concepts), even if they were unfamiliar with NFR.  

	•
	•
	 Non-financial reports were perceived as often long, complicated documents, that are very labour intensive to review, especially if that review is occurring across numerous companies/investment opportunities. 

	•
	•
	 Non-financial information is combined with financial information (as expected) and compared across investments to aid in decision making. 

	•
	•
	 An investor or investor agents’ demand for non-financial and financial information depends on the type of decisions they make (such as the choice of individual companies to invest in, choice of fund to invest in, or choice of firm to invest with). 


	The topline summaries from each interview can be found in Appendix 6.  
	Financial and non-financial information 
	NFR and NFI were widely regarded as covering ‘softer’ elements including ‘people’ information such as the details on fund managers, teams, experience and philosophy, as well as consideration of ESG issues and positions. This contrasts with financial measures, which are viewed as being 
	comparatively “black and white”. NFI tends to be reported in narrative style (Section 2.2) which reinforces this perception. 
	Investor demand for non-financial information 
	An overarching finding from the interviews was that the supply and demand of NFI is often “filtered” as information passes from one group to another.  
	Generally – as indicated in  - the supply of information flows downwards – from the firms that produce NFI through their disclosures, to consultants and asset managers, down to fund managers and trustees, and eventually on to household investors (specifically those that rely on agents for advice or management of their portfolios).  
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	The demand for information flows upwards. Investors may choose funds based on a set of preferences regarding the environmental or social performance of their portfolio, which in turn requires that the fund managers hire asset managers that can obtain that performance. To prove that they meet those criteria, companies must therefore disclose the necessary information to those asset managers – either via direct engagement or in the form of their annual disclosures. 
	 
	Figure
	Figure 3.12: Information flow for non-financial information (provided by RiF) 
	Asset managers, and consultants in particular, were observed to be an influential group both in supplying NFI to other investors and investor agents and driving the supply of NFI through information requests and shareholder engagement. The interviews reinforce the point that the non-financial disclosures that are made by companies are not always a response to the legal requirements, and in fact sometimes can go far beyond those requirements (Box 3.1). 
	Box 3.1: Quote on voluntary reporting 
	Box 3.1: Quote on voluntary reporting 
	Box 3.1: Quote on voluntary reporting 
	Box 3.1: Quote on voluntary reporting 
	Box 3.1: Quote on voluntary reporting 
	“[Speaking on ESG Reports] For example, where companies are trying to be in the best place to attract people and one of the ways to do that is by providing more information etc.”  
	– Asset manager (research analyst) 




	 
	Complexity of company disclosures 
	NFR as supplied directly from companies was often considered too complex in its original format. Those towards the bottom of the information flow (e.g. pension schemes, IFAs and private investors) tend to require the information to be filtered and condensed by users towards the top (investment consultants and secondary market analysis providers), in order to make it more useable and accessible (Box 3.2). 
	Box 3.2: Quotes on depth, structure, and types of information in NFR 
	Box 3.2: Quotes on depth, structure, and types of information in NFR 
	Box 3.2: Quotes on depth, structure, and types of information in NFR 
	Box 3.2: Quotes on depth, structure, and types of information in NFR 
	Box 3.2: Quotes on depth, structure, and types of information in NFR 
	“You don’t want to be going through masses of information. You just want it straight to the point and also the information that is relevant. If there is information that is missed off there, as an individual investor you should just say no. If that information is not available, I need to move on and find something else.” – Private investor 
	“…comparability across all of them [NFR] which helps but it could be sector specific because there are nuances, and it is quite difficult to just have everyone doing the same reporting. Some[thing] like TCFD works pretty well and also TNFD, the nature version…” 
	- Institutional Investor (brackets for clarity) 
	“When we screen companies for inclusions within our funds, we have negative screens and positive screens. The negative screen is pretty obvious. Then for positive screens we are looking at six core areas. So business ethnics, community, corporate governance, employment & labour, environment & climate change and human rights. We are looking at non-financial information. Obviously, there is some financial information there with the revenue alignment, Capex (Capital Expenditure) and Opex (Operating Expenditure
	- Asset Manager (Responsible Investment Analyst) 




	 
	 
	Environment, social, and governance information 
	Environmental impacts were generally viewed as easier to quantify (e.g. carbon intensity/ emissions) than social and governance measures. However, environmental performance or impact can sometimes be given in measures which are not well-known and/or hard to assess across companies. Alongside this, the environment is the more widely known and more tangible element, and therefore generally more talked about both by companies and their investors (Box 3.2). There was generally approval of moves towards standard
	Preferences for future disclosures 
	Standardising the formatting of reports was a top priority for users of NFR, even though all acknowledged that this would be hard to do in practice and understand the complexity of the ‘ideal’. Indeed, few interviewees were able to suggest concrete steps towards achieving this, but the ability to compare is desired. Assurance or verification from a third party was also a high priority, which would increase trust and confidence in the information that was disclosed by companies. 
	However, despite the lack of standardised format of reporting with regard to data and metrics, the story, narrative and commentary provided by NFR is acknowledged as valuable and powerful in providing insight into the future pathway of a company (the ‘direction of travel’), and ultimately an insight into a company’s likelihood of stability or profitability. 
	Box 3.2: Quotes on preferences for NFR 
	Box 3.2: Quotes on preferences for NFR 
	Box 3.2: Quotes on preferences for NFR 
	Box 3.2: Quotes on preferences for NFR 
	Box 3.2: Quotes on preferences for NFR 
	“We are looking for things that are going to be objective. It is quite easy for companies to produce massive glossy reports, well-funded by their marketing departments but we are always looking for what is the real story behind what they are trying to say? That is particularly the issue with the environmental things because everybody tells you about the environmental policy and they are doing all these things and reducing their carbon emissions and recycling and so on and so forth. It is really important to
	“It slightly feels like people will talk about the thing that they think they are doing the best [...] A bit of standardisation, a one page that contained 20 metrics or something, that would be the sort of thing really that would make life a lot easier, because at the moment everyone seems to come up with something that their company does particularly well on the non-financial reporting and they obviously go on about that. Then the exercise really becomes a complete waste of time for everyone.” – Private In




	 
	  
	3.4 Discussion 
	The evidence review, the user survey, and investor interviews help build a picture of the demand for and uses of NFR. The combined insights form the basis for the proposed methodological approach for Phase 3 and next steps for the project, including alternative options for design of a valuation survey (Section 4). The following summarises the key findings in relation to how the good to be valued might be characterised in a valuation study and the benefits that are derived from NFR.     
	3.4.1 The good – non-financial information & reporting and other company information 
	The “good” as posed in the central research question (Section 1.2) is NFR as it exists within the current UK framework of regulations and reporting requirements. However, the investor interviews combined with the existing literature (PwC, 2022; Eunomia, 2020; PwC, 2019) suggest that the good from the investor perspective may be much broader than this. 
	Key finding 1: Investors and their agents make little distinction between NFI that is required by regulation and NFI that is not. The source of information matters so far as it helps investors judge the quality and relevance of information against a set of criteria - materiality, availability, timeliness, comparability, and verifiability (see key finding 8 below). 
	Investors – specifically asset managers and institutional investors - often consider a wide set of NFI when doing analysis, producing recommendations, or making investment decisions. Further, the investors’ focus in analysing an investment option is on the performance and expected outcomes of the investment. The quality, availability, and comparability of information are important as these allow identification and comparison of a wide set of performance indicators and outcomes across companies and investmen
	Key finding 2: Strategic and directors’ reports are often long and complicated and hence labour intensive to use. This means that beyond an initial audience of analysts and consultants, most in the investment sector use secondary information that is produced from the disclosures contained in the original reports.  
	Most of the investors interviewed and the previous research indicate that NFR in its current form requires teams of people to analyse and aggregate it to transform it into actionable information. There are firms that specialise in these activities, and some investment firms are large enough to do this in house. Many investors, however, do not read the primary NFR, but rely on analysis and aggregation provided by others, either as a part of providing firms wider services (such as an asset manager) or as a st
	Key finding 3: NFI is combined with financial information to create a broader set of ‘actionable information’ or ‘knowledge’ that is used in decision making. Within the value of information literature, this pathway is expressed at data → information → knowledge → decision → action (Glynn et al., 2022). The types of information included in “knowledge” and the weights placed on them will vary between individuals and firms. However, data in this framing is never used in isolation, and 
	therefore comparability between information points (both within a company and between companies) is critical to using it to generate knowledge. 
	Investor demand is therefore for information that will best help improve their decision making at the least cost. The critical criterion is that the expected value of the information be greater than the opportunity cost of using it, as they seek to maximise their investing outcomes. Most commonly, this is financial returns within a certain set of constraints set out risk preferences and/or ethical objectives.  
	An expected hierarchy of information has been observed, where financial information tends to be considered to be more important than NFI, as it is perceived by investors to be more relevant to understanding how an investment will perform in the future. However, investors stated that financial information is not a perfect predictor of future performance, and therefore the risk and governance information in NFI is valuable in decision-making. 
	3.4.2 The users and beneficiaries 
	Following from above, it is evident there is a key differentiation between the (direct) users of NFR, i.e. those who read and interpret the strategic and directors’ reports, and the wider beneficiaries from the provision of NFR. The benefits to investors from NFR mainly arise from better informed decisions and engagement with companies. This does not require direct use of NFR by all beneficiaries. Much of the information included in financial disclosures can be summarised by others and still benefit investo
	Key finding 4: Investors do not have to directly interact with strategic or directors’ reports to benefit from them. Within the investment sector, the group of regular users for NFR is small (mainly asset managers and certain types of consultants – per key finding 1), but the outputs that they create in the form of secondary NFI or directly actionable information (‘knowledge’) provide benefits to a wide range of beneficiaries from fund managers using analysis reports to small private investors buying funds.
	Key finding 5: Consultancies and asset managers are both beneficiaries (consumers) and suppliers of NFI. The information required by investors influences the types of NFI that consultancies and asset managers review and use in their decision making. However, since investors rarely have access to the same range of information or level of expertise as asset managers, what they demand is subject to advice provided by these firms (in terms of NFI information provided and how much weight is put on different type
	  
	3.4.3 Preferences for non-financial reporting 
	Given the variety of users and beneficiaries, it is also evident that preferences for NFR are heterogeneous. 
	Key finding 6: The relative importance of various aspects of financial and non-financial information in decision making varies widely between investors. Beneficiaries can value NFI differently depending on underlying preferences and goals (e.g. motivated by rate of return, social outcomes, environmental outcomes, risk aversion, etc.) Key dimensions include ESG and risk assessment. 
	While some interviewees indicated that NFR and NFI were very important to their decision-making, others indicated that financial information was of much higher importance. This observation relates to key finding 3, and the level of importance is often related to how the information was used within the decision-making process. Investor preferences are wide ranging, reflected in the range of funds and investment products that are available. Some investors prefer high-risk, high-upside investing, some prefer l
	Key finding 7: NFI is used to assess investments against screening (exclusionary) criteria and to ensure alignment with broader investor aims (soft screening). These criteria vary based on investor preferences, and can be hard criteria, such that an investor only invests in companies above some threshold, or soft criteria such that companies are comparatively assessed on some measure as part the decision-making process. The metrics used in these assessments are therefore essential to the investing strategie
	Key finding 8: Investors are concerned about the materiality, availability, timeliness, comparability, and verifiability of NFI. Materiality and availability of NFI is key – as the information needs to be available to be used and needs to make a difference to ‘knowledge’ (see key finding 3) to have value. The value of NFI could be enhanced if it is also more readably verifiable and comparable across firms. One consistent preference was for transparent and high-quality information. As NFR is self-reported, t
	4. Valuing non-financial reporting 
	This section summarises the potential approaches that could be used to value non-financial reporting. It presents a value chain for NFR and demonstrates how economic value can be estimated at each stage based on either the opportunity cost of using information (supply) or users’ demand. 
	This section summarises the potential approaches that could be used to value non-financial reporting. It presents a value chain for NFR and demonstrates how economic value can be estimated at each stage based on either the opportunity cost of using information (supply) or users’ demand. 
	This section summarises the potential approaches that could be used to value non-financial reporting. It presents a value chain for NFR and demonstrates how economic value can be estimated at each stage based on either the opportunity cost of using information (supply) or users’ demand. 
	This section summarises the potential approaches that could be used to value non-financial reporting. It presents a value chain for NFR and demonstrates how economic value can be estimated at each stage based on either the opportunity cost of using information (supply) or users’ demand. 
	This section summarises the potential approaches that could be used to value non-financial reporting. It presents a value chain for NFR and demonstrates how economic value can be estimated at each stage based on either the opportunity cost of using information (supply) or users’ demand. 
	Alternative methods that can estimate these supply or demand values are outlined (market value, resource cost, revealed preference, and stated preference), with a summary of how each could be implemented (along with examples, where available). 
	The preferred approaches for Phase 3 are identified (resource cost and stated preference) along with an overview of the proposed implementation, sample, method, and evidence that would be developed by each. 




	 
	4.1 Value of non-financial reporting 
	The starting point for estimating the value of non-financial reporting in terms of a non-market good is to understand how its provision benefits different groups, what complement and substitute goods may exist, and how the provision of the good may occur (i.e. either directly “consumed” or via some product with steps involving other inputs). 
	4.1.1 NFR value chain 
	 sets out a basic value chain for the provision of NFR to the investment sector. The regulatory framework and standards set by national and international organisations influence the (mandatory) information that is produced by firms, who are the “suppliers” of NFR. These are the companies who are obligated to provide corporate disclosures. They may also voluntarily disclose information to regulators, investors and other stakeholders (see Section 2.2 for a discussion of disclosure).  
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	Figure
	Figure 4.1: Basic value chain for NFR for the investment sector 
	The direct users of NFR are a subset of the investors, comprised primarily of investor agents (e.g. asset managers), consultants and other third parties (e.g. rating agencies, ESG data providers) (see Section 3.4). Their value added is to collate, analyse and aggregate the contents of NFR provided by individual companies, potentially combining it with wider disclosure information (financial and NFI) (the “complementary” inputs), and ultimately translating it from disclosure information to actionable informa
	Note that what is not included in this value chain is the wider potential and ultimate impact of NFR. As shown in the logic model (), this final social impact could occur due to more informed investment and business practices. The mechanism through which the wider social value is created is a longer-term proposition, involving the reallocation of capital over time via more informed investment to companies that create better overall social outcomes – not only generating financial returns for their investors,
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	4.1.2 Opportunity cost and demand for non-financial information 
	For each step of the value chain for NFI, there are two dimensions of economic value to consider: (i) the opportunity cost of providing and using NFI (i.e. consuming and creating actionable information); and (ii) the demand for NFR expressed as what users are willing to pay to obtain the information, based on their preferences (i.e. what is made available, what complements and substitutes are available, and how they intend to use it) (). 
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	Figure
	Figure 4.2: Value of NFI from the supply (opportunity cost) and demand perspectives. 
	  
	For users, the opportunity cost measures the value of resources (e.g. labour input) employed in collecting and interpreting NFR as part of the process of analysing and aggregating it into actionable information. The basic assumption is that the value of NFR to the user should at least be equal to the opportunity cost. For example, if an asset manager spends one day reviewing NFR information, then the value of that information to them must be worth at least as much as any other activity they could have done 
	44
	44
	44 Likewise, if an asset owner is willing to choose an agent that charges a higher fee to have better ESG integration within their investment portfolio, then this is their opportunity cost for aligning their investments to their preferences. 
	44 Likewise, if an asset owner is willing to choose an agent that charges a higher fee to have better ESG integration within their investment portfolio, then this is their opportunity cost for aligning their investments to their preferences. 



	From the demand perspective, the value of NFR is measured by users’ willingness to pay (WTP) to secure its provision. In the case of a good that is provided free of charge, like NFR, user WTP consists entirely of the surplus they gain from its provision (over and above the “price” they pay, which is zero for such ‘non-market’ goods). The basic assumption is that users will have a good understanding of the benefit they derive from the provision of NFR – as an input to the services they carry out and offer to
	For beneficiaries, the demand value for NFI is the value they place on their ability to better align their investments to their preferences (e.g. tolerance of risk, desired returns, or other criteria like environmental and social impact). 
	4.1.3 Investor decisions and criteria 
	A further step to understanding the value of NFR to the investment sector is to consider the objectives and primary decisions it can inform as shown in Table 4.1. Note that here, it is more relevant to expand the scope to NFI since it is reasonable to assume that a broader set of information will influence the decisions for both investors and their agents (). 
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	Table 4.1: Investors and agents objectives, decisions, and the use of NFI in those decisions. 
	User/beneficiary 
	User/beneficiary 
	User/beneficiary 
	User/beneficiary 
	User/beneficiary 

	Objective 
	Objective 

	Primary decisions 
	Primary decisions 

	NFI in decision framework 
	NFI in decision framework 



	Asset managers (users and beneficiaries) 
	Asset managers (users and beneficiaries) 
	Asset managers (users and beneficiaries) 
	Asset managers (users and beneficiaries) 

	Maximise return of the fund or asset group within certain preferences set out by their investors (often aggregated across many investors) 
	Maximise return of the fund or asset group within certain preferences set out by their investors (often aggregated across many investors) 

	What investments to include within a fund and when to purchase / sell those investments. 
	What investments to include within a fund and when to purchase / sell those investments. 

	•
	•
	•
	•
	 Assessment of costs to use information 

	•
	•
	 Assessment of quality of information 

	•
	•
	 Assessment of relative importance of information 

	•
	•
	 Informs risk 

	•
	•
	 Informs potential upside 

	•
	•
	 Informs alignment on investments to client preferences for other outcomes (e.g. environmental and social) 




	Consultants (primarily users) 
	Consultants (primarily users) 
	Consultants (primarily users) 

	Advise others to assist them in achieving their objectives 
	Advise others to assist them in achieving their objectives 

	What information to present to clients, and how to best package that information. 
	What information to present to clients, and how to best package that information. 

	•
	•
	•
	•
	 Assessment of costs to use information 

	•
	•
	 Assessment of quality of information 

	•
	•
	 Assessment of relative importance of information 




	Institutional investor agents (users and beneficiaries) 
	Institutional investor agents (users and beneficiaries) 
	Institutional investor agents (users and beneficiaries) 

	Maximise returns for clients and fund members within a set of aggregated preferences for their client base 
	Maximise returns for clients and fund members within a set of aggregated preferences for their client base 

	What fund / asset manager to use and how much to invest with that manager. 
	What fund / asset manager to use and how much to invest with that manager. 

	•
	•
	•
	•
	 Assessment of managers’ ability to use NFI 

	•
	•
	 Assessment of managers’ costs to use NFI 

	•
	•
	 Assessment of relative importance of using that information 

	•
	•
	 Informs alignment on investments to client preferences for other outcomes (e.g. environmental and social) 




	Retail investor agents (users and beneficiaries) 
	Retail investor agents (users and beneficiaries) 
	Retail investor agents (users and beneficiaries) 

	Maximise returns for clients based on the preferences of that individual client 
	Maximise returns for clients based on the preferences of that individual client 

	What funds, securities, fixed assets to select or recommend. 
	What funds, securities, fixed assets to select or recommend. 
	 
	What platform / services to use to select investments and make recommendations. 

	•
	•
	•
	•
	 Assessment of costs to use information 

	•
	•
	 Assessment of quality of information 

	•
	•
	 Assessment of relative importance of information 

	•
	•
	 Informs risk 

	•
	•
	 Informs potential upside 

	•
	•
	 Informs alignment on investments to client preferences for other outcomes (e.g. environmental and social) 




	Private and institutional investors (primarily beneficiary of NFR) 
	Private and institutional investors (primarily beneficiary of NFR) 
	Private and institutional investors (primarily beneficiary of NFR) 

	Maximise returns within a set of preferences for other outcomes (such as environmental or social outcomes) 
	Maximise returns within a set of preferences for other outcomes (such as environmental or social outcomes) 

	What investments to select and how much to invest. 
	What investments to select and how much to invest. 
	 
	What platform / services to use to select investments. 

	•
	•
	•
	•
	 Assessment of costs to use information 

	•
	•
	 Assessment of quality of information 

	•
	•
	 Assessment of relative importance of information 

	•
	•
	 Informs risk 

	•
	•
	 Informs potential upside 

	•
	•
	 Informs alignment on investments to personal preferences for other outcomes (e.g. environmental and social) 






	Following , the use (and the use value) of NFI largely depends on three primary aspects within the value chain: (i) the cost of using the information; (ii) the quality of that information; and (iii) the relative importance of that information, which includes how it may complement or substitute other disclosure information, and ultimately how material it is to their preferences for outcomes of interest. Materiality, within this framing is determined by the further three common dimensions with the decision fr
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	Based on key finding 8 (Section 3.4.3) and Phases 1 and 2, some expectations can be set for these dimensions: 
	•
	•
	•
	 Cost of using NFR (or NFI) – all else being equal, users would be expected to prefer lower cost (e.g. easier to collate, interpret and compare across companies).  

	•
	•
	 Quality of NFR (or NFI) – all else being equal, users would be expected to prefer higher quality information, where quality can be defined in terms of:  
	o
	o
	o
	 Transparency, assurance and verification – investors would be expected to prefer information that is assured and/or transparent up to some threshold at which they trust that information. 

	o
	o
	 Consistency across time and firms – investors would be expected to prefer more consistency in reporting, both over time and across firms. This consistency could be in terms of methods, metrics, units, context, or format used. 

	o
	o
	 Amount and depth of information – generally, users of NFR indicate that the current reports are lengthy and complicated. However, it is not clear whether users would prefer shorter reporting if this led to less overall information being provided. 

	o
	o
	 Companies reporting – investors would be expected to prefer to have information available on the types of firms that they will make investing decisions on. Therefore, it is expected that investor preferences will be based on the type of investing that they do. 




	•
	•
	 Information within NFR (or NFI) – users’ (and beneficiaries’) assessment of the materiality of NFI is expected to vary widely from firm to firm or individual to individual. The assessment of this materiality can be further broken down by: 
	o
	o
	o
	 Main themes – while some users place a high importance on environmental performance (such as carbon intensity), others may place a high importance on governance structures (such as the independence of board members). Preferences on themes often come down to the objectives of the user.  

	o
	o
	 Detail of reporting – preferences for what information is reported within a theme, and how that information is presented will also vary. For example, some interviewees indicated a preference for a narrative style of reporting, while others preferred a strictly quantitative approach. Some may also prefer more assessment of current risk, while others may prefer more assessment of social impact. 





	 
	 
	4.2 Valuation methods 
	There are four framings to value NFR, which are combinations of the user or beneficiary and measure of value (cost and WTP).  shows these framings and matching valuation methods, which are: 
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	•
	•
	•
	 Market value – while NFR is available free of charge, there are markets for NFI products based on NFR from which price data can be gathered. Suppliers include, for example, MSCI, Morningstar, Bloomberg, and others.  

	•
	•
	 Resource cost – information on the opportunity cost (mainly labour and supplier cost) of using NFR and NFI can be collated to estimate the minimum benefit of using that information to investors under the assumption that benefit is greater than or equal to the cost of use. 

	•
	•
	 Revealed preference – by observing existing behaviour (such as the selection of fund managers), preferences regarding the choice criteria of the behaviour can be estimated as long as they can be observed (such as fund managers use of NFI). 

	•
	•
	 Stated preference – willingness to pay (WTP) for NFI can be elicited through survey of users or beneficiaries. Such a survey could ask about the preferences for the provision of NFR and include a simulated market where respondents can trade-offs money for the provision of the NFR. 


	 
	Table 4.2: Valuation methods for each framing of the value of NFR 
	Overall framing 
	Overall framing 
	Overall framing 
	Overall framing 
	Overall framing 

	Potential methods 
	Potential methods 



	Opportunity cost of users (primarily asset managers and consultants) 
	Opportunity cost of users (primarily asset managers and consultants) 
	Opportunity cost of users (primarily asset managers and consultants) 
	Opportunity cost of users (primarily asset managers and consultants) 

	Market value 
	Market value 
	Resource cost 


	Opportunity cost of beneficiaries (all investors) 
	Opportunity cost of beneficiaries (all investors) 
	Opportunity cost of beneficiaries (all investors) 

	Market value 
	Market value 
	Resource cost 
	Revealed preference 


	User’s and beneficiaries (all investors) WTP for NFR 
	User’s and beneficiaries (all investors) WTP for NFR 
	User’s and beneficiaries (all investors) WTP for NFR 

	Stated preference 
	Stated preference 
	Revealed preference 




	 
	4.2.1 Market value  
	Market value method involves observing data from related markets to infer or estimate the value of the market good or goods that are complements, substitutes, or that contain or are improved by another good.  In this case estimates of the value of NFR could be made based on observations for the market value of NFI, based on assumptions about the relationship between NFR and NFI. 
	The NFI that is sold in markets by companies represents a “value-added” product when compared with NFR, and as such it would be expected that the value of NFI is greater than the value of NFR. NFI sold in markets is also a heterogeneous product – varying across a wide range of dimensions. These products may even be tailored to the preferences of a specific user. As such, estimating the proportion of the value of NFI that is attributable to NFR would require further data to understand how the latter contribu
	A high-level review of the market data available also presents other challenges in terms of the central research question of this project. Many of the firms that sell NFI are international and do not report their revenues by country, and others do not differentiate between their NFI products and the other types of analysis they sell. Finally, there are some firms that sell NFI that are not required to report their revenues at all, and therefore the total size of this specific market can be estimated but is 
	While the available market data is not sufficient to answer the research questions of this project, the data that is available does serve as a useful reference point (). Note also that none of these estimates are for UK only markets – most companies that offer NFI and ESG services do so globally. 
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	Table 4.3: Select examples of available market data for non-financial and ESG information. 
	Source 
	Source 
	Source 
	Source 
	Source 

	Measure 
	Measure 

	Value(s) 
	Value(s) 



	Opimas (2022) 
	Opimas (2022) 
	Opimas (2022) 
	Opimas (2022) 
	45
	45
	45 Available at:   
	45 Available at:   
	https://www.opimas.com/research/742/detail/
	https://www.opimas.com/research/742/detail/






	Estimate of total revenue from ESG data services globally 
	Estimate of total revenue from ESG data services globally 

	$1 billion (2021) 
	$1 billion (2021) 


	MSCI Annual Report (2022) 
	MSCI Annual Report (2022) 
	MSCI Annual Report (2022) 
	46
	46
	46 Available at:   
	46 Available at:   
	https://www.msci.com/documents/1296102/37143064/MSCI+INC._Annual+Report_2022_BMK.pdf
	https://www.msci.com/documents/1296102/37143064/MSCI+INC._Annual+Report_2022_BMK.pdf






	Total revenue from MSCI’s ESG and climate services (global) 
	Total revenue from MSCI’s ESG and climate services (global) 

	$228 million (2022),  
	$228 million (2022),  
	up from $71 million (2018) 


	Morningstar (2022) 
	Morningstar (2022) 
	Morningstar (2022) 
	47
	47
	47 Available at:   
	47 Available at:   
	https://s21.q4cdn.com/198919461/files/doc_financials/2022/ar/2022-Annual-Report-FINAL.pdf
	https://s21.q4cdn.com/198919461/files/doc_financials/2022/ar/2022-Annual-Report-FINAL.pdf






	Total revenue from Morningstar Sustainalytics (global) 
	Total revenue from Morningstar Sustainalytics (global) 

	$103 million (2022) 
	$103 million (2022) 




	 
	4.2.2 Resource cost 
	Resource cost methods involves gathering data on the costs (time, physical space, money, etc) incurred to use a good or service. The cost represents the minimum value the user places on that good, as the opportunity cost of obtaining the good or service should be at least as large as the benefit it provides (see Section 1.3). Applying this to NFR, the primary costs in question are the time spent to use NFR and any cost paid to third-party information providers. This cost will be most evident for the primary
	Some previous research to estimate resource costs for using NFI have been undertaken. ERM (2022) surveyed asset managers in the US and found that firms were spending on average $1,372,000 annually to the use of climate data in their investment decision making. This includes $487,000 per year on third-party data. In the UK, significant time is also spent with NFR and NFI (Eunomia 2020; PwC, 2021), but the data currently available is not detailed enough to generate an overall estimate of the resource use. How
	needed to reach an estimate of the value of NFR or NFI. This example also indicates that a refined version of the user survey on NFI could be used to reach a better estimate of the current value of NFI. 
	Box 4.1: Example approach to determine the value of NFR using resource costs 
	Box 4.1: Example approach to determine the value of NFR using resource costs 
	Box 4.1: Example approach to determine the value of NFR using resource costs 
	Box 4.1: Example approach to determine the value of NFR using resource costs 
	Box 4.1: Example approach to determine the value of NFR using resource costs 
	The results obtained from the user survey on NFI can be used to illustrate how the value of NFI can be estimated. What follows are a series of steps to go from the information observed to an overall estimate of the value of NFI – the results should not be used for further assessment. 
	 
	Step 1: The response data shows the average time spent with NFR and NFI per respondent (using the low bound of each response option, and 0.5 for “less than 1 hour per week): 
	•
	•
	•
	 Asset management sector = 2.8 hours per week 

	•
	•
	 Institution investing sector = 1.7 hours per week 

	•
	•
	 Retail investing sector = 1.4 hours per week 


	 
	Step 2: This time per individual will need to be annualised and aggregated. Without further data, this exercise will assume that the responses gathered are representative of the sectors as a whole. 
	 
	Step 2a: Assuming a working year of 44 weeks (52 weeks – 2 weeks of public holiday – 6 weeks of annual leave), the estimated annual time per individual is (rounded up or down): 
	•
	•
	•
	 Asset management sector = 123 hours per year 

	•
	•
	 Institution investing sector = 75 hours per year 

	•
	•
	 Retail investing sector = 62 hours per year 


	Step 2b: ASHE data (ASHE, 2022, specific data request)   can be used to estimate the total number of people working in each sector within the UK: 
	48
	48
	48 Based on 2021-2022 ASHE data for several SIC and SOC codes relating to investment roles and investment sectors. Primarily of interest are SOC 2422 (management accountants), and SIC codes 64191, 64192, 64209, 64301, 64929, 64991, 65110, 66110, 66190, 66210, 66220, 66290, 66300 which describe various industries related to finance and investing. 
	48 Based on 2021-2022 ASHE data for several SIC and SOC codes relating to investment roles and investment sectors. Primarily of interest are SOC 2422 (management accountants), and SIC codes 64191, 64192, 64209, 64301, 64929, 64991, 65110, 66110, 66190, 66210, 66220, 66290, 66300 which describe various industries related to finance and investing. 



	•
	•
	•
	 Asset management sector = 4,800 individuals working in fund management that also participate in “investing activities”. 

	•
	•
	 Institution investing sector = 21,000 individuals that work doing “investing activities” that are not working in retail banking or other ancillary financial services. 

	•
	•
	 Retail investing sector = 68,000 individuals working in “investing activities” not included in the above two categories. 


	Assuming that the survey respondents are representative of their respective sectors, the total time spent annually reviewing NFR and NFI data is estimated to be: 
	•
	•
	•
	 Asset management sector = 590,000 hours per year 

	•
	•
	 Institution investing sector = 1.5 million hours per year 

	•
	•
	 Retail investing sector = 4.2 million hours per year 


	The representativeness of the sample is a weak assumption, leading to likely overestimate of the total hours in each sector. If, for example, the actual use of NFI by asset managers were one hour less per week, their total cost of use via this method would almost half. 




	Step 3: Next, the unit resource cost needs to be established. One method is to start with the average salary for each sector, which is available for ONS (2022) data: 
	Step 3: Next, the unit resource cost needs to be established. One method is to start with the average salary for each sector, which is available for ONS (2022) data: 
	Step 3: Next, the unit resource cost needs to be established. One method is to start with the average salary for each sector, which is available for ONS (2022) data: 
	Step 3: Next, the unit resource cost needs to be established. One method is to start with the average salary for each sector, which is available for ONS (2022) data: 
	Step 3: Next, the unit resource cost needs to be established. One method is to start with the average salary for each sector, which is available for ONS (2022) data: 
	•
	•
	•
	 Weekly income for “Finance and Business Services” = £1,135 (Annual = £59,000) 


	Assuming there are, on average, 2000 work hours per year and a 1.5:1 employer cost to salary ratio(a), the average opportunity cost for each hour spent is roughly: 
	•
	•
	•
	 £59,000 * 1.5 / 2,000 = £44.25 per hour 

	•
	•
	 This approach does rely on broad assumptions about salary and cost to employers, both of which would be expected to be highly variable. There is no reason to believe, however, that those working with NFR are not “average” in terms of salary and cost to companies. 


	Step 4: Finally, the total cost can be estimated by multiplying the time spent by the cost per hour: 
	•
	•
	•
	 (590,000 + 1,500,000 + 4,200,000) * £44.25 = £278 million per year 


	This value does not differentiate between NFR and NFI – and to do so would require making assumptions on (i) the percentage of time spent directly with NFR and (ii) the percentage of NFI’s value that can be traced back to NFR. The total cost figure can be compared against the total investment industry revenue (£25 billion in 2021; Investment Association, 2022), or operating costs (£19 billion in 2021; Investment Association, 2022), to get an idea of the value of NFI in terms of the value of the sector (1-2%
	Box notes: (a) example calculator of employer costs available at:   
	https://accountingservicesforbusiness.co.uk/true-cost-of-an-employee-calculator
	https://accountingservicesforbusiness.co.uk/true-cost-of-an-employee-calculator






	4.2.3 Revealed preference  
	Revealed preference methods involve observing choices made by individuals or companies to estimate the value the choice reveals. These methods require that the choice be observed alongside other information, so that the factors involved in making the choice can all be considered, in particular the available options and the characteristics of those options. This data then represents the choice set, and by analysing the choices made within the set, usually by many individuals, preferences can be estimated. 
	In the case of NFR and NFI, an example of using revealed preference might be to observe asset owners’ (capital providers) choices of investment funds, based on the funds’ use of NFI in selecting securities. This type of method relies on the choice set and the characteristics of each choice being observable and hence can be very difficult to implement, as it requires sufficient data to be used as a control, as well as full (or close to full) information on the choice set. In the case of NFR and NFI, such inf
	  
	4.2.4 Stated preference  
	Stated preference methods use specially designed surveys that present respondents with simulated choices for the provision of a good (in this case, either NFR or NFI). Through their (repeated) choices, their preferences can be observed, and values can be inferred. The approach is flexible as the simulated market can be set up for any good so long as the market is credible and understood by respondents. This is why surveys can cover goods that are already known as well as future scenarios that are yet to be 
	The central component of a stated preference survey is a (set of) task(s) in which respondents are asked to make choices on the provision of a good (NFR or NFI). These can be choices between improved, maintained, or deteriorated levels of provision of the good. The repeated choices made by respondents helps to reveal the factors (or attributes of a good) they prioritise when making their preferred selection.  
	If one of the factors is cost (or price of the good), respondents’ choices also reveal how they trade off money for the good, which allows the value they derive from its provision to be expressed in monetary terms. Most commonly, this value is measured in terms of the respondent’s willingness to pay (WTP) to secure the provision of the good or improvements to it. WTP can also be to avoid the loss (or deterioration) of the good. This measures the benefit that the respondents derive from improved or maintaine
	In the absence of an easily observable market for NFR, the stated preference method is an attractive option. In addition, it can estimate values for changes to the provision of NFR or NFI as well as the value of NFR as it is currently provided.  
	4.3 Proposed approaches 
	Of the approaches outlined in Section 4.2, two potential approaches are preferred for Phase 3 based on two criteria: (a) feasibility of practical implementation; and (b) the type of evidence they would create. Market values, while available for some types of NFI, are limited to products sold by third party providers. This data is therefore difficult to use to develop values for the underlying information, as it is bundled with other services. Further, this value would represent only one portion of the costs
	A revealed preference is not pragmatic in relation to the central research question due to the amount of data it requires. There are specific aspects of investing behaviour related to NFR that could be used – such as the level of investment in ESG funds – but this approach would not be able to describe what is motivating that investment and what portion of the investment is due to any specific set of data. A stated preference method, however, creates a valuation scenario where the availability of NFI is 
	central to the choice, and therefore is able to describe the value of that information, as opposed to behaviours that result from its availability. 
	Based on this assessment, the stated preference and resource cost methods are the preferred approaches for Phase 3. 
	4.3.1 Stated preference survey 
	Rationale  
	The stated preference method could directly establish demand for NFR or NFI within the segments that are surveyed and elicit willingness to pay (WTP) for NFI with different characteristics. In principle, this strategy would ensure that all possible uses of NFR (NFI) information by investors and their agents are reflected in the estimated values. It is also possible to collect supplemental information on investor characteristics, attitudes and perceptions to obtain a rich supporting dataset to explain prefer
	Implementation 
	A stated preference survey would be implemented online using the RiF or similar panel of investors and investor agents (beneficiaries and users). The main groups that could be surveyed using the RiF panel are private investors, professionals in the retail sector, professionals in the institutional sector, and potentially professionals in the asset management and consulting sector. These sample groups are further detailed in . There are trade-offs in the utilisation of each sample, but generally a “broad” ap
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	Table 4.4: Potential sample groups for stated preference survey 
	Sample group 
	Sample group 
	Sample group 
	Sample group 
	Sample group 

	Relative expected sample size 
	Relative expected sample size 

	Available information on overall population 
	Available information on overall population 

	User / beneficiary of NFR 
	User / beneficiary of NFR 



	Private investors 
	Private investors 
	Private investors 
	Private investors 

	Large (many individuals) 
	Large (many individuals) 

	Very limited 
	Very limited 

	Primarily beneficiary 
	Primarily beneficiary 


	Professionals in retail investing 
	Professionals in retail investing 
	Professionals in retail investing 

	Large (>60k+ total individuals according to ASHE data) 
	Large (>60k+ total individuals according to ASHE data) 

	Some  
	Some  
	(available via ASHE) 

	Primarily beneficiary 
	Primarily beneficiary 


	Professionals in institutional investing 
	Professionals in institutional investing 
	Professionals in institutional investing 

	Medium (>20k+ individuals according to ASHE data) 
	Medium (>20k+ individuals according to ASHE data) 

	Some  
	Some  
	(available via ASHE) 

	Primarily beneficiary 
	Primarily beneficiary 


	Professionals in asset management or consulting 
	Professionals in asset management or consulting 
	Professionals in asset management or consulting 

	Small (<5k individuals according to ASHE data) 
	Small (<5k individuals according to ASHE data) 

	Some  
	Some  
	(available via ASHE) 

	Primarily user 
	Primarily user 




	Note: see Box 4.1 as well as Section 3.2 for demonstrations of how ASHE data can be used. 
	 
	  
	Overall survey structure 
	Stated preference surveys generally follow a five-part structure (). The development of the survey would be iterative, in line with stated preference good practice, and the survey would be tested with a series of one-to-one interviews to ensure that the respondents understand the survey and can meaningfully answer the questions, in particular the choice tasks. The framing of the survey may need to differ based on the user / beneficiary group that is being surveyed, and this can be accomplished by using surv
	Table 4.5
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	Table 4.5: Typical stated preference survey structure 
	Section 
	Section 
	Section 
	Section 
	Section 

	Content 
	Content 



	Section A: 
	Section A: 
	Section A: 
	Section A: 
	Screening questions and quotas 

	•
	•
	•
	•
	 Screening for respondent group (role, time in role, etc) 

	•
	•
	 Quotas questions (if used) 




	Section B: 
	Section B: 
	Section B: 
	Introduction to NFI 

	•
	•
	•
	•
	 General introduction to NFI 

	•
	•
	 Views and uses of NFI 




	Section C: 
	Section C: 
	Section C: 
	Choice task(s) 

	•
	•
	•
	•
	 Choice task(s): Simulated market choices of comparison exercises for some set of aspects of NFR or NFI 

	•
	•
	 Follow-up including difficulty questions on these exercises 




	Section D: 
	Section D: 
	Section D: 
	Follow ups 

	•
	•
	•
	•
	 Follow-up questions specific to each choice tasks 

	•
	•
	 Credibility and consequentiality questions 

	•
	•
	 Motivations behind choices 




	Section E:  Respondent profile 
	Section E:  Respondent profile 
	Section E:  Respondent profile 

	•
	•
	•
	•
	 Location, education, income, etc. 






	 
	Choice task formats 
	There are several formats of choice tasks that could be used (). Each task format could be used in this survey, and further testing will be required to determine the preferred format. 
	Table 4.6
	Table 4.6


	  
	Table 4.6: Stated preference choice task formats 
	Format 
	Format 
	Format 
	Format 
	Format 

	Description 
	Description 

	Evidence created 
	Evidence created 

	Strengths 
	Strengths 



	Best-worst scaling (BWS) 
	Best-worst scaling (BWS) 
	Best-worst scaling (BWS) 
	Best-worst scaling (BWS) 

	A repeated choice exercise where respondents are asked to select most (best) and least (worst) preferred aspects of a single scenario. 
	A repeated choice exercise where respondents are asked to select most (best) and least (worst) preferred aspects of a single scenario. 

	Quantifies individuals' preferences (best used to measure relative preferences) 
	Quantifies individuals' preferences (best used to measure relative preferences) 

	Can estimate preferences weights for a longer list of attributes, and also generates a full preference ranking for each choice set 
	Can estimate preferences weights for a longer list of attributes, and also generates a full preference ranking for each choice set 


	Paired comparison (PC) 
	Paired comparison (PC) 
	Paired comparison (PC) 

	A repeated exercise where respondents are asked to choose between two alternative options/scenarios. Could be attribute-based or bundled, and/or include trade-off with monetary amounts. 
	A repeated exercise where respondents are asked to choose between two alternative options/scenarios. Could be attribute-based or bundled, and/or include trade-off with monetary amounts. 

	Quantifies individuals’ preferences and can estimate marginal values, depending on the attributes included. 
	Quantifies individuals’ preferences and can estimate marginal values, depending on the attributes included. 

	Usually viewed as an “easier” choice format (i.e. lower cognitive burden) since respondents only choose between two options each time, 
	Usually viewed as an “easier” choice format (i.e. lower cognitive burden) since respondents only choose between two options each time, 


	Discrete choice experiment (DCE) 
	Discrete choice experiment (DCE) 
	Discrete choice experiment (DCE) 

	A repeated choice exercise, where respondents are asked to choose preferred option/scenario from 2 or more alternatives. 
	A repeated choice exercise, where respondents are asked to choose preferred option/scenario from 2 or more alternatives. 

	Quantifies individuals’ preferences and estimates marginal values. 
	Quantifies individuals’ preferences and estimates marginal values. 

	Generates more information on preferences to estimate marginal values. 
	Generates more information on preferences to estimate marginal values. 


	Dichotomous choice contingent valuation (DCCV) 
	Dichotomous choice contingent valuation (DCCV) 
	Dichotomous choice contingent valuation (DCCV) 

	A single choice question, where the respondent selects yes/no to a payment amount for a single scenario 
	A single choice question, where the respondent selects yes/no to a payment amount for a single scenario 

	Values a discrete change in the provision of a good or policy. 
	Values a discrete change in the provision of a good or policy. 

	The most “incentive compatible” choice format 
	The most “incentive compatible” choice format 




	 
	The major distinctions in the type of evidence different choice tasks would create are based on whether: (i) the task generates economic evidence on relative preferences (i.e. BWS, PC, DCE) or marginal values (DCE, DCCV) or both; and (ii) the task is repeated (BWS, PC, DCE) or a single choice question (DCCV). These two distinctions determine the size of dataset created for any given sample size, and how the economic evidence developed through modelling can be used. As the marginal values for changes for NFR
	The framing of these choice tasks is particularly important, as the tasks need to be for a good (and for aspects of that good) about which respondent can make a meaningful choice. The cost of the good also needs to be credible in the context of the choice. Based on the primary decision information included in , framings using the choices between investment platforms (private investors), analysis services (retail sector) and fund managers (institutional sector) would be both similar enough to use a common se
	49
	49
	49 For example, asking a question directly about changing the NFR regulations and including a cost attribute would be difficult, as there is no credible cost that can be applied to that change when NFR is provided for free. Therefore, alternative ways to ask about cost must be included. 
	49 For example, asking a question directly about changing the NFR regulations and including a cost attribute would be difficult, as there is no credible cost that can be applied to that change when NFR is provided for free. Therefore, alternative ways to ask about cost must be included. 
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	Attributes and levels 
	The evidence need and the framing of the task will dictate the selection of attributes and levels. The starting point for this list can be the dimensions of interest based on the evidence need for the NFR requirements, which are broadly: (i) which companies should be required to report; (ii) what is required within those reports; (iii) how should they be required to report; (iv) and how should what they report be assured or validated (if at all). The attributes used in a choice task should be able to be map
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	Table 4.7: Potential attributes based on dimensions of NFR 
	Primary dimensions of NFR 
	Primary dimensions of NFR 
	Primary dimensions of NFR 
	Primary dimensions of NFR 
	Primary dimensions of NFR 

	Corresponding attributes 
	Corresponding attributes 



	Which companies are required to report 
	Which companies are required to report 
	Which companies are required to report 
	Which companies are required to report 

	•
	•
	•
	•
	 Number of companies that report overall 

	•
	•
	 Types of companies that report (size, area of business, listed status, public interest, etc) 




	What is required in a report 
	What is required in a report 
	What is required in a report 

	•
	•
	•
	•
	 Main reporting themes (environment, social, governance) 

	•
	•
	 Specific KPIs and measures 

	•
	•
	 Sectors of companies that must report 




	How they are required to report 
	How they are required to report 
	How they are required to report 

	•
	•
	•
	•
	 Qualitative versus quantitative 

	•
	•
	 Frequency of reporting 

	•
	•
	 Goals, actions, and risks 

	•
	•
	 Format and groups of disclosures (such as strategic reports, directors’ reports) 




	How those reports are validated and assured 
	How those reports are validated and assured 
	How those reports are validated and assured 

	•
	•
	•
	•
	 What is assured (section, specific measures) 

	•
	•
	 Who assures (third parties, government, etc) 






	 
	Notably,  does not include any attributes related to cost or information outside of that related to NFR. However, a cost attribute would need to be included to develop estimates of marginal value. The likely cost attribute would be an annual management fee for the choice of investment platform and the choice of asset manager, and an annual subscription fee for the choice of analysis services. 
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	Evidence 
	This approach would model relative preferences for changes to NFI based on choices made in the simulated market (). When combined with the cost attribute, the relative preferences can be used to estimate marginal values for the changes in each of the other attributes. The marginal values can be aggregated across attributes and either the respondent population or market wide financial sums (such as total dividends paid by FTSE100 companies) to estimate the value of different change (to NFR provision) scenari
	Figure 4.3
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	Figure
	Figure 4.3: Evidence map for stated preference approach 
	Risks 
	Potential challenges, however, include the risk of hypothetical bias and ensuring content validity (ensuring that the choices are realistic and understood), along with constraints on practical implementation due to limited panel sizes, potential for low response rates and high research costs for a niche target population. As a novel application of an SP study, specific attention will be needed for the “cost” attribute – particularly since investment analysts and fund managers are not necessarily the individ
	Literature on value of information would be consulted to learn about previous experience of mitigating these risks. More importantly, an extensive developmental work would be undertaken involving iterations of design and testing using one-to-one interviews, focus groups (if relevant for this sample) and pilot surveys.  
	4.3.2 Resource cost (consultation workshops) 
	Rationale 
	The user survey on NFI indicates that a resource cost approach is a viable option for estimating the minimum value of NFI (or NFR) to a particular user or beneficiary group(s). This depends on being able to collect sufficient data for the analysis and that critical assumptions can be supported by an appropriate level of evidence.  
	Implementation 
	The proposed approach would use a series of consultation workshops with asset management firms to collect data on the opportunity costs of using NFI. This data would be aggregated across firms, and then analysed to develop estimates of the overall resource costs for using NFR within the asset management sector. This sector is the preferred sample, as asset managers represent the groups that are most likely to be users of NFR. As similar approach has been used before in the US (ERM, 2022) – although that stu
	The consultation workshops would be implemented via a series of interviews with a moderator, where firms would be invited to attend with one or multiple participants. As responses would be coming at the firm level, the format should facilitate the questionnaire being responded to by multiple individuals over a period of several days (even weeks). Ideally, a trade organisation such as the Investment Association (IA) or the UK Sustainable Investment and Finance Association (UKSIF) would participate as a resea
	The firm questionnaire approach would require a development and testing phase, to test both understanding of the questionnaire and the potential respondents’ willingness to provide the information requested. 
	Workshop topic guides 
	The consultation workshops would cover: 
	•
	•
	•
	 Number of employees, assets under management, areas of specialisation, and their offerings in the market. 

	•
	•
	 Their resource costs associated with using NFR or other NFI including internal resource costs (employee time) for gathering and using NFR, as well as any third-party analysis or data that is purchased (such as ESG ratings information). 

	•
	•
	 How NFR and NFI feature in their decision-making process including how important certain types of information are in considering investment, or what types of exclusion criteria they have associated with NFI. 

	•
	•
	 What NFI they would like to use, but don’t have access (or ready access) to. 

	•
	•
	 What changes they would like to see in the NFR requirements in future such as regulations around consistency of reporting or assurance of the information that is provided. 

	•
	•
	 Open-ended feedback on NFR regulations and the current state of NFI. 


	Evidence 
	This approach would aim to model the firm level resource costs for using NFR - as a function of assets under management and firm characteristics (). This function could then be applied across the total sector within the UK to obtain a total resource cost value for NFR (or NFI), either aggregating across the number of firms or across total assets under management (AUM). Evidence could also be produced to estimate the resource costs of using specific aspects of that information, as well as a set of preference
	Figure 4.4
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	Figure
	Figure 4.4: Evidence map for firm consultation workshop approach 
	Risks 
	There is no guarantee that firms will voluntarily provide information about the resource costs in using NFR and firms may not have good information readily available. ERM (2022, pg. 11) notes that “For some investor respondents, breaking down costs on climate-related activities in the categories ERM provided may have been difficult given their costs may be embedded within larger internal cost structures and included within different management pillars.”  
	A sample of at least ten firms will be necessary to begin to develop order of magnitude estimates of value, with the precision of the estimate depending on the variance in the costs observed from firms. While costs would be expected to vary between asset managers, the categories of costs are expected to be the same based on the Phase 2 findings.  
	5.  Conclusions 
	Phases 1 and 2 of this study have examined the benefit of NFR to investors. This report provides initial insights into the decision-making processes in which NFR and NFI are used, as well as a qualitative understanding of the preferences and motivations for using NFR and NFI. 
	The total value of this benefit has not yet been quantified, but the proposed approaches for Phase 3 will attempt to develop this evidence. The conceptual framework for the value of NFR suggests alternative way to take the research forward in order to estimate the value of NFR to investors. 
	The preferred approaches for Phase 3 are a series of consultation workshops and a stated preference survey. This approach will estimate the value for NFR from two different perspectives – the opportunity cost of using NFR (a supply side value) and the WTP for different aspects of NFI (demand side). The two approaches target different segments, covering both “users” and “beneficiaries” of NFR, with intent of providing complementary economic value evidence. The next steps of this project are to agree upon the
	Whilst the scope of the research is limited to investors, consistent with the PIR (BEIS, 2022, this report highlights that other groups that are likely to benefit from the availability of NFI. To obtain a full estimate of the value of NFR for use in policy analysis, wider research could also be undertaken on the benefits of NFR to these groups. This research could take a similar approach as presented in this study for investors – that is, an initial phase to understand who benefits and why, a phase to devel
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	Appendix 1 NFR regulations in the UK 
	A selection of the current NFR requirements in the UK is summarised in Table A1. The table is not exhaustive but represents a selection of requirements set out in the Companies Act 2006 across a range of ESG issues for which NFR is now required in various aspects and degrees of detail.  
	50
	50
	50 Some legislation that is not expected to be a significant influence on research design for this project but is nonetheless important source of NFI is not included (e.g., reporting on modern slavery under the Modern Slavery Act 2015). 
	50 Some legislation that is not expected to be a significant influence on research design for this project but is nonetheless important source of NFI is not included (e.g., reporting on modern slavery under the Modern Slavery Act 2015). 



	Table A1: Summary of NFR reporting requirements in the UK by entity type 
	Company type 
	Company type 
	Company type 
	Company type 
	Company type 

	Scope of reporting 
	Scope of reporting 



	Small 
	Small 
	Small 
	Small 

	•
	•
	•
	•
	 Exempt from requirements to prepare a strategic report (and also s172 statement) 




	Medium 
	Medium 
	Medium 
	Not qualifying for medium-size company exemption 

	•
	•
	•
	•
	 Must contain a strategic report in line with Sections 1 – 5 s414C CA 2006. 

	•
	•
	 Must prepare a s172 statement 




	Medium 
	Medium 
	Medium 
	Qualifying for medium-size company exemption 

	•
	•
	•
	•
	 Must contain a strategic report in line with Sections 1 – 5 s414C CA 2006 but not required to report Section 4 (KPIs) in so far as it relates to non-financial information 

	•
	•
	 Not required to prepare a s172 statement 




	Large 
	Large 
	Large 
	<500 employees or <£500 million turnover 
	 

	•
	•
	•
	•
	 Must contain a Strategic Report in line with Sections 1 – 5 s414C CA2006 

	•
	•
	 Must complete a s172 statement  

	•
	•
	 Must report Streamlined Energy and Carbon Reporting (SECR). This includes as a minimum:  

	
	
	 Annual energy use (kWh) and associated GHG emissions (CO2e) 

	
	
	 Emissions intensity ratios 

	
	
	 Narrative around methodologies of calculation, steps taken to improve energy efficiency, and prior year comparisons 

	
	
	 If low energy use (<40MWh), a statement that the organisation is a low energy user 




	Large 
	Large 
	Large 
	>500 employees 
	>£500 million turnover 

	•
	•
	•
	•
	 Must report as per large company requirements above 

	•
	•
	 Prepare a non-financial and sustainability information statement under s414CA CA2006 

	•
	•
	 Where the company has >500 employees and >£500 million turnover, also subject to the Climate-related disclosures 




	PIE 
	PIE 
	PIE 
	Unquoted 
	>500 employees 

	•
	•
	•
	•
	 Must report as per the large company requirements above 

	•
	•
	 In addition, it must report under s414CB CA2006 




	PIE 
	PIE 
	PIE 
	Quoted 
	500 employees 

	•
	•
	•
	•
	 Must report as per the unquoted large PIE requirements above 

	•
	•
	 Must also report on the UK corporate governance code. Entities with a premium listing are required to comply with the principles of the code or explain why not 

	
	
	 Audit, risk, and internal controls processes 

	
	
	 Remuneration 

	•
	•
	 Must also report Sections 7 & 8 of s414C CA2006 




	Not PIE 
	Not PIE 
	Not PIE 
	Quoted 
	>500 employees 

	•
	•
	•
	•
	 Must report as per the large company requirements above 

	•
	•
	 Must report on the UK corporate governance code 






	 
	  
	Climate related disclosures 
	The UK introduced The Companies (Strategic Report) (Climate-related Financial Disclosure) Regulations in 2021 (The Regulations 2021). This legislation applies to the largest organisations which are expected to make up a significant proportion of turnover (revenue) across the UK (see Section 1.1.3). The legislation is in effect for financial years commencing on or after 6 April 2022 for large public interest entities (PIEs), AIM-listed, and private entities (the latter with turnover > £500 million and employ
	The new requirements under CA2006 s414CB(2A) require the following detail to be addressed:  
	•
	•
	•
	 Description of the company’s governance arrangements in relation to assessing and managing climate-related risks and opportunities; 

	•
	•
	 Description of how the company identifies, assesses, and manages climate-related risks and opportunities; 

	•
	•
	 Description of how processes for identifying, assessing, and managing climate-related risks are integrated into the company’s overall risk management process; 

	•
	•
	 A description of: 
	o
	o
	o
	 The principal climate-related risks and opportunities arising in connection with the company’s operations, and 

	o
	o
	 The time periods by reference to which those risks and opportunities are assessed; 




	•
	•
	 A description of the actual and potential impacts of the principal climate-related risks and opportunities on the company’s business model and strategy; 

	•
	•
	 An analysis of the resilience of the company’s business model and strategy, taking into consideration different climate-related scenarios;  

	•
	•
	 A description of the targets used by the company to manage climate-related risks and to realise climate-related opportunities and of performance against those targets; and 

	•
	•
	 A description of the key performance indicators used to assess progress against targets used to manage climate-related risks and realise climate-related opportunities and of the calculations on which those key performance indicators are based. 


	  
	Requirements for Large PIEs – S414CB CA2006 
	Under s414CBof CA2006, there are additional requirements for Large PIES. These are outlined below:  
	•
	•
	•
	 The non-financial and sustainability information statement must contain information, to the extent necessary for an understanding of the company’s development, performance and position and the impact of its activity, relating to, as a minimum; 

	
	
	 Environmental matters (including the impact of the company’s business on the environment); 

	
	
	 The company’s employees; 

	
	
	 Social matters; 

	
	
	 Respect for human rights; and 

	
	
	 Anti-corruption and anti-bribery matters. 

	•
	•
	 The information required by subsection (1) must include: 

	
	
	 Brief description of the company’s business model; 

	
	
	 Description of the policies pursued by the company in relation to the matters mentioned in subsection (1)(a) to (e) and any due diligence processes implemented by the company in pursuance of those policies; 

	
	
	 Description of the outcome of those policies; 

	
	
	 A description of the principal risks relating to the matters mentioned in subsection (1)(a) to (e) arising in connection with the company’s operations and, where relevant and proportionate: 
	▪
	▪
	▪
	 Description of its business relationships, products and services which are likely to cause adverse impacts in those areas of risk; 

	▪
	▪
	 Description of how it manages the principal risks; and 




	
	
	 Description of the non-financial key performance indicators relevant to the company’s business. 


	 
	Duty to prepare a strategic report – S414C CA 2006 
	(1) The purpose of the strategic report is to inform members of the company and help them assess how the directors have performed their duty under section 172 (duty to promote the success of the company). 
	 
	(2) The strategic report must contain— 
	(a) a fair review of the company’s business, and 
	(b) a description of the principal risks and uncertainties facing the company. [F2 Section 414CZA (section 172(1) statement) and sections 414CA and 414CB (non-financial [F3 and sustainability] information statement) make further provision about the contents of a strategic report.] 
	 
	(3) The review required is a balanced and comprehensive analysis of— 
	(a) the development and performance of the company’s business during the financial year, and 
	(b) the position of the company’s business at the end of that year, consistent with the size and complexity of the business. 
	(4) The review must, to the extent necessary for an understanding of the development, performance or position of the company’s business, include— 
	(a) analysis using financial key performance indicators, and 
	(b) where appropriate, analysis using other key performance indicators, including information relating to environmental matters and employee matters. 
	 
	(5) In subsection (4), “key performance indicators” means factors by reference to which the development, performance or position of the company’s business can be measured effectively. 
	 
	(6) Where a company qualifies as medium-sized in relation to a financial year (see sections 465 to 467), the review for the year need not comply with the requirements of subsection (4) so far as they relate to non-financial information. 
	 
	(7) In the case of a quoted company the strategic report must, to the extent necessary for an understanding of the development, performance or position of the company’s business, include— 
	(a) the main trends and factors likely to affect the future development, performance and position of the company’s business, and 
	(b) information about— 
	(i) environmental matters (including the impact of the company’s business on the environment), 
	(ii) the company’s employees, and 
	(iii) social, community and human rights issues, including information about any policies of the company in relation to those matters and the effectiveness of those policies. If the report does not contain information of each kind mentioned in paragraphs (b)(i), (ii) and (iii), it must state which of those kinds of information it does not contain. 
	 
	(8) In the case of a quoted company the strategic report must include— 
	(a) a description of the company’s strategy, 
	(b) a description of the company’s business model, 
	(c) a breakdown showing at the end of the financial year— 
	(i) the number of persons of each sex who were directors of the company; 
	(ii) the number of persons of each sex who were senior managers of the company (other than persons falling within sub-paragraph (i)); and 
	(iii) the number of persons of each sex who were employees of the company. 
	 
	Appendix 2 Case studies on NFR 
	Box A2.2: Mondi Group Non-Financial Reporting 
	Box A2.2: Mondi Group Non-Financial Reporting 
	Box A2.2: Mondi Group Non-Financial Reporting 
	Box A2.2: Mondi Group Non-Financial Reporting 
	Box A2.2: Mondi Group Non-Financial Reporting 
	The company/organisation 
	Mondi is a multi-national corporation that mainly produces product packaging. They employ around 21,000 people with an annual turnover of around £8 billion. Mondi operates across six continents and is headquartered in Weybridge, UK. Mondi has been listed on the London Stock Exchange and the Johannesburg Stock Exchange since 2007. 
	The format of NFR 
	Mondi’s NFR in 2021 was presented as a “Sustainable Development report”. The report is a standalone document, presented in a slide-deck style report (114 pages) forwarded by the CEO and Chair of Sustainable Development. The report is framed through “MAP2030”, which is a company plan that outlines the progress that they have made to date and sets out the actions needed over the next decade to meet certain KPIs and company goals. 
	51
	51
	51   
	51   
	https://www.mondigroup.com/media/15145/mondi-group-sustainable-development-report-2021.pdf
	https://www.mondigroup.com/media/15145/mondi-group-sustainable-development-report-2021.pdf





	The main “themes” that are included in their NFR 
	Mondi Group’s report is organised into three general areas, with several sub-areas: 
	L
	LI
	Lbl
	• Business model, strategy, and mission (“Our Sustainability Approach”) 

	LI
	Lbl
	• MAP2030: 
	L
	LI
	Lbl
	o Sustainability (“Circular Driven Solutions”); 

	LI
	Lbl
	o Employee satisfaction and human rights (“Created by Empowered People”); 

	LI
	Lbl
	o Climate change (“Taking Action on Climate”); and 

	LI
	Lbl
	o Business practices and governance (“Bult on Responsible Business Practice”) 




	LI
	Lbl
	• Governance, reporting standards, and assurance (“About this report”) 


	 
	General organisational aims reported in their NFR 
	The general non-financial goals of the company are organised within the MAP2030 structure (Table 2).  
	Table 2: MAP2030 goals 
	Sustainable solutions 
	Sustainable solutions 
	Sustainable solutions 
	Sustainable solutions 

	Employee satisfaction 
	Employee satisfaction 

	Climate action 
	Climate action 

	Governance 
	Governance 


	Make packaging reusable, recyclable or compostable 
	Make packaging reusable, recyclable or compostable 
	Make packaging reusable, recyclable or compostable 

	Build skills supporting long-term employability 
	Build skills supporting long-term employability 

	Reduce GHG emissions in line with targets 
	Reduce GHG emissions in line with targets 

	Sales and distribution training to audit schemes 
	Sales and distribution training to audit schemes 


	Avoid waste by keeping materials into circulation 
	Avoid waste by keeping materials into circulation 
	Avoid waste by keeping materials into circulation 

	Purposeful employment 
	Purposeful employment 

	Zero deforestation 
	Zero deforestation 

	Integrate sustainability to capex investments 
	Integrate sustainability to capex investments 


	Stop unsustainable packaging 
	Stop unsustainable packaging 
	Stop unsustainable packaging 

	Work-life experience, safety and mental health 
	Work-life experience, safety and mental health 

	Safeguard biodiversity and water resources 
	Safeguard biodiversity and water resources 

	Employee training on sustainability 
	Employee training on sustainability 


	 
	 
	 

	 
	 

	 
	 

	Audits with company mills and converting operations 
	Audits with company mills and converting operations 



	Measurable goals and KPIs reported in NFR 
	The themes are supported by several measurable goals or KPIs. Targets communicated within MAP2030 include: 




	Table
	THead
	TR
	TH
	L
	LI
	Lbl
	• All operations being certified by ISO 14001 by 2025 
	52
	52
	52 ISO 14001 is a member of a group of standards (14000) which are related to environmental management aimed at minimising the negative affect on the environment. 
	52 ISO 14001 is a member of a group of standards (14000) which are related to environmental management aimed at minimising the negative affect on the environment. 




	LI
	Lbl
	• Reduce water use in water stressed areas by 5% by 2025 

	LI
	Lbl
	• Reduce specific effluent load to the environment by 5% by 2025 

	LI
	Lbl
	• Reduce NOx emissions by 5% by 2025 

	LI
	Lbl
	• Reduce waste to landfill by 20% by 2025 


	 
	Risks identified 
	With regards to human rights, risks include health and safety, recruitment, and employment practices as well as air pollution, disregard for land tenure and indigenous rights. Mondi looks at five broad risk topics, which include: 
	L
	LI
	Lbl
	• Pandemic – Impact of Covid-19 on the way Mondi group operates 

	LI
	Lbl
	• Strategic – Risks Mondi is exposed to due to their industries/counties in which they operate, including climate related risks 

	LI
	Lbl
	• Financial risks – Risk of becoming financially unstable 

	LI
	Lbl
	• Operational – Physical and transitional risks arising due to climate change (such as availability of sustainable substitutes) 

	LI
	Lbl
	• Compliance – Compliance with all of the regulations/legislations Mondi group is subject to 


	All of the mentioned risks, relate to recent environmental and climate related pressures. 
	Assurance of NFR 
	The report features an independent assurance statement issued by ERM Certification and Verification Services Limited. The assurance engagement scope questions: 
	L
	LI
	Lbl
	• Whether the report is fairly presented in accordance with standards 

	LI
	Lbl
	• Whether the 2021 data for the KPIs are fairly presented in all material respects 

	LI
	Lbl
	• Whether the disclosures relating to the KPIs in the report are consistently presented in the integrated report 

	LI
	Lbl
	• Whether the disclosures relating to GHG emissions comply with the requirements 


	Beyond formal assurance, Mondi also report that they work closely with NGOs such as WWF, the Alliance for Water Stewardship, Climate Group, and New Plastics Economy.  These relationships may also be seen as an informal assurance process that gives credibility to the NFR. 




	 
	  
	Box A2.3: Unilever Non-Financial Reporting 
	Box A2.3: Unilever Non-Financial Reporting 
	Box A2.3: Unilever Non-Financial Reporting 
	Box A2.3: Unilever Non-Financial Reporting 
	Box A2.3: Unilever Non-Financial Reporting 
	The company/organisation 
	Unilever is a consumer goods company offering a wide range of products from household cleaning supplies and hygiene products to sweets, condiments, and ready meals. Headquartered in London and operating in around 190 countries, Unilever employs around 148,000 people, with a revenue of around £50 billion (2022) and a net income of around £8 billion (2022). Unilever was founded in 1929 and is listed on the London Stock Exchange (1938), Euronext Amsterdam Stock Exchange (1930), New York Stock Exchange (1952), 
	The format of NFR 
	Unilever’s integrated report (205 pages) focuses on three main aspects of their operations: 
	53
	53
	53 Available at:   
	53 Available at:   
	https://www.unilever.com/investors/annual-report-and-accounts/
	https://www.unilever.com/investors/annual-report-and-accounts/





	L
	LI
	Lbl
	• Strategic Report 

	LI
	Lbl
	• Governance report 

	LI
	Lbl
	• Financial statement 


	These broad topics provide insight into Unilever’s activities ranging from the review of the year, which features an overlook on the company’s actions towards shareholders and impact on the environment, to full financial results and a guide on how to run Unilever as an effective business. 
	The main “themes” that are included in their NFR 
	The non-financial information reported within the Unilever Strategy Report includes their aims and impact regarding the health of the planet and society. They are focused on four main aspects of ESG plans: 
	L
	LI
	Lbl
	• Environmental impacts and aims: 
	L
	LI
	Lbl
	o Climate change (“Climate action”); 

	LI
	Lbl
	o Waste (“A waste-free world”); 

	LI
	Lbl
	o The environment (“Protect and regenerate nature”). 




	LI
	Lbl
	• Social impacts and aims (“creating a fairer and more inclusive world”): 
	L
	LI
	Lbl
	o Living standards;  

	LI
	Lbl
	o Equity, diversity, and inclusion; and 

	LI
	Lbl
	o Advise younger generations. 




	LI
	Lbl
	• Social impact of their products: 
	L
	LI
	Lbl
	o Both general and dental hygiene value of their products; and 

	LI
	Lbl
	o Increase the nutritional value of their products. 




	LI
	Lbl
	• Aims and actions regarding human rights. 


	Measurable goals and KPIs reported in their NFR 
	Specific goals and targets regarding three of the areas above were mentioned by the non-financial reporting aspect of the annual report and accounts and are shown in Table 3. 
	 
	 
	 
	 




	Table 3: Unilever measurable goals and KPIs reported in their NFR 
	Table 3: Unilever measurable goals and KPIs reported in their NFR 
	Table 3: Unilever measurable goals and KPIs reported in their NFR 
	Table 3: Unilever measurable goals and KPIs reported in their NFR 
	Table 3: Unilever measurable goals and KPIs reported in their NFR 
	Environmental ambition 
	Environmental ambition 
	Environmental ambition 
	Environmental ambition 

	Health and Wellbeing 
	Health and Wellbeing 

	Fair society 
	Fair society 


	Net Zero by 2030  
	Net Zero by 2030  
	Net Zero by 2030  
	54
	54
	54 Defined by Unilever as “ensuring that the emissions associated with our business and products are reduced towards zero as far as possible, with residual emissions balanced by carbon removals, through either natural or technological carbon sequestration (for example, reforestation or carbon capture and storage), thereby achieving a ‘net zero’ position.” (from ; pg. 6) 
	54 Defined by Unilever as “ensuring that the emissions associated with our business and products are reduced towards zero as far as possible, with residual emissions balanced by carbon removals, through either natural or technological carbon sequestration (for example, reforestation or carbon capture and storage), thereby achieving a ‘net zero’ position.” (from ; pg. 6) 
	https://assets.unilever.com/files/92ui5egz/production/bbe89d14aa9e0121dd3a2b9721bbfd3bef57b8d3.pdf/unilever-climate-transition-action-plan-19032021.pdf
	https://assets.unilever.com/files/92ui5egz/production/bbe89d14aa9e0121dd3a2b9721bbfd3bef57b8d3.pdf/unilever-climate-transition-action-plan-19032021.pdf






	Double the number of products that deliver positive nutrition 
	Double the number of products that deliver positive nutrition 

	Spend 2 billion EURO with diverse businesses worldwide 
	Spend 2 billion EURO with diverse businesses worldwide 


	Halve GHG emissions by 2030 
	Halve GHG emissions by 2030 
	Halve GHG emissions by 2030 

	70% of portfolio to meet WHO-aligned nutritional standards by 2022 
	70% of portfolio to meet WHO-aligned nutritional standards by 2022 

	Reskill or upskill employees by 2025 
	Reskill or upskill employees by 2025 


	Protect and regenerate 1.5 million hectares of land 
	Protect and regenerate 1.5 million hectares of land 
	Protect and regenerate 1.5 million hectares of land 

	95% ice-cream to contain a max. of 22g of sugar per serving by 2025 
	95% ice-cream to contain a max. of 22g of sugar per serving by 2025 

	- 
	- 


	100% sustainable sourcing 
	100% sustainable sourcing 
	100% sustainable sourcing 

	95% ice-cream to contain a max. of 250 cal. Per serving by 2025 
	95% ice-cream to contain a max. of 250 cal. Per serving by 2025 

	- 
	- 


	50% virgin plastic reduction by 2025 
	50% virgin plastic reduction by 2025 
	50% virgin plastic reduction by 2025 

	5% of foods portfolio to help consumers reduce their salt intake to no more than 5g per day by 2022 
	5% of foods portfolio to help consumers reduce their salt intake to no more than 5g per day by 2022 

	- 
	- 


	Maintain zero non-hazardous waste to landfill 
	Maintain zero non-hazardous waste to landfill 
	Maintain zero non-hazardous waste to landfill 

	Through branding, help customers improve their health and wellbeing 
	Through branding, help customers improve their health and wellbeing 

	- 
	- 


	Halve food waste in operations by 2025 
	Halve food waste in operations by 2025 
	Halve food waste in operations by 2025 

	- 
	- 

	- 
	- 



	 
	Risks identified 
	The risks that were identified by Unilever as being the most relevant to their business are the following: 
	L
	LI
	Lbl
	• Brand preference – Maintaining the brand reputation 

	LI
	Lbl
	• Portfolio management – Management of investments 

	LI
	Lbl
	• Climate change – Disruptions in operations due to climate change 

	LI
	Lbl
	• Plastic packaging – Availability of sustainable substitutes for packaging 

	LI
	Lbl
	• Customers – Risks associated with customer engagement 

	LI
	Lbl
	• Talent – Ensuring a talented workforce 

	LI
	Lbl
	• Supply chain – Arranging an effective manufacturing process 

	LI
	Lbl
	• Safe and high-quality products – Ensuring quality and safety of products 

	LI
	Lbl
	• Systems and information – Having a secure system and management of information 

	LI
	Lbl
	• Business transformation – Secure realignment of business practices 

	LI
	Lbl
	• Economic and political instability – Risk associated with adverse economic and political conditions 

	LI
	Lbl
	• Treasury and tax – Financial risks relating to treasury and tax 

	LI
	Lbl
	• Ethical – Ensuring ethical practices throughout business operations 

	LI
	Lbl
	• Legal – Risks associated with compliance with legislations 


	Assurance of their NFR 
	Independent assurance of Unilever’s annual report was given by PwC. The scope of the report was reviewing: 
	55
	55
	55 Independent limited assurance report to the directors of Unilever PLC:  
	55 Independent limited assurance report to the directors of Unilever PLC:  
	PwC Independent Limited Assurance Report 2020 (unilever.com)
	PwC Independent Limited Assurance Report 2020 (unilever.com)





	L
	LI
	Lbl
	• Selected information and selected statement 

	LI
	Lbl
	• Professional standards applied and level of assurance 






	Table
	THead
	TR
	TH
	L
	LI
	Lbl
	• Quality control 

	LI
	Lbl
	• Work done 

	LI
	Lbl
	• Unilever’s responsibilities 

	LI
	Lbl
	• PWC’s responsibilities 


	Unilever also reported working with NGOs include the Ellen MacArthur Foundation, New Plastics Economy Initiative, WWF, as well as membership of various industry initiatives, such as the European Plastics Pact and the Ocean Fund, which may represent an informal level of assurance of NFR.   
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