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Dear Sirs

DTI Consultation on Mandatory Narrative Business Reporting

I am writing on behalf of the Hundred Group of Finance Directors in response to your
invitation to comment on the provisions relating to narrative reporting by quoted companies in
the Company Law Reform Bill. The 100 Group represents the finance directors of Britain's
largest companies, mainly but not entirely drawn from constituents of the FTSE 100 Index.

In particular, we are writing in relation to your request for "any considerations which Ministers
should take into account in deciding whether, and if so how, to frame amendments to the
narrative reporting provisions of the Company Law Reform Bill to ensure effective forward
looking narrative reporting by quoted companies, including, where appropriate, on social,
community, employee and environmental matters."

Throughout the consultation process for the Company Law Review the Hundred Group has
supported the concept of improved narrative business reporting. We believe that such
reporting is an important part of overall communication of a company's financial
performance, helping shareholders and investors to interpret the reported results. We
believe, like government, that improved strategic, forward-looking narrative reporting by
companies will enhance dialogue with shareholders.

We also support the view that the government's role is to establish the legal framework in
which narrative reporting can develop, while creating an environment in which companies
who want to go further than the minimum legal requirements by, for example, publishing a
voluntary Operating and Financial Review (OFR), can do so. We therefore welcome the
recent guidance provided by the DTI on 23 February that:

. Companies can cross-refer from their business review section in the directors' report to
information in a voluntary OFR; and
By preparing a statutory OFR, quoted companies will also have met the requirements for
a business review.

.

Provided the final guidance and amendments to the Company Law Reform Bill also address
these important points in a practical way, we believe such clarification is helpful. However,
we are of the view that there are further important steps that the government can, and
should, take in order to create the environment to encourage companies to report strategic,
forward-looking information. In particular, we believe the government should address the
following in amendments to the Company Law Reform Bill:



. Safe harbour

We have consistently argued in favour of a "safe harbour" provision; we believe this is
essential to enable management to engage in full and genuine discussion about future
opportunities and uncertainties. Our understanding is that it is possible to craft a form of
words relating to safe harbour that is limited to forward-looking information contained in
narrative reports accompanying annual financial statements. It is our view that the issue
of director liability arising from the lack of a "safe harbour" is a significant hindrance to
companies providing effective forward-looking narrative reporting, as was evidenced by
the DTls consultation around the OFR undertaken in 2004, where 62% of respondents,
including the majority of businesses, disagreed with the government's proposal to omit a
safe harbour provision.

. Removal of the requirement for wholly owned subsidiaries to prepare
business reviews

As we stated in our response to the DTI's draft simplification plan, we are clearly
supportive of all actions taken by the department to reduce the burden of current
regulations and policies. We believe that an opportunity exists for government to reduce
the burden of the current business review requirements by exempting wholly owned
subsidiaries from the requirement to publish business reviews, with appropriate
safeguards. We understand that such a model currently exists in Germany and is
already operating effectively.

We would welcome the opportunity to talk through the issues with you if that would be
helpful. Given the importance of the Hundred Group to the success of the UK economy we
hope that the department will recognise the value of continuing a constructive dialogue with
the Group to ensure that future plans for narrative reporting will be publicly welcomed by
preparers such as ourselves.

A copy of this letter has been sent to Gordon Brown.

Yours faithfully

Philip Broadley
Chairman of The Hundred Group




