2024



Strong governance creates value

Why?

Companies with robust governance have:

43% 3.4x 2X

more operational efficiency more cashflow more shareholder returns

Companies with robust governance have:

15% 25% 4L4%

more solvency more liquidity more operating cashflow

1+6 %

increase in free cashflow

10%

higher operating efficiency

The ten-year period allows for an in-depth assessment of performance with the results showing that strong corporate governance is a robust indicator of consequential higher

performance across a number of financial measures. More recent research touching 26,000 data points across the benchmarked companies (2014-2024) shows that the top

quartile of performers have better turnover, profitability, and capital efficiency:

12% 18% 7x

average return on capital
employed (vs. 11% for the
bottom quartile)

returns on shareholder higher average dividend
funds (vs. 14% for the pay-outs
bottom quartile)

Source: ‘Getting smart about governance,” a Grant Thornton study (2007 to 2017) looking at the link between governance best practice and financial performance in over 2,300 FTSE 350-listed companies.
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How

Our annual Corporate Governance Review is evidence-based:

23 254 267

company reports analysed - data points analysed

years of unique insight 96 FTSE 100 +158 FTSE 250 per company

Throughout this review, we refer to the UK Corporate Governance Code as ‘the Code.’

;

proprietary governance database
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Welcome

From rinse and repeat to review and renew

Corporate boards continue navigating large macro-impacts at pace; pandemics, stagnant
economies, climate change pressures, evolving global conflicts, political dynamics,
transformative technology, and fast-moving customer demands.

As a result, many organisations have stuck to familiar governance structures and cadence
to support decision making. They recycle agendas and continue similar year-on-year
approaches to risk, succession, board and committee structures and terms, stakeholder
engagement processes, and strategic iteration.

Our 2024 review underscores the importance of a diverse and frequent approach to testing
and updating governance in order to position companies for the future as well as the
present.

Organisations should evaluate whether existing processes will continue to ensure success
not just in the here and now, but during the next five to ten years of economic, technological,
environmental, legal, social, and political changes.

As an example, 21% of the 254 companies in our study lacked board members with [T, tech,
cybersecurity, or data skills, despite the growing significance of data-driven decision making,
technology-enabled ways of working, and the escalating threat of cybercrime - not to
mention the maturing use of Al.

Before we even consider the future, there’s work to be done on the here and now: 29% of
companies identified the need to improve the quality of their board papers and management
reporting.

There’s also a need to integrate more leading indicators that signal future risk and
opportunities. The FCA’s decision to fine Starling Bank £29 million is a case in point: it grew
from 43,000 customers in 2017 to 3.6 million in 2023, but its financial crime systems and
controls didn’t keep pace. It adds to other recent governance and control scandals that show
the grave consequences of board complacency in the governance of previous years.

Last year, this review focused on the need to define how assurance is used to validate and
communicate the impact of decision making. This year, we’re posing the question whether
tried and tested governance approaches are fit to guide future decision making.

Disrupting the rinse and repeat cycle is a significant challenge that demands a shift in
mindset and a willingness to overhaul systems rather than simply making incrementall

changes.

Sarah Bell

Partner, Governance and Board Advisory

Gabriella Demetriou

Senior Governance Practice Analyst

Claire Fargeot

Sustainable Governance
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Corporate governance 2024 report card

General behaviour

Some 65% of companies in our study claimed full compliance with the Code in 2024, compared to 39% in 2023. The largest improvement was
in the industrial sector, with 83% of companies fully compliant compared to 32% in 2023. All other sectors reported an improvement in Code
compliance apart from energy and utilities, where compliance has fallen year on year.

Increased compliance with Provision 38 - the alignment of executive director pension contribution rates with the workforce - drove overall
scores. Non-compliance in this area fell to 10% in 2024 from 34% in 2023, with all providing compliant explanations and 92% strong
disclosures. This reflects a timing lag from policy implementation and also signals that most boards view the Code as a useful and flexible
governance framework supported by its basis in ‘comply or explain.’

The number of FTSE companies audited by non-Big Four firms rose from 11 to 17 in 2024, demonstrating that the recent consultations and
various changes to guidance and the Code are starting to bring more choice to the market.

Accountability and
change

Increased Code compliance comes when corporate governance guidance is once again in flux. In January 2024, the Financial Reporting
Council (FRC] released a revised Code and guidance. The changes focus on enhancing transparency, accountability and governance outputs
while minimising the burden on businesses.

The revised Code requires a directors’ declaration on the effectiveness of the internal control environment as well as disclosures seeking
further detail on how culture is embedded within organisations. It stopped short of requiring large and listed companies to provide audit and
assurance policy statements or resilience statements.

Over the last 12 months, there have been further regulatory developments impacting the UK’s top listed companies. For example, in July 2024,
the Financial Conduct Authority (FCA) made the biggest changes to its listing regime in three decades, looking at facilitating transactions as
well as streamlining eligibility for companies seeking to list in the UK. At the same time, it expected some listed companies to implement the final
stage of its Consumer Duty rules.
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New code readiness

Effective from periods commencing 1 January 2025

33%

meet the requirements of

the new UK Corporate
Governance Code

32% sit within the FTSE 100
68% sit within the FTSE 250

A\

Basic Consumer Consumer Energy
materials discretionary staples 25%
27% 37% 33%
Financials Healthcare Industrials
48% 40% 34%
Real estate Technology Telecomms Utilities
1% 25% 0% 4%

No more than 50% of any one industry
meets the new requirements
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2024 report card

Grades

Good

Board performance

96% 99% 90% 88% Board effectiveness

stated company described how offered detailed linked risk to offered detailed Stakeholders and

purpose they monitor information on the strategy information on the shareholders
2023: 95% culture outcomes of board 2023: 86% outcome of board
2023: 96% evaluations evaluations )
urpose
2023: 89% 2023: 87% =

and culture

Sustainability

Improving but could do better

Code compliance

Priorities for boards

claimed full provided gave insight on used three or more provided insight identified shareholder measured progress
compliance with insight on S§.172 internal controls metrics to measure into other aspects and stakeholder and the impact of
the Code considerations 2023:50% culture of diversity in the engagement as a their purpose Contact us
2023: 39% 2023: 40% 2023: 40% boardroom priority 2023: 16%
2023: 36% 2023: 32%

Methodology







Key areas of improvement

Strategic focus and
future planning
61%

Succession
planning - board

38%

Board documents

- quality of papers
and management

reporting

29%

Succession

planning - senior
management and
executive pipeline

27%

Wider stakeholder
engagement

26%

Risk management
oversight
25%

Meetings -
admin-related
19%

Board composition
- diversity
17%

Shareholder

engagement
11%

Board skills and
experience
23%

Employee-related Meetings - dynamics
18% 17%

Committees Relationships - ESG
11% Neds and Execs 6%
10%

Culire = EggwrSOSition 25/;1
Culture - 2;9/2|n|t|on 2% °
embedding and Training Remuneration
monitoring 2% 2%
11% Appraisals

Tech/cyber Division of 2%

4% responsibility Operations

2% 1%

/

Succession planning; board meetings; monitoring
culture; audit and risk committee 0%
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Complacent in the here and now

Companies in this year’s review aren’t as future-fit as they would like. Some 61% identified
strategic planning as an area for improvement, 38% spotlighted board succession as an
issue, and 27% called out poor senior management and executive pipelines.

To know where you’re going, you must know where you are, yet 29% of companies
earmarked quality of board documents and management reporting as an area for
improvement. This points to elements of a need to review process and approaches to ensure
sufficient balance between what's used for education of the business to inform decision and
elevation of key issues to shape and make them.

“The key to working effectively with the board is to discuss issues well in advance of \
any meetings, and brief the directors on the direction that we would be recommending
(and why). That’s probably where | get more value when | approach them for help to

solve problems or for guidance on where we should be going as an organisation.

The other thing is making sure they’ve got good quality board packs and giving them
the right level of information about our organisation. As executives, we could do a lot
more to tailor and focus what we do.”

Claire Dudley-Scales

CFO, CP Holdings

\_ J
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2024 report card
Board performance
Risk

Board effectiveness

Stakeholders and
shareholders

Purpose
and culture

Sustainability

. Code compliance
Performance: questions for boards

Does the board have comprehensive oversight and ownership of risk? L
i s . . Priorities for boards
2 Do you have a clear enough picture of management’s capability and capacity

to deliver the present and make future plans?

3 Does your approach to oversight and ownership encourage healthy risk-
taking in challenging environments? Contact us

Methodology
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From rearview mirror to both eyes on the road

By their very nature, annual reports are characterised by demonstrating progress through
lagging indicators - measurements like annual finances and management reviews that
reveal progress after the event. However, our research shows that board disclosures are
focusing on past performance at the expense of future stability and opportunity.

For example, many companies in our 2024 cohort failed to disclose the outcomes of their
approach to monitoring and reviewing internal controls. In addition, while 98% provided

a sufficient viability statement, only 23% provided details as to how the board reached
such a conclusion. This is a surprise in a year in which high-profile internal control and risk
management failures dominated headlines.

Another surprising finding was how Al and machine learning are being considered in the
context of both business models and market opportunities. Despite the disruptive impact of
these technological advances on businesses, our analysis of annual reports revealed a lack
of discussion about the associated threats and opportunities. Areas for consideration might
include skills and culture, ethical impact, ways of working, market opportunity or heightened
security threat.

Internal controls: changes to the Code

The 2024 changes to the Code ask boards to explain how they have monitored and reviewed
their risk management and internal control framework, specifically including material
financial, operational, reporting, and compliance controls.

Though the requirement isn’t effective until January 1 2026, only 2% of companies in this
year’s cohort disclosed all the recommended information.

While there’s still time to finesse these practices and systems, without these in place, the

majority of companies could miss early warning signs of deteriorating business performance.

Internal controls and risk management
Note this is not effective until 1 January 2026

All companies benchmarked include a statement that the Board monitors the
group’s internal controls and risk management framework.

The extent of disclosure is as follows:

A description of how the board
has monitored and reviewed
the effectiveness of the
framework

93%
236

A description of any material
controls which haven’t
operated effectively as at the
balance sheet date, the action
taken or proposed to improve
them

A declaration of effectiveness
of the material controls as at
the balance sheet date

0 20 40 60 80 100

no. of companies

Only 5 companies (2%) cover all three areas.
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Are UK companies shrugging off the impact of Al?

Of the companies which identified Al as an opportunity, some 44% didnt cite Al as an

emerging or principal risk, and 156% didn’t have any board members with skills related to IT,

tech, cybersecurity or data.

Provision 22 of the Code says that the chairperson should act on the results of the board
performance review by recognising the strengths and addressing any weaknesses of the

board. Each director should engage with the process and take appropriate action when
development needs have been identified.

Artificial intelligence - opportunity v risk

47% [l 54% Il 29% [l 87% I 50% Il 50% [l 39% [l 50% [l 33% [ 33% M +13%

@ Don't recognise
opportunity

@ Recognise
opportunity

% 13% [l 50% [l 50% I 61% [l 50% [ 67% [ 67% Ml 57%

Basic materials %

N
Consumer
discretionary
Consumer
staples
Energy
Financials
Healthcare
Industrials
Real estate
Technology
Utilities

Telecommunications

From an industry-level perspective, the energy, healthcare, consumer discretionary,
and financial sectors placed a lower emphasis on recognising Al as an opportunity and
incorporating its transformative potential into their strategic reports. Our data shows a

general failure to establish a clear correlation between the potential of Al its associated risk
and the requisite skills necessary for its effective integration. This shortfall extends to the

evaluation of board skills and how Al is integrated into existing business models.

A low-energy response

Only 13% of energy companies disclose Al as an opportunity. This is at odds
with the opinion of its industry regulator, Ofgem, which has set up dedicated Al
resources.

“Al could play a big part in decarbonising the energy sector. For example, it can

be used to better predict weather that can help improve solar generation forecasts.
Using this technology in this way means there should be less reliance on fossil fuels.
This means that the use of Al technology can support the UK government’s medium

and long-term Net Zero targets.”

further outlines the Al opportunities for energy companies, from

emissions monitoring to infrastructure routing.

“Al is accelerating the energy transition, say industry leaders. The technology is
transforming all areas of the sector, with new roles generated and more traditional,
lower-skilled jobs at possible risk.”

At this inflexion point, it's important that boards look beyond operational efficiencies
and adapt to governing at scale, integrating opportunities into strategy while
managing new risks.
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https://www.ofgem.gov.uk/energy-policy-and-regulation/policy-and-regulatory-programmes/artificial-intelligence-ai-within-energy-sector
https://www.ft.com/content/07671f2e-d7b4-4f94-836c-eb0be9f6b605

Unlocking Al: risks, rewards and talent acquisition




Do boards have the expertise to deal with emerging risk areas?

Risks 2014 - 2024

3.5
3.0
2.5
2.0
1.5

1.0

oo Mil.n Il I I I“ [

Environmental Technology Social, Employees Expansion
and cyber community and growth
and reputation

@ 201t @ 2015 @ 2016 @ 2017 @ 2018 @ 2019

In 2024, companies seem more focused on the risks presented by macroeconomics,
regulation and compliance than in 2023. Obvious external factors explain this, such as new
global conflicts, a huge election year, and ever-changing regulation in industries such as
finance, healthcare and telecoms, in addition to the revised Code and the crystallisation of
certain ESG regulations. Companies - particularly those dealing in basic materials, finances,
and real estate - viewed strategy-related risk as an increasing concern.

Operational and financial risks are declining in terms of prominence. This could be due to the
heavy weighting of board skill sets towards operations and finance, which provides sufficient
mitigation to these areas.

Regulation and Macroeconomic Operational Financial Strategy-related
compliance

2020 2021 2022 2023 2024

Perceived risk from environmental factors has also declined for the second year in a row.
This may be explained by the fact that 82% of companies claim to align with the Taskforce
on Climate-related Financial Disclosures (TCFD) reporting requirements, indicating that
organisations may consider the necessary work that has been done to comply. However,

it could also be because sustainability-linked skills remain rare in boards and senior-level
positions, and the discussions in this regard within organisations are only starting to mature
beyond compliance requirements.

Nevertheless, there’s no room for complacency. When boards become comfortable with
certain risk areas, there’s a danger that they will adopt a rinse and repeat mentality, which
runs the risk of overlooking areas of potential opportunity.
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Increasing risk areas by industry: strategy
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Decreasing risk areas by industry: technology
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Mentions of technology and cyber risk dropped significantly compared
to previous years, particularly for companies dealing with consumer
staples, financials, healthcare, industrials, technology and telecoms.
This is particularly surprising for sectors such as financials and
healthcare, which hold swathes of personal and sensitive information.
In June 2024, for example, a cyber attack on Synnovis, a pathology lab
that processes blood tests for NHS organisations, resulted in the theft of
sensitive patient results.

The representation of cyber and IT expertise on boards remains the
same as in 2023, yet data shows the external threat from cyber-attacks
is growing. The 2024 UK Government Cyber Security Breaches Survey,
for example, shows 50% of businesses reported some form of IT
security breach in the last 12 months.

///
/
/
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/
/
/
/
/
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y
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Board skills and experience

Skills as a proportion of board

Accounting / Finance Law

Sustainability / ESG IT / Technology
Cyber / Data
experience Banking/ Pri.vate equity /
Venture capital
Direct sector Marketing /
experience Communication / PR
International HR
experience
Other board Risk management / Compliance /
experience Regulatory environment

FTSE 350 Operations
board experience  management

@ 2024 ® 2023

159 (63%) companies have at least one board member with sustainability/
ESG linked skills. 70 sit within the FTSE 100, 77 within the FTSE 250.

Notable increases in the proportion of the board with accounting/finance
(48% vs 43%), risk management (27% vs 20%), international experience (40%
vs 31%]) and cyber/data (9% vs 3%)] skill sets.

Are board skills aligned with critical risks?

Our 2024 analysis of board composition shows a notable increase in the
proportion of the board with experience in accounting/finance, risk management,
international experience and cyber/data skills.

Some 63% of companies have at least one board member with sustainability/
ESG skills. This leaves 37% of boards exposed to risk amid an onslaught of new
and incoming ESG-related directives, including TCFD, TNFD, ISSB, and CSRD.
The penalty for non-compliance can range from financial penalties, legal
repercussions, reputational damage, and failure to procure contracts (among
others).

As mentioned above, there continues to be a disproportionate focus on finance and
operational specialisms when it comes to board skills. This could leave companies
potentially exposed to new and emerging threats and perhaps puts a greater
emphasis on the need for more transparency around learning and development
programmes, and an understanding of how potential risk areas are mitigated
through senior skills within the business. For example, only 7% (6% in 2023) of
boards in our 2024 study have HR representation, despite labour shortages and
the talent for competition being a high threat for many UK sectors.

r“CFOS [and board members] are more inclined to stay technically up-
to-date and aware of what’s going on externally when they have good
industry bodies and networks feeding them; being able to challenge the
way things have historically been done is key to the role.”

Claire Dudley-Scales
CFO, CP Holdings

\_ J
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Improving the board’s approach to succession and composition planning



https://www.cgi.org.uk/assets/files/pdfs/Publications/2021/cgiuki-board-evaluation_full-report.pdf
https://www.cgi.org.uk/assets/files/pdfs/Publications/2021/cgiuki-board-evaluation_full-report.pdf

Risk: questions for boards

1 How does your governance framework support a strategic balance
between a focus on the present and the future?

2 How has your board gained comfort around newer risk areas such
as cyber, Al and data in terms of risk and opportunity?

3 s the board comfortable that the organisation has sufficient
capability and capacity to address new risk areas?

4 When was the last time you reviewed your governance structures
around risk, including remits, terms of reference, delegated
authorities, learning and development, and succession?
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Progress towards diversity

Progress towards board diversity is a mixed bag. Great strides have been made regarding
ethnicity. 83% of companies in 2024 meet the FCA's target of having at least one board
director from a minority ethnic background, with only one FTSE 100 company failing to meet
the target. The same can't be said for gender equality, with only 54% of companies boasting
a board composition that’s more than 40% women.

For the first time since 2022, boards have shown more reluctance to set out both their
diversity and inclusion (D&l) policy and progress against it - 77% of companies did this
in 2023 compared to 65% in 2024. This seems odd when UK business is battling a talent
shortage caused by a shrinking UK workforce, skills gaps, and business transformation. To
attract the widest talent pool possible, it’s in an organisation’s interest to demonstrate an
inclusive workplace and culture.

Succession planning is an opportunity for diversity

Companies identified succession planning as a priority focus area, creating an opportunity
to inject diversity at board level. However, our study shows that companies are taking

a narrow approach to diversity, overlooking factors such as age, disability, and social
background. For example, 59% of companies failed to consider age/generational diversity
and even more, at 67%, didn’t mention cognitive or personal strengths.

Changes to the Code may remedy this by replacing guidance that boards “should promote
diversity of gender, social and ethnic backgrounds, cognitive and personal strengths” with a
broader remit to “promote diversity, inclusion and equal opportunity.”

A wider interpretation of diversity could help to futureproof performance. A diverse range
of age groups, for example, may bring a different perspective on upcoming risks and
opportunities.

Diversity

Other areas of diversity

Age
Cognitive and
personal strengths

Culture
Disability
Ethnicity

LGBTO+ (sexual orientation
and gender identity)

Nationality

Other

Race

Religion or belief
Skills and experience

Social background

121

@ Considered

No. of companies

® Not Considered

133
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DE&I - is your board leading by example?




Getting in

We run several initiatives to help people from

lower SEBs to get into our firm such as:

» school outreach and mentoring programmes
targeting ‘cold spot’ areas

+ collaborations with external organisations
like RISE, the Social Mobility Foundation,
One Million Mentors, and the Amos Bursary
to raise awareness of the accountancy
profession and deliver skill workshops

» work experience opportunities and acting
as a trustee for overseeing the Access
Accountancy programme for LSEB secondary
school students

+ varied routes into employment including
apprenticeship opportunities

* removing grade barriers and implementing
competency-based interviews

+ targeting recruitment activities at LSEB
schools through partnerships with
organisations like the Sutton Trust

+ promoting our School Enterprise Programme
externally through outreach efforts.

@ Getting on

To help new all new employees and trainees
thrive once they join the firm we offer a wide
range of support-implementation and monitoring
of the new Early Careers (EC) framework

such as:

*  buddy and mentors for new joiners

+ ACA changes and an updated syllabus

» enhancements to the Institute’s portal and
systems

* revisions to our talent and orientation
programme, specifically with exams, study,

and revision skills

» promoting intersectionality across Inclusion
& Diversity (I6D) strands

+ offering sponsorship, mentoring, and
coaching opportunities
+ group learning sessions with senior input and

improved awareness on how to request
a coach or mentor.

[ XX

Gip ) Belonging

As well as succeeding in their roles we also want
all our people to feel that they genuinely belong
at the firm and have taken actions to enable this
environment. The key initiative is setting up a
Social Mobility Board to engage senior leaders
in the agenda, which is supported by both an
active partner and board sponsor. Partners from
LSEBs also act as role models for change and
speak at internal and external events. Other
support includes:

»  building a community through ‘tea break’
sessions and raising awareness through
Social Mobility Awareness Day

+ increasing visibility of social mobility role
models and creating bitesize videos, including
explainers of micro-aggressions

+ encouraging senior role models from LSEBs
to share their stories - fostering a culture that
values talent above background.
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Key performance indicators

2.5

2.0

o

Expansion and
growth

Early signs of a review and renew approach to

governance

In our 2023 report, we warned that companies risked falling into an echo chamber by
focusing on internal KPls at the expense of external stakeholders.

Boards in our 2024 cohort evidenced some understanding of this risk. They improved their
‘licence to operate’ by increasing the number of KPIs related to employees, shareholders’
funds, communities, and the environment.

1.5

1.

) || ‘ “
0.0 |I || |

Employees Customer Social and Regulation and Revenue

community compliance

@ 201+ @ 2015 @ 2016 @ 2017 2018 @ 2019 2020 2021

Profit and costs

2022

Shareholders’
funds

2024

Working Capital Interest, debt
capital/ expenditure and or gearing
cash flow other costs

64% of companies provided good or detailed Section 172 statements in 2024, compared
to 40% in 2023. Increasingly, we’re seeing companies provide real insight into boardroom

decision making, including a detailed analysis of how they evaluate stakeholder impact.

These positive instances of a review and renew approach show that board discussions can
be of very good quality and set an example to less proactive boards.

Companies must ask what will drive a move to leading indicators: perhaps it’s a solid
governance platform, an experienced non-executive director or both? Recognising this should

be part of the constant evaluation and redesign of governance structures to meet future

challenges.

This dynamism was also reflected in an increase in the quality of Section 172 statements,
which explain how a company’s actions impact employees, suppliers, and the environment.
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Engagement party - 2024’s biggest improvements

of companies illustrated the impact of board decisions in the context of
stakeholder considerations (2023: 40%)

81%

of companies provided a good or detailed Section 172 statement
(2023: 40%)

of companies specified actions prompted by information collected from
shareholders (2023: 22%)

“Corporate governance, as a starting point, is really there to protect our shareholders.
We do that largely by having some of those shareholders in key roles within the
organisation. But we’ve got to extend that and make sure we’re also considering a
wider group of stakeholders.”

Claire Dudley-Scales
CFO, CP Holdings

Why have KPlIs related to shareholders’ funds
increased?

An increase in KPIs related to shareholder funds may reflect the cash-rich position of many
companies following COVID-19 and the subsequent discussions on whether to return value
to shareholders or invest in growth. It may also be a result of the 2024 Code changes,
which require more detailed and transparent disclosure of how share-based payments are
managed and controlled internally.
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Employee engagement

of companies use one of the three workforce engagement methods
8 2 o/o specified in the Code: employee directors, a workforce advisory panel
or a designated non-executive director.

workforce advisory panels
(2023: 31%)

employee directors

(2023: 5%)

employee representative
attends board meetings

(2023: 10%) with employees (2023: 65%)

NEDs with responsibility for engaging

ﬂDesigncted NEDs with responsibility for engaging with employees are by far the
preferred company mechanism by company boards, which is a good approach.
However, not all of these directors are well-equipped for discharging this special
responsibility, there is little guidance and a potential to generate tensions with
management.”

Dr Filipe Morais
\Henleg Business School

~N

To report or not to report? That’s the questionnaire

While 219 companies disclosed the use of surveys and questionnaires for employee
engagement, few published the detail of the results or even completion rates. This makes it
difficult for stakeholders to draw conclusions about company culture, an important leading
indicator of company performance and sustainability.

(.

For us, we’re continually trying to evolve our [governance] framework and to make
sure that we’re not burdening the business on a day-to-day basis. We also try to
embed controls where we can, but this isn’t always easy, especially when you have
divisions that are doing multiple different things.”

Claire Dudley-Scales
CFO, CP Holdings

Stakeholders and shareholders:
questions for boards

1 Do your terms of reference and delegations enable effective and
diverse stakeholder engagement, or is one representative responsible?

2 What KPIs and metrics give you comfort in your licence to operate?

~N
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Business purpose

96%
define their purpose (2023: 95%)

17%

authentically demonstrate their
purpose, including measuring
progress agdainst their purpose
(2023: 16%)

93%
assess alignment of the company’s

policies and practices with purpose
(2023: 81%)

Linkage

59%

Purpose as a leading indicator

Though boards are committed to the idea of purpose, once again, they’re falling down on
providing transparency on how they deliver it. While 96% of companies stated a purpose,
just 17% authentically demonstrated it with associated metrics.

The power of PAS

PAS 808, the first national standard in Purpose-Driven Organisations (BSi: PAS808) was
published in 2022. The standard provides companies with guidance on what governance
behaviours are needed to be a purpose-driven organisation based on ISO 37000. PAS808
sets out the worldviews, principles and behaviours for delivering sustainability - put another
way, an organisation that exists to optimise for a contribution to long-term wellbeing for all
(sustainability) while ensuring it doesn’t harm this in the process. It also includes guidance
relating to the governance of culture which is helpful when culture can also be an indication
of being purpose-driven. The relatively new standard is gaining traction and is designed

to help boards of companies create effective purpose-driven governance frameworks

and therefore govern more effectively. While work to create the international consensus is
underway, PAS 808 remains a working draft with the expectation that development will take
two years and from there, ISO 37011 in Purpose-Driven Organisations will be published in
2026.

@ 14%
include culture as a performance

metric within their executive
annual bones (2023: 7%).
Only 4% include culture as a
performance metric withing LTIP

clearly explain the linkage between
their business model strategic
priorities and culture (2023: 56%)

Culture

99%
say how they monitor culture

(2023: 96%)

50%

use a ‘basket’ of three or more metrics
to measure culture (2023: 40%)

63%

give a direct linkage of the culture,
purpose and values to the output of
employees, remuneration, etc.

® W) &

(.

“As per the first national standard in Purpose-Driven Organisations (PAS808) the
important thing for boards is to be clear what culture would enable their purpose;
where they are now; the plan to close the gap and how to continually oversee and
be accountable for this - keeping in mind the governance system structures decision
making and is the most potent in affecting culture. To me this is the only logical way
for the board to approach measurement and oversight/accountability of culture, and it
should be supported and informed by robust systems of measurement.”

~N

Dr Victoria Hurth
Independent Pracademic and Fellow of Cambridge Institute

(or Sustainability Leadership )
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2024 report card

Culture measurement needs nuance

Board performance
How companies measured culture in 2024

23% of companies used staff turnover as a culture metric in 2024, compared to 17% in 2023. However, as with employee surveys, a headline figure isn’t enough. More nuance is needed:
are employees leaving because there’s no career progression, pay is better elsewhere, or there’s a lack of flexible working? Risk

Stepping away from a rinse and repeat approach to reporting allows boards to add new metrics that act as powerful leading indicators of business performance. For example, a sudden
increase in voluntary staff turnover may signal underlying issues such as low employee morale, poor management, or inadequate compensation. These issues can lead to decreased

productivity, lower quality of work, and, ultimately, a decline in business performance. Board effectiveness

Case study: Taylor Wimpey, building strong foundations for culture

Taylor Wimpey’s more nuanced approach to monitoring, measuring, and embedding culture is evidenced in its report through a focus on nuancing some of its culture metrics

and clear engagement and discussion by the CEQ.

The CEO’s discussion of culture, the metrics used, and
the culture initiatives driving changes in these metrics
evidence ownership by senior management, a proactive
approach to embedding the company’s desired culture
and the direction of travel through demonstrating the
impact of these initiatives. For example, successful
internal succession-planning (45% and 62% internal
promotions at various management levels) and recently
introduced employee-recognition schemes have
supported a decrease in voluntary turnover levels (from
17.7% to 14.2%). Also mentioned were increased eight-
week customer NPS scores but lagging nine-month
customer NPS scores with a decisive intent to address this
as part of driving the desired culture in the coming year.

At first glance, this appears to be a typical culture
measurement metric. However, while Taylor Wimpey
specifically describes a 93% engagement level from their
survey, their report also provides a degree of difference
by detailing a response rate of 69%. This small, but
important detail contextualises the 93% outcome on
scoring for stakeholders in various ways: it helps them
understand how reflective the result is of the company’s
workforce - the majority, but not the entirety given the
response rate isn’t 100% and that the organisation

has to engage other means to seek feedback from the
outstanding 31%, as relying on surveys provides a limited
view. The report also acknowledges this by describing the
other approaches by which the company ensures it gains
vital feedback from employees.

Taylor Wimpey's reporting specifically homes in on the
voluntary aspect of this metric, noting this is 14%, down
3.5 % from the previous year. This level of nuance - the
difference between overall staff turnover (voluntary and
involuntary combined) and voluntary specifically is
much more useful for stakeholders, senior management,
and the board when considering how healthy the
culture of the organisation is, as it clearly indicates

that increasingly more employees choose to stay at
Taylor Wimpey. Additionally, by providing the year-on-
year change for this metric, stakeholders are able to
effectively conclude that any culture initiatives put in
place are having a positive, intended impact to embed
the company’s target culture.
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Is a short-term approach to culture creating risk?

of companies include culture as a performance metric within executive
annual bonuses (2023: 7%)

include culture as a performance metric within long-term incentive plans

(LTIPs) (2023: 4%)

Provision 2 of the 2024 Code

In line with this provision, the board should assess and monitor how the desired culture has
been embedded. Where it’s not satisfied that policy, practices or behaviour throughout
the business are aligned with the company’s purpose, values and strategy, it should seek
assurance that management has taken corrective action. The annual report should explain
the board’s activities and any action taken. In addition, it should include an explanation of
the company’s approach to investing in and rewarding its workforce.

The 2024 changes to the Code further focus on company culture, particularly Provision 2,
which now requires boards to assess and monitor how culture has been embedded within an
organisation.

One potential solution is to reflect culture as a performance metric within executive
remuneration. Only 14% of companies did this in 2024 (2023:7%), with only 4% including a
culture metric in executive LTIPs.

This seems counterintuitive as maintaining company culture is very much a long-term
endeavour. Reflecting this in executive rewards signals to stakeholders (particularly
employees and potential employees) that a company’s people policies are more than just
words on a webpage.

Purpose and culture: questions for boards

1 Are you measuring your progress against purpose?

2 When was the last time you reviewed your metrics around company culture to
improve qualitative data?

3 Is culture included as a metric in executive long-term incentive plans?
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New and incoming sustainability directives have accelerated the rate at which larger listed
companies are starting to consider governance models that focus on long-term sustainable
value creation rather than short-term benefits. Drawing from the Five Capitals framework,
these models align the interests of companies, shareholders, managers, stakeholders and
society.

@ L% of companies provided a link between strategy and sustainability
strategy in 2024 (2023: 89%)

Sustainability reporting requirements are set to grow

+ The EU Corporate Sustainability Reporting Directive (CSRD), which only impacts UK
companies with operations in Europe, is effective for periods commencing January 1
2024. 24% of companies said they were committed to CSRD, 20% acknowledged the
directive, and 56% of companies made no mention of it

+ The Taskforce on Nature-related Financial Disclosures (TNFD) isn’t yet mandatory for UK
companies. However, there are recommendations and ongoing discussions about making
TNFD reporting mandatory

+  Though Task Force on Climate-related Financial Disclosures (TCFD) reporting is already
mandatory for premium-listed companies (and 82% are compliant), the UK aims to make
it mandatory across the economy by 2025

Sustainability reporting:
your practical guide
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Areas of non-compliance 2024

At the start of this report, we noted that compliance with the Code is rising, with 65% of
companies complying in 2024, compared to 39% in 2023. This leaves 35% of companies

in non-compliance, with 19% not disclosing whether they intend to comply next year either.

Once again, this opens up the hot topic of whether the Code is fit for purpose for every
company - some argue it’s onerous, over subscriptive, and not relevant to their business,
with explanations of non-compliance sometimes reflecting this view. Others find the
Code and other frameworks invaluable for protecting stakeholder interests. For example,
an alliance of pension funds recently warned the London Stock Exchange that softened
corporate governance rules would put investors at risk.

Top three areas of non-compliance

Number of companies not adopting the provision

Provision 9: The chair should be independent
(possibly an unwinding issue while ‘non- independent’
incumbents finish their tenure).

Provision 19: The chair should not remain in the post
beyond nine years of their first appointment.

Provision 38: Pension contribution rates for executive
directors should be aligned with those available to the
workforce.

ﬂChcir independence and tenure being the top areas of non-compliance is clearly
an area where the ‘explain’ should be carefully valued. Examining the governance
leadership structures in my research, there is a clear case for chair and CEO role
separation, however, chair independence and tenure can and should be subject to
reflection. In highly successful, and often listed, family-controlled companies, there is
often a long-serving chair - and time and again this emerges as a tremendous source
of strategic advantage for long-term value creation.”

Dr Filipe Morais
Henley Business School

N

~

Case study: Cranswick Plc, Code readiness

Cranswick Plc was among the 33% of companies compliant with the

updated provisions of the Code, effective 1 January 2025, and one of the

few companies to publicly disclose its commitment to implement the updated
provisions to ensure ongoing compliance upon adoption of the new Code, with
the most substantive changes to audit, risk and internal controls to identify,
assess and monitor key controls at both a Group and operational level.

Particular focus was given to compliance with Provision 2, which requires
boards to not only assess and monitor culture but also measure how the
desired culture is embedded into the company. Cranswick Plc successfully
establishes a direct correlation between corporate culture, values, purpose
and their ‘differentiators’, which is embedded throughout its business
practices, employee output and director’s remuneration. Key metrics are
utilised to evaluate the potential impact on their people.

50% of companies use a basket of three or more metrics to measure culture.
Cranswick Plc goes beyond, using a diverse range of metrics, including
health and safety, employee surveys, speak up and whistleblowing, diversity,
sustainability-linked metrics, and stakeholder satisfaction of employees,
customers and suppliers. Cranswick Plc use the ‘FOOD’ behaviors (Forward
thinking, One team, Ownership, Driven] to embed culture and values in their
employees and retain sufficient levels of talent. The group’s internal audit
function has the necessary independence and a clear mandate to review
aspects of corporate culture, providing independent assurance on the
appropriateness and effectiveness of internal controls.

The Audit Committee initiated a project in 2022, with the assistance of externall
consultants, to review and enhance controls and to monitor the effectiveness
of these over the Company’s material financial, operational, reporting and
compliance risks to align with the requirements of Provision 29. Under Provision
29, the board is mandated to not only review the effectiveness of the control
framework, but also declare the effectiveness of material controls at the
balance sheet date, and the action proposed to address ineffective controls.
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https://www.thetimes.com/business-money/companies/article/pension-funds-renew-attack-on-london-stock-exchange-09b3d2dqk

2024 is the first year since 2018 in which annual
reports have stopped getting longer

Remuneration committee reports continue to creep up with increasing recommended
disclosures following the 2018 and 2024 Code revisions.

FTSE 350 annual reporting length (avg) - seven years

250

No. of pages
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3
3

o
=}

2019 2020 2021 2022 2023

W Annual report mFrontend  mBackend  ® Remuneration committee report

2018

202!

0

Is the UK ready for the 2024 Code changes?

Some 33% of companies already meet the new requirements of the Code, which come into
effect for reporting periods beginning on or after January 1 2025.

Compliance dipped following the last reform of the Code in 2018. However, we don’t expect
a repeat pattern as the 2024 changes are an evolution rather than a rewrite of the existing
framework.

Whether the tweaks will be enough to allay the hardcore critics who believe the Code needs
a complete overhaul will be borne out in next year’s report.

For others, the new Code represents an opportunity for boards to break the rinse and repeat
cycle. The FRC’s Annual Review of Corporate Reporting 2023-2k says, “Good quality
reporting does not necessarily require greater volume”. By switching to a review and renew
approach, boards can create streamlined governance and reporting frameworks that are fit
for the future.
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https://media.frc.org.uk/documents/Annual_Review_of_Corporate_Reporting_2023-2024.pdf
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Review and renew
for a strong future

Contact us }
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Methodology

Our Corporate Governance Review has analysed,
tracked, and captured best-practice and emerging
governance trends for more than two decades.

We use data from the front end of 254 annual reports from FTSE 350 companies, who must
apply the UK Corporate Governance Code 2018. Our analysis excludes investment trusts
which follow the AIC Code of Corporate Governance.

With thanks to Eve Singleton, Antoinette Onwona, Jessica de Lange, Violah Matwaka
and Erin Causley.
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