





























Effectiveness

DISCLOSURE LEVELS AROUND
EVALUATION RESULTS AND
SUBSEQUENT ACTION PLANS

B FTSE 350
Yes, strong description

24
Yes, limited description

95%

No

“Evaluation of the board of
FTSE 350 companies should be
externally facilitated at least
every three years.”

(UK Corporate Governance Code, B.6.2)

Tailoring evaluations

The involvement of an independent
facilitator, to introduce a fresh
perspective and add real value, was
emphasised by the FRC in its 2010
revisions. Seventy four companies
(2010: 50) engaged an external facilitator
this year, with a further 51 planning to
do so next year.

The use of an independent facilitator
to evaluate a board’s modus operandi is
evolving. Anecdotal comment suggests
that quality remains mixed. The best
evaluations should be tailored to the
specific circumstances of each company
and be forward looking, rather than
focusing on past decisions. The FRC,
in its Guidance on Board Effectiveness,
has set out a number of areas that could
be considered.
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EXTERNALLY FACILITATED BOARD EVALUATIONS

M FTSE 350

25"

2011

B FTSE 100

34%

2011

H Mid 250

20% I

2011

N

17%

2010

2010

4

12%

2010

Re-election
“All directors of FTSE 350 companies should be

subject to annual election by shareholders.”
(UK Corporate Governance Code, B.7.1)

A controversial addition to the 2010 Code was the provision
that all FTSE 350 company directors should be annually
re-elected. This was a significant change from the previous

guidance, which recommended re-elections every three years.

COMPANIES THAT ANNUALLY RE-ELECT THEIR DIRECTORS
M FTSE 350

70%

2011

6%

2010

B FTSE 100

87" 7%

2011 2010
H Mid 250

61% 5%
2011 2010

The majority of companies 70% (2010: 6%) have already
introduced annual re-election. This number is expected to
increase in 2012, with only a small proportion of companies
choosing not to comply.

Commitment, development,
information and support

“All directors should be able to allocate sufficient
time to the company to discharge their responsibilities

effectively.”

(UK Corporate Governance Code, Main Principle B.3)

If one assumes that an NED typically sits on two out of
three board committees, they would attend an average of 16.8
(FTSE 100: 18.4, Mid 250: 15.9) formal board and committee
meetings. In addition, they would also need to attend AGMs,
familiarisation visits, investor engagement and strategy days.

FTSE 100 Mid 250

Average number of meetings for NED* 18.4 15.9
Average fees** £79,500 £48,500
Average fee per meeting £4,300 £3,050

*Assuming membership of 2 out of 3 principal board committees
** Source: Hemscott

Rising Mid 250 fees

Average non-executive director fees have risen by 5% in the
Mid 250, with no real movement in the FTSE 100. NEDs in
the FTSE 100 receive an average per meeting rate of £4,300
compared to £3,050 in the Mid 250.

Non-executive director terms and conditions of
employment can help shareholders to understand NEDs
expected time commitment and responsibilities. However,
more than one third of the FTSE 350 do not indicate where
such terms and conditions may be inspected.
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Accountability

As compliance with the Turnbull guidance becomes
commonplace, attention is turning to more sophisticated
risk reporting, including more informed disclosures into

the effectiveness of internal control.

Risk management and
internal control

“The board is responsible for determining the

nature and extent of the significant risks it is willing
to take in achieving its strategic objectives. The board
should maintain sound risk management and internal
control systems.”

(UK Corporate Governance Code, Main Principle C.2)

Virtually all companies are now in full compliance with
the Turnbull Guidance on Internal Control, which was
first issued in 1999 and most recently revised in 2005. The
debate has now moved on from undertaking an annual
review of internal control and simple risk identification to
the management of risk — its mitigation and link to internal
control. Strong progress is being made in this area.

Good quality disclosures on risk management and internal control

Strong internal Strong risk
control disclosures management
disclosures
FTSE 350 74% 55%
FTSE 100 87% 68%
Mid 250 68% 48%
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“Boards are concentrating on
strategic and reputational risks
capable of undermining the long-
term viability of their company”

The FRC’s September 2011 paper ‘Boards and Risk’
summarises its discussions with companies, investors and
advisers which reflects a growing board awareness of and
focus on risk.

The paper provides helpful insights as to the issues
boards are facing and their varying responses. Use of the
classic risk map, prioritising risk by probability and impact,
remains widespread. Many boards are looking to develop
new approaches to managing and monitoring their risks, in
particular focusing on areas of change.

Focusing on strategic risk

Many boards are now concentrating on those strategic and
reputational risks capable of undermining the long-term
viability of their company rather than the wider array of
generic risks. Furthermore, the management of operational
risks, such as health and safety, liquidity and quality control
is delegated to board or management sub-committees,
although the board retains ultimate responsibility.

There continues to be a disjointed approach to reporting
on risks and risk management in annual reports with
disclosures split between the principal risk section of the
business review and the internal control statement in the
governance report. Notwithstanding this confusion, we
detect a shift of focus away from risk capture toward
seeking to embed risk management into the heart of the
organisational culture.

“With the increasing focus on risk
management, the debate as to whether
to separate risk from andit committee
responsibility will continue”

Effective internal control

While there is little appetite for a Sarbanes-Oxley
style audit of internal control, the FRC’s Effective
Company Stewardship review proposes that
auditors should formally report their views on
the effectiveness of internal control to the audit
committee.

Just a quarter of companies provide real insight
into how they review the effectiveness of their
internal control system. This figure has barely
moved for five years. In the absence of clear
guidance, the depth, extent and frequency
of review is destined to remain unclear.

Following its informal consultation, the
FRC believes that the Turnbull Guidance
remains an effective framework for reviewing
risk management and internal control systems.
However the guidance is due to be updated in
2012, to address the Code’s increased focus

on risk.

The emergence of risk committees

The Walker review recommended that all financial
institutions — that is banks and life insurance
companies — introduce risk committees. All but
one have now established such committees with
board representation.

Industry (size) Separate risk With board
committee % representation
%

FAST FACTS
ON AUDIT COMMITTEES:

e The average number of audit committee meetings was 4.4 per year

(FTSE 100: 5.2, Mid 250: 3.0)

e Three companies, all in the FTSE 100, met more than once a month

e One company does not have an audit committee.

Financials (12) 92.3 100.0
Non-financials (286) 33.0 88.3

This practice is less widespread outside the
sector, with just a third of companies having a
separate risk committee. The majority continue
to address risk through the full board and audit
committee.

The existence of a risk committee does not
relieve the board of their ultimate responsibility
for risk and they remain responsible for making
all final decisions. But with the increasing focus
on risk management, the debate as to whether to
separate risk from audit committee responsibility
will continue.

Audit committee
“The board should establish formal and

transparent arrangements for considering
how they should apply the corporate
reporting and risk management and internal
control principles and for maintaining an
appropriate relationship with the company’s
auditor.”

(UK Corporate Governance Code, Main Principle C.3)

Twenty two companies (2010: 28) do not identify
a committee member with recent and relevant
financial experience, with 16 failing to report on
this non-compliance. It is surprising that a small
minority still choose not to comply with this long-
standing Code provision.

CORPORATE GOVERNANCE REVIEW 2011
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Assurance

Companies keep their anditors for longer than they retain most of their
employees, yet they remain taciturn about if, and when, they review this

long-standing relationship.

External audit

A job for life?

During the year, five FTSE 350 companies changed their
auditors with a further six stating they would hold a tender
in the next year.

Taking these figures with the actual number of changes
over the previous four years (2010: 8, 2009: 16, 2008: 7, 2007:
8), on average, a FTSE 350 company changes auditor just
once every 34 years.

QUALITY OF DISCLOSURES ON DECISION TO APPOINT, REAPPOINT
OR REMOVE AUDITORS (FTSE 350 2011)

No description Basic information Good disclosures

49% 17%

While the quality of disclosures around reappointing auditors
has improved slightly, only 17% (2010: 14%) provide full
explanations. There remain 34% (2010: 45%) who give no
information whatsoever despite these disclosures first being
introduced in the FRC Guidance on Audit Committees

in 2008.

“On average, a FTSE 350 company changes
auditor just once every 34 years”
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Towards mandatory tendering

The FRC will soon consult on introducing mandatory
competitive tendering every ten years and on enhanced
disclosures as to a company’s decision-making process.
With 83% of companies giving no information as to when
their audit was last tendered or how long the auditors have
been in place, stakeholders have little information to form
a judgement. It remains to be seen whether the FRC’s plans
will improve competition and market participation.

Auditor remuneration

Audit fees across the FTSE 350 rose this year by 2%, with a
small decline in fees from the largest companies more than
offset by a 7% increase in the Mid 250.

Current year Previous year
FTSE rank Average Average Average Average
audit fee non-audit audit fee non-audit
(£m) fee (£m) (£m) fee (£m)
1-100 6.24 2.21 6.34 2.48
101-200 1.23 0.68 1.14 0.66
201-350 0.54 0.36 0.51 0.39
1-350 2.66 1.08 2.60 1.15

Note: Audit fees include fees paid for audit related services

The percentage of non-audit fees to audit fees has risen to almost 80%
(FTSE 100: 56%, Mid 250: 91%). This number is perhaps skewed by
12 companies that either floated in the year or undertook a capital
restructuring. Excluding these companies, the level of non-audit fees
reduces to 66% of audit fees, a slight reduction on 2010 when there was
even less capital market activity.

Average non-audit fees as a
percentage of audit fees (%)*

Number of
FTSE rank companies Current year Previous year
in review
1-100 100 56.4 54.3
101-200 97 93.2 80.1
201-350 101 89.2 88.1
TOTAL 298 79.5 74.7

* These percentages represent the average non-audit fees paid by each individual FTSE 350 company as a
percentage of their audit fees — as such they are not weighted by value of fees.

The FRC updated its guidance on audit committees in December 2010,
providing additional advice in respect of using auditors to provide non-
audit services and clarifying required annual report disclosures. Initial
indications suggest that the European Commission are considering
stringent restrictions on the level of non-audit fees.

FAST FACTS
ON EXTERNAL AUDITS:

e Ten companies (2010: nine) did
not use their auditor to provide
any non-audit services in the year

e Seventy three companies (2010:
56) paid more to their auditor
for non-audit services than audit
services, with 20 (2010: 14)
having non-audit fees at levels
more than twice their audit fees

e FEighty three per cent of
companies did not disclose
when they last held a tender for
external audit

e Of the 50 companies that provide
this information, only 16 held a
tender in the last five years.

b ——————
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Assurance

PREVALENCE OF INTERNAL AUDIT FUNCTIONS
Existence of an internal audit function or equivalent

99

FTSE RANK:
1-100

79%

FTSE RANK:
201-350
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86"

FTSE RANK:
101-200

88"

FTSE RANK:
1-350

“Thirty six FTSE 350
companies still operate
without an internal
audit function”

Internal audit

Thirty six FTSE 350 companies still operate without an
internal audit function predominantly at the smaller end
of the FTSE 250. Explanations cite their small size, lack
of complexity and the proximity of senior management to
operations.

Almost a quarter of companies outsource their internal
audit function, fully or partially, with a small number
using their external auditor for aspects of the internal audit
function. The revised FRC Guidance on Audit Committees,
issued in December 2010, provides additional advice on this
contentious practice, discussing the potential negative impact
on both internal control and investor perceptions.

The Chartered Institute of Internal Auditors recommends
that the effectiveness of internal audit functions undergoes
independent external review at least every five years.
Companies are falling well short of best practice with only
12 companies undertaking such a review this year.

Remuneration

Expanding remuneration reports and remuneration committee
meetings underline the sensitivity of an increasing number of executive
remunerations, but are disclosures sacrificing quality for quantity?

Reward levels
and components

“Levels of remuneration should

be sufficient to attract, retain and
motivate directors of the quality
required to run the company
successfully, but a company should
avoid paying more than is necessary for
this purpose. A significant proportion
of executive directors’ remuneration
should be structured so as to link
rewards to corporate and individual
performance.”

(UK Corporate Governance Code,
Main Principle D.1)

Remuneration disclosures are often a
complex and lengthy mix of audited and
unaudited information.

Extensive regulations and guidance have
improved the quantity of disclosure, but
have often led to a lack of clarity and the use
of extensive boilerplate.

Most respondents to the BIS consultation
on The Future of Narrative Reporting
remained unimpressed with the quality of
reporting. In particular, there was a perceived
lack of clarity around the link between
remuneration and company performance.

The Association of British Insurers
has recently issued its “Principles of
Remuneration’ which provides guidance
to shareholders, directors and remuneration
committees on the manner in which
remuneration should be determined
and structured.

A recent wide ranging BIS discussion
paper on executive remuneration is likely
to broaden the debate.

Quality falls as quantity grows
“Upper limits should be set and
disclosed.”

(UK Corporate Governance Code, schedule A)

Ninety one per cent of FTSE 350 companies
set upper limits for annual bonuses of
executive directors as required by the Code,
but 28 do not. Of these, half are in the
financials industry.

This year the average maximum bonus
increased to 147% (2010: 138%) of basic
salary. Bonuses above 150% of basic salary
were offered by 111 companies (2010: 99).

Level of potential maximum bonus

Percentage of salary 2011 2010
Between 0 - 50% 7 8
Between 51 — 100% 84 116
Between 101 - 150% 96 80
Between 151 - 200% 58 47
Over 200% 25 32
No limit 28 20

TOTAL 298 303

“Regulations and guidance have
improved the quantity of disclosure,
but have often led to a lack of clarity”

FAST FACTS
ON REMUNERATION:

e Half of companies
pay executive
bonuses in a mix
of cash and shares

e Thirty two per cent
pay bonuses in
cash only and 3%
in shares only

e Seventeen per cent
of companies do not
provide information
on how bonuses
are paid

e Twenty one per
cent of companies
have in place some
form of claw back
mechanism for annual
performance related
bonuses

e Invirtually all
companies (96%)
executive directors
participate in long-
term incentive
schemes.
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Relations with shareholders

Investor engagement shortfalls
“The chairman should discuss
governance and strategy with
major shareholders.”

(UK Corporate Governance Code, E1.1)

The Investment Management
Association’s first report on adherence
to the Stewardship Code noted that
the majority of institutional investors
rarely engage with the chairman and
non-executive directors of their investee
companies, only contacting them in
exceptional circumstances or to raise
concerns.

This is at odds with the UK
Corporate Governance Code, which
guidance encourages chairmen and
senior independent directors to
actively seek engagement with major
shareholders. It also suggests that
non-executive directors be offered the
opportunity to attend these meetings

28 CORPQg#S

and challenges boards to reflect on
whether broader participation, outside
of executive management, is required
for the whole board to understand the
views of shareholders.

While privately many companies
may find it impractical for their non-
executives to meet with shareholders,
only ten companies reported non-
compliance with the code as they do
not want their NEDs to meet with
investors.

There appears to be some disparity
between what is disclosed in the
accounts and what the Investment
Management Association (IMA) is
reporting. Perhaps the improvement
in disclosure represents growing best
intentions and next year’s IMA report
will reflect improvements in practice.

“The majority of institutional
investors rarely engage with the
chairman and non-executive
directors of their investee
companies”

Narrative reporting

Companies are making strides
in outlining their business
models and KPIs yet strategy
exposition is still unclear and
reports continue to expand.

Financial and business
reporting

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

(UK Corporate Governance Code, Main
Principle C.1)

“The directors should include in
the annual report an explanation
of the basis on which the company
generates or preserves value over
the longer term (the business
model) and the strategy for
delivering the objectives of the
company.”

(UK Corporate Governance Code, C.1.2)

The FRC’s 2010 code revisions require
companies to disclose their business
model. There has been a slow but
steady improvement in this regard, with
27% (2010: 23%) providing strong
descriptions. While there is no standard
definition of business model, in essence,
the FRC wants companies to provide
clarity around how they create and
sustain value.

The best companies structure
their narrative reporting around their
business model. They also identify key
strengths, such as access to funding,
intellectual property and human capital,
as well as recognising the potential
impact of external factors.

Extent of good financial and business reporting disclosures

Business Business Strategy  Connected Risk KPI

description model description reporting  disclosure disclosure
FTSE 350 88% 27% 43% 21% 74% 38%
FTSE 100 98% 31% 57% 28% 84% 54%
Mid 250 83% 25% 35% 18% 69% 29%
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Narrative reporting

“The best companies structure

their narrative reporting around
N N »

their business model

Strategic clarity falters

The majority of companies provide
good descriptions of the nature of
their business and its structure but
less than half provide the same clarity
around their strategy, with barely one

in five linking it to their risks and KPIs.

There are even fewer good examples of
the business model where companies
seem to be struggling to explain how
they create and sustain value. The
International Integrated Reporting
Council’s (ITIRC) work in this area
should provide more guidance.

The FRC has proposed the launch
of a Financial Reporting Lab, which
“seeks to create an environment that
encourages management and investors
to come together to innovate and shape
reporting in order to meet better their
needs”. Its aim of promoting quality of
information over quantity is timely, as
the length of annual reports grew once
again by 5%.
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Continuing inexorable growth

Last year, this review challenged
companies to cut the length of the
narrative section of their annual reports
by 10% or six pages.

Thirty nine companies achieved this
target of a 10% reduction with another
40 making some headway. However,
annual reports continued their
inexorable growth, averaging 135 pages
(2010: 128) with the narrative front end
taking up just over half.

All companies are required to
publish hard copies of their annual
report. Companies are increasingly
utilising innovative technology to
make online reports more accessible
and engaging, for example by enabling
readers to turn pages on screen,
navigate through menus and using
interactive references.

BIS is consulting on a new reporting
framework with the aim of materially
simplifying narrative reporting for
quoted companies. This proposes the
introduction of a concise Strategic
Report which summarises business
model, financial results, strategy
and risks, as well as highlights of
remuneration and governance.

The intent is commendable, but the
challenges are considerable.

LENGTH OF ANNUAL REPORTS
(PAGES)

1345

128.2
120.7

2011 2010 2009

B Narrative reporting

B Financial statements

Principal risks

“The business review must contain ... a description
of the principal risks and uncertainties facing the
company.”

(Companies Act 2006, Section 417; 3b)

The quality of risk disclosures has improved, with 74%
(2010: 63%) providing more detail on risks, their specific
impact on the company and its mitigating actions. Many
companies present this information in a table, improving
accessibility for users.

The best companies link risks to their business model,

strategy and, in some cases, KPIs. However, most companies

continue to have standalone risk disclosures, with limited
linkage to other areas of the business review.

Average number of principal risks identified

Demand for strategic risk disclosure
The FRC discusses risk reporting in its September 2011 paper
‘Boards and Risk’. It reports that investors do not find long
lists of generic risks useful, preferring companies to focus on
strategically significant risks and linking these disclosures
into the business model. In particular, they are interested
in how a company’s risk exposure will change following
changes to its strategy or the business environment.
Typically, companies highlight 11.3 (2010: 11.2) risks with
financial (2.9) and operational (2.3) risks most prevalent.
One hundred and sixty companies list more than ten risks,
including 22 that cite 20 or more principal risks.
As profits have returned and efficiency drives
implemented, the focus has switched to other risks
that may impede growth. This year regulatory risk is a
growing concern.
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significant risks”
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Narrative reporting

Key performance indicators

The business review should include, “to the extent
necessary for an understanding of the development,
performance or position of the company’s business,
analysis using financial key performance indicators,
and where appropriate, analysis using other key
performance indicators”.

(Companies Act 2006, Section 417, 6)

KPI quality rises
The quality of KPI disclosures is improving with 38% of
companies (2010: 31%) providing detailed descriptions.

The most informative reports explain why KPIs were
chosen and explicitly link them to objectives, often via a table
or diagram. They also compare performance with previous
years and set broad targets for future years. However, good
examples are few and far between as most companies do not
set future KPI objectives.

The average number of KPIs is 8.3 (5.3 financial and 3.0
non-financial). Financial KPIs are well established but non-
financial practice is continuing to evolve, with 75 companies
providing no non-financial KPIs.

Many companies report additional KPIs, covering social,
environmental and employee matters, in the corporate
responsibility section of their annual report. This practice is
giving rise to yet more information but less clarity as to what
is of strategic importance.

Overall, it is apparent that considerable confusion
remains as to which KPIs should be included in the printed
annual report and where, and what indicators should be
reported separately online.
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Breakdown of non-financial KPIs by type. Average number in FTSE 350
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“Owerall, it is apparent that considerable
confusion remains as to which KPIs should
be included in the printed annual report
and where, and what indicators should be
reported separately online.”




Recent developments

Governance of companies

The UK Corporate Governance Code

e FRC is consulting on changes to the Code in relation to:

— disclosures around gender diversity in response to Lord Davies’
report ‘Women on Boards'.

— tenders for audit at least every ten years with enhanced disclosures
(Effective Company Stewardship: next steps).

Consultation ongoing.
Changes to the Code to be
published in 2012 and apply to
financial years beginning on or
after 1 October 2012.

QCA Corporate Governance Guidelines
for Smaller Quoted Companies
(September 2010)

¢ Adapted from the UK Corporate Governance Code specifically for AIM

and smaller quoted companies.

Currently effective.

FRC discussion paper on Boards and
Risk (September 2011)

e A summary of discussions with companies, investors and advisers.
e The Turnbull guidance on Internal Control considered broadly fit for

purpose with a limited review to be performed to reflect the Code’s
increased focus on risk.

e Recognises heightened awareness of risk at board level and need to

develop more meaningful integrated reporting linking business model,
strategy, key risks and mitigation.

Limited review of Turnbull
guidance planned during 2012.

FRC guidance on Audit Committees
(December 2010)

¢ Limited changes made on consideration of non-audit services (including

elements of internal audit) provided by a company’s auditor.

Effective from 30 April 2011.

FRC Guidance on Board Effectiveness
(March 2011)

e Relates primarily to Sections A and B of the Code on the leadership and

effectiveness of the board.

e |ntended to stimulate board’s thinking on how they can carry out their

role most effectively.

e Emphasises the role of the chairman in leading the board.

Issued in March 2011.

Governance of investors

Stewardship Code for Institutional
Investors

e Over 150 signatories accounting for about 40% of the equity market.
e Of the top 30 investors in the UK equity market, 25 are signed up and
four of the remainder are sovereign wealth funds.

Voluntary disclosures from
September 2010.

European Commission

European Commission Green Paper on
the EU corporate governance framework

o Considers the comply or explain principle and introduces concept of

monitoring bodies.

e Poses 25 questions ranging from board governance practice to

institutional engagement.

Initial consultation ended
July 2011.
No imminent change expected.

European Commission Green Paper on
audit policy

e Considers market concentration of auditors.
¢ Audit quality and governance.
¢ Audit mandate and communication.

Initial consultation ended
December 2010 with summary
of responses published in
February 2011.

No imminent change expected.

European Commission Green Paper
on corporate governance in financial
institutions

e Questions the future of the ‘comply or explain’ principle.

A broader review planned on corporate governance within listed
companies.

Initial consultation ended
September 2010.
No imminent change expected.
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Gender diversity

The Davies Report on Women on Boards
(February 2011)

e FTSE 350 chairman to announce the percentage of women they aim to

have on boards in 2013 and 2015.

e FTSE 100 boards should aim for a minimum of 25% female

representation by 2015.

e FTSE 350 companies to

publish 2013 and 2015
targets by September 2011.

Narrative reporting

Government consultation on “The Future
of Narrative Reporting”

Discussion paper on “Executive
Remuneration”

Proposes a new framework for narrative reporting with the aim of cutting
the complexity and length of annual reports.

Introduces a new Strategic Report, a concise summary of the company’s
business model, financial results, strategic direction and risks. This
should also include highlights from the governance and remuneration
reports.

Removes outdated disclosure requirements.

Various proposals around remuneration disclosures and process
including a separate discussion paper on executive remuneration.

Consultation closes on 25
November 2011.

Further guidance to

be developed before
implementation

FRC “Effective Company Stewardship”

Discussion paper published by the FRC in January 2011 with a summary

of responses published in September 2011 setting out the next steps:

- Financial Reporting Laboratory launched in October 2011.

— Proposes extending the remit of the audit committee to determine
whether the annual report viewed as a whole is fair and balanced.

FRC supporting the
government in its proposals.
Financial Reporting Laboratory
launched in October 2011.

International Integrated Reporting
Committee (IIRC)

Discussion Paper, ‘Towards Integrated Reporting — Communicating Value
in the 21st Century’ published in September 2011.

Objective of developing a new approach to reporting, building on the
foundations of financial, management commentary, governance and
remuneration, and sustainability reporting in a way that reflects their
interdependence.

Two year pilot programme commencing in October 2011.

Consultation on discussion
document closes 14
December.

Exposure Draft of an
International Integrated
Reporting Framework to
be published for comment
in 2012.




Appendix

Compliance with the Code

QUESTION 1. DO THEY CLAIM FULL COMPLIANCE WITH THE
COMBINED CODE?

Guidance: “The following additional items must be included in its annual
financial report: a statement as to whether the listed company has: (a)
complied throughout the accounting period with all relevant provisions set
out in the UK Corporate Governance Code; or (b) not complied throughout

the accounting period with all relevant provisions set out in the UK Corporate

Governance Code.” (Listing Rule 9.8.6 (6))

Figure 1 (%)
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FTSE 350

50.0
50.5
47.2
44.4
40.8

FTSE 100

54.0
59.2
56.6
50.5
51.5

Mid 250

48.0
46.3
42.5
41.6
35.9

COMPLIANCE BY INDUSTRY

Figure 2
Claim full compliance or provide
“more” explanation %
Industry (size) 2011 2010 2009
Healthcare (7) 100% 100% 100%
Telecommunications (7) 100% 100% 100%
Utilities (9) 100% 100% 89%
Basic Materials (27) 96% 96% 81%
Oil & Gas (18) 89% 95% 79%
Industrials (62) 86% 87% 89%
Consumer Goods (26) 85% 82% 83%
Technology (15) 80% 88% 73%
Consumer Services (66) 79% 88% 77%
Financials (61) 78% 77% 84%
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QUESTION 2. OF THE 149 COMPANIES WHO DO NOT CLAIM FULL

COMPLIANCE WITH THE CODE, TO WHAT DEGREE DO THEY EXPLAIN THEIR

REASON FOR NON-COMPLIANCE?

Guidance: “A company that has not complied with the Code must include in

its financial report a statement setting out the company’s reasons for non-

compliance.” (Listing Rule 9.8.6(6) (b) (iii))

Figure 3 (%)
FTSE 350

None

M2011 H2010 H2009 M2008 M 2007

0.0
2.7
1.9
83
4.5

Some

31.3
24.0
30.4
28.8
33.7

More

Figure 4 (%)
FTSE 100

None

68.7
73.3
67.7
65.9
61.8

B2011 H2010 H2009 H2008 M 2007

0.0
0.0
2.3
6.3
6.5

Figure 5 (%)
Mid 250

None 0.0

Some

More

|“‘| IIIII -
N
©
-

‘More’ disclosure is achieved where a company provides a detailed
explanation to support each area of the Code with which they choose
not to comply. This includes the reasons for their non-compliance

and an explanation as to why they feel that this non-compliance is

in the best interests of the company and the shareholders. Those
companies providing ‘more’ disclosure often laid out this information
in a tabular format, providing an easy to digest set of explanations for
shareholders, who may be unfamiliar with the Code’s provisions.

Some

21.7
15.0
25.6
27.1
34.8

More

78.3
85.0
72.1
66.7
58.7

QUESTION 3. OF THE 149 COMPANIES WHO DO NOT CLAIM FULL
COMPLIANCE WITH THE CODE WHICH PROVISIONS DO THEY MOST
COMMONLY CHOOSE NOT TO COMPLY WITH?

Figure 6 (%)

A3.2
B.2.1
C3.1
A2.2
A4l
A3.3
A2.1
A3.1
Ab6.1
D.1.1
B.1.1
Ad.A
B.2.2
A7.2
B.1.6
Al2
Al3
B.1.5
B.1.2
B.1.3
A4.6

Code provisions

A3.2

B.2.1

C.3.1

38.0

24.0

10.0

9.3

8.0

8.0

6.7

6.0

4.7

4.0
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2.7

2.7

2.7

2.0

2.0

2.0

2.0

At least half the board, excluding the chairman, should comprise
non-executive directors determined by the board to be independent.

The board should establish a remuneration committee of at least
three independent non-executive directors.

The company chairman may also be a member of, but not chair, the
committee if he or she was considered independent on appointment
as chairman.

The board should establish an audit committee of at least three
independent non-executive directors.

The board should satisfy itself that at least one member of the audit
committee has recent and relevant financial experience.

The chairman should on appointment meet the independence criteria
set outin A.3.1.

There should be a nomination committee. A majority of members...
should be independent non-executive directors.

The board should appoint one of the independent non-executive
directors to be the senior independent director.

The roles of chairman and chief executive should not be exercised
by the same individual. The division of responsibilities between the
chairman and chief executive should be clearly established, set out in
writing and agreed by the board.

The board should identify in the annual report each non-executive
director it considers to be independent. The board should

state its reasons if it determines that a director is independent
notwithstanding the existence of relationships or circumstances
which may appear relevant to its determination.

The board should state in the annual report how performance
evaluation of the board, its committees and its individual directors
has been conducted.

Non-executive directors should be offered the opportunity to attend
meetings with major shareholders and should expect to attend them
if requested by major shareholders.

The remuneration committee should consider whether the directors
should be eligible for annual bonuses. Upper limits should be set and
disclosed.

The terms and conditions of appointment of non-executive directors
should be made available for inspection.

The remuneration committee should have delegated responsibility for
setting remuneration for all executive directors and the chairman.

Non-executive directors should be appointed for specified terms
subject to re-election and to Companies Act provisions relating to the
removal of a director.

Led by the senior independent director, the non-executive directors
should meet without the chairman present at least annually to
appraise the chairman’s performance.

Notice or contract periods should be set at one year or less. If it is
necessary to offer longer notice or contract periods to new directors
recruited from outside, such periods should reduce to one year or
less after the initial period.

The annual report should identify the chairman, the deputy chairman
(where there is one), the chief executive, the senior independent
director and the chairmen and members of the nomination, audit and
remuneration committees.

The remuneration committee should carefully consider what
compensation commitments (including pension contributions and all
other elements) their directors’ terms of appointment would entail in
the event of early termination.

Executive share options should not be offered at a discount save as
permitted by the relevant provisions of the Listing Rules.

Remuneration for nonexecutive directors should not include share
options.

A separate section of the annual report should describe the work
of the nomination committee, including the process it has used in
relation to board appointments.
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Appendix

Leadership
The role of the board

QUESTION 4. TO WHAT EXTENT ARE THE FEATURES OF GOVERNANCE
DISCUSSED IN THE CHAIRMAN'S STATEMENT?

Figure 9 (%)
FTSE 100 B 2011 H2010 H2009 H2008 M 2007

Guidance: “Chairmen are encouraged to report personally in their annual None 0.0
statements how the principles relating to the role and effectiveness of the 0.0
board (in Sections A and B of the new Code) have been applied.” | 1.0
(UK Corporate Governance Code, Preface paragraph 7) | 1.0
Figure 7 (%) ! 1.0
M FTSE 350 M FTSE 100 H Mid 250 Some [ | 27.0
| 27.6
None | 57.0 | 32.3
| 43.0 | 34.0
| 64.1 | 29.9
Some | 33.2 More | 71.0
| 40.0 | 72.4
| 29.8 | 66.7
| 64.9
More - 9.7 I 69.1
] 17.0 ’
| 6.1

QUESTION 5. IS THERE A STATEMENT OF HOW THE BOARD OPERATES
AND HOW ITS DUTIES ARE DISCHARGED EFFECTIVELY?

Guidance: “The annual report should include a statement of how the board
operates, including a high level statement of which types of decisions are to
be taken by the board and which are to be delegated to management.”

(UK Corporate Governance Code, A.1.1)

Figure 8 (%)
FTSE 350 B 2011 H2010 H2009 HM2008 M 2007

None 0.0
0.0
0.3
0.7
2.0

47.0
48.5
49.8
54.9
60.8

Some

53.0
51.5
49.8
44.4
37.3

More

38  CORPORATE GOVERNANCE REVIEW 2011

Figure 10 (%)
Mid 250 B2011 W2010 H2009 H2008 M 2007

None 0.0
0.0
0.0
0.5
2.4

57.1
58.5
59.0
64.6
75.1

Some

41.9
41.5
41.0
34.9
22.5

More

The most informative disclosures included detail of the following areas:
¢ The board’s governance practices and linkage to ethical practices
¢ An established framework for management practice

e Details of meetings of the board and committees, including focus
and remit

e Powers and authorities retained by the board and those delegated
to management

¢ Areas of strategic importance

e Governance oversight practices.

QUESTION 6. IS THE NUMBER OF MEETINGS OF THE BOARD AND
COMMITTEES AND OVERALL ATTENDANCE DISCLOSED?

Guidance: “[The annual report] should also set out the number of meetings
of the board and its committees and individual attendance by directors.”
(UK Corporate Governance Code, A.1.2)

Figure 11 (%)
H2011 HW2010 H2009 H2008 H 2007

99.7
99.7
99.3
99.0
99.0

FTSE 350

The Chairman

QUESTION 8. ARE THE ROLES OF THE CHAIRMAN AND CHIEF EXECUTIVE
SEPARATE?

Guidance: “The roles of chairman and chief executive should not be exercised

by the same individual.” (UK Corporate Governance Code, A.2.1)
Figure 13 (%)

FTSE 350

QUESTION 7. LED BY THE SENIOR INDEPENDENT DIRECTOR, DO THE NON-
EXECUTIVE DIRECTORS MEET WITHOUT THE CHAIRMAN AT LEAST ANNUALLY

TO APPRAISE THE CHAIRMAN'S PERFORMANCE?

Guidance: “Led by the senior independent director, the non-executive directors

should meet without the chairman present at least annually to appraise the
chairman’s performance.” (UK Corporate Governance Code, A.4.2)

“The non-executive directors, led by the senior independent director, should be

responsible for performance evaluation of the chairman, taking into account
the views of executive directors.” (UK Corporate Governance Code, B.6.3)

Figure 12 (%)
B2011 HW2010 H2009 H2008 M 2007

80.2
80.2
80.3
81.0
71.9

FTSE 350

FTSE 100 87.0
86.7
86.9
87.6

83.5

Mid 250 76.8
77.1
77.0
78.0

66.5

QUESTION 9. DOES THE REPORT IDENTIFY THE CHAIRMAN, THE DEPUTY

CHAIRMAN (WHERE THERE IS ONE), CHIEF EXECUTIVE, SENIOR INDEPENDENT

DIRECTOR, MEMBERS AND CHAIRS OF THE NOMINATION, AUDIT AND
REMUNERATION COMMITTEES?

Guidance: “The annual report should identify the chairman, the deputy
chairman (where there is one), the chief executive, the senior independent
director and the chairmen and members of the board committees.”

(UK Corporate Governance Code, A.1.2)

Figure 14 (%)
H2011 W2010 W2009 H2008 M 2007

FTSE 350 I 97.7
| 98.0
[ 95.7
| 96.7
| 97.1
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Appendix

Effectiveness
The composition of the board

QUESTION 10. IS AT LEAST HALF OF THE BOARD (EXCLUDING THE
CHAIRMAN) COMPRISED OF INDEPENDENT NON-EXECUTIVE DIRECTORS?

Guidance: “Except for smaller companies at least half of the board, excluding
the chairman, should comprise non-executive directors determined by the
board to be independent.” (UK Corporate Governance Code, B.1.2)

Figure 15 (%)
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FTSE 350 79.9
77.9
73.2
79.4

73.5

FTSE 100 87.0
88.8
84.8
90.7

89.7

Mid 250 76.3
72.7
67.5
74.2

66.0

QUESTION 11. ARE THERE ANY DIRECTORS ASSESSED AS INDEPENDENT
WHO ARE DISCLOSED AS NOT MEETING THE CRITERIA IN PROVISION B.1.1?

Guidance: “The board should identify in the annual report each non-executive
director it considers to be independent.” (UK Corporate Governance Code,
B.1.1)

The board should state its reasons if it determines that a director is

independent notwithstanding the existence of relationships or circumstances

which may appear relevant to its determination, including if the director:

¢ has been an employee of the company or group within the last
five years

e has, or has had within the last three years, a material business relationship
with the company either directly, or as a partner, shareholder, director or
senior employee of a body that has such a relationship with the company

¢ has received or receives additional remuneration from the company apart
from a director’s fee, participates in the company's share option or a
performance-related pay scheme, or is a member of the company’s pension
scheme

¢ has close family ties with any of the company’s advisers, directors or
senior employees

¢ holds cross-directorships or has significant links with other directors through
involvement in other companies or bodies

e represents a significant shareholder, or

¢ has served on the board for more than nine years from the date of their
first election.
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Figure 16 (%)
FTSE 350 (2011)

BYes HNo
22.5%

77.5%

Figure 17

Which criteria do directors assessed as independent by boards
not meet? (Number of directors)

M On the board > 9 years

M Business relationship
with suppliers,
customers or
partners

Figure 18 (%)

How well do companies describe their assessment of independence for
these directors?

B None M Some M More

FTSE 350 1 1.5
(2011) | 64.2
| 34.3

Appointments to the board

QUESTION 12. ARE THE COMMITTEE MEMBERSHIP REQUIREMENTS MET?

Figure 22 (%)

“A majority of members of the nomination committee should be non-executive ~ Mid 250 H2011 NM2010 W2009 HM2008 M 2007
directors. The chairman or an independent non-executive director should chair None u 4.0
the committee.” (UK Corporate Governance Code, B.2.1) ™ 3.9
Figure 19 (%) . 5.5
. . | 11.0
N t © tt:
omination Committee — 19.1
| 93.8
| 94.8 Some | 69.7
| 91.3 | 74.1
| 92.7 | 73.0
| 94.6 | 73.2
| 65.1
QUESTION 13. IS THERE A DESCRIPTION OF THE WORK OF THE More ] 26.3
NOMINATION COMMITTEE, INCLUDING THE PROCESS IT HAS USED IN [ ] 22.0
RELATION TO BOARD APPOINTMENTS? I 215
Guidance: “A separate section of the annual report should describe the work — 15.8
| 15.8

of the nomination committee, including the process it has used in relation to
board appointments.” (UK Corporate Governance Code, B.2.4)

Figure 20 (%)
FTSE 350

None
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15.0

60.1
66.7
66.6
66.7
61.4

Some

37.2
30.7
29.4
23.5
23.5

More

Figure 21 (%)
FTSE 100 B2011 W2010 H2009 H2008 M 2007

None 0.0
0.0
1.0
8.2
6.2

41.0
51.0
52.5
52.6
53.6

Some

59.0
49.0
46.5
39.2
40.2

More

Those companies providing ‘more’ disclosure gave details on:
e succession planning

e search and interview processes and the use of external recruitment
consultants

e the skills required for the board
e process for reviewing effectiveness of the board
e consideration of re-appointment of directors.

QUESTION 14. HOW MUCH EXPLANATION IS THERE OF THE COMPANY'S
POLICY ON GENDER DIVERSITY IN THE BOARDROOM?

“[The annual report] should include a description of the board'’s policy on
gender diversity in the boardroom, including any measurable objectives that it
has set for implementing the policy, and progress on achieving the objectives”.
(change to UK Corporate Governance Code, B.2.4 as proposed by FRC in their
consultation document: gender diversity on boards)

Figure 23 (%)
B None M Some M More

FTSE 350 72.1
21.5

6.4

FTSE 100 54.0
33.0

13.0

Mid 250 81.3
15.7

3.0

The best companies stated a commitment to improve female
representation at board level, setting out broad targets and policies
intended to achieve them.
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Appendix

Evaluation

QUESTION 15. HOW MUCH EXPLANATION IS THERE OF HOW THE BOARD,
COMMITTEES AND INDIVIDUAL DIRECTORS ARE ANNUALLY FORMALLY
EVALUATED FOR THEIR PERFORMANCE?

Guidance: “The board should state in the annual report how performance
evaluation of the board, its committees and its individual directors has been
conducted.” (UK Corporate Governance Code, B.6.1)

Figure 24 (%)
FTSE 350

None 2.3
3.0
3.3

7.8

60.4
62.7
64.9
69.6

Some

37.2
34.3
31.8
22.5

More
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Figure 25 (%)
FTSE 100 B2011 W2010 H2009 M 2008

None 2.0
1.0
3.0

7.2

45.0
58.2
59.6
70.1

Some

53.0
40.8
37.4
33.0

More
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Figure 26 (%)
Mid 250 H2011 W2010 M2009 M 2008

None 2.5
3.9
3.5

8.1

68.2
64.9
67.0
74.2

Some

28.8
31.2
29.5
W7/7/

More

Strong disclosures included the following:

e a full description of the appraisal process, including the use of
independent experts

o the key categories considered, including board and committee
structures, board dynamics, the conduct and frequency of board
meetings, the consideration of strategic issues by the board and the
information provided to directors

e evaluation criteria linked to overall strategy (as well as operational and
financial performance)

e use of peer review between directors and senior management

e inclusion of major shareholder feedback as a measure of performance

e achievement of KPIs and specific reference to objectives set for the
coming year

e outcomes from the evaluation and any resultant actions.

QUESTION 16. WAS THERE AN EXTERNALLY FACILITATED BOARD
EVALUATION IN THE YEAR?

Guidance: “Evaluation of the board of FTSE 350 companies should be
externally facilitated at least every three years.” (UK Corporate Governance
Code, B.6.2)

Figure 27 (%)
B2011 H2010 M 2009

FTSE 350 24.8
16.5

14.7

FTSE 100 34.0
26.8

21.2

Mid 250 20.2
12.0

115

Effectiveness
Re-election

Committee membership and terms of reference

QUESTION 17. ARE DIRECTORS SUBJECT TO RE-ELECTION ON AN
ANNUAL BASIS?

Guidance: “All directors of FTSE 350 companies should be subject to annual
election by shareholders.” (UK Corporate Governance Code, B.7.1)
Figure 28 (%)

B 2011 H2010

FTSE 350 | 69.5
| 5.6
FTSE 100 | 87.0
| 7.1
Mid 250 | 60.6
| 4.9

Commitment, development, information
and support

QUESTION 18. IS IT DISCLOSED THAT THE TERMS AND CONDITIONS
OF APPOINTMENT OF NON-EXECUTIVE DIRECTORS ARE AVAILABLE FOR
INSPECTION?

Guidance: “The terms and conditions of appointment of non-executive directors
should be made available for inspection.” (UK Corporate Governance Code,
B.3.2)

Figure 29 (%)
B2011 HW2010 HM2009 H2008 M 2007

FTSE 350 ] 64.4
| 62.7
I 67.6
] 61.4
| 58.2

4 :

m%
i

QUESTION 19. IS IT DISCLOSED THAT THE TERMS OF REFERENCE FOR THE
AUDIT, REMUNERATION AND NOMINATION COMMITTEES ARE AVAILABLE FOR
INSPECTION?

Guidance: “The terms of reference of the audit committee, including its role
and the authority delegated to it by the board, should be made available!.”
(UK Corporate Governance Code, C.3.3)

“The remuneration committee should make available! its terms of reference,
explaining its role and the authority delegated to it by the board.”
(UK Corporate Governance Code, D.2.1)

“The nomination committee should make available! its terms of reference,
explaining its role and the authority delegated to it by the board.”
(UK Corporate Governance Code, B.2.1)

IThe requirement to make the information available could be met by including the
information on a website that is maintained by or on behalf of the company.

Figure 30 (%)
B2011 HW2010 H2009 H2008 M 2007

FTSE 350 | 96.6
| 94.7
[ 95.7
| 93.8
| 93.1
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Appendix

Accountability
Risk management and internal control
QUESTION 20. IS THERE A STATEMENT THAT THERE IS AN ONGOING Figure 34 (%) QUESTION 23. HOW MUCH INFORMATION IS THERE SURROUNDING THE Figure 38 (%)
PROCESS FOR IDENTIFYING, EVALUATING AND MANAGING THE SIGNIFICANT FTSE 100 B2011 HM2010 HM2009 HM2008 M 2007 COMPANY’S RISK MANAGEMENT AND INTERNAL CONTROL PROCESS? Mid 250 W2011 M2010 HW2009 HM2008 M 2007
RISKS FACED BY THE COMPANY? . : :
None [ | 3.0 Guidance: “The annual report and accounts should include such meaningful, None 0.0
Guidance: “The board should, as a minimum, disclose that there is an ongoing [ | 3.1 high level information... to assist shareholders’ understanding of the main 0.0
process for identifying, evaluating and managing the significant risks faced [ | 4.0 features of the company’s risk management processes and system of internal 0.0
by the company, [and] that it has been in place for the year under review.” | 5.2 control.” (Turnbull paragraph 33) 1 1.0
(Turnbull, paragraph 34) 1 1.0 Figure 36 (%) u 2.9
Figure 31 (%) Some I 58.0 FTSE 350 . 2011 . 2010 . 2009 . 2008 . 2007 Some ] 32.3
FTSE 350 | 99.0 | 62.6 0.0 I 30.5
| 98.0 | 62.9 0.0 | 32.1
| 98.0 | 59.8 | 1.0 | 325
|
— ggg More | 39.0 - 23 More | 67.7
| 33.7 Some I 25.8 | 71.7
| 33.3 ] 22.4 | 69.5
QUESTION 21. IS THERE A STATEMENT THAT A REVIEW OF THE L 32.0 | 24.4 I 67.0
EFFECTIVENESS OF THE GROUP'S INTERNAL CONTROLS HAS BEEN | 39.2 I 25.5 | 64.6
UNDERTAKEN AT LEAST ANNUALLY? I 25.5
) » ) Figure 35 (%) —— -
Guidance: “The board should at least annually, conduct a review of the ) [
effectiveness of the group’s system of intern)alll control and should report to Mid 250 W2011 M2010 M2009 W2008 M 2007 Hore S ;‘7‘2 Best disclosures outlined the key elements of a company's internal
shareholders that they have done so.” (UK Corporate Governance Code, C.2.1)  None | 5.1 === 75:5 control system including:
Figure 32 (%) m 9.3 e — 73.5 e the organisation structure an_d repor.tlng lines _
B2011 H2010 H2009 HM2008 M 2007 | 11.0 I 72.2 e procedures to ensure compliance Wlth external regulations
] 19.1 e procedures to learn from control failures
FTSE 350 I — 99.7 I 16.3 Figure 37 (%) * range of corporate policies, procedures and training
— :ggg Some S 76.3 FTSE 100 W2011 M2010 HM2009 HM2008 M 2007 e examples of reviews of control activities and response resolution
e — 99.0 . 69.3 None 0.0 e active engagement of senior management in process.
I 96.4 I 69.5 0.0
| 60.8 0.0
| 61.2 | 1.0
QUESTION 22. HOW MUCH INFORMATION IS PROVIDED ON THE PROCESS | 1.0 QUESTION 24. HOW MUCH INFORMATION IS THERE SURROUNDING THE
THE BOARD/COMMITTEES HAVE APPLIED IN REVIEWING THE EFFECTIVENESS ~ More L 18.7 COMPANY’S RISK MANAGEMENT PROCESS IN PARTICULAR?
OF THE SYSTEM OF INTERNAL CONTROL? I 21.5 Some | 13.0 ) : ;

' ' B . . 19.5 - 10.2 Guidance: “The annual report and accounts should include such meaningful,
Guidance: “In relation to Code provision C.2.1, the board should summarise the — 20.1 r— 12.1 high level information... to assist shareholders’ understanding of the main
process” it has applied in reviewing the effectiveness of the system of internal r— 225 — 11'3 features of the company'’s risk management processes and system of internal
control.” (Turnbull paragraph 36) . r— 10.3 control.” (Turnbull paragraph 33)

Figure 33 (%) =_M Figure 39 (%)
FTSE 350 M2011 M2010 M2009 M2008 M 2007 Most companies made reference to their application of the Turnbull Wore = :;g B FTSE 350 B FTSE 100 H Mid 250
None [} 4.4 guidance in this area, but ‘more’ was achieved by those companies that — 87-9 None 0.0
[ 7.3 then went on to provide a detailed description of how they have applied S 87.6 0.0
B 8.7 this guidance to their own process. This could include: — 88-7 0.0
. 14.7 o the areas of the system that have been reviewed and the rationale for .
e 11.4 their selection Some ] 45.0
¢ the method used for analysis (eg through review of reports from — 32.0
Some | 70.1 management, self-certification and/or internal audit) I 51.5
I 67.3 e reviews of any internal guidance documents on internal control
I 67.2 . if hich are given a more detailed review due to their Wore e— 5.0
any specific areas w g —
| 61.4 importance to the sector/industry in which the company operates. PR
E—— 60.8 — —
More | 25.5 Y\
I— 254 Best disclosures outlined the key elements of a company's risk
I 24.1 management system including:
— 23.9 e the process by which risks are identified and prioritised
[ | 27.8

¢ how the effectiveness of risk responses are assessed

e responsibilities for risk management within the business

o the frequency and nature of risk reporting and key risk indicators
e the extent to which risk is embedded in strategic decision making.
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Appendix

Audit committee

Assurance
External audit

QUESTION 25. ARE THE COMMITTEE MEMBERSHIP REQUIREMENTS MET?

“The board should establish a remuneration committee of at least three ...
independent non-executive director members.” (UK Corporate Governance
Code, D.2.1)

Figure 40 (%)
B2011 HW2010 H2009 H2008 M 2007

Audit Committee

| 91.8
| 91.2
I 86.3
| 91.4
| 90.3

QUESTION 26. DOES THE AUDIT COMMITTEE IDENTIFY AT LEAST ONE
MEMBER WITH RECENT AND RELEVANT FINANCIAL EXPERIENCE?

Guidance: “The board should satisfy itself that at least one member of the
audit committee has recent and relevant financial experience.” (UK Corporate
Governance Code, C.3.1)

Figure 41 (%)
H2011 W2010 M2009 M2008 M 2007

92.6
90.8
89.6
82.0
79.4

FTSE 350

QUESTION 27. IS THERE A SEPARATE SECTION OF THE ANNUAL REPORT
WHICH DESCRIBES THE WORK OF THE COMMITTEE?

Guidance: “A separate section of the annual report should describe the
work of the committee in discharging those responsibilities.” (UK Corporate
Governance Code, C.3.3)

Figure 42 (%)
B2011 HW2010 HM2009 H2008 M 2007

FTSE 350 | 98.7
| 98.3
| 98.3
| 98.7
| 98.0
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QUESTION 28. IF THE AUDITOR PROVIDES NON-AUDIT SERVICES, IS THERE A
DESCRIPTION AS TO HOW THE AUDITOR'S OBJECTIVITY AND INDEPENDENCE
IS SAFEGUARDED?

Guidance: “The annual report should explain to shareholders how, if the
auditor provides non-audit services, auditor objectivity and independence is
safeguarded.” (UK Corporate Governance Code, C.3.7)
Figure 43 (%)

B 2011 H2010 H2009 HM2008 M 2007

FTSE 350 | 99.7
| 98.3
| 96.0
| 98.7
| 94.4

QUESTION 29. DOES THE COMPANY PROVIDE A BREAKDOWN OF AUDIT AND
NON-AUDIT FEES?

Guidance: “[The annual report] should:... set out... the fees paid to the auditor
for audit services, audit related services and other non-audit services; and

if the auditor provides non-audit services, other than audit related services,
explain for each significant engagement, or category of engagements, what
the services are.” (FRC Guidance on Audit Committees, 4.38)

Figure 44

Average non-audit fees as a percentage
of audit fees* (%)

Industry (size) Current year Prior year
Basic Materials (27) 117.6 34.9
Consumer Goods (26) 99.3 84.0
Healthcare (7) 97.9 66.7
Oil & Gas (18) 91.1 123.7
Consumer Services (66) 87.3 75.0
Utilities (9) 74.0 140.2
Financials (61) 73.4 83.6
Telecommunications (7) 61.0 110.7
Industrials (62) 57.6 53.3
Technology (15) 49.3 70.3
OVERALL AVERAGE 79.5 74.7

*Audit fees include fees paid for audit related services

Internal audit

QUESTION 30. HOW MUCH INFORMATION DOES THE AUDIT COMMITTEE
PROVIDE ON HOW IT REACHED ITS RECOMMENDATION TO THE BOARD ON
THE APPOINTMENT, REAPPOINTMENT OR REMOVAL OF THE EXTERNAL
AUDITORS?

Guidance: “The audit committee section of the annual report should explain

to shareholders how it reached its recommendation to the board on the
appointment, reappointment or removal of the external auditors. This
explanation should normally include supporting information on tendering
frequency, the tenure of the incumbent auditor and any contractual obligations
that acted to restrict the committee’s choice of external auditors.” (FRC
Guidance on Audit Committees, 4.23.)

Figure 45 (%)

FTSE 350 B 2011 H2010 HM2009 M 2008

None 33.6
44.6
66.2

85.9

49.0
40.9
28.1
11.1

Some

17.4
14.5
5.7
2.9

More

‘More’ disclosure is achieved by including information on:

e dates of appointment and length of tenure

¢ tender frequency and processes

e restrictions and/or contractual obligations on the choice of auditor

¢ areview of the auditor’s effectiveness

e an assessment of the auditor's qualifications, expertise and resources.

QUESTION 31. DOES THE COMPANY HAVE AN INTERNAL AUDIT FUNCTION
OR EQUIVALENT?

Guidance: “The audit committee should monitor and review the effectiveness of
the internal audit activities. (UK Corporate Governance Code, C.3.5)

Figure 46

FTSE rank Do they have an internal audit function
or equivalent?
1-100 99%
101-200 86%
201-350 79%
1-350 88%

QUESTION 32. OF THE COMPANIES WHICH DO NOT HAVE AN INTERNAL
AUDIT FUNCTION, IS THE ABSENCE OF THE FUNCTION EXPLAINED AND IS
THERE DISCLOSURE THAT A REVIEW OF THE NEED FOR ONE HAS BEEN
CARRIED OUT DURING THE YEAR AND A RECOMMENDATION MADE TO
THE BOARD?

Guidance: “Where there is no internal audit function, the audit committee
should consider annually whether there is a need for an internal audit function
and make a recommendation to the board, and the reasons for the absence
of such a function should be explained in the relevant section of the annual
report...” (UK Corporate Governance Code, C.3.5)

Figure 47 (%)
B2011 HW2010 H2009 H2008 M 2007

94.4
95.0
93.6
93.0
93.0

FTSE 350

QUESTION 33. OF THE COMPANIES WHICH HAVE AN INTERNAL AUDIT
FUNCTION, DOES THE AUDIT COMMITTEE MONITOR AND REVIEW THE
EFFECTIVENESS OF INTERNAL AUDIT ACTIVITIES?

Guidance: “The main role and responsibilities of the audit committee should...
include... to monitor and review the effectiveness of the company’s internal
audit function.” (UK Corporate Governance Code, C.3.2)

Figure 48 (%)
B2011 HW2010 H2009 H2008 M 2007

92.4
79.6
78.2
60.8
41.8

FTSE 350
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Appendix

Remuneration
Levels and components of remuneration

QUESTION 34. HAS THERE BEEN AN INDEPENDENT EXTERNAL REVIEW OF
THE INTERNAL AUDIT FUNCTION IN THE CURRENT YEAR?

Guidance: “The audit committee should ensure that the function has the
necessary resources and access to information to enable it to fulfil its
mandate, and is equipped to perform in accordance with appropriate
professional standards for internal auditors.” (FRC Guidance on Audit
Committees, 4.1.3)

“Internal assessments should include: Ongoing reviews of the performance
of... internal audit...; and periodic reviews performed through self-assessment
or by other persons...” (International Standards for the Professional Practice of
Internal Auditing — 1311)

“External assessments should be conducted at least once every five years.
The potential need for more frequent external assessments... should be
discussed... with the board. Such discussions should also consider the size,
complexity and industry of the organisation.” (International Standards for the
Professional Practice of Internal Auditing — 1312)

Figure 49 (%)
FTSE 350
B N/A - no internal audit function M No H Yes

4.0%

83.9%
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QUESTION 35. DOES THE COMPANY STATE THE POTENTIAL MAXIMUM
REMUNERATION AVAILABLE FOR EXECUTIVE DIRECTORS?

Guidance: “The performance-related elements of executive directors’
remuneration should be stretching and designed to promote the long-term
success of the company...” (UK Corporate Governance Code, D.1)

“Upper limits should be set and disclosed.” (UK Corporate Governance Code,
Schedule A)

Figure 50 (%)
B 2011 H2010 H2009 HM2008 M 2007

90.6
93.4
91.0
90.9
86.3

FTSE 350

QUESTION 36. HOW ARE ANNUAL EXECUTIVE DIRECTOR BONUSES PAID?

Guidance: “The remuneration committee should consider whether the directors
should be eligible for annual bonuses. If so, performance conditions should

be relevant, stretching and designed to promote the long-term success of

the company. Upper limits should be set and disclosed. There may be a case
for part payment in shares to be held for a significant period. (UK Corporate
Governance Code, schedule A)

Figure 51 (%)
FTSE 350

H Cash

M Shares

B A combination of cash and shares
M Not stated

16.8%

32.2%

Procedure

QUESTION 37. ARE THE COMMITTEE MEMBERSHIP REQUIREMENTS MET?

Guidance: “The board should establish an audit committee of at least three...
members, who should all be independent non-executive directors.”
(UK Corporate Governance Code, C.3.1)

Figure 52 (%)
B2011 HW2010 H2009 H2008 M 2007

Remuneration Committee

I 90.5
| 90.9
I 88.6
| 89.4
I 88.6

QUESTION 38. IF THE CHAIRMAN SITS ON THE REMUNERATION COMMITTEE,
DOES HE/SHE CHAIR IT?

Guidance: “The company chairman may also be a member of, but not chair,
the committee if he or she was considered independent on appointment as
chairman.” (UK Corporate Governance Code, D.2.1)

Figure 53
B 2011 H2010 M2009 HM2008 M 2007

On committee 96

and disclosed as g 108
independent on

appointment as | 101
company Chair I 86
| 66
On committee | ] 14
and disclosed as g 10
independent on
appointment as n 3
company Chair 19
L 6
Chair of | 9
committee B 8
| 12
| 10
| 10

QUESTION 39. IS IT STATED THAT THE BOARD (OR SHAREHOLDERS WHERE
REQUIRED) SET THE REMUNERATION FOR THE NON-EXECUTIVE DIRECTORS?

Guidance: “The board itself or, where required by the Articles of Association,
the shareholders should determine the remuneration of the non-executive
directors.” (UK Corporate Governance Code, D.2.3)

Figure 54 (%)

FTSE 350
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Narrative reporting

Relations with shareholders Financial and business reporting
QUESTION 40. TO WHAT DEGREE DOES THE BOARD DEMONSTRATE THE Figure 57 (%) QUESTION 41. HAS THE COMPANY PROVIDED A SEPARATE BUSINESS QUESTION 43. TO WHAT EXTENT DO COMPANIES DESCRIBE THEIR
STEPS TAKEN TO UNDERSTAND THE VIEWS OF MAJOR SHAREHOLDERS? Mid 250 B2011 HM2010 HM2009 HM2008 M 2007 REVIEW IN THE DIRECTORS’ REPORT? BUSINESS MODEL?
Guidance: “The board should state in the annual report the steps they have None 0.0 Guidance: “Unless the company is entitled to small companies exemption in Guidance: “The directors should include in the annual report an explanation of
taken to ensure that members of the board, and in particular the non-executive | 0.5 relation to the directors’ report, the report must contain a business review.” the basis on which the company generates or preserves value over the longer
directors, develop an understanding of the views of major shareholders about [} 25 (Companies Act 2006 s417; 1) term (the business model) and the strategy for delivering the objectives of the
their company...” (UK Corporate Governance Code, E.1.2) ] 29 Figure 58 (%) company.” (UK Corporate Governance Code, C.1.2)
Figure 55 (%) — 10.0 M2011 M2010 M2009 W2008 M 2007 Figure 60 (%)
FTSE 350 H2011 H2010 H2009 HM2008 M 2007 Some [ 47.0 FTSE 350 === 97.3 FTSE 350 B 2011 H2010
None 0.0 I 49.3 | 97.0 None \ 0.3
| 0.7 I 49.0 | 96.0 | 8.9
| 3.0 I 59.3 | 94.4
N 2.6 I 55.0 I 90.8 S —— g:
| .
[ 7.8 More — 53.0
Some —— 38.3 I 50.2 QUESTION 42. TO WHAT EXTENT DO COMPANIES DESCRIBE THEIR L — —
| 40.3 L 48.5 BUSINESS AND THE EXTERNAL ENVIRONMENT IN WHICH THEY OPERATE? E— 23.1
= g;g . gzg Guidance: “The review required is a balanced and comprehgnsive anglysis N
S 48'4 of the development and performance of the company’s business during the c o detailed descriptions:
i 4 financial year, and the position of the company’s business at the end of that ompa.mes gl\/}ﬂg more detatied descriptions: ]
More . 61.7 _-’A year, consistent with the size and complexity of the business.” (Companies Act * provide clarity around how they create and sustain value
. 59.1 Many companies had separate sections for shareholder relations, with 2006 s417; 4) ° §tructure their narrative re.portling around the business model, including
[ — 55.5 the best companies making reference to: Figure 59 (%) linkage to strategy and objectives
[ . e avenues for engagement with shareholders o explain not just what they do, but how they do it
I :;g * non-executive engagement with investors FTSE 350 e L st e Llzedy » describe their key strengths and differentiators from competitors such
o format of communication None 0.0 as financial strength, intellectual property, human capital and access to
Figure 56 (%) « dedicated resources such as an investor relations department 0.0 naturallresourc.es
FTSE 100 B2011 H2010 H2009 HM2008 M 2007 « use of company website with dedicated investor section 'I (1"2 * recognise the impact of external factors.
None 0.0 e frequency of presentations to the City and financial institutions. m 4:9
| 1.0
u 4.0 Some L 12.1
1 2.1 | 12.9
i 3.1 | 15.4
|| 16.3
Some I 21.0 | 43.1
[ | 21.4
. 26.3 More | 87.9
| 29.9 | 87.1
I 34.0 | 84.3
| 82.0
More | 79.0 ] 52.0
| 77.6
| 69.7 o -
| 68.0 ) — , . ) . _
EEEEEEEE—— 62.9 Companies providing ‘more’ detailed disclosures give a description of:

e the structure of the business

¢ the company’s main products and services,

* main operating facilities and locations,

e key customers and suppliers,

e relevant sector or industry specific information including the regulatory
and competitive environment.
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QUESTION 44. TO WHAT EXTENT DO COMPANIES DESCRIBE THE LIKELY
FUTURE DEVELOPMENT OF THEIR BUSINESS?

Guidance: “The business review must... include the main trends and factors
likely to affect the future development, performance and position of the
company’s business” (Companies Act 2006 s417; 5a)

Figure 61 (%)

FTSE 350 B 2011 H2010 H2009 HM2008 M 2007

None 0.0
0.3
0.7
4.6

17.0

57.4
58.1
69.6
68.3
62.7

Some

42.6
41.6
29.8
27.1
20.3

More

Figure 62 (%)
FTSE 100 B 2011 H2010 H2009 HM2008 M 2007

None 0.0
0.0
1.0
4.1

134

Figure 63 (%)
Mid 250 B 2011 H2010 H2009 H2008 M 2007

None 0.0

Principal risks

Some

More

N
o
N

QUESTION 45. TO WHAT EXTENT DOES THE COMPANY'S STRATEGY/

STRATEGIC OBJECTIVES LINK TO SPECIFIC RISKS, OPPORTUNITIES AND KPIS?

Guidance: “The FRC believes that, in future, narrative reports should focus
primarily on strategic risks rather than operational risks and those risks that
arise naturally and without action by the company; and disclose the risks
inherent in their business model and their strategy for implementing that

business model.” (FRC Effective Company Stewardship: Next Steps, Summary

The best disclosures provide:
e a clear description of the company’s objectives
¢ an explanation of strategies designed to achieve these objectives

e areas of business which the company expects to develop in the
near future

o general discussion of more long term plans

¢ relevant information on trends and factors, both company specific and
market-wide.

QUESTION 47. TO WHAT EXTENT DO COMPANIES DESCRIBE THEIR
PRINCIPAL BUSINESS RISKS AND UNCERTAINTIES?

Guidance: “The business review must contain a description of the principal
risks and uncertainties facing the company.” (Companies Act 2006 s417; 3)
Figure 66 (%)

FTSE 350 B 2011 M 2010

43.0
50.0
60.6
55.7
58.8

Some

57.0
50.0
38.4
40.2
27.8

More
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of Action) None \ 0.3
Figure 64 (%) l 0.3
FTSE 350 B FTSE 350 B FTSE 100 B Mid 250 Some . 25.5
None e 10.7 ] 36.3
[ | 5.0
More | 74.1
— — E—— 63.4
Some | 68.1
| 67.0 Figure 67 (%)
| 68.7 FTSE 100 B 2011 H2010
More I 21.1 None 0.0
—— 28.0 0.0
I 17.7 Some | 16.0
| 25.5
QUESTION 46. IS THERE A STATEMENT THAT AN ASSESSMENT OF THE More [ 84.0
IMPACT OF THE COMPANY’S BUSINESS ON THE ENVIRONMENT HAS BEEN I 74.5
UNDERTAKEN?
Guidance: “In the case of a quoted company the business review must, to the Figure 68 (%)
extent necessary for an understanding of the development, performance or Mid 250 B 2011 H2010
position of the company’s business, include information about (i) environmental None | 0.5
matters, (ii) the company’s employees, and (iii) social and community issues.” | 0'5
(Companies Act 2006 s417; 5b) :
Figure 65 (%) Some ] 30.3
|
H2011 H2010 2009 M 2008 —
FTSE 350 I 99.0 More I — 69.2
| 98.0 I 58.1
| 95.0 A
| 59.8 [—  —

Companies giving more detailed descriptions provided:
o sufficient detail to understand the risk, and how it specifically relates
to the business

e an indication of how company strategy is impacting the risk profile
e an analysis of the potential impact of the risk
¢ information on how each risk is being mitigated

e detail on how the risk is being monitored and measured through, for
example, the use of key risk indicators.
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Key performance indicators

An analysis of the average number of risks disclosed by category by industry QUESTION 48. TO WHAT EXTENT DO COMPANIES DESCRIBE SPECIFIC KEY
Figure 68 PERFORMANCE INDICATORS (KPIS) WHICH MEASURE THE PERFORMANCE OF
g THEIR BUSINESS?

Guidance: “The [business] review must, to the extent necessary for an

© E . understanding of the development, performance or position of the company’s
Qo = a 8 business, include (a) analysis using financial key performance indicators, and
2 N .g 8 . (b) where appropriate, analysis using other key performance indicators.”
L = © — . )
~ ) E g g § P & = ‘Key performance indicators” means factors by reference to which the
= o = o f ] E < Z P 1) development, performance or position of the company’s business can be
) s :53 - g = g °E’ e g 2 measured effectively. (Companies Act 2006 s417; 6)
£ S 2 ) o 2 @ = g
o= © = © (= = © £ = = FTSE 350 M 2011 M2010
[ | '
Financial 29 26 36 27 28 29 21 23 26 37 17 None - 2;
Operational 2.3 3.4 2.7 2.7 2.4 2.9 2.9 1.8 2.1 2.0 2.9 Some I 59.1
| 65.0
Macro-economic 1.6 1.9 1.8 1.6 1.7 1.7 1.9 2.0 1.4 1.3 1.3 More [ 37.6
| 30.7
Regulatory & compliance 1.5 4.1 2.1 2.7 1.6 1.1 1.6 1.7 1.3 1.2 1.3
Figure 70 (%)
Employees 07 06 08 03 09 07 0.1 0.7 08 07 0.5 FISE100  M2011 M2010
None 0.0
Expansion 0.6 1.4 0.7 0.9 0.6 0.9 0.7 0.6 0.6 0.3 0.7 ] 2.0
. Some | 46.0
Reputation 0.6 0.0 1.6 0.6 1.0 0.5 0.4 0.8 0.4 0.5 0.3 I 54.1
| d
Technology 06 0.1 0.3 0.7 1.0 0.4 2.0 05 0.7 05 1.1 e ig g
] .
Environmental 0.4 0.4 0.9 0.4 0.2 0.8 0.0 0.5 0.5 0.1 0.1 Figure 71 (%)
Mid 250 B 2011 H2010
Average total number
i 11.3 14.6 14.3 124 12.2 11.8 11.7 10.9 10.3 10.1 9.7 None | 5.1
of risks = 5.4
Some | 65.7
| 70.2
More | 29.3
| 24.4

y *\1

The best disclosures:

e link KPIs to the company’s objectives explaining why they have been
selected and what they measure

e disclose quantifiable results that are compared to prior years

o explain how they are calculated and the source of data

¢ include future targets or expectations.
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An analysis of the average number of KPIs disclosed by category by industry

Figure 72
_ g S _ g S
« S ] 2 2 S 8 2
-] @ 'S = ) © @ S = n I
& T &8 § &€& =T g g & § & =& § €& = g & B
o ) 5 2 - 5 @ & » E g o ) 5 £ - 5 @ & » E d
B oy £ s 3 £ 2 = K, £ 3 e ey £ = 3 £ 2 = k £ S
(2] I 35 (L) = ] e (5 o L= [l () =! S =3 ] = Q Q =
w = 2 2 o3 2 2 £ £ g =2 w E 2 2 o3 2 g S 5 3 5
e £ & & == & & 8 £ 3 3 e £ 5§ § = 5 £ 8 £ 3 3
= 5 S P S S = = i e T £ E S o S S E o i = T
Profit and costs 2.2 2.6 2.0 2.4 2.4 2.5 2.0 2.4 1.9 1.9 1.6 Environmental 0.9 1.7 1.7 1.6 0.4 0.5 0.8 0.5 0.5 0.9 0.1
Revenue 1.4 0.4 15 0.5 1.2 2.0 15 18 0.9 1.9 2.0 Operational 0.5 1.0 0.3 1.1 1.0 0.4 0.1 0.5 0.2 0.0 0.1
Shareholders funds 06 10 05 04 04 04 06 04 11 04 03 Expansion 04 | 02 06 06 06 06 05 04 05 01 o1
Working capital 0.6 0.2 0.8 0.5 0.8 0.3 0.9 0.9 0.5 0.3 1.0 Employees 0.4 1.0 04 06 05 03 06 0.2 04 00 03
Capital expenditure
0.3 0.4 0.2 0.4 0.5 0.1 0.2 0.1 0.5 0.4 0.0 ;
& other assets Reputation 0.4 1.7 0.4 0.1 0.1 0.6 0.3 0.3 0.5 0.1 0.0
Interest and debt 0.3 0.6 0.4 0.1 0.1 0.3 0.3 0.1 0.3 0.0 0.0 Regulatory & compliance 0.3 1.0 0.6 0.6 0.5 0.2 0.4 0.1 0.0 0.0 0.1
Average total number of A I f -
. 53 53 55 43 54 58 54 57 52 48 48 \verage total number of non 30 67 40 46 31 26 28 19 21 11 09
financial KPIs financial KPls
Total number of KPls 8.3 12.0 9.5 8.9 8.5 8.4 8.2 7.6 7.3 5.9 5.7
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