Section 1: Board leadership and company purpose

An effective board is crucial to setting a positive company purpose, set of values
and culture. The board should be diverse and committed to contributing to the
long-term success of the company. The boardroom culture must enable each
director to contribute effectively and create a whole greater than the sum of its
parts.

Company leadership, purpose and culture vary widely, and investors should work
with their advisers and managers to consider which issues are the most likely to
be material to value-generation. For instance, one company might have an issue
with its supply chain and another an issue with staff retention.

The role of culture

The Covid-19 pandemic ushered in a new era of how we look at company culture
and the treatment of workforces. While we’re not fully back to “normal” in terms
of pre-covid ways of working, we’re now in a new phase of experimentation and
tension in relation to employee expectations around flexibility and employer
expectations around a return to office presence.

This is all really important for investors. Cultural failures can damage corporate
reputation and substantially affect investment returns. The 2018 UK Corporate
Governance Code clearly highlighted the role of the board in determining and
assessing a company’s culture and values, and how the desired culture has been
embedded.

Culture is difficult to assess, but there are performance metrics available that can
be helpful for raising key questions. Pensions UK has previously undertaken work’
to determine the value of an engaged, motivated and skilled workforce through a
range of proxy metrics. The aim is for investors to use this to assess its company
culture through different sources of information, including their communications
with employees, shareholders and wider stakeholders.
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A notable development in 2024 was the FCA’s publication highlighting the findings
of their culture and non-financial misconduct survey.? This surveyed 1,028
regulated wholesale financial services firms and asked them about recorded
incidents of non-financial misconduct in 2021, 2022 and 2023. The findings
showed that the number of reported non-financial misconduct incidents increased
across the three-year period with the most common types of misconduct being
bullying/harassment (26%), discrimination (23%) and ‘other’ (41%). While the report
highlights that action (disciplinary or other) was taken in 43% of cases, more work
is likely to be needed to fully understand the survey findings, and this represents
an area where greater focus may be required as we move into 2025.

In a recent letter® to the Treasury Select Committee, the FCA reaffirmed that non-
financial misconduct, including bullying, harassment, and violence, is already a
regulatory issue for all firms, ahead of new rules coming into force on 1
September 2026 that will formally integrate non-financial misconduct into the
Conduct Rules, fitness and propriety assessments, and breach notifications.

Following broad industry support for the Consultation Paper CP25/18%, the FCA is
expected to publish updated Handbook guidance by the end of 2025 to help firms
interpret these rules. It continues to prioritise supervisory oversight, with 76 open
non-financial misconduct related cases across sectors, and has published data on
the use of non-disclosure agreements (NDAs) in wholesale firms to support
benchmarking and encourage firms to review their internal reporting and cultural
framework.

Evidence base

Shareholders will naturally look at financial results and wider evidence that the
chair and the board are adhering to the spirit of the Corporate Governance Code’s
Principles. For instance, significant pay discrepancies between a company’s senior
executives and the rest of the workforce, as well as gender or ethnicity pay gaps,
can be signifiers of wider issues within a workplace’s culture and processes.

2 FCA, ‘Culture and non-financial misconduct survey - findings, 2024, https://www.fca.org.uk/data/culture-non-

financial-misconduct-survey-findings

3 FCA, 2025, RE: Sexism in the City — FCA response to committee recommendations,
https://committees.parliament.uk/publications/49964/documents/269044/default/

4 FCA, 2025, Consultation Paper CP25/18 - Tackling non-financial misconduct in financial services: Consultation
on guidance in the Code of Conduct (COCON) and the Fit and Proper Test for Employees and Senior Personnel
(FIT) sourcebooks including Policy Statement on amendment to the Code of Conduct (COCON) (CP23/20),
https://www.fca.org.uk/publication/consultation/cp25-18.pdf
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To ensure a strong and inclusive workplace culture, clarity on company strategy,
culture and the business model should flow through every part of the annual
report. This should include information on a company’s employment model and
working practices — given their significance to a company’s long-term performance
— and how this is linked to the firm’s culture and purpose.

The annual report should have clear information on workforce engagement as well
as draw clear links between any employee survey findings, actions undertaken in
response to this and the expected impact. Key measures include employee
turnover and employee survey follow-up. Additionally, a company’s strategic
report should clearly articulate how its key assets contribute to the generation of
sustainable value creation. Clear connections should be apparent between chosen
financial and non-financial priorities and KPIs selected by the company. Outcomes
for the company and its stakeholders should be measurable, incentivised, and
integrated into remuneration arrangements, with appropriate outcome measures
over a reasonable time horizon.

Shareholders may want to undertake a closer analysis of the narrative within
company statements, noting the tenor and language used in describing the
approach to the workforce and stakeholders. In addition, this analysis should
consider whether messaging from the chair and chief executive (CEO) statements
are clear regarding the aims and culture of the company. A feeling of alignment
and consistency should be apparent throughout the document.

Leadership purpose and culture can be difficult to evaluate purely through reading
company reports and therefore should be enhanced by shareholder engagement,
which is central in reviewing corporate behaviour and assessing performance on
an ongoing basis. Investors should be alert to practices that limit meaningful
engagement, such as virtual-only AGMs that restrict shareholder participation, or
the use of bundled resolutions that obscure individual accountability. These
practices may undermine transparency and should be challenged where they
occur.

The best indicators to use will depend on the situation, the context and the
specific environment in which a company operates. Investors should look for
reliable and consistent sources of data, such as the recent FCA non-financial
misconduct survey, which allow comparison with others in the sector over time.

What does good company behaviour look like?

e Corporate purpose, culture and values are aligned with company strategy.
This alignment should continue through the recruitment, performance
management and reward structures, all of which should be aimed at
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incentivising behaviour that is consistent with the company’s purpose and
values.

e There is a clear link between good performance, the effectiveness of the
board and results that are consistent with the company’s stated strategy.
Any weakness in performance should be adequately explained and
addressed and should not be the result of imprudent management, poor
judgement or weakness in corporate governance. It should rather be the
result of external factors over which the board has limited control, but
which it is taking steps to combat, nonetheless.

e The board demonstrates awareness of its s.127 duties under the 2006
Companies Act.® This is a requirement for directors to have regard to other
stakeholders, including workers, customers, suppliers as well as the wider
society and environment. This should include evidence of a plan for
engagement with stakeholders, as well as activities undertaken and
consequent outcomes.

o The board demonstrates positive relationships with key stakeholders. The
board should be able to communicate how stakeholder perspectives are fed
into boardroom considerations, which should include shareholders - the
quality of this dialogue is vital for assessing culture especially.

e The annual report offers a fair, balanced and understandable assessment of
the company’s prospects and position. It should cover both financial and
non-financial issues and outline how the board has fulfilled its
responsibilities.

e Company statements refer to the workforce as a source of value, not a risk
to be managed. The 2018 Corporate Governance Code explicitly clarified a
company’s responsibilities to shareholders and stakeholders, including its
workforce.

o The chair is engaged with the company’s shareholders on governance
and culture. The chair should be accessible, accept legitimate
shareholder requests for meetings and convey relevant sentiments
and dialogue back to the board.

o Where shareholder engagement is constrained, whether through
inaccessible meeting formats, lack of responsiveness, or procedural
barriers, investors should consider escalating concerns through
voting or direct engagement.

e Governance reporting is focused on board decisions and their outcomes in
the context of the company’s strategy and objectives. Where the board

5 Companies Act 2006, 2006, The Stationery Office, https://www.legislation.gov.uk/ukpga/2006/46/contents
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reports on departures from the Code’s provisions, it should provide a clear
explanation.®

How investors should consider voting

The most appropriate route for voicing general concerns is through voting on the
annual report and accounts. Investors should consider voting against adoption of

a company’s annual report and accounts if:

Key stakeholder relationships, including with shareholders and the
workforce, are being neglected and the board is not adhering to the spirit of
the Corporate Governance Code requirement to engage and support
stakeholder constituencies.

Disclosure of the business model fails to convey how the company intends
to generate and preserve long-term value.

The company fails to provide a fair and balanced explanation of the
composition, stability, skills and capabilities and engagement levels of the
company’s workforce.

More specific concerns related to the quality of the company’s interaction with
shareholders could be addressed by voting against the re-election of the chair if:

The chair has declined a legitimate shareholder request for a meeting
without offering a valid reason as to why or has failed to find a mutually
convenient time without undue delay.

The chair has repeatedly failed to address investors’ concerns about the
relationship between the company and key stakeholders.

The chair has had significant involvement, whether as an executive director
or a non-executive director, in material failures of governance, stewardship
or fiduciary responsibilities at a company or other entity.

The company has adopted virtual-only meeting formats without providing
adequate mechanisms for shareholder participation and scrutiny.

The company has used bundled resolutions that prevent shareholders from
expressing views on individual governance matters.

¢ New Corporate Governance Code 2024 principle which comes into force on 1 January 2025.
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Disclaimer

Copyright © Pensions UK (the trading name of Pensions and Lifetime Savings
Association) 2025. All rights reserved.

This material provided is meant as general information on matters of interest and
is not intended as accounting, financial, legal or any other professional advice. You
should speak to your professional advisers for advice.

The publisher cannot accept responsibility for any errors in this publication or
accept responsibility for any losses suffered by anyone who acts or fails to act as
a result of any information given in this publication.
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