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INTRODUCTION — THE INVESTMENT ASSOCIATION

The UK investment management industry plays a major role in the economy, helping millions of individuals and
families achieve their life goals by helping grow their investments (mainly through workplace pensions).

Our members range from small, independent UK investment firms to Europe-wide and global players. Collectively,
they manage over £9.1 trillion of assets on behalf of their clients in the UK and around the world. We act as their
voice and represent their interests to policymakers and regulators, and help explain to the wider world what the
industry does.

The IA has a number of approaches to governance and shareholder engagement:

= ]A Guidelines for UK Plcs: Set out member expectations for UK listed companies on a range
of issues including executive pay, ESG issues or how companies issue shares

= The IA’s Institutional Voting Information Service (IVIS): The voting research service
monitors FTSE All Share companies against these guidelines and the UK Corporate
Governance Code — highlighting issues shareholders should consider prior to voting

= Company Engagement: The IA engages with companies to communicate member
expectations and change behaviours.
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INTRODUCTION - IVIS
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INTRODUCTION - KEY FOCUS AREAS

This presentation focuses on the following key themes:

» Remuneration - Director pay has always been in a centre of attention of stakeholders, and the impact of UK best-practice principles on pay was
raised in the context of market competitiveness debate. Particularly, this presentation provides information on:

=  Main triggers for IVIS colour tops (Amber and Red) - We have provided data on IVIS colour top levels, identify main reasons for issuing the
colour tops, and any trends that emerge from that data.

= Pay structures - In light of a call to allow companies greater flexibility on structuring their pay, we have looked at the pay structures
currently used by the companies.

=  ESG measures in pay - The covid-19 pandemic, accelerated the inclusion of ESG risks and opportunities into company strategies with
majority of companies including ESG elements into their pay. We have looked at the most popular measures used by the companies in
their short term and long term pay.

» Audit Quality - Investors expect companies to be active participants in improving audit quality and have asked IVIS to monitor the relationship
between the Audit Committees and auditors by asking a series of questions. We have provided data on whether the companies provided
sufficient information to answer these questions.

» Climate-related Disclosures - In light of the risk that climate change poses to individuals, companies and financial markets investors expect
companies to proactively identify and manage climate related risks and opportunities and to make material climate change-related disclosures.
We have provided data on how the companies responded to climate-change related questions in the IVIS reports.

The data covers FTSE350 companies with year-ends on or after 31 December 2023, which held their AGMs in 2024. Remuneration and TCFD-related
data excludes investment trusts.
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REMUNERATION
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REMUNERATION COLOUR TOPS

In 2024 we have noted a low level of Red Tops
» Remuneration Reports:
= 2.3% for FTSE 100 (2023: 5%)
= 5% for FTSE 250 (2023: 7%)
» Remuneration Policies:
= None for FTSE 100 (2023: 11% of companies with Policy votes)
= 6% for FTSE 250 companies with Policy votes (2023: 2%)

There appears to be a trend of a fall in red tops for remuneration report and/or policy with 5% of FTSE350 companies receiving a red top
in 2024 (compared to 9% in 2023 and 14% in 2022).

There was a high proportion of Amber tops in 2024, especially for Remuneration Policies
» Remuneration Reports:

47% for FTSE 100

47% for FTSE 250

» Remuneration Policies:

70% for FTSE 100 companies with Policy votes

= 77% for FTSE 250 companies with Policy votes

This can be partially explained by a relatively low sample of Remuneration Policies proposed (only 31% of FTSE 100 companies (27) and
34% of FTSE 250 companies (47) sought approvals for Remuneration Policies in 2024).
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COLOUR TOP TRIGGERS — REMUNERATION REPORT — SALARY INCREASES

IVIS puts reports on an amber top where there is a significant salary increase. Currently, an amber top would be triggered if:
» A Director receives a salary increase of 5% or more, unless the increase is in line with the workforce

» If a new Directors joins the Company on a salary that is higher than that of the predecessor by 5% or more

In 2024, VIS amber topped 16% of FTSE 100 companies for salary increases. Of these:

» 11% - For incumbent Directors
» 6% - For new Directors

This was broadly in line with 2023 when we amber topped 18% companies for salary increases.

For FTSE 250 companies, IVIS amber topped 23% of companies for salary increases. The breakdown was as follows:

» 15% - For incumbent Directors
» 8% - For new Directors

Broadly in line with 2023 when we amber topped 26% companies for salary increases.
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COLOUR TOP TRIGGERS — REMUNERATION REPORT — VARIABLE PAY INCREASES

IVIS highlights on an amber top significant variable pay increases. Currently, an
increase of 25% of salary, or more, would trigger an amber top.

FTSE100 - Amber Tops for Variable Pay
» In 2024, IVIS amber topped 25% of FTSE 100 companies for variable pay

Increases
increases (2023: 15%). Of these:
*  46% were amber tops for increases both to bonus and LTI (2023: Bonus & LTl increase |
21%)
. Bonus only increase ‘
= 18% were amber tops for bonus increases only (2023: 29%)
= 36% were amber tops for LTI increases only (2023: 50%) LTl only increase | —

0% 10% 20% 30% 40% 50% 60%
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> 13% of FTSE 250 companies received amber tops for variable pay increases FTSE250 - Amber Tops for Variable Pay

(2023: 21%), of which: Increases

=  39% were amber tops for increases both to bonus and LTI (2023:

]_4%) Bonus & LTl increase F
= 22% amber tops for bonus increases only (2023: 38%) _
= 39% for LTl increases only (2023: 48%)
0% 10% 20% 30% 40% 50% 60%
2024 m2023
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COLOUR TOP TRIGGERS — REMUNERATION REPORT — OTHER TRIGGERS - FTSE 100

IVIS also highlights other issues on an amber top. They are based on the analyst’s judgement and may relate to a wide range of
issues such as:

Disclosure (for example variable pay performance assessment not clearly explained)

Stakeholder experience (for example the size of LTI awards when there was a significant share price fall)
Pay structure (for example changing an LTIP to a Hybrid Plan)

Unusual payments (for example significant benefits that are not typical in the UK market)

YV VY

Whilst each standalone trigger would result in the amber top, we often amber top reports for several issues. As a result, the
percentages provided for FTSE 100 and FTSE 250 in this presentation may not add up to 100%.

In 2024, 20% of IVIS reports for FTSE 100 companies included amber top triggers for other issues (29% of these reports also
included amber top triggers for salary and/or variable pay increases). These included:

»  29% for bonus payouts based on non-financial performance where financial targets were not met and there is
insufficient disclosure to rationalise the payouts.

A\

29% for insufficient disclosure relating to performance measures/underpins or assessment of financial performance.

»  24% for when EPS targets used in LTI awards are below consensus estimates suggesting they are not sufficiently
stretching.

»  29% for share award grant levels have been retain irrespective of share price fall between awards.
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COLOUR TOP TRIGGERS — REMUNERATION REPORT — OTHER TRIGGERS - FTSE 250

In 2024, 30% of IVIS reports on FTSE 250 companies included amber top triggers for other issues (46% of these reports also
included amber top triggers for salary and/or variable pay increases). These included:

V V.V V V V

27% - EPS targets used for LTI awards are below consensus estimates

24% - share award grant levels retained despite share price fall between awards

17% - insufficient disclosure relating to performance measures/underpins or assessment of performance
12% - use of discretion

10% - bonus payouts based on non-financial performance where financial targets are not met.

The remaining triggers included one-off awards (5%), pay reweighting (5%), unusual benefits (5%) and some one-off
company-specific triggers.
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COLOUR TOP TRIGGERS — REMUNERATION POLICY - VARIABLE PAY INCREASES

Whenever companies seek approval for Remuneration Policies (i.e. the legally binding remuneration framework), IVIS analyses the proposals

and highlights on an amber top significant variable pay increases of 25% of salary or more.

In 2024, 31% of FTSE 100 companies and 34% of FTSE 250 companies sought
approvals for Remuneration Policies (compared to 55% and 44% in 2023,
respectively).

In 2024, VIS amber topped 48% of FTSE 100 companies for variable pay increases
(2023: 35%). Of these:

= 38% amber tops for increases both to bonus and LTI (2023: 33.3%)
= 8% amber tops for bonus increases only (2023: 33.3%)
54% for LTl increases only (2023: 33.3%)

In 2024, VIS amber topped 38% of FTSE 250 companies for variable pay increases
(2023: 27%). Of these:

=  41% amber tops for increases both to bonus and LTI (2023: 50%)
=  12% amber tops for bonus increases only (2023: 25%)
»  47% for LTl increases only (2023: 25%)
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COLOUR TOP TRIGGERS — REMUNERATION POLICY — OTHER TRIGGERS

As in the case of Remuneration Reports described above, IVIS highlights a number of other issues on an amber top. They are based on an
analyst’s judgement and may relate to a wide range of issues.

» In 2024, 48% of IVIS reports on FTSE 100 companies included amber top triggers for other issues (54% of these reports also included amber
top triggers for salary and/or variable pay increases). These included:

. 46% - post-employment shareholding requirement not following the 1A’s Principles.
= 31% - pay restructuring — such as changing from LTIP to RSP

= 15% - recruitment policy — for example, where pay limits on recruitment are above those outlined in the Policy Table
. 8% - no bonus deferral.

» Regarding FTSE 250, 55% of reports included amber top tiggers for other issues (27% of these reports also included amber top triggers for
salary and/or variable pay increases). These included:

n 65% - post-employment shareholding requirement not following the IA’s Principles.
= 15% - introduction of hybrid schemes.
= 8% - recruitment policy

=  35% - on other issues, such as level of payout for threshold performance, one-off awards, introduction of an alternative pay plan.

It is evident that post-employment shareholding requirement not being in line with the IA’s Principles of Remuneration is a dominant trigger for
amber tops in FTSE 350
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PAY STRUCTURES

» The majority of companies adopt a standard bonus + Long Term Incentive Plan structure:

= 82% of FTSE 100 (with 6% of also adopting an additional, alternative arrangement for at
least one Director);

= 75% of FTSE 250.

» Of the alternative structures, bonus + Restricted Share Plan are the most popular:
= 10% of FTSE 100; and
= 9% of FTSE 250.

» Bonus + Hybrid pay structures have been adopted by a small number of companies:
= 5% of FTSE 100;
= 4% of FTSE 250;

In addition to their ongoing pay structures, a small number of companies granted one-off awards
to at least one Director:

= 2% of FTSE 100;
= 5% of FTSE 250.

PAY STRUCTURES FTSE 100

\

= Bonus and LTIP

Bonus and RSP

m Bonus and Hybrid = Other

PAY STRUCTURES FTSE 250

= Bonus and LTIP

m Bonus and Hybrid

\

Bonus and RSP

m Other (none dominating)
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KEY TAKEAWAYS

» The Remuneration Policy approval cycle continues to spread out, with 31% of FTSE 100 and 34% of FTSE 250 companies seeking
approval for their revised Policies in 2024 (2023: 55% and 44%, respectively)

» Fallin Red Tops in the FTSE 350, with 44% of these related to ongoing legacy issues such as pension alignment.

» Similar trends regarding pay increases across FTSE 350:
=  Similar proportion of reports amber topped for salary increase in FTSE 100 and FTSE 250 when compared with 2023.
= Preference for bonus+LTl or LTI increases over bonus-only increases.

» Other amber top triggers in FTSE 100 seem to be dominated by disclosure-related issues.

» Other amber top triggers in FTSE 250 are mainly related to long-term incentives and include (level of the awards in light of share
price performance or EPS targets compared to consensus estimates)

» For Remuneration Policies, the main standing out amber-top issue is related to post-employment shareholding requirement not
being aligned with the IA’s Principles

» Across the FTSE 350, Bonus and LTIP remain the preferred structure for the large majority of companies, with bonus and RSP a
preferred alternative structure.

» Hybrid plans were chosen by a small proportion of companies with similar proportions for FTSE 100 and FTSE 250.
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ESG IN
VARIABLE PAY
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ESG IN VARIABLE PAY

As increasing number of companies are introducing ESG measures into their pay structures. We have collected data on the elements of pay which incorporate
ESG measures as well as which measures are used by the companies. We categorised the measures in the following groups:

= CO2 Reduction - Such as emission reduction targets

= QOther Environmental - These may be related to climate change, such as energy efficiency, but may also include measures like pollution or recycling or water
use

= Diversity

FTSE 100 ESG in Pay: 2024 vs 2023
= Health & safety

= QOther ESG Bonus and LTl
Bonus only | ——
FTSE 100: (Tionly
* 50% of companies integrated ESG in both their bonus and long-term schemes (2023: 35%); None
* 31% had ESG integrated in their bonus plans only (2023: 49%); 0%  10%  20%  30% 40%  50%  60%
* 14% had ESG integrated in their long-term schemes only (2023: 10%); and 2024 W2023

S, o/ - .
5% did not have any ESG measures (2023: 6%) in their incentive plans. FTSE 250 ESG in Pay: 2024 vs 2023

FTSE 250:
Bonus and LTI - —
* 36% of companies integrated ESG in both their bonus and long-term schemes (2023: 26%); |
Bonus only |y
* 46% had ESG integrated in their bonus plans only (2023: 54%); Tionly
* 9% had ESG integrated in their long-term schemes only (2023: 7%); and None
* 9% companies did not have any ESG measures (2023: 13%) in their incentive plans 0%  10%  20%  30%  40%  50%  60%

m 2024 m2023

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

3 > THE INVESTMENT ASSOCIATION | 2024 AGM Review 16



ESG IN BONUS

ESG Measures in Bonus:

»  82% (2023: 81%) of FTSE 100 and 81% (2023: 79%) of FTSE 250 companies had ESG
performance measures in their bonus.

Of these companies:

»  70% of FTSE 100 and 65% of FTSE 250 companies had ESG measures with specific
weightings, although of these companies 18% of FTSE 100 and 16% of FTSE 250 companies
have also included further ESG elements in the non-financial measures, without specific
weightings.

»  28% of FTSE 100 and 31% of FTSE 250 companies only had ESG measures without specific
measures (for example as one or more non-financial measures considered in a round).
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ESG PERFORMANCE MEASURES - BONUS

Environmental measures are the most popular measures

» CO2 reduction targets were chosen by 42% of FTSE 100 companies and 49% of FTSE 250
companies.

» Other environmental measures (which may also be linked to climate change but may also
include measures like pollution or recycling) were chosen by 46% of FTSE 100 and 39% of FTSE
250 companies.

Diversity-related measures are nearly as popular as environmental measures
» These measures were chosen by 46% of FTSE 100 companies and 41% of FTSE 250 companies.
Health & safety measures were used by 28% of FTSE 100 and 21% of FTSE 250 companies.

There is a visible increase in the use of other ESG measures which were used by 75% of FTSE 100
companies and 66% of FTSE 250 companies.

» Further analysis revealed that the most popular measures in this group were employee-
related, such as employee engagement, workplace culture, human capital management. These
measures were used by approximately 80% of FTSE 350 companies, with similar proportions
for FTSE 100 and FTSE 250.
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ESG IN LTI

Substantial increase in companies using ESG measures in LTI compared to 2023

» From 45% to 64% for FTSE 100
» From 33% to 45% for FTSE 250.

Of these companies:

»  73% of FTSE 100 and 77% of FTSE 250 companies had ESG measures with specific
weightings.

»  18% of FTSE 100 and 11% of FTSE 250 companies did not have specific weightings for the
ESG measures (they either included ESG measures in a basket of other measures
considered in a round or had awards subject to an ESG underpin/discretionary
adjustment.

3 > THE INVESTMENT ASSOCIATION | 2024 AGM Review

FTSE100

®m ESGin LTIP = No ESG in LTIP

FTSE250

m ESGin LTIP = No ESG in LTIP



ESG PERFORMANCE MEASURES - LTI

Environmental measures are the most popular measures

» CO2 reduction targets were chosen by 59% of FTSE 100 companies and 71% of FTSE
250 companies.

» Other environmental measures were chosen by 43% of FTSE 100 and 32% of FTSE 250
companies.

Diversity-related measures are not as popular as in bonus
» 23% of FTSE 100 and 30% of FTSE 250 companies used this measure.

Health & safety measures are rarely used in LTls, with 4% of FTSE 100 and 5% of FTSE 250
companies using this measure.

CO2 Reduction

Other Environmental

Diversity

Health and Safety

Other ESG

CO2 Reduction

Other Environmental

Diversity

Health and Safety

Other ESG

FTSE 100

0% 10% 20% 30% 40% 50% 60% 70%

FTSE 250

0% 10% 20% 30% 40% 50% 60% 70% 80%
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KEY TAKEAWAYS

» Increased number of FTSE 350 companies integrating the ESG metrics in both short-term and long-term pay and fall in FTSE 350 companies with
ESG metrics in bonus only. This suggests that companies move some ESG metrics from bonus to LTI or include new ESG metrics to LTI whilst
retaining ESG in bonus.

» However, for FTSE 350 companies which chose to use ESG in one of their schemes, short-term focus is dominant, with only minority of companies
integrating ESG in LTI only.

» Whilst the proportion of FTSE 100 companies that did not use ESG metrics remained relatively unchanged (5%), the proportion of FTSE 250
companies with no ESG metrics in their pay dropped from 13% to 9%.

» Regarding the choice of measures, environmental measures (particularly CO2 reduction targets) appear to be the most popular choice for bonus
and LTI as standalone measures, although it can be argued that employee-related measures are the most popular in bonus, when including
diversity, employee engagement, workplace culture, human capital management.

» FTSE 100 companies are more likely to use health and safety measures in their bonuses (28%, compared to 12% in FTSE 250), but this measure is
rarely used in LTIs across FTSE 350.

» Given that 95% of FTSE 100 and 91% of FTSE 250 companies have now embedded ESG in their pay, we expect to focus our future analysis on the
payout levels under these measures to get sense of how robust the ESG targets are.
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AUDIT QUALITY

To help members understand how Audit Committees ensure audit quality and challenge the management judgements, 1VIS monitors Audit Committee
reports focussing on the following four questions:

» Has the Audit Committee demonstrated how it assessed the quality of the audit?
» Has the Audit Committee described how the auditor demonstrated professional scepticism?
» Has the Audit Committee disclosed areas where the auditors challenged management’s assumptions?

» Has the Audit Committee demonstrated how it challenged management’s judgements and what happened as a result?

Compared to 2023, IVIS noted improvements in all four questions for FTSE 350:

=  Auditor Quality Assessment — Disclosure provided by 91% of FTSE 100 and 77% FTSE 250 companies (increased from an increase from

73% and 51% in 2023, respectively).

= Demonstration of Professional Scepticism — Disclosure remains low, but the increase in notable — from 4% in 2023 to 16% in 2024 for

FTSE 100 and from 1.3% to 13% for FTSE 250.

. Disclosure of areas of challenge by auditors — Marginal increase in FTSE 100 (from 16% in 2023 to 19% in 2024) and a visible increase in

FTSE 250 (from 12% in 2023 to 21% in 2024).
. Disclosure of areas of challenge by the Audit Committee — Increase from 66% to 72% for FTSE 100 and from 52% to 56% for FTSE 250.
=  Disclosure against all four questions — Increase from 2% for both FTSE 100 and FTSE 250 to 13% for FTSE 100 and 11% for FTSE 250.

. None of the questions sufficiently answered: Fall from 14% to 3% for FTSE 100 and from 31% to 17% for FTSE 250.
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AUDIT QUALITY KEY TAKEAWAYS

ecee

A large majority of companies failed to sufficiently describe how the auditors have demonstrated professional scepticism and to disclose areas
where the auditors challenged management’s assumptions.

=  From those companies that provided comments to IVIS, there was a view that these areas are covered in the Auditors’ Reports and there is
little benefit or repeating them in the Audit Committee’s Report.

FTSE 100 companies are likely to have better disclosure around the audit quality assessment and areas of challenge by the Audit Committee.
However, it may be the result of the lower sample compared to FTSE 250 and the higher number of investment trusts in the FTSE 250.

Disclosure continues to improve, with significant increases in companies meeting disclosures for all four questions and notable reductions in
companies not meeting disclosure criteria for any of the questions.
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CLIMATE-RELATED DISCLOSURES — TCFD PILLARS

Regarding climate-related disclosures, IVIS reports focus on company disclosures against the four pillars of TCFD
through following questions:

Does the Company describe its governance of climate related risks and opportunities?

Does the Company describe the actual or potential impacts of climate related risks and how it will assess and
manage them?

Does the Company explain how its strategy takes into account the impact of climate-related risks and
opportunities?

Does the Company describe climate change related metrics and targets?

All FTSE 100 companies reported against all four pillars of TCFD, compared to 96% in 2023 and 99% of the FTSE
250 companies, compared to 98% in 2023.
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CLIMATE-RELATED DISCLOSURES — ADDITIONAL DISCLOSURES
We also look at additional disclosures regarding the climate-change. In 2024:

= 95% of FTSE 100 and 78% of FTSE 250 companies disclosed targets over the short, medium, and long term (compared to 85% and 67% in
2023, respectively);

. 94% of FTSE 100 and 86% of FTSE 250 companies disclosed the framework or methodologies used to set the targets (compared to 89% and
83% in 2023, respectively);

= 98% of FTSE 100 and 88% of FTSE 250 companies provided narrative disclosure on the achievement of targets (compared to 94% and 77% in
2023, respectively);

. 98% of FTSE 100 and 90% of FTSE 250 companies discussed the impact of scenario analysis on business model and strategy (compared to 87%
and 78% in 2023, respectively);

. 89% of FTSE 100 and 80% of FTSE 250 companies made reference to the impact of climate-related risks and opportunities on approach to
capital management (compared to 76% and 78% in 2023, respectively);

=  There was considerable increase in FTSE 100 companies producing a transition plan (52% compared to 35% in 2023) and a small increase in
FTSE 250 companies (17% compared to 11% in 2023).

We also check if the Directors considered the relevance of material climate-related matters, including the risks of climate change and transition risks
associated with the goals of the Paris Agreement, when preparing the Company’s accounts.

»  93% of FTSE 100 and 88% of FTSE 250 companies provided a statement regarding consideration of climate-related matters when preparing their
accounts

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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CLIMATE-RELATED DISCLOSURES KEY TAKEAWAYS
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Nearly all FTSE 350 companies achieved disclosure against all four TCFD pillars

Half of FTSE 100 companies produced a net zero transition plan, with FTSE 250 lagging behind with only 17% companies producing a plan.

= With generally high levels of disclosures regarding climate change related metrics and targets, with FTSE 100 companies above 90% and FTSE
250 not far behind (save for disclosure of targets over short, medium and long-term where 78% of FTSE 250 provided disclosures) we would

expect the companies should be able to produce plans on how to achieve these targets;

High levels of disclosure regarding the impact of scenario analysis on business model and strategy across FTSE 350.

High levels of disclosure regarding the impact of climate-related risks and opportunities on approach to capital management across FTSE 350

Large majority of companies provides a statement on consideration of climate-related matters when preparing accounts.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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THANK YOU

If you have any questions about this presentation or IVIS please contact:

Nicholas Malasinski: nicholas.malasinski@theia.org
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