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Principles for Equity Markets

1. All participants in the equity jnvestment chain should act according to the principles of
stewardship, based on respect for those whose funds are invested or managed, and
trust in those by whom the funds are invested or managed.

2. Relationships based on trust and respect are everywhere more effective than trading
transactions between anonymous agents in promoting high performance of companies
and securing good retums to savers taken as a whole.

3. Asset managers can contribute more to the performance of British business (and in
consequence to overall returns to their savers) through greater involvement with the
companies in which they invest.

4. Company directors are stewards of the assets and operations of their business. The
duties of company directors are to the company, not its share price, and companies
should aim to develop relationships with investors, rather than with ‘the market'.

5. All participants in the equity investment chain should act in good faith, in the best long-
term interests of their clients or beneficianies, and in line with generally prevailing
standards of decent behaviour. This means ensuring that the direct and indirect costs of
services provided are reasonable and disclosed, and that conflicts of interest are
avoided wherever possible, or else disclosed or otherwise managed to the satisfaction
of the client or beneficiary. These obligations should be independent of the
classification of the client and should not be contractually overridden.

6. Ateach stage of the equity [Dvestment chain, reporting of performance should be clear,
relevant, timely, related closely to the needs of users and directed to the creation of
long-term value in the companies in which savers’ funds are invested.

7. Metrics and models used in the equity_investment chain should give information directly
relevant to the creation of long-term value in companies and good risk adjusted long-
term returns to savers.

8. Risk in the equity jnyestment chain is the failure of companies to meet the reasonable
expectations of their stakeholders or the failure of invesiments to meet the reasonable
expectations of savers. Risk is not short-term volatility of retum, or tracking error relative
to an index benchmark, and the use of measures and models which rely on such
metrics should be discouraged.

9. Market incentives should enable and encourage companies, savers and intermediaries
to adopt investment approaches which achieve long-term returns by supporting and
challenging corporate decisions in pursuit of long-term value.

10. The regulatory framework should enable and encourage companies, savers and
intermediaries to adopt such investment approaches.
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