


The FRC’s mission is to promote transparency and integrity in 
business. The FRC sets the UK Corporate Governance and 
Stewardship Codes and UK standards for accounting and actuarial 
work; monitors and takes action to promote the quality of corporate 
reporting; and operates independent enforcement arrangements for 
accountants and actuaries. As the Competent Authority for audit in 
the UK the FRC sets auditing and ethical standards and monitors 
and enforces audit quality.



The FRC does not accept any liability to any 
party for any loss, damage or costs howsoever 
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Reporting on the Code

The 2018 Code focuses on the application of the Principles. The Listing 
Rules require companies to make a statement of how they have applied 
the Principles, in a manner that would enable shareholders to evaluate 
how the Principles have been applied. The ability of investors to evaluate 
the approach to governance is important. Reporting should cover the 
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1  BOARD LEADERSHIP 
 AND COMPANY PURPOSE
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4. When 20 per cent or more of votes have been cast against the board 
recommendation for a resolution, the company should explain, when 
announcing voting results, what actions it intends to take to consult 
shareholders in order to understand the reasons behind the result. An 
update on the views received from shareholders and actions taken 
should be published no later than six months after the shareholder 
meeting. The board should then provide a final summary in the annual 
report and, if applicable, in the explanatory notes to resolutions at the 
next shareholder meeting, on what impact the feedback has had on 
the decisions the board has taken and any actions or resolutions 
now proposed.1

5. The board should understand the views of the company’s other key 
stakeholders and describe in the annual report how their interests 
and the matters set out in section 172 of the Companies Act 2006 
have been considered in board discussions and decision-making.2 
The board should keep engagement mechanisms under review so 

https://www.theinvestmentassociation.org/publicregister.html
https://www.theinvestmentassociation.org/publicregister.html
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2 DIVISION OF RESPONSIBILITIES

Provisions
9. The chair should be independent on appointment when assessed 

against the circumstances set out in Provision 10. The roles of chair 
and chief executive should not be exercised by the same individual. 
A chief executive should not become chair of the same company. 
If, exceptionally, this is proposed by the board, major shareholders 
should be consulted ahead of appointment. The board should set 
out its reasons to all shareholders at the time of the appointment and 
also publish these on the company website.

10. The board should identify in the annual report each non-executive 
director it considers to be independent. Circumstances which are 
likely to impair, or could appear to impair, a non-executive director’s 
independence include, but are not limited to, whether a director:
• is or has been an employee of the company or group within the 

last five years;
• 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;

Principles
F. The chair leads the board and is responsible for its overall effectiveness in directing the company. 

They should demonstrate objective judgement throughout their tenure and promote a culture 
of openness and debate. In addition, the chair facilitates constructive board relations and the 
effective contribution of all non-executive directors, and ensures that directors receive accurate, 
timely and clear information.

G. The board should include an appropriate combination of executive and non-executive (and, 
in particular, independent non-executive) directors, such that no one individual or small 
group of individuals dominates the board’s decision-making. There should be a clear division 
of responsibilities between the leadership of the board and the executive leadership of the 
company’s business.

H. Non-executive directors should have sufficient time to meet their board responsibilities. They 
should provide constructive challenge, strategic guidance, offer specialist advice and hold 
management to account.

I. The board, supported by the company secretary, should ensure that it has the policies, processes, 
information, time and resources it needs in order to function effectively and efficiently.
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3  COMPOSITION, SUCCESSION 
AND EVALUATION

Provisions

17. The board should establish a nomination committee to lead the 
process for appointments, ensure plans are in place for orderly 
succession to both the board and senior management positions, 
and oversee the development of a diverse pipeline for succession. 
A majority of members of the committee should be independent 
non-executive directors. The chair of the board should not chair the 
committee when it is dealing with the appointment of their successor.

18. All directors should be subject to annual re-election. The board 
should set out in the papers accompanying the resolutions to elect 
each director the specific reasons why their contribution is, and 
continues to be, important to the company’s long-term sustainable 
success.

19. 
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21. There should be a formal and rigorous annual evaluation of the 
performance of the board, its committees, the chair and individual 
directors. The chair should consider having a regular externally 
facilitated board evaluation. In FTSE 350 companies this should 
happen at least every three years. The external evaluator should be 
identified in the annual report and a statement made about any other 
connection it has with the company or individual directors.

22. The chair should act on the results of the evaluation by recognising 
the strengths and addressing any weaknesses of the board. Each 
director should engage with the process and take appropriate action 
when development needs have been identified.

23. The annual report should describe the work of the nomination 
committee, including:
• the process used in relation to appointments, its approach to 

succession planning and how both support developing a diverse 
pipeline;

• how the board evaluation has been conducted, the nature and 
extent of an external evaluator’s contact with the board and 
individual directors, the outcomes and actions taken, and how it 
has or will influence board composition;

• the policy on diversity and inclusion, its objectives and linkage to 
company strategy, how it has been implemented and progress on 
achieving the objectives; and

• the gender balance of those in the senior management6 and their 
direct reports.

6 See footnote 4.
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4  AUDIT, RISK AND INTERNAL 
CONTROL

Provisions

24. The board should establish an audit committee of independent 
non-executive directors, with a minimum membership of three, or in 
the case of smaller companies, two.8 The chair of the board should 
not be a member. The board should satisfy itself that at least one 
member has recent and relevant financial experience. The committee 
as a whole shall have competence relevant to the sector in which the 
company operates.

25. The main roles and responsibilities of the audit committee should 
include:
• monitoring the integrity of the financial statements of the company 

and any formal announcements relating to the company’s 
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5  REMUNERATION

Provisions

32. The board should establish a remuneration committee of independent 
non-executive directors, with a minimum membership of three, 
or in the case of smaller companies, two.11 In addition, the chair 
of the board can only be a member if they were independent on 
appointment and cannot chair the committee. Before appointment 
as chair of the remuneration committee, the appointee should have 
served on a remuneration committee for at least 12 months.

33. The remuneration committee should have delegated responsibility 
for determining the policy for executive director remuneration and 
setting remuneration for the chair, executive directors and senior 
management.12

13
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36. Remuneration schemes should promote long-term shareholdings by 
executive directors that support alignment with long-term shareholder 
interests. Share awards granted for this purpose should be released 
for sale on a phased basis and be subject to a total vesting and 
holding period of five years or more. The remuneration committee 
should develop a formal policy for post-employment shareholding 
requirements encompassing both unvested and vested shares.

37. Remuneration schemes and policies should enable the use of 
discretion to override formulaic outcomes. They should also include 
provisions that would enable the company to recover and/or withhold 
sums or share awards and specify the circumstances in which it 
would be appropriate to do so.

38. Only basic salary should be pensionable. The pension contribution 
rates for executive directors, or payments in lieu, should be aligned 
with those available to the workforce. The pension consequences 
and associated costs of basic salary increases and any other changes 
in pensionable remuneration, or contribution rates, particularly for 
directors close to retirement, should be carefully considered when 
compared with workforce arrangements.

39. Notice or contract periods should be one year or less. If it is 
necessary to offer longer periods to new directors recruited from 
outside the company, such periods should reduce to one year or less 
after the initial period. The remuneration committee should ensure 
compensation commitments in directors’ terms of appointment do 
not reward poor performance. They should be robust in reducing 
compensation to reflect departing directors’ obligations to mitigate 
loss.

40. When determining executive director remuneration policy and 
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• proportionality





http://www.frc.org.uk
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