
The Financial Reporting 
Council releases proposed 
revisions to the UK Corporate 
Governance Code

On Tuesday, 5 December 2017, the Financial Reporting Council (“FRC”) released its 
proposals for revisions to the UK Corporate Governance Code and Revised Guidance on 
Board Effectiveness for consultation. 

Today, the FRC published its well-trailed
consultation on the draft of a new UK Corporate
Governance Code (“Code”).

The draft Code is shorter and adopts a simpler
format than before, consisting of Principles, that set
out high-level requirements, and more-detailed
Provisions that are “comply or explain” orientated.
Some elements of the previous Code have been
incorporated into Revised Guidance on Board
Effectiveness.

There is greater importance attached to the
application of the Principles, with companies
expected to demonstrate through their reporting how
these are reflected in their strategy and business
model, the actions taken and resultant outcomes.

The draft Code is the latest piece in the jigsaw of the
Government-initiated overhaul of UK corporate
governance. There is a significantly greater focus on
aligning the company’s purpose, strategy and values
in order to achieve long-term success. Companies
will be expected to adopt one of the three approaches
(or an appropriate equivalent) for ensuring the
employee voice is heard in the boardroom, proposed
by the Government in its response to the Green
Paper on corporate governance and executive pay.
The draft Code also broadens the remit of the
remuneration committee to include oversight of
workforce policies and practices.

The consultation document includes preliminary
questions relating to the FRC’s 2018 planned review
of the Stewardship Code. There is no reference to the
corporate governance proposals mooted for private
companies although we understand that the FRC has
convened a group to consult on this.

The consultation document can be found at:
https://frc.org.uk/news/december-2017-(1)/a-sharper-uk-
corporate-governance-code-to-achieve

PwC comment:

A shorter, simpler and more commercial Code
is welcome. However, companies will need to be
alert to the increased emphasis on reporting on
the application of Code Principles rather than
explaining non-compliance with Code
Provisions. This is a transition in the approach
to corporate governance that could be more
challenging than it first appears.

We are pleased to see the Government’s
recommendations on employee voice have been
enshrined in the draft Code on a flexible basis,
giving companies a choice over how to
implement an arrangement that works with the
grain of their existing processes.

The draft Code should be viewed in the context
of broader corporate governance changes
including more specific reporting requirements
on directors’ S172 duties, disclosure of a CEO :
employee pay ratio and enhanced reporting of
non-financial metrics in the Strategic Report.

It is interesting that the FRC has included some
consultation questions on its proposed revision
to the Stewardship Code, signalling potentially
major developments in this area. We welcome
this encouragement for all parties in the
investment chain to place more importance on
their stewardship responsibilities.

Background and context

Consultation on the draft Code ends on 28
February 2018. It is proposed that the draft Code
will be finalised in early summer 2018 and be
effective for accounting periods beginning on or
after 1 January 2019.

What is the timing?

In this briefing we summarise the main changes
that will be brought in with the new Code and its
operation.
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Key proposed changes to the Code

Stakeholder engagement

The consultation document notes that the Code makes it
clear that the board should consider the culture of the
company and wider stakeholder interests to achieve long-
term sustainability.
The draft Code sets out the three approaches to gathering
views of the workforce that were suggested in the
Government’s response to the Green Paper:
• a director appointed from the workforce;
• a formal workforce advisory panel; or
• a designated non-executive director.
Companies also have flexibility to choose an alternative
mechanism and, as long as this delivers meaningful, two-
way dialogue, the Code requirement will be met.
There is an expectation that companies will report each
year on how they have engaged with the workforce and
other stakeholders and how their interests and matters set
out in section 172 of the Companies Act 2006 influenced
the board’s decision-making.

PwC comment:

The flexibility on the approach a company should take
to stakeholder engagement is welcome. The disclosure
requirements will be cause for thought – boards will
need to demonstrate how their engagement with the
wider workforce has informed their decisions.

The draft Code also addresses shareholder engagement,
following a significant vote against a general meeting
resolution. In addition to the current requirement to make
a statement when announcing the voting results, there is a
new requirement, in the event of a significant (more than
20%) vote against a resolution at a general meeting, to
provide an update no later than six months after the
relevant vote on the company’s understanding of the
reasons for the dissent. A final summary should be
provided in the annual report or in the explanatory notes
to resolutions at the next general meeting.

The public register which the Investment Association will
be maintaining from the end of 2017 ‘will be available for
reviewing these updates’.

PwC comment:

Given the Green Paper proposed a second binding vote,
this would seem a reasonable outcome and allows the
existing voting regime to continue to operate, albeit
with a greater requirement to take action and explain.
This will mean companies have to demonstrate more
clearly how they are responding to shareholder
concerns.

Board composition

In the past, failure to meet any of the “indicators” of
independence might not necessarily have been regarded by
companies as causing a director to be non-independent.
Under the draft Code, however, a director who fails to
meet the criteria for independence is automatically
regarded as non-independent (and an explanation must be
provided if this results in non-compliance with the Code).
Previously, the Chair has been deemed not to be
independent from the date of appointment as Chair, due to
the extent of involvement in the company’s business. This
is changing and, under the draft Code, the Chair must
meet the same independence criteria as other non-
executive directors.
Because the chairman can now be regarded as
independent, the provision on board composition and
independence has been changed from ‘at least half the
board excluding the chairman’ to ‘a majority of the board
including the chairman’ must be independent directors.
It is proposed that the exemptions for small companies
(outside the FTSE 350) from a number of Code provisions
will be discontinued.

PwC comment:

Independence is most commonly compromised by
length of tenure on the board and, while the Code does
not specify a maximum term, the consultation
document makes it clear that exceeding nine years in
total on the board means independence is lost.

There are many companies outside the FTSE 350 which
have only two independent non-executive directors.
The withdrawal of the small companies exemption may
force these companies to recruit more directors.

Responding to a significant vote against a 
resolution

Diversity

There is a significant focus on diversity in section 3 of the
Code. Principle J encourages boards to “promote diversity
of gender, social and ethnic backgrounds, cognitive and
personal strengths” through their appointments and
succession planning.
As well as requiring the nomination committee to oversee
the development of a diverse pipeline for Board and senior
management appointments, the Code stipulates that the
annual report from the nomination committee should
describe: the actions taken to achieve that; the gender
balance in the senior management team and their direct
reports; and how diversity supports the company in
meeting its strategic objectives.

PwC comment:

The focus in the draft Code on diversity beyond the
Board and other than gender is to be welcomed. The
Code provides another prompt, alongside gender pay
gap disclosures and other Government initiatives, to
think seriously about the changes that can be made to
people policies and processes, to support the
development of a more diverse pipeline.



As widely predicted, the draft Code requires the remit of
the remuneration committee to be expanded to include the
setting of remuneration of the board and senior
management. Senior management is defined as the
Executive Committee or the next tier of management
below Board (including the Company Secretary) for the
purposes of the Code. The remuneration committee is also
expected to have oversight of workforce policies and
practices.

A change that was originally mooted by the Investment
Association Working Party on Executive Pay is the
proposed requirement that remuneration committee
chairs should have at least twelve months’ experience on a
remuneration committee prior to their appointment.

Another change that was widely anticipated is the Code
Provision requiring a minimum five year period (from
grant to realisation) for long-term incentives and longer
periods (including post-employment) where appropriate.
This had previously been included as a matter for
consideration by remuneration committees.

A new Code Provision requires remuneration schemes and
policies to provide boards with discretion to override
formulaic outcomes.

There are a number of new disclosure requirements to be
included in the annual remuneration report. These
include:

• An explanation of the strategic rationale for executive
directors’ remuneration policies, structures and
performance metrics;

• Justification for remuneration, using internal and
external measures;

• Whether the remuneration policy operated as intended,
in terms of company performance and outcomes and, if
not, what changes are necessary;

• What engagement has taken place with stakeholders
and the impact this has had on remuneration policy and
outcomes;

• An explanation of the company’s approach to investing
in, developing and rewarding the workforce, and what
engagement with the workforce has taken place to
explain how executive remuneration aligns with wider
company policy; and

• To what extent remuneration outcomes have been
affected by board discretion.

Although some of these reporting requirements are
already provided for in regulation, their inclusion in a Code
Provision demonstrates the continued quest for clear and
meaningful disclosure.

PwC comment:

The most striking aspect of the draft Code is the
extension of the remuneration committee remit to
include oversight of the broader workforce.

In a shift from previous Codes, the draft Code appears
to include Non-executive Directors’ fees within that
remit. It is also unclear from the draft Code whether the
remuneration committee is expected to take
responsibility for oversight of all workforce policies and
practices or just those related to pay.

The requirement for the chair of the remuneration
committee to have twelve months’ experience on a
remuneration committee at appointment recognises the
complexity and sensitivity of decision-making for this
committee.

Investors have been pressing companies for some time
to extend their vesting and holding periods to cover a
five year period so it is unsurprising to see this included
as a Code Provision.

The FRC has clearly grasped the nettle over some of the
areas of remuneration disclosure that are least well
reported. We are aware that some investors are
disappointed with the approach taken by companies to
disclosing, in a meaningful way, the strategic rationale
of their incentive plans.

The Investment Association has indicated in its recent
Principles of Remuneration that companies should
justify the quantum of remuneration by reference to
reference points against which the appropriateness can
be assessed. It is interesting to see similar wording in
the draft Code, albeit less prescriptive.

The expectations with regard to engagement with
stakeholders is wider than that currently provided for
in the regulations and appears to be an annual
disclosure.

The requirement to explain the company’s approach to
developing and rewarding the workforce goes some way
beyond the current regulatory disclosure and further
increases the committee’s accountability in respect of
wider workforce remuneration.

Disclosure of the impact of the exercise of discretion by
the board on remuneration outcomes has been
recommended in investor guidelines but is yet to be
widely adopted. The draft Code Provision creates a
requirement to quantify and disclose the impact of any
exercise of discretion on pay outcomes.

Remuneration committees will need to adopt a model
based on reviewing and agreeing principles and
overseeing their implementation, as opposed to
extending their decision-making remit.

.
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