
New UK Corporate Governance Code Guide for companies 1

In The Boardroom:  
2018 UK Corporate Governance Code

Guide for companies

Background
The FRC published the 2018 edition of the UK Corporate Governance Code 
(“Code”) in July 2018. This followed a lengthy consultation, and the new Code is 
described as being “shorter and sharper” than the version published in April 2016, 
and adopts a principles based approach. 

The new Code applies to accounting periods beginning on or after 1 January 2019, 
but companies should be prepared for the changes. Companies should have put in 
place behaviours and processes before the start of the first financial year to which 
the new Code applies so that they can report against compliance when they 
produce their annual report and accounts in 2020.

The new Code does not set out a rigid set of rules, but sets out 18 Principles and 
41 “comply or explain” Provisions. The Code is supported by Guidance on Board 
Effectiveness to assist boards in carrying out their role effectively. The Supporting 
Principles in the 2016 Code have been removed. 

A shorter and sharper corporate governance code  
will apply to listed companies from 1 Janurary 2019 

mailto:https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.pdf?subject=
mailto:https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF?subject=
mailto:https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF?subject=
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Provision 2016 Code 2018 Code

All directors subject to 
annual re-election by 
shareholders

Applies only to FTSE 350 companies Applies to all companies 

At least half the board, 
excluding the chair, to 
be independent non-
executive directors

Applies to FTSE 350 companies 
(smaller companies to have at least 
two independent non-executive 
directors)

Applies to all companies 

Three-yearly, externally 
facilitated board 
evaluations needed

Applies only to FTSE 350 companies Applies only to FTSE 350 companies 
(although the chairs of all companies 
are expected to consider regular 
externally facilitated board 
evaluations)

At least three independent 
non-executive 
directors needed on the 
remuneration and audit 
committees

Applies only to FTSE 350 companies 
(the maximum number for smaller 
companies is two)

No change from the 2016 Code

Next steps
Companies that have a premium listing and other 
companies that choose to apply the Code should 
review their current practices and corporate 
governance arrangements against the new Code 
to identify any gaps. Companies should have 
implemented any actions ahead of 1 January 2019. 

In the event that they have not done so, or 
compliance with the new Code provisions will  
take longer to achieve, boards should prepare 
a meaningful explanation of what changes the 
company is making to comply with the new Code. 
The introduction to the Code envisages that an 

alternative to complying with a Provision may be 
justified by factors such as size, complexity, history 
and ownership structure. 

There is no transition period, so compliance levels 
may fall in the short term as companies move to 
comply with the 2018 Code. 

The summary below sets out some of the key changes 
that companies will need to prepare for. It is not 
exhaustive, but highlights some of the key areas to be 
aware of and steps that companies can take ahead of 
reporting against new Code.

Links to the supporting documents are contained in the useful links section at the end of this summary. 

Smaller companies
The relaxations for smaller companies1 have been reviewed, and smaller companies will no longer benefit from 
some of these exemptions. The position is now as follows:

1. ie those below the FTSE 350.
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Area Requirement Relevant 
principle or 
provision 2

Action to be taken

1. Board Leadership and company purpose

Responsibility 
to and 
communication 
with 
shareholders

The board should ensure effective 
engagement with, and encourage 
participation from, shareholders and 
stakeholders. 

Principle D

Provisions 1 
and 3

The Guidance on Board 
Effectiveness (“Guidance”) 
sets out certain steps that 
companies can take to foster 
relations with shareholders 
(page 11). This includes:

 – non-executives being 
available at general 
meetings to understand 
shareholder concerns

 – additional methods 
of engagement with 
smaller shareholders (eg 
roundtables or webinars)

 – committee chars being 
available to answer 
questions at the AGM

 – the chair reporting 
personally in the annual 
report about board 
leadership and effectiveness

Dealing with 
significant 
shareholder 
dissent at general 
meetings

Where 20% or more of votes are cast 
against a board recommendation for 
a resolution, the company should 
explain, when announcing voting results, 
what actions it will take to consult 
shareholders to understand the reasons 
behind the result. This is to be followed 
by an update no later than six months 
after the shareholder meeting, with a 
final summary in the annual report and, 
if applicable, in the explanatory notes 
to the resolutions at the next general 
meeting. 

In addition, since December 2017 a 
public register has been maintained 
by the Investment Association of listed 
companies encountering shareholder 
opposition of 20% or more3.

Provision 4 Companies will need to be 
ready to comply with this 
requirement during the course 
of 2019.

2. Save where otherwise stated, these are references to the new 2018 Code. 
3. The Investment Association public register covers the FTSE All-Share Index, which tracks companies on the LSE main market.

https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www.theinvestmentassociation.org/publicregister.html
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4.  Section 172 obliges directors to have regard to a wide range of stakeholder’s interests when complying with their duty to promote the 
success of the company. Click here for more details. 

5.  See in particular Regulations 4, 13 and 15 of the Companies (Miscellaneous Reporting) Regulations 2018.

6.  See the Guidance on Board Effectiveness (Section 1) for a description of ‘workforce’ in this context. This is wider than just employees, 
including, for example, agency workers.

Area Requirement Relevant 
principle or 
provision 2

Action to be taken

Understand 
the views of 
stakeholders 

Boards should understand the views of the 
company’s key stakeholders (in addition to 
shareholders), 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-making4.

Provision 5 Companies may need to review 
how they make decisions, and 
identify stakeholder interests and 
take them into account.

Boards may find The Stakeholder 
Voice in Board Decision Making (a 
joint publication by ICSA and the 
Investment Association) useful. 

The Guidance lists some sources 
of stakeholder feedback that 
boards may find useful (page 12).

Companies should also bear in 
mind the interaction with the new 
corporate governance reporting 
requirements introduced by 
the Companies (Miscellaneous 
Reporting) Regulations 2018 
(“Reporting Regulations”)5.

Gathering the 
views of the 
workforce

As part of understanding the views of the 
company’s key stakeholders, the company 
should engage with its workforce.

The Code sets out three preferred methods 
of engagement with the workforce6:

 – appointing a director from the workforce

 – incorporating a workforce advisory panel

 – designating a non-executive director to 
liaise with the workforce

These are commented on further in 
Appendix 1.

The Guidance acknowledges that the 
methods set out in the Code are not 
exhaustive, and there may be alternative 
methods which the board can adopt to 
engage with the workforce (there are some 
examples set out at page 16). Provided 
the board’s approach delivers meaningful, 
regular dialogue with the workforce and is 
explained effectively, the Code provision will 
be met. 

Provision 5 Boards will need to consider 
which employee engagement 
mechanism is right for them,  
so they can put the new 
structures in place. 

Again, companies may find The 
Stakeholder Voice in Board 
Decision Making useful when 
considering how to approach 
workforce engagement.

http://www.legislation.gov.uk/uksi/2018/860/pdfs/uksi_20180860_en.pdf
https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf
https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf
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Area Requirement Relevant 
principle or 
provision 2

Action to be taken

2. Division of responsibilities

Board 
composition

At least half the board, excluding the 
chair, should be independent non-
executive directors in accordance with 
strict independence requirements.

Provision 11

(Provision 10 
sets out the 
independence 
criteria)

The exemption for smaller 
companies which simply 
required them to have at 
least two independent non-
executive directors has been 
removed. 

Any smaller companies which 
have previously complied 
with existing Code Provision 
B.1.2 will need to look at 
their board composition, and 
whether any changes are 
required.

Directors’ 
commitments

When making new appointments, the 
board should take into account other 
demands on directors’ time. Significant 
commitments (with an indication of the 
time involved) should be disclosed prior 
to appointment.

The Code has been strengthened with 
a recommendation that additional 
external appointments should not be 
undertaken without prior approval 
of the board, with the reasons for 
permitting significant appointments 
explained in the annual report.

Provision 15 This provision was 
strengthened as a result 
of concerns about non-
executive directors holding 
too many directorships 
(“overboarding”). Both boards 
and individual directors 
should think carefully about 
the commitments they 
make when taking on new 
appointments. 

Companies may need to 
prepare disclosures relating 
to any new roles taken on by 
non-executive directors.

It may be necessary to 
update non-executive 
director letters of 
appointment to reflect new 
provisions around time 
commitment and taking on 
additional roles.

Companies may need to look at their board composition and may need  
to make changes to ensure that at least half the board are independent  
non-executive directors.
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Area Requirement Relevant 
principle or 
provision 2

Action to be taken

3. Composition, succession and evaluation 

Annual  
re-election of 
directors

All directors should be subject to annual 
re-election.

Provision 18 Companies will need 
to ensure that the list 
of standard resolutions 
proposed at the Annual 
General Meeting reflects 
this requirement. 

Previously, the Code 
only required directors 
of FTSE 350 companies 
to be subject to annual 
re-election (existing Code 
provision B.7.1). Although 
the FRC limited this 
provision to the FTSE 350 
when it was introduced 
in 2010, in practice, it 
has been followed by 
a number companies 
outside the FTSE 350. 

Companies subject to this 
requirement for the first 
time at their 2019 AGM 
may need to change their 
Articles if these still refer 
to retirement by rotation.

Chair limited 
to nine year 
term

The chair should not remain in post 
beyond nine years from the date of their 
first appointment to the board. Time served 
as a non-executive director first will reduce 
the time that can be served as chair.

Provision 19 Review board structure 
and succession planning 
as a result of this new 
recommendation. 

Limited extensions are 
permitted to facilitate 
effective succession 
planning and the 
development of a diverse 
board, particularly where 
the chair was an existing 
non-executive director on 
appointment. Companies 
will need to explain if they 
depart from the 9 year rule.  

Board 
evaluation

As in the existing Code, FTSE 350 
companies should undergo a three yearly, 
externally facilitated board evaluation. 

Provision 21 Although this provision 
applies only to FTSE 350 
companies, the chairs of all 
companies are expected to 
consider having a regular, 
externally facilitated board 
evaluation.
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Area Requirement Relevant 
principle or 
provision 2

Action to be taken

4. Audit, risk and internal control

Audit 
committee 
membership 

There is no change to the requirements 
of the existing Code: at least three 
independent non-executive directors are 
needed on the audit (and remuneration) 
committees, with the minimum 
membership of two for smaller companies. 

However, in a change to the existing Code, 
the chair should not be a member of the 
audit committee, as was permitted for 
smaller companies. 

Provision 24 Other than in relation to 
the chair, this l mirrors 
existing Code provision 
C.3.1. 

Smaller companies may 
need to review their audit 
committee membership if 
they have appointed the 
chair to audit committee. 

The FRC intends to re-
issue its guidance on 
Audit Committees and 
its Guidance on Risk 
Management and Internal 
Controls to reflect the 
2018 Code and any 
amendments to internal 
controls and viability 
statements in the light  
of the collapse of Carillion.

5. Remuneration

Remuneration 
committee

The Code now includes a new 
recommendation that remuneration 
committee chairs should have served on 
a remuneration committee for at least 12 
months before appointment.

The Code now recommends that the 
remuneration committee should review 
workforce7 remuneration and related 
policies, and the “alignment of incentive 
and rewards with culture”, taking these 
into account when setting the policy for 
executive director remuneration.

Provision 32

Provision 33

Companies may wish to 
review the composition 
and remit of the 
remuneration committee 
as a result of the changes 
introduced by the new 
Code.

The new Code expects remuneration 
committees to use their discretion to 
override formulaic outcomes in relation to 
remuneration schemes and policies. 

Provision 37 Companies may need to 
review their remuneration 
policies, scheme rules and 
directors’ service contracts 
to ensure that these allow 
discretion to be exercised 
where appropriate.
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Area Requirement Relevant 
principle or 
provision 2

Action to be taken

Long term 
incentive 
plans

Share awards should be subject to a 
recommended vesting and post-vesting 
holding period of five years or more (as 
opposed to three years under the existing 
Code - see Schedule A), to support 
alignment with long term shareholder 
interests. 

Provision 36 Many larger companies 
are already compliant, 
but there are smaller 
companies that do not 
have holding periods 
who will need to consider 
changing their plans.

Pension 
contributions 
for executive 
directors

The Code now includes a new provision 
that pension contribution rates for 
executive directors should be aligned 
with those available to the workforce, and 
that the pension consequences of salary 
increases and changes to pensionable 
remuneration, especially for directors 
close to retirement, should be carefully 
considered when compared to workforce 
pension arrangements.

Provision 38 Companies should 
consider the need to 
align directors pension 
contribution rates in line 
with this new requirement. 

Remuneration 
Committee 
Report

Detailed provisions expand the information 
to be included in the remuneration 
committee report. The remuneration 
committee report should include:

 – an explanation of the strategic rationale 
(as well as remuneration structures and 
performance metrics)

 – why the remuneration is appropriate 
using internal and external measures 
(including pay ratios and pay gaps)

 – what engagement has taken place with 
shareholders

 – how executive remuneration aligns with 
wider company pay policy

 – the extent to which discretion has been 
applied to remuneration outcomes

Provision 41 These reporting 
requirements may have 
more of an impact on 
smaller companies, but 
all companies should 
consider the impact of the 
additional content for the 
remuneration committee 
report.

Companies should also 
bear in mind the new 
reporting disclosures that 
will be required under the 
Reporting Regulations 
regarding pay ratio 
reporting and the impact 
of share price appreciation 
on pay for quoted 
companies.

7.  The term “workforce” is explained in the Guidance on Board Effectiveness, section 5.

Companies should consider the need to align directors pension contribution 
rates in line with this new requirement.

https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
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Appendix 1

Methods of workforce engagement recommended in the Code

Method Comment

Appointing a director 
from the workforce

The company would need to agree how such a director would be appointed and 
removed, and the terms on which they will hold office, including confidentiality 
obligations. Processes may need to be put in place to enable the director to 
gather the views of the workforce.

A director appointed to this role would take on the full legal duties and 
responsibilities as apply to directors generally. The individual may need training 
and support to take on this role. 

Incorporating a 
workforce advisory panel

Larger companies may already have an appropriate structure in place. The 
company would need to decide how to structure the panel, who will sit on it, 
and what its relationship with the board will be.

Designating a non-
executive director to 
liaise with the workforce

This may be a popular choice for smaller and mid-sized companies.

The company would need to agree how the designated director will engage 
effectively with the workforce and understand their views. It will need to be a non-
executive director who has sufficient time and capacity to take on this role, or the 
company would have to agree an increase in time (and therefore also fees).

Many smaller and mid-sized companies may designate a non- 
executive director to liaise with the workforce as their chosen method  
of workforce engagement.
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Useful links

UK Corporate Governance Code 2018

Key highlights of the Code

Guidance on Board Effectiveness

The FRC published a lengthy feedback statement with the new Code. Companies may be interested in the com-
parison table at section 5 (pages 29 – 46) which compares the structure of the 2016 Code to the new Code.

The Stakeholder Voice in Board Decision Making 

http://eversheds-sutherland.com
https://www.frc.org.uk/document-library/corporate-governance/2018/uk-corporate-governance-code
https://www.frc.org.uk/document-library/corporate-governance/2018/key-highlights-of-the-code
https://www.frc.org.uk/document-library/corporate-governance/2018/guidance-on-board-effectiveness
https://www.frc.org.uk/getattachment/90797f4b-37a1-463e-937f-5cfb14dbdcc4/2018-UK-Corporate-Governance-Code-Feedback-Statement-July-2018.pdf
https://www.icsa.org.uk/assets/files/free-guidance-notes/the-stakeholder-voice-in-Board-Decision-Making-09-2017.pdf

