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PREFACE

The Stewardship Code aims to enhance the quality of engagement between
institutional investors and companies to help improve long-term returns to
shareholders and the efficient exercise of governance responsibilities.
Engagement includes pursuing purposeful dialogue on strategy, performance
and the management of risk, as well as on issues that are the immediate subject
of votes at general meetings.

The Code sets out good practice on engagement with investee companies to
which the FRC believes institutional investors should aspire. It provides an
opportunity to build a critical mass of UK and overseas investors committed to
the high quality dialogue with companies needed to underpin good governance.
By creating a sound basis of engagement it should create a much needed
stronger link between governance and the investment process, and lend greater
substance to the concept of “comply or explain” as applied by listed
companies. The FRC therefore sees it as complementary to the UK Corporate
Governance Code for listed companies, as revised in June 2010.

Institutional shareholders are free to choose whether or not to engage but their
choice should be a considered one based on their investment approach. Their
managers or agents are then responsible for ensuring that they comply with the
terms of the mandate as agreed.

Disclosures made by institutions under the Code should assist companies to
understand the approach and expectations of their major shareholders. They
should also assist those issuing mandates to institutional fund managers to
make a better informed choice, thereby improving the functioning of the market
and facilitating the exercise of responsibility to end-investors.

As with the UK Corporate Governance Code, the Code should be applied on a
“comply or explain” basis. In reporting terms this entails providing a statement
on the institution’s website that contains:

e adescription of how the principles of the Code have been
applied, and

e disclosure of the specific information listed under Principles
1,5,6and 7; or

e an explanation if these elements of the Code have not been
complied with.

It should be noted that compliance with the Code does not constitute an
invitation to manage the affairs of investee companies or preclude a decision to
sell a holding, where this is considered in the best interest of end-investors.
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The Code is addressed in the first instance to firms who manage assets on
behalf of institutional shareholders such as pension funds, insurance
companies, investment trusts and other collective investment vehicles. The
FRC expects those firms to disclose on their websites how they have applied the
Code. Institutions that manage several types of fund need to make only one
statement.

However the responsibility for monitoring company performance does not rest
with fund managers alone. Pension fund trustees and other owners can do so
either directly or indirectly through the mandates given to fund managers. Their
actions can have a significant impact on the quality and quantity of engagement
with UK companies. The FRC therefore strongly encourages all institutional
investors to report if and how they have complied with the Code.

Principle 1 of the Code states that institutional investors that make use of proxy
voting and other advisory services should disclose how they are used. The FRC
encourages those service providers in turn to disclose how they carry out the
wishes of their clients by applying the principles of the Code that are relevant to
their activities.

The FRC recognises that not all parts of the Code will be relevant to all
institutional investors, while smaller institutions may judge that some of its
principles and guidance are disproportionate in their case. In these
circumstances, they should take advantage of the ‘“comply or explain”
approach and set out why this is the case.

Specifically, the “explain” option means that overseas investors who follow
other national or international standards that have similar objectives should not
feel application of the Code duplicates or confuses their responsibilities.
Disclosures made in respect of those standards can also be used to
demonstrate the extent to which they have complied with the Code. In a
similar spirit, UK institutions that apply the Code should use their best efforts to
apply its principles to overseas holdings.

The FRC will retain on its website a list of those investors that have published a
statement on their compliance or otherwise with the Code, and requests that
they notify the FRC when they have done so. The FRC also considers that it
would be good practice for each institution to name in its statement an individual
who can be contacted for further information and by those interested in
collective engagement.

The FRC will carry out regular monitoring of the take-up and application of the
Code.
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The FRC expects the content of the Code to evolve over time to reflect
developments in good engagement practice, in the structure and operation of
the market, and the broader regulatory framework, and it will need to give further
consideration to issues raised in response to the consultation on this Code in
the same light. A decision on the timing of the first review of the content of the
Code will be taken in the second half of 2011.

Financial Reporting Council
July 2010
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THE PRINCIPLES OF THE CODE

Institutional investors should:
e publicly disclose their policy on how they will discharge their
stewardship responsibilities.

e have a robust policy on managing conflicts of interest in relation to
stewardship and this policy should be publicly disclosed.

e monitor their investee companies.

e establish clear guidelines on when and how they will escalate their
activities as a method of protecting and enhancing shareholder
value.

e be willing to act collectively with other investors where appropriate.
e have a clear policy on voting and disclosure of voting activity.

e report periodically on their stewardship and voting activities.
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THE UK STEWARDSHIP CODE

Principle 1

Institutional investors should publicly disclose their policy on how they will
discharge their stewardship responsibilities.

Guidance
The disclosure should include:

e how investee companies will be monitored. In order for monitoring to
be effective an active dialogue may, where necessary, need to be
entered into with the investee company’s board;

e the strategy on intervention;

e internal arrangements, including how stewardship is integrated with
the wider investment process;

e the policy on voting and the use made of, if any, proxy voting or other
voting advisory service, including information on how they are used;
and

e the policy on considering explanations made in relation to the UK
Corporate Governance Code.
Principle 2
Institutional investors should have a robust policy on managing conflicts of
interest in relation to stewardship and this policy should be publicly
disclosed.

Guidance

An institutional investor’'s duty is to act in the interests of all clients and/or
beneficiaries when considering matters such as engagement and voting.

Conflicts of interest will inevitably arise from time to time, which may include
when voting on matters affecting a parent company or client.

Institutional investors should put in place and maintain a policy for managing
conflicts of interest.
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Principle 3
Institutional investors should monitor their investee companies.
Guidance

Investee companies should be monitored to determine when it is necessary to
enter into an active dialogue with their boards. This monitoring should be
regular, and the process clearly communicable and checked periodically for its
effectiveness.

As part of this monitoring, institutional investors should:

e seek to satisfy themselves, to the extent possible, that the investee
company’s board and committee structures are effective, and that
independent directors provide adequate oversight, including by
meeting the chairman and, where appropriate, other board
members;

e maintain a clear audit trail, for example, records of private meetings
held with companies, of votes cast, and of reasons for voting against
the investee company’s management, for abstaining, or for voting
with management in a contentious situation; and

e attend the General Meetings of companies in which they have a
major holding, where appropriate and practicable.

Institutional investors should consider carefully explanations given for departure
from the UK Corporate Governance Code and make reasoned judgements in
each case. They should give a timely explanation to the company, in writing
where appropriate, and be prepared to enter a dialogue if they do not accept the
company’s position.

Institutional investors should endeavour to identify problems at an early stage to
minimise any loss of shareholder value. If they have concerns they should seek
to ensure that the appropriate members of the investee company’s board are
made aware of them.

Institutional investors may not wish to be made insiders. They will expect
investee companies and their advisers to ensure that information that could
affect their ability to deal in the shares of the company concerned is not
conveyed to them without their agreement.
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Principle 4

Institutional investors should establish clear guidelines on when and how
they will escalate their activities as a method of protecting and enhancing
shareholder value.

Guidance

Institutional investors should set out the circumstances when they will actively
intervene and regularly assess the outcomes of doing so. Intervention should be
considered regardless of whether an active or passive investment policy is
followed. In addition, being underweight is not, of itself, a reason for not
intervening. Instances when institutional investors may want to intervene include
when they have concerns about the company’s strategy and performance, its
governance or its approach to the risks arising from social and environmental
matters.

Initial discussions should take place on a confidential basis. However, if boards
do not respond constructively when institutional investors intervene, then
institutional investors will consider whether to escalate their action, for example,
by:

¢ holding additional meetings with management specifically to discuss
concerns;
e expressing concerns through the company’s advisers;

° meeting with the chairman, senior independent director, or with all
independent directors;

e intervening jointly with other institutions on particular issues;
e making a public statement in advance of the AGM or an EGM,;
e submitting resolutions at shareholders’ meetings; and

e requisitioning an EGM, in some cases proposing to change board
membership.
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Principle 5

Institutional investors should be willing to act collectively with other
investors where appropriate.

Guidance

At times collaboration with other investors may be the most effective manner in
which to engage.

Collaborative engagement may be most appropriate at times of significant
corporate or wider economic stress, or when the risks posed threaten the ability
of the company to continue.

Institutional investors should disclose their policy on collective engagement.
When participating in collective engagement, institutional investors should have
due regard to their policies on conflicts of interest and insider information.

Principle 6

Institutional investors should have a clear policy on voting and disclosure of
voting activity.

Guidance

Institutional investors should seek to vote all shares held. They should not
automatically support the board.

If they have been unable to reach a satisfactory outcome through active
dialogue then they should register an abstention or vote against the resolution.
In both instances, it is good practice to inform the company in advance of their
intention and the reasons why.

Institutional investors should disclose publicly voting records and if they do not
explain why.
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Principle 7

Institutional investors should report periodically on their stewardship and
voting activities.

Guidance

Those that act as agents should regularly report to their clients details of how
they have discharged their responsibilities. Such reports will be likely to
comprise qualitative as well as quantitative information. The particular
information reported, including the format in which details of how votes have
been cast are presented, should be a matter for agreement between agents and
their principals.

Transparency is an important feature of effective stewardship. Institutional
investors should not, however, be expected to make disclosures that might be
counterproductive. Confidentiality in specific situations may well be crucial to
achieving a positive outcome.

Those that act as principals, or represent the interests of the end-investor,
should report at least annually to those to whom they are accountable on their
policy and its execution.

Those that sign up to this Code should consider obtaining an independent audit
opinion on their engagement and voting processes having regard to the
standards in AAF 01/06" and SAS 70% The existence of such assurance
certification should be publicly disclosed.

" Assurance reports on internal controls of service organisations made available to third parties.
2 Statement on Auditing Standards No.70: Reports on the processing of transactions by service
organizations.

76



10

77



FINANCIAL REPORTING COUNCIL
5TH FLOOR

ALbwycH HousE

71-91 ALDWYCH

LonboN WC2B 4HN
TEL: +44 (0)20 7492 2300
Fax: +44 (0)20 7492 2301
WEBSITE: www.frc.org.uk

ISBN 978-1-84798-335-0

3350

97"781847"98

UP/FRC-BI10008

© The Financial Reporting Council Limited 2010

The Financial Reporting Council Limited is a company limited by guarantee. Registered in England number 2486368.
Registered Office: 5th Floor, Aldwych House, 71-91 Aldwych, London WC2B 4HN.

78



September 2012

The UK Stewardship Code




The FRC does not accept any liability to any party for any

loss, damage or costs howsoever arising, whether directly or
indirectly, whether in contract, tort or otherwise from any action
or decision taken (or not taken) as a result of any person relying
on or otherwise using this document or arising from any
omission from it.
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Stewardship and the Code

1. Stewardship aims to promote the long term success of companies in such a way that the ultimate
providers of capital also prosper. Effective stewardship benefits companies, investors and the
economy as a whole.

2. In publicly listed companies responsibility for stewardship is shared. The primary responsibility
rests with the board of the company, which oversees the actions of its management. Investors in
the company also play an important role in holding the board to account for the fulfilment of its
responsibilities.

3. The UK Corporate Governance Code identifies the principles that underlie an effective board.
The UK Stewardship Code sets out the principles of effective stewardship by investors. In so
doing, the Code assists institutional investors better to exercise their stewardship responsibilities,
which in turn gives force to the “comply or explain” system.

4. Forinvestors, stewardship is more than just voting. Activities may include monitoring and
engaging with companies on matters such as strategy, performance, risk, capital structure, and
corporate governance, including culture and remuneration. Engagement is purposeful dialogue
with companies on these matters as well as on issues that are the immediate subject of votes at
general meetings.

5. Institutional investors’ activities include decision-making on matters such as allocating assets,
awarding investment mandates, designing investment strategies, and buying or selling specific
securities. The division of duties within and between institutions may span a spectrum, such that
some may be considered asset owners and others asset managers.

6. Broadly speaking, asset owners include pension funds, insurance companies, investment trusts
and other collective investment vehicles. As the providers of capital, they set the tone for
stewardship and may influence behavioural changes that lead to better stewardship by asset
managers and companies. Asset managers, with day-to-day responsibility for managing
investments, are well positioned to influence companies’ long-term performance through
stewardship.

7. Compliance with the Code does not constitute an invitation to manage the affairs of a company
or preclude a decision to sell a holding, where this is considered in the best interest of clients or
beneficiaries.

Financial Reporting Council 1
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Application of the Code

1. The UK Stewardship Code traces its origins to ‘The Responsibilities of Institutional Shareholders
and Agents: Statement of Principles,’ first published in 2002 by the Institutional Shareholders
Committee (ISC), and which the ISC converted to a code in 2009. Following the 2009 Walker
Review of governance in financial institutions, the FRC was invited to take responsibility for the
Code. In 2010, the FRC published the first version of the UK Stewardship Code, which closely
mirrored the ISC code. This edition of the Code does not change the spirit of the 2010 Code.

2. The Code is directed in the first instance to institutional investors, by which is meant asset
owners and asset managers with equity holdings in UK listed companies. Institutional investors
may choose to outsource to external service providers some of the activities associated with
stewardship. However, they cannot delegate their responsibility for stewardship. They remain
responsible for ensuring those activities are carried out in a manner consistent with their own
approach to stewardship. Accordingly, the Code also applies, by extension, to service providers,
such as proxy advisors and investment consultants.

3. The FRC expects signatories of the Code to publish on their website, or if they do not have a
website in another accessible form, a statement that:

o describes how the signatory has applied each of the seven principles of the Code
and discloses the specific information requested in the guidance to the principles; or

. if one or more of the principles have not been applied or the specific information
requested in the guidance has not been disclosed, explains why the signatory has
not complied with those elements of the Code.

4. Disclosures under the Code should improve the functioning of the market for investment
mandates. Asset owners should be better equipped to evaluate asset managers, and asset
managers should be better informed, enabling them to tailor their services to meet asset owners’
requirements.

5. In particular the disclosures should, with respect to conflicts of interest, address the priority given
to client interests in decision-making; with respect to collective engagement, describe the
circumstances under which the signatory would join forces with other institutional investors to
ensure that boards acknowledge and respond to their concerns on critical issues and at critical
times; and, with respect to proxy voting agencies, how the signatory uses their advice.

6. The statement of how the Code has been applied should be aligned with the signatory’s role in
the investment chain.

7. Asset owners’ commitment to the Code may include engaging directly with companies or
indirectly through the mandates given to asset managers. They should clearly communicate their
policies on stewardship to their managers. Since asset owners are the primary audience of asset
managers’ public statements as well as client reports on stewardship, asset owners should seek

2 The UK Stewardship Code (September 2012)
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to hold their managers to account for their stewardship activities. In so doing, they better fulfil
their duty to their beneficiaries to exercise stewardship over their assets.

8. An asset manager should disclose how it delivers stewardship responsibilities on behalf of its
clients. Following the publication in 2011 of the Stewardship Supplement to Technical Release
AAF 01/06, asset managers are encouraged to have the policies described in their stewardship
statements independently verified. Where appropriate, asset owners should also consider having
their policy statements independently verified.

9. Overseas investors who follow other national or international codes that have similar objectives
should not feel the application of the Code duplicates or confuses their responsibilities.
Disclosures made in respect of those standards can also be used to demonstrate the extent to
which they have complied with the Code. In a similar spirit, UK institutions that apply the Code
should use their best efforts to apply its principles to overseas equity holdings.

10. Institutional investors with several types of funds or products need to make only one statement,
but are encouraged to explain which of their funds or products are covered by the approach
described in their statements. Where institutions apply a stewardship approach to other asset
classes, they are encouraged to disclose this.

11. The FRC encourages service providers to disclose how they carry out the wishes of their clients
with respect to each principle of the Code that is relevant to their activities.

12. Signatories are encouraged to review their policy statements annually, and update them where
necessary to reflect changes in actual practice.

13. This statement should be easy to find on the signatory’s website, or if they do not have a website
in another accessible form, and should indicate when the statement was last reviewed. It should
include contact details of an individual who can be contacted for further information and by those
interested in collective engagement. The FRC hosts on its website the statements of signatories
without their own website.

14. The FRC retains on its website a list of asset owners, asset managers and service providers that
have published a statement on their compliance or otherwise with the Code, and requests that
signatories notify the FRC when they have done so, and when the statement is updated.

15. The FRC regularly monitors the take-up and application of the Code. It expects the content of the
Code to evolve over time to reflect developments in good stewardship practice, the structure and
operation of the market, and the broader regulatory framework. Unless circumstances change,
the FRC does not envisage proposing further changes to the Code until 2014 at the earliest.

Financial Reporting Council
September 2012
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Comply or Explain

1.

As with the UK Corporate Governance Code, the UK Stewardship Code should be applied on a
“comply or explain” basis.

The Code is not a rigid set of rules. It consists of principles and guidance. The principles are the
core of the Code and the way in which they are applied should be the central question for the
institutional investor as it determines how to operate according to the Code. The guidance
recommends how the principle might be applied.

Those signatories that choose not to comply with one of the principles, or not to follow the
guidance, should deliver meaningful explanations that enable the reader to understand their
approach to stewardship. In providing an explanation, the signatory should aim to illustrate how
its actual practices contribute to good stewardship and promote the delivery of the institution’s or
its clients’ investment objectives. They should provide a clear rationale for their approach.

The Financial Services Authority requires any firm authorised to manage funds, which is not a
venture capital firm, and which manages investments for professional clients that are not natural
persons, to disclose “the nature of its commitment” to the Code or “where it does not commit to
the Code, its alternative investment strategy” (under Conduct of Business Rule 2.2.31).

The FRC recognises that not all parts of the Code are relevant to all signatories. For example,
smaller institutions may judge that some of its principles and guidance are disproportionate in
their case. In these circumstances, they should take advantage of the “comply or explain”
approach and set out why this is the case.

In their responses to explanations, clients and beneficiaries should pay due regard to the
signatory’s individual circumstances and bear in mind in particular the size and complexity of the
signatory, the nature of the risks and challenges it faces, and the investment objectives of the
signatory or its clients.

Whilst clients and beneficiaries have every right to challenge a signatory’s explanations if they
are unconvincing, they should not evaluate explanations in a mechanistic way. Departures from
the Code should not be automatically treated as breaches. A signatory’s clients and beneficiaries
should be careful to respond to the statements from the signatory in a manner that supports the
“comply or explain” process and bears in mind the purpose of good stewardship. They should put
their views to the signatory and both parties should be prepared to discuss the position.

! http:/fsahandbook.info/FSA/html/handbook/COBS/2/2
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The Principles of the Code

So as to protect and enhance the value that accrues to the ultimate beneficiary, institutional investors
should:

publicly disclose their policy on how they will discharge their stewardship responsibilities.
have a robust policy on managing conflicts of interest in relation to stewardship which
should be publicly disclosed.

monitor their investee companies.

establish clear guidelines on when and how they will escalate their stewardship activities.
be willing to act collectively with other investors where appropriate.

have a clear policy on voting and disclosure of voting activity.

N o oM

report periodically on their stewardship and voting activities.

Financial Reporting Council 5
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The UK Stewardship Code
Principle 1

Institutional investors should publicly disclose their policy on how they will
discharge their stewardship responsibilities.

Guidance

Stewardship activities include monitoring and engaging with companies on matters such as strategy,
performance, risk, capital structure, and corporate governance, including culture and remuneration.
Engagement is purposeful dialogue with companies on those matters as well as on issues that are the
immediate subject of votes at general meetings.

The policy should disclose how the institutional investor applies stewardship with the aim of
enhancing and protecting the value for the ultimate beneficiary or client.

The statement should reflect the institutional investor’s activities within the investment chain, as well
as the responsibilities that arise from those activities. In particular, the stewardship responsibilities of
those whose primary activities are related to asset ownership may be different from those whose
primary activities are related to asset management or other investment-related services.

Where activities are outsourced, the statement should explain how this is compatible with the proper
exercise of the institutional investor’'s stewardship responsibilities and what steps the investor has
taken to ensure that they are carried out in a manner consistent with the approach to stewardship set
out in the statement.

The disclosure should describe arrangements for integrating stewardship within the wider investment
process.

Principle 2

Institutional investors should have a robust policy on managing conflicts of
interest in relation to stewardship which should be publicly disclosed.

Guidance
An institutional investor’s duty is to act in the interests of its clients and/or beneficiaries.

Conflicts of interest will inevitably arise from time to time, which may include when voting on matters
affecting a parent company or client.

Institutional investors should put in place, maintain and publicly disclose a policy for identifying and
managing conflicts of interest with the aim of taking all reasonable steps to put the interests of their
client or beneficiary first. The policy should also address how matters are handled when the interests
of clients or beneficiaries diverge from each other.

6 The UK Stewardship Code (September 2012)
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Principle 3
Institutional investors should monitor their investee companies.
Guidance

Effective monitoring is an essential component of stewardship. It should take place regularly and be
checked periodically for effectiveness.

When monitoring companies, institutional investors should seek to:

e  keep abreast of the company’s performance;

e  keep abreast of developments, both internal and external to the company, that drive the
company’s value and risks;

o satisfy themselves that the company’s leadership is effective;
e satisfy themselves that the company’s board and committees adhere to the spirit of the

UK Corporate Governance Code, including through meetings with the chairman and other
board members;

e consider the quality of the company’s reporting; and

e attend the General Meetings of companies in which they have a major holding, where
appropriate and practicable.

Institutional investors should consider carefully explanations given for departure from the UK
Corporate Governance Code and make reasoned judgements in each case. They should give a
timely explanation to the company, in writing where appropriate, and be prepared to enter a dialogue
if they do not accept the company’s position.

Institutional investors should endeavour to identify at an early stage issues that may result in a
significant loss in investment value. If they have concerns, they should seek to ensure that the
appropriate members of the investee company’s board or management are made aware.

Institutional investors may or may not wish to be made insiders. An institutional investor who may be
willing to become an insider should indicate in its stewardship statement the willingness to do so, and
the mechanism by which this could be done.

Institutional investors will expect investee companies and their advisers to ensure that information that
could affect their ability to deal in the shares of the company concerned is not conveyed to them
without their prior agreement.

Financial Reporting Council 7
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Principle 4

Institutional investors should establish clear guidelines on when and how they
will escalate their stewardship activities.

Guidance

Institutional investors should set out the circumstances in which they will actively intervene and
regularly assess the outcomes of doing so. Intervention should be considered regardless of whether
an active or passive investment policy is followed. In addition, being underweight is not, of itself, a
reason for not intervening. Instances when institutional investors may want to intervene include, but
are not limited to, when they have concerns about the company’s strategy, performance, governance,
remuneration or approach to risks, including those that may arise from social and environmental
matters.

Initial discussions should take place on a confidential basis. However, if companies do not respond
constructively when institutional investors intervene, then institutional investors should consider

whether to escalate their action, for example, by:

e holding additional meetings with management specifically to discuss concerns;
e  expressing concerns through the company’s advisers;

e meeting with the chairman or other board members;

e intervening jointly with other institutions on particular issues;

e making a public statement in advance of General Meetings;

e  submitting resolutions and speaking at General Meetings; and

e requisitioning a General Meeting, in some cases proposing to change board membership.

Principle 5

Institutional investors should be willing to act collectively with other investors
where appropriate.

Guidance
At times collaboration with other investors may be the most effective manner in which to engage.

Collective engagement may be most appropriate at times of significant corporate or wider economic
stress, or when the risks posed threaten to destroy significant value.

8 The UK Stewardship Code (September 2012)
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Institutional investors should disclose their policy on collective engagement, which should indicate
their readiness to work with other investors through formal and informal groups when this is
necessary to achieve their objectives and ensure companies are aware of concerns. The disclosure
should also indicate the kinds of circumstances in which the institutional investor would consider
participating in collective engagement.

Principle 6

Institutional investors should have a clear policy on voting and disclosure of
voting activity.

Guidance

Institutional investors should seek to vote all shares held. They should not automatically support the
board.

If they have been unable to reach a satisfactory outcome through active dialogue then they should
register an abstention or vote against the resolution. In both instances, it is good practice to inform the
company in advance of their intention and the reasons why.

Institutional investors should disclose publicly voting records.

Institutional investors should disclose the use made, if any, of proxy voting or other voting advisory
services. They should describe the scope of such services, identify the providers and disclose the
extent to which they follow, rely upon or use recommendations made by such services.

Institutional investors should disclose their approach to stock lending and recalling lent stock.
Principle 7

Institutional investors should report periodically on their stewardship and
voting activities.

Guidance
Institutional investors should maintain a clear record of their stewardship activities.

Asset managers should regularly account to their clients or beneficiaries as to how they have
discharged their responsibilities. Such reports will be likely to comprise qualitative as well as
quantitative information. The particular information reported and the format used, should be a matter
for agreement between agents and their principals.

Asset owners should report at least annually to those to whom they are accountable on their
stewardship policy and its execution.

Financial Reporting Council 9
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Transparency is an important feature of effective stewardship. Institutional investors should not,
however, be expected to make disclosures that might be counterproductive. Confidentiality in specific
situations may well be crucial to achieving a positive outcome.

Asset managers that sign up to this Code should obtain an independent opinion on their engagement
and voting processes having regard to an international standard or a UK framework such as AAF
01/062. The existence of such assurance reporting should be publicly disclosed. If requested, clients
should be provided access to such assurance reports.

Assurance reports on internal controls of service organisations made available to third parties:
http://www.icaew.com/en/technical/audit-and-assurance/assurance/technical-release-aaf-01-06

10 The UK Stewardship Code (September 2012)
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The FRC is responsible for promoting high quality corporate
governance and reporting to foster investment. We set the UK
Corporate Governance and Stewardship Codes as well as UK
standards for accounting, auditing and actuarial work. We represent
UK interests in international standard-setting. We also monitor and
take action to promote the quality of corporate reporting and auditing.
We operate independent disciplinary arrangements for accountants
and actuaries; and oversee the regulatory activities of the accountancy
and actuarial professional bodies.

Financial Reporting Council
5th Floor, Aldwych House
71-91 Aldwych

London WC2B 4HN
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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.
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INTRODUCTION

Stewardship is the responsible allocation, management
and oversight of capital to create long-term value for
clients and beneficiaries leading to sustainable benefits
for the economy, the environment and society.

The UK Stewardship Code 2020 (the Code) sets high stewardship
standards for asset owners and asset managers, and for service
providers that support them.

The Code comprises a set of ‘apply and explain’ Principles for asset
managers and asset owners, and a separate set of Principles for
service providers. The Code does not prescribe a single approach

to effective stewardship. Instead, it allows organisations to meet the
expectations in a manner that is aligned with their own business model
and strategy.

The investment market has changed significantly since the publication
of the first UK Stewardship Code. There has been significant growth

in investment in assets other than listed equity, such as fixed income
bonds, real estate and infrastructure. These investments have different
terms, investment periods, rights and responsibilities and signatories
will need to consider how to exercise stewardship effectively in these
circumstances.

Environmental, particularly climate change, and social factors, in
addition to governance, have become material issues for investors

to consider when making investment decisions and undertaking
stewardship. The Code also recognises that asset owners and asset
managers play an important role as guardians of market integrity and
in working to minimise systemic risks as well as being stewards of the
investments in their portfolios.

n 2020 UK Stewardship Code
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HOW TO REPORT

All Principles are supported by reporting expectations.
These indicate the information that organisations should
include in their Stewardship Report and will form the
basis of assessment of reporting quality.

When applying the Principles, signatories should
consider the following, among other issues:

+ the effective application of the UK Corporate
Governance Code and other governance codes;

directors’ duties, particularly those matters to which
they should have regard under section 172 of the
Companies Act 2006;

capital structure, risk, strategy and performance;
diversity, remuneration and workforce interests;
audit quality;

environmental and social issues, including climate
change; and

compliance with covenants and contracts.

Each Principle has reporting expectations under the headings Activity
and Outcome. Some Principles also include reporting expectations
under the heading Context, which require disclosure of background
information or policies that are necessary in order to understand and
assess the approach taken to stewardship.

Some reporting expectations will be more relevant for asset managers
or those investing directly, while others will be more relevant to asset
owners or those using intermediaries. Organisations must determine
which reporting expectations are relevant and appropriate to their
business or role in the investment community.

In Principle 6, for example, “signatories should disclose an
approximate breakdown of: the size and profile of their membership,
including number of members in the scheme and the average age of
members; OR their client base, for example, institutional versus retalil,
and geographic distribution”.

Financial Reporting Council
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The Code contains more detailed reporting expectations for listed
equity assets. This reflects the relative maturity of stewardship for listed
equity assets. However, signatories should use the resources, rights
and influence available to them to exercise stewardship, however
capital is invested.

Reports should be engaging, succinct and in plain English. They
should be as specific and as transparent as possible without
compromising effective stewardship.

The Report should be a single document structured to give a clear
picture of how the organisation has applied the Code. Relevant

data, diagrams, tables, examples and case studies should be used
appropriately. It should focus on activities and outcomes and provide
enough information to enable the reader to have a good understanding
of the application of the Code without having to refer to information
elsewhere. However, the Report may link to more detailed policies

and disclosures, including against other reporting requirements. Any
additional information should be clear and accessible.

Reports should be fair, balanced and understandable. For example,
reporting should acknowledge setbacks experienced and lessons
learned, as well as successes. Activities to achieve desired outcomes
may take more than a year and may not be completed within an
organisation’s reporting period. Where this is the case, this should be
indicated and progress reported.

The Code recognises that signatories differ by size, type, business
model and investment approach, and do not exercise stewardship

in an identical way. The reporting expectations do not require
disclosure of stewardship activities on a fund-by-fund basis or for each
investment strategy. However, the information provided should give a
clear indication of how stewardship activities differ across funds, asset
classes and geographies proportionately to their operations.

Reports must be reviewed and approved by the applicant’s governing
body, and signed by the chair, chief executive or chief investment
officer.

Once the applicant has been accepted as a Code signatory and the
Report is approved by the FRC, the Report will be a public document
and must be made available on the signatory’s website or, if they do
not have a website, in another accessible form.

Further information on how to submit the Report and the assessment
process can be found on the FRC website.

n 2020 UK Stewardship Code
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PRINCIPLES FOR ASSET OWNERS

AND ASSET MANAGERS

Asset owners and asset managers cannot delegate
their responsibility and are accountable for effective
stewardship. Stewardship activities include investment
decision-making, monitoring assets and service
providers, engaging with issuers and holding them to
account on material issues, collaborating with others,
and exercising rights and responsibilities.

Capital is invested in a range of asset classes over
which investors have different terms and investment
periods, rights and levels of influence. Signatories
should use the resources, rights and influence available
to them to exercise stewardship, no matter how capital
is invested.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

PURPOSE AND GOVERNANCE

Principle 1

Signatories’ purpose, investment beliefs, strategy,
and culture enable stewardship that creates long-
term value for clients and beneficiaries leading

to sustainable benefits for the economy, the
environment and society.

REPORTING EXPECTATIONS

Context
Signatories should explain:

e the purpose of the organisation and an outline of its culture, values,
business model and strategy; and

e their investment beliefs, i.e. what factors they consider important for
desired investment outcomes and why.

Activity

Signatories should explain what actions they have taken to ensure their
investment beliefs, strategy and culture enable effective stewardship.
Outcome

Signatories should disclose:

e how their purpose and investment beliefs have guided their
stewardship, investment strategy and decision-making; and

e an assessment of how effective they have been in serving the best
interests of clients and beneficiaries.

n 2020 UK Stewardship Code
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

PURPOSE AND GOVERNANCE

Principle 2

Signatories’ governance, resources and incentives
support stewardship.

REPORTING EXPECTATIONS

Activity
Signatories should explain how:

e their governance structures and processes have enabled oversight
and accountability for effective stewardship within their organisation
and the rationale for their chosen approach;

e they have appropriately resourced stewardship activities, including:
- their chosen organisational and workforce structures;
- their seniority, experience, qualifications, training and diversity;
- their investment in systems, processes, research and analysis;

- the extent to which service providers were used and the services
they provided; and

e performance management or reward programmes have incentivised
the workforce to integrate stewardship and investment decision-
making.

Outcome

Signatories should disclose:

e how effective their chosen governance structures and processes
have been in supporting stewardship; and

e how they may be improved.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

PURPOSE AND GOVERNANCE

Principle 3

Signatories manage conflicts of interest to put the
best interests of clients and beneficiaries first.

REPORTING EXPECTATIONS

Context

Signatories should disclose their conflicts policy and how this has been
applied to stewardship.

Activity

Signatories should explain how they have identified and managed any
instances of actual or potential conflicts related to stewardship.

Outcome

Signatories should disclose examples of how they have addressed
actual or potential conflicts.

Conflicts may arise as a result of:

e ownership structure;

e business relationships between asset owners and asset
managers, and/or the assets they manage;

e differences between the stewardship policies of managers and
their clients;

e cross-directorships;
e bond and equity managers’ objectives; and
e client or beneficiary interests diverging from each other.

m 2020 UK Stewardship Code
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

PURPOSE AND GOVERNANCE

Principle 4

Signatories identify and respond to market-wide and
systemic risks to promote a well-functioning financial
system.

REPORTING EXPECTATIONS

Activity

Signatories should explain:

e how they have identified and responded to market-wide and
systemic risk(s), as appropriate;

e how they have worked with other stakeholders to promote
continued improvement of the functioning of financial markets;

e the role they played in any relevant industry initiatives in which they
have participated, the extent of their contribution and an assessment
of their effectiveness, with examples; and

e how they have aligned their investments accordingly.

Outcome

Signatories should disclose an assessment of their effectiveness in
identifying and responding to market-wide and systemic risks and
promoting well-functioning financial markets.

Market-wide risks are those that lead to financial loss or affect overall
performance of the entire market and include but are not limited to:

® changes in interest rates;
e geopolitical issues; and
e currency rates.

Systemic risks are those that may lead to the collapse of an industry,
financial market or economy and include but are not limited to:

e climate change; and
e the failure of a business or group of businesses.

Stakeholders may include investors, issuers, service providers,
policymakers, audit firms, not-for-profits, regulators, associations
and academics.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

PURPOSE AND GOVERNANCE

Principle 5

Signatories review their policies, assure their
processes and assess the effectiveness of their
activities.

REPORTING EXPECTATIONS

Activity
Signatories should explain:

e how they have reviewed their policies to ensure they enable effective
stewardship;

e what internal or external assurance they have received in relation to
stewardship (undertaken directly or on their behalf) and the rationale
for their chosen approach; and

e how they have ensured their stewardship reporting is fair, balanced
and understandable.

Outcome

Signatories should explain how their review and assurance has led to
the continuous improvement of stewardship policies and processes.

Internal assurance may be by given by senior staff, a designated
body, board, committee, or internal audit and external assurance
by an independent third party.

m 2020 UK Stewardship Code
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

INVESTMENT APPROACH

Principle 6

Signatories take account of client and beneficiary
needs and communicate the activities and outcomes
of their stewardship and investment to them.

REPORTING EXPECTATIONS

Context

Signatories should disclose:
e the approximate breakdown of:

- the scheme(s) structure, for example, whether the scheme is
a master trust, occupational pension fund, defined benefit or
defined contribution, etc;

- the size and profile of their membership, including number of
members in the scheme and the average age of members;

OR
- their client base, for example, institutional versus retail, and
geographic distribution;

- assets under management across asset classes and geographies;

e the length of the investment time horizon they have considered
appropriate to deliver to the needs of clients and/or beneficiaries and
why.
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Activity
Signatories should explain:

e how they have sought beneficiaries’ views (where they have done
s0) and the reason for their chosen approach;

OR

e how they have sought and received clients’ views and the reason for
their chosen approach;

e how the needs of beneficiaries have been reflected in stewardship and
investment aligned with an appropriate investment time horizon;

OR

e how assets have been managed in alignment with clients’
stewardship and investment policies;

e what they have communicated to beneficiaries about their
stewardship and investment activities and outcomes to meet
beneficiary needs, including the type of information provided,
methods and frequency of communication;

OR

e what they have communicated to clients about their stewardship and
investment activities and outcomes to meet their needs, including the
type of information provided, methods and frequency of communication
to enable them to fulfil their stewardship reporting requirements.

Outcome

Signatories should explain:

e how they have evaluated the effectiveness of their chosen methods
to understand the needs of clients and/or beneficiaries;

e how they have taken account of the views of beneficiaries where
sought, and what actions they have taken as a result;
OR

e how they have taken account of the views of clients and what
actions they have taken as a result;

e where their managers have not followed their stewardship and
investment policies, and the reason for this;
OR

e where they have not managed assets in alignment with their clients’
stewardship and investment policies, and the reason for this.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

INVESTMENT APPROACH

Principle 7

Signatories systematically integrate stewardship and
investment, including material environmental, social

and governance issues, and climate change, to fulfil
their responsibilities.

REPORTING EXPECTATIONS

Context

Signatories should disclose the issues they have prioritised for
assessing investments, prior to holding, monitoring through holding
and exiting. This should include the ESG issues of importance to them.

Activity

Signatories should explain:
e how integration of stewardship and investment has differed for
funds, asset classes and geographies;
e how they have ensured:
- tenders have included a requirement to integrate stewardship and
investment, including material ESG issues; and
- the design and award of mandates include requirements to

integrate stewardship and investment to align with the investment
time horizons of clients and beneficiaries;

OR

e the processes they have used to:

- integrate stewardship and investment, including material ESG
issues, to align with the investment time horizons of clients and/or
beneficiaries; and

- ensure service providers have received clear and actionable
criteria to support integration of stewardship and investment,
including material ESG issues.

Outcome

Signatories should explain how information gathered through
stewardship has informed acquisition, monitoring and exit decisions,
either directly or on their behalf, and with reference to how they have
best served clients and/or beneficiaries.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

INVESTMENT APPROACH

Principle 8

Signatories monitor and hold to account managers
and/or service providers.

REPORTING EXPECTATIONS

Activity

Signatories should explain how they have monitored service providers
to ensure services have been delivered to meet their needs.

Outcome
Signatories should explain:

e how the services have been delivered to meet their needs;
OR

e the action they have taken where signatories’ expectations of their
managers and/or service providers have not been met.

For example:

e asset owners monitoring asset managers and investment
consultants to ensure that assets have been managed in
alignment with their investment and stewardship strategy and
policies; or

e asset managers monitoring proxy advisors to ensure, as far as
can reasonably be achieved, that voting has been executed
according with the manager’s policies; and

e asset managers monitoring data and research providers to
ensure the quality and accuracy of their products and services.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

ENGAGEMENT

Principle 9

Signatories engage with issuers to maintain or
enhance the value of assets.

REPORTING EXPECTATIONS

Activity
Signatories should explain:

e the expectations they have set for others that engage on their behalf
and how;

OR

e how they have selected and prioritised engagement (for example,
key issues and/or size of holding);

¢ how they have developed well-informed and precise objectives for
engagement with examples;

e what methods of engagement and the extent to which they have
been used;

e the reasons for their chosen approach, with reference to their
disclosure under Context for Principle 1 and 6; and

* how engagement has differed for funds, assets or geographies.

Examples of engagement methods include but are not limited to:
¢ meeting the chair or other board members;

e holding meetings with management;

e writing letters to a company to raise concerns; and

e raising key issues through a company’s advisers.
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Outcome

Signatories should describe the outcomes of engagement that is
ongoing or has concluded in the preceding 12 months, undertaken
directly or by others on their behalf.

For example:
e how engagement has been used to monitor the company;
e any action or change(s) made by the issuer(s);

e how outcomes of engagement have informed investment
decisions (buy, sell, hold); and

e how outcomes of engagement have informed escalation.

Examples should be balanced and include instances where the
desired outcome has not been achieved or is yet to be achieved.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

ENGAGEMENT

Principle 10

Signatories, where necessary, participate in
collaborative engagement to influence issuers.

REPORTING EXPECTATIONS

Activity

Signatories should disclose what collaborative engagement they have
participated in and why, including those undertaken directly or by
others on their behalf.

For example:

e collaborating with other investors to engage an issuer to achieve
a specific change; or

e working as part of a coalition of wider stakeholders to engage on
a thematic issue.

Signatories should provide examples, including
e the issue(s) covered,;

e the method or forum;

e their role and contribution.

Outcome

Signatories should describe the outcomes of collaborative
engagement.

For example:
e any action or change(s) made by the issuer(s);

e how outcomes of engagement have informed investment
decisions (buy, sell, hold); and

e whether their stated objectives have been met.

Examples should be balanced and include instances where the
desired outcome has not been achieved or is yet to be achieved.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

ENGAGEMENT

Principle 11

Signatories, where necessary, escalate stewardship
activities to influence issuers.

REPORTING EXPECTATIONS

Activity
Signatories should explain:

e the expectations they have set for asset managers that escalate
stewardship activities on their behalf;

OR

e how they have selected and prioritised issues, and developed well-
informed objectives for escalation;

e when they have chosen to escalate their engagement, including the
issue(s) and the reasons for their chosen approach, using examples;
and

* how escalation has differed for funds, assets or geographies.
Outcome

Signatories should describe the outcomes of escalation either
undertaken directly or by others on their behalf.

For example:

e any action or change(s) made by the issuer(s);

e how outcomes of escalation have informed investment decisions
(buy, sell, hold);

e whether their stated objectives have been met; and
e any changes in engagement approach.

Examples should be balanced and include instances where the
desired outcome has not been achieved or is yet to be achieved.
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PRINCIPLES FOR ASSET OWNERS AND ASSET MANAGERS

EXERCISING RIGHTS
AND RESPONSIBILITIES

Principle 12

Signatories actively exercise their rights and
responsibilities.

REPORTING EXPECTATIONS

Reporting expectations for listed equity and fixed income investments
are below. In addition, signatories should report on how they have
exercised their rights and responsibilities across other asset classes
they are invested in, where they have the ability to do so, as disclosed
in their reporting against Principle 6.

Context

Signatories should:

e state the expectations they have set for asset managers that
exercise rights and responsibilities on their behalf;

OR

e explain how they exercise their rights and responsibilities, and how
their approach has differed for funds, assets or geographies.

In addition, for listed equity assets, signatories should:

e disclose their voting policy, including any house policies and the
extent to which funds set their own policies;

e state the extent to which they use default recommendations of proxy
advisors;

e report the extent to which clients may override a house policy;

e disclose their policy on allowing clients to direct voting in segregated
and pooled accounts; and

e state what approach they have taken to stock lending, recalling lent
stock for voting and how they seek to mitigate ‘empty voting’.
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Activity
For listed equity assets, signatories should:

e disclose the proportion of shares that were voted in the past year
and why;

e provide a link to their voting records, including votes withheld if
applicable;

e explain their rationale for some or all voting decisions, particularly
where:

- there was a vote against the board;

- there were votes against shareholder resolutions;
- avote was withheld;

- the vote was not in line with voting policy.

e explain the extent to which voting decisions were executed by
another entity, and how they have monitored any voting on their
behalf; and

e explain how they have monitored what shares and voting rights they
have.

For fixed income assets, signatories should explain their approach to:

e seeking amendments to terms and conditions in indentures or
contracts;

e seeking access to information provided in trust deeds;
e impairment rights; and

e reviewing prospectus and transaction documents.

Outcome

For listed equity assets, signatories should provide examples of the
outcomes of resolutions they have voted on over the past 12 months.
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PRINCIPLES FOR
SERVICE PROVIDERS

Service providers play a key role in the investment
community as they provide services that support
clients to fulfil their stewardship responsibilities. Service
providers applying these Principles include, but are not
limited to, investment consultants, proxy advisors, and
data and research providers.

Activities service providers undertake to support their
clients’ stewardship may include, but are not limited to,
engagement, voting recommendations and execution,
data and research provision, advice, and provision of
reporting frameworks and standards.
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 1

Signatories’ purpose, strategy and culture enable
them to promote effective stewardship.

REPORTING EXPECTATIONS

Context

Signatories should explain the purpose of the organisation, what
services it offers, and an outline of its culture, values, business model
and strategy.

Activity

Signatories should explain what actions they have taken to ensure their
strategy and culture enable them to promote effective stewardship.

Outcome

Signatories should disclose an assessment of how effective they have
been in serving the best interests of clients.
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 2

Signatories’ governance, workforce, resources
and incentives enable them to promote effective
stewardship.

REPORTING EXPECTATIONS

Activity

Signatories should explain how:

e their governance structures and processes have enabled oversight
and accountability for promoting effective stewardship and the
rationale for their chosen approach;

e the quality and accuracy of their services have promoted effective
stewardship;

e they have appropriately resourced stewardship, including:

their chosen organisational and workforce structure(s);
their seniority, experience, qualification(s), training and diversity;

their investment in systems, processes, research and analysis™;
and

how the workforce is incentivised appropriately to deliver services;

e they have ensured that fees are appropriate for the services
provided.

Outcome

Signatories should disclose:

e how effective their chosen governance structures and processes
have been in supporting their clients stewardship; and

e how they may be improved.

* see Annex - Regulatory
requirements for Proxy advisors
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 3

Signatories identify and manage conflicts of interest
and put the best interests of clients first.

REPORTING EXPECTATIONS

Context

Signatories should disclose their conflicts policy, which seeks to put
the interests of clients first and minimises or avoids conflicts of interest
when client interests diverge from each other.

Activity

Signatories should explain how they have identified and managed any
instances in which conflicts have arisen as a result of client interests.

Outcome

Signatories should disclose examples of how they have addressed
actual or potential conflicts.

Conflicts of interest may arise from, but are not limited to:

e ownership structure;

e pusiness relationships;

e cross-directorships; and

e client interests diverging from each other.
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 4

Signatories identify and respond to market-wide and
systemic risks to promote a well-functioning financial
system.

REPORTING EXPECTATIONS

Activity

Signatories should explain:

e how they have identified and responded to market-wide and
systemic risk(s) as appropriate;

e how they have worked with other stakeholders to promote
continued improvement of the functioning of financial markets; and

e the role they played in any relevant industry initiatives they have
participated in.

Outcome

Signatories should disclose the extent of their contribution and an
assessment of their effectiveness in identifying and responding to
systemic risks and promoting well-functioning financial markets.

Market-wide risks are those that lead to financial loss or affect overall
performance of the entire market and include but are not limited to:

e changes in interest rates;
e geopolitical issues; and
e currency rates.

Systemic risks are those that may cause the collapse of an
industry, financial market or economy, such as climate change.

Stakeholders may include investors, issuers, service providers,
policymakers, audit firms, not-for-profits, regulators, associations
and academics.
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 5

Signatories support clients’ integration of
stewardship and investment, taking into account,
material environmental, social and governance
issues, and communicating what activities they have
undertaken.

REPORTING EXPECTATIONS

Context

Signatories should disclose client base breakdown, for example,
institutional versus retail, and geographic distribution.

Activity
Signatories should explain:

e how their services best support clients’ stewardship as appropriate
to the nature of service providers’ business;

e whether they have sought clients’ views and feedback and the
rationale for their chosen approach; and

e the methods and frequency of communication with clients.

Outcome
Signatories should explain:

e how they have taken account of clients’ views and feedback in the
provision of their services; and

e the effectiveness of their chosen methods for communicating with
clients and understanding their needs, and how they evaluated their
effectiveness.
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PRINCIPLES FOR SERVICE PROVIDERS

Principle 6

Signatories review their policies and assure their
processes.

REPORTING EXPECTATIONS

Activity
Signatories should explain:

e how they have reviewed their policies and activities to ensure they
support clients’ effective stewardship;

e what internal or external assurance they have received in relation to
activities that support their clients’ stewardship (undertaken directly
or on their behalf) and the rationale for their chosen approach; and

e how they have ensured their stewardship reporting is fair, balanced
and understandable.

Outcome

Signatories should explain how the feedback from their review
and assurance has led to continuous improvement of stewardship
practices.
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ANNEX

UK regulatory requirements

The Code is voluntary and sets a standard that is
higher than the minimum UK regulatory requirements.
Signatories may choose to use their Report to meet
the requirements of the Code and disclose information
to meet other stewardship-related UK regulatory
requirements or international stewardship codes.
However, the FRC cannot provide assurance against all
other requirements in assessing reporting against the
Code.

For asset owners

Occupational pension schemes are required under pension
regulations' to develop and explain how they have implemented
policies for the exercise of the rights and engagement for all
investments, including how they monitor investee companies and
their voting behaviour. They will also be required to explain how their
equity investment strategy is consistent with their liabilities and provide
information on their arrangements with asset managers.

Insurers and reinsurers are required under the Senior Management
Arrangements, Systems and Controls (SYSC) sourcebook from
the Financial Conduct Authority (FCA) to develop and explain how
they have implemented an engagement policy for their listed equity
investments, including how they monitor investee companies, their
voting behaviour and their use of proxy advisors.

They will also be required to provide information on their arrangements
with asset managers and explain how their equity investment strategy
is consistent with their liabilities. The Pensions Regulator encourages
adherence to the Code in its guidance for trustees of defined benefit
and defined contribution schemes.

" The Department for Work and
Pensions (DWP) issues regulations
for occupational pension funds and
the Ministry of Housing, Communities
and Local Government (MHCLG)
issues regulations for local government
pension schemes. See table in Annex.
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Asset managers

Asset managers are required under the FCA Conduct of Business
Sourcebook (COBS) to develop and explain how they have
implemented an engagement policy for their listed equity investments,
including how they monitor investee companies, their voting behaviour
and their use of proxy advisors.

Firms are required under the FCA COBS to disclose the nature of their
commitment to the Code or, where they do not commit to the Code,
their alternative investment strategy (COBS Rule 2.2.3).

Proxy advisors

Proxy advisors are required under the Proxy Advisors (Shareholders’
Rights) Regulations 2019 (PA Regulations), supervised by the FCA,
to publicly disclose a code of conduct and explain how they have
followed it. Proxy advisors may wish to use the Principles for Service
Providers as their code of conduct.

They are also required to disclose and implement a conflicts of interest
policy and give assurance about the accuracy and reliability of their
advice.

Financial Reporting Council

123



Signatory Type | Regulation or rule

Asset owners
- trustees of
occupational

Great Britain

e The Occupational Pension Schemes (Investment) Regulations 2005

e The Occupational and Personal Pension Schemes (Disclosure of
Information) Regulations 2013

As amended by:

e The Pension Protection Fund (Pensionable Service) and Occupational
Pension Schemes (Investment and Disclosure) (Amendment and
Modification) Regulations 2018

e The Occupational Pension Schemes (Investment and Disclosure)
(Amendment) Regulations 2019

Northern Ireland

pension
schemes * The Occupational Pension Schemes (Investment) Regulations (Northern | The
Ireland) 2005 Pensions
e The Occupational and Personal Pension Schemes (Disclosure of Regulator
Information) Regulations (Northern Ireland) 2014
As amended by:
e The Pension Protection Fund (Pensionable Service) and Occupational
Pension Schemes (Investment and Disclosure) (Amendment and
Modification) Regulations (Northern Ireland) 2018
e The Occupational Pension Schemes (Investment and Disclosure)
(Amendment) Regulations (Northern Ireland) 2019
Asset owners | ® Investment guidance for defined benefit pension schemes
- trustee ¢ A guide to investment governance (for defined contribution pension
boards schemes)
Asset
owners — e Senior Management Arrangements, Systems and Controls (SYSC)
insurers and sourcebook 3.4 SRD Requirements
reinsurers
Asset e Conduct of Business Sourcebook (COBS) 2.2B SRD requirements and
managers 2.2.3 Disclosure of commitment to the FRC’s Stewardship Code Financial
Conduct
Authority
e The Proxy Advisors (Shareholders’ Rights) Regulations 2019
Pr0)_(y e Decision Procedure and Penalties Manual
advisors
e Enforcement Guide
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The Financial Reporting Council does not accept any liability to any party for any
loss, damage or costs howsoever arising, whether directly or indirectly, whether in
contract, tort or otherwise from any action or decision taken (or not taken) as a

result of any person relying on or otherwise using this document or arising from
any omission from it.

© The Financial Reporting Council Limited 2025

The Financial Reporting Council Limited is a company limited by guarantee.
Registered in England number 2486368. Registered Office:
13th Floor, 1 Harbour Exchange Square, London, E14 9GE

FRC | UK Stewardship Code 2026

128



Contents

Page
Introduction 5
Structure of reporting 7
Approach to reporting 8
Applying the Principles 10
UK Stewardship Code 2026 for asset owners and asset managers 12
UK Stewardship Code 2026 for service providers 23

FRC | UK Stewardship Code 2026

I
129



Code at a glance

Disclosures for asset owners and asset managers

. Organisation, investment beliefs and stewardship approach

. Governance and resources

. Policies, processes and review

. Conflicts of interest

Dialogue with clients and/or beneficiaries

Principles for asset owners and asset managers

Integrating stewardship and investment

Promoting well-functioning markets

Engagement

Exercising rights and responsibilities

. Selection and oversight of managers

Monitoring service providers

Disclosures for service providers

. Organisation and services

. Governance and resources

. Policies, processes and review

. Conflicts of interest

Principles for service providers

. Communicating with clients

Proxy advisor services

Investment consultant services

Engagement provider services
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Introduction

The purpose of the UK Stewardship Code 2026 (the Code) is to establish the core Principles of
effective stewardship and to set a high standard of transparency for asset owners and asset
managers, and for the service providers that support them.

Stewardship is the responsible allocation, management and oversight of capital to create
long-term sustainable value for clients and beneficiaries.

Effective stewardship supports investors to make well-informed investment decisions to deliver
returns that meet the objectives of their clients and beneficiaries today, without compromising the
ability to do so in the future. In doing so, investors take account of long-term risks and
opportunities, having regard to the economy, the environment and society, upon which
beneficiaries’ interests depend.

The stewardship activities investors undertake will depend on their role in the investment chain, as
well as their investment approach and assets. Stewardship Code reporting provides transparency
around the different approaches and activities that investors and their service providers undertake
to steward assets in their care.

Stewardship is an important part of fulfilling an investor’s fiduciary duty, and reporting to the Code
can help organisations demonstrate how their stewardship supports them to meet their fiduciary
duties. The Code does not prescribe a single approach to effective stewardship. Instead, it allows
organisations to set out how they meet the expectations in a manner that is aligned with their own
business model and strategy.

Being a signatory to the Code demonstrates an investor's commitment to stewardship and provides
transparent reporting on the stewardship they undertake on behalf of their clients and
beneficiaries. The Financial Reporting Council’s (FRC) ownership of the Code ensures that the
quality of signatories’ reporting is reviewed by an independent and impartial body, thereby
supporting the UK's reputation as a centre for excellence in investment management and
stewardship.

The information provided in Code reporting can help to facilitate better conversations throughout
the investment chain about organisations’ investment beliefs and objectives, and how their
stewardship supports these.

The investment market has changed significantly since the publication of the first UK Stewardship
Code in 2010. There has been significant growth in investment in assets other than listed equity,
such as fixed income, private equity, real estate and infrastructure. There has also been a significant
move to index-based investing. These approaches have different terms, investment periods, and
rights and responsibilities. Signatories will need to consider how to exercise stewardship effectively
in these circumstances.
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Investors consider a wide range of issues when making investment decisions and undertaking
stewardship. These include governance, environmental and social factors. The flexible approach of
the Principles allows reporting to the Code to demonstrate how organisations have incorporated
their own priorities and objectives, including consideration of these issues, into their stewardship
activities. The Code also recognises that asset owners and asset managers play an important role as
guardians of market integrity and in minimising the impact of systemic risks on the investments in
their portfolios.
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Structure of reporting

To become a signatory, all organisations (asset owners, asset managers and service providers) are
required to submit a Policy and Context Disclosure, as well as an Activities and Outcomes Report.
The Policy and Context Disclosure asks for factual information, which provides important
background information for an organisation’s Activities and Outcomes Report. The Activities and
Outcomes Report, which is updated annually, explains how organisations have applied the
Principles of the Code over a 12-month period.

Policy and Context Disclosure

This should describe an organisation’s stewardship policies, governance structures and other
contextual information. Given this information typically remains stable over time, organisations
need only submit the Policy and Context Disclosure every four years, or when there have been
changes at an organisation such that their Policy and Context Disclosure no longer aligns with their
Activities and Outcomes Report. For example, if an organisation has been involved in a merger or
acquisition, which has led to a change in business model, it may be appropriate to update the
Policy and Context Disclosure to provide the necessary contextual information for the reader.

Activities and Outcomes Report

This annual submission should focus specifically on stewardship activities conducted during the
year and their outcomes. It should clearly demonstrate the practical application of stewardship
policies and explain how these activities supported the delivery of long-term sustainable value for
clients and beneficiaries.

To enhance readability, applicants may wish to include an Introductory Statement in the Activities
and Outcomes Report. This optional statement is intended to provide brief background information
about an organisation, its clients, assets under management and its investment strategy. This helps
readers better understand the report and provides useful updates on key information in the interval
between Policy and Context Disclosures.

Organisations may choose to present the Policy and Context Disclosure and the Activities and
Outcomes Report either as separate documents or combined in a single comprehensive
submission.

If organisations have chosen to submit a separate Policy and Context Disclosure from their
Activities and Outcomes Report, they may wish to cross reference from the latter to the former
where they feel additional context to their reporting on stewardship activities is helpful.
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Approach to reporting

The Code recognises signatories differ by size, type, business model and investment approach, and
do not exercise stewardship in an identical way.

The Policy and Context Disclosure and Activities and Outcomes Report should be engaging,
succinct and in plain English. Activities and outcomes reporting should give a clear picture of how
the organisation has applied the Code. Relevant data, diagrams, tables, examples and case studies
should be used appropriately. Case studies should be as specific and as transparent as possible, but
need not compromise confidentiality.

The Activities and Outcomes Report should be fair, balanced and understandable. For example,
reporting should acknowledge setbacks experienced and lessons learned, as well as successes.
Activities undertaken to achieve desired outcomes may take more than a year, and may not be
completed within a single reporting period. Where this is the case, organisations are able to report
on their activity to date, along with reflections on progress made and next steps.

The Activities and Outcomes Report should provide enough information to enable the reader to
have a good understanding of the application of the Code, without having to refer to information
elsewhere. However, signatories may include links to more detailed policies and disclosures. Any
additional information should be clear and accessible, though it will not be considered as part of
the FRC's assessment.

The Activities and Outcomes Report comprises a set of ‘apply and explain’ Principles for asset
managers and asset owners, and a separate set of Principles for service providers. The Principles are
supported by the Policy and Context Disclosure.

The Policy and Context Disclosure provides necessary background to the information in the annual
Activities and Outcomes Report. The Policy and Context Disclosure has reporting requirements,
which are clearly explained under each individual Disclosure. The reporting requirements set out
the information it is necessary for signatories to provide and form the basis of assessment of the
Policy and Context Disclosure.

The Principles in the Activities and Outcomes Report have concise 'how to report’ prompts. These
indicate information that we would expect organisations to include in their annual Activities and
Outcomes Report, and form the basis of assessment of reporting quality.

As all applicants will exercise stewardship differently, separate guidance on the FRC website offers
non-prescriptive suggestions for some of the information organisations may wish to include to
demonstrate their application of the Principles and Disclosure. The guidance is not additive and
should be used as a tool to help consider what information may be useful to the reader to
understand the organisation’s approach to stewardship.

The Principles do not require disclosure of stewardship activities on a fund-by-fund basis or for
each investment strategy. However, the information provided should give a clear indication of how
stewardship activities differ across funds, asset classes and geographies proportionately to
organisations’ operations. Reporting may be more comprehensive for listed equity assets. This
reflects the relative maturity of stewardship for this asset class. However, signatories should use the
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resources, rights and influence available to them to exercise stewardship, however capital is
invested. The guidance offers some suggestions on how to report for other asset classes.

When applying the Principles, signatories should consider the following, among other issues:

The effective application of the UK Corporate Governance Code or other applicable governance
codes.

Directors' duties, particularly those matters to which they should have regard under section 172
of the Companies Act 2006.

Capital structure, risk, strategy and performance.
Diversity, remuneration and workforce interests.

Audit quality.

Environmental and social issues, including climate change.

Compliance with covenants and contracts.

Policy and Context Disclosure and the Activities and Outcomes Report must be reviewed and
approved by the applicant’s governing body, and signed by the Chair, Chief Executive or Chief
Investment Officer.

Once an organisation’s Report is approved by the FRC and they have been accepted as a Code
signatory, their Report will be a public document and must be made available on the signatory’s
website.

Further information on how to submit the Report and the assessment process can be found on the
FRC website.
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Applying the Principles

For asset owners and asset managers

The Principles of the Activities and Outcomes Report are applied based on how signatories are
invested, and the stewardship activities they undertake.

We expect all organisations to report on Principles 1 (integrating stewardship and investment), 2
(promoting well-functioning markets) and 6 (monitoring service providers).

Principles 3 (engagement), 4 (exercising rights and responsibilities) and 5 (selection and oversight
of managers) should be applied by organisations to reflect the activities they undertake. The extent
to which each Principle applies may vary.

Organisations that manage assets directly should report on Principles 3 (engagement) and 4
(exercising rights and responsibilities). Organisations that primarily manage assets through external
managers may still wish to report on these Principles if they undertake engagement with issuers
and/or voting.

Those who invest through external managers and retain voting rights, should report on their
relevant policies in the Policy and Context Disclosure. They should also apply and report on
Principle 4 (exercising rights and responsibilities) in the Activities and Outcomes Report, as well as
Principle 5 (selection and oversight of managers) to show how they have held those managers to
account.

The extent to which signatories can direct their external managers may vary depending on their
business model, reporting that explains this is encouraged. For example, a small pension fund may
not undertake engagement and voting directly, and would not report on Principle 3 (engagement)
or Principle 4 (exercising rights and responsibilities). Instead, they would report on oversight of their
managers’ activities in Principle 5 (selection and oversight of managers). They could also include
some case studies of engagements conducted on their behalf by their managers.

A larger pension fund may also invest through external managers, but they may take a more active
role in stewardship and undertake some direct engagement with investee companies. They should
therefore report on Principle 3 (engagement) as well.

As organisations vary by size and investment approach, there are no universal rules that can be
applied to reporting. It is up to organisations to report on the Principles that most accurately
convey their stewardship approach and the activities they undertake. As a guideline, those who
directly manage 10% or more of their assets under management, would report on Principle 3
(engagement) and those who manage 10% or more of their assets through external managers,
would report on Principle 5 (selection and oversight of managers). This figure should not be
regarded as a strict rule and organisations are encouraged to explain why they have not reported
on a Principle that may be applicable to them. The aim of applying these Principles is to reflect the
activities relevant to, and undertaken by, different organisations.

FRC | UK Stewardship Code 2026 10
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For service providers

The Principles of the Activities and Outcomes Report apply to proxy advisory firms, investment
consultants and engagement service providers.

Principle 1 (communicating with clients) should be applied by all organisations. Principle 2 (proxy
advisor services), should be applied by proxy advisors. Principle 3 (investment consultant services)
should be applied by investment consultants. Principle 4 (engagement provider services) should be
applied by engagement service providers.

Some organisations may undertake more than one of the services listed above. It is up to each
organisation to report on the Principles that most accurately convey the activities they undertake
on behalf of their clients.

FRC | UK Stewardship Code 2026 1
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UK Stewardship Code 2026 for asset owners and
asset managers

Asset owners and asset managers are accountable for effective stewardship and cannot delegate
their responsibility. Stewardship includes making investment decisions, monitoring assets and
service providers, engaging with issuers and holding them to account on material issues,
collaborating with others, and exercising rights and responsibilities.

Capital is invested in a range of asset classes, with investors having different terms and investment
periods, rights and levels of influence. Signatories should use the resources, rights and influence
available to them to exercise stewardship, no matter how capital is invested.

At a glance:

Disclosures for asset owners and asset managers

A. Describe your organisation, your investment beliefs, your clients or beneficiaries and how
that informs your approach to stewardship.

B. Describe how your resources enable effective stewardship.
C. Describe your stewardship policies and processes, and how you review them.

D. Describe how you manage stewardship-related conflicts of interest to put the best interests
of clients and beneficiaries first.

E. Describe how you maintain a dialogue with clients and/or beneficiaries.

Principles for asset owners and asset managers

1. Signatories integrate stewardship and investment to deliver long-term sustainable value
for their clients and beneficiaries.

2. Signatories identify and respond to market-wide and systemic risks to promote well-
functioning financial markets.

3. Signatories engage to maintain or enhance the value of assets.
4. Signatories actively exercise their rights and responsibilities.
5. Signatories integrate stewardship considerations into their selection and oversight of

external managers.

6. Signatories monitor and hold to account stewardship service providers.

FRC | UK Stewardship Code 2026 12

138



Policy and Context Disclosure
For asset owners and asset Mmahnagers

A. Describe your organisation, your investment beliefs, your clients or
beneficiaries and how that informs your approach to stewardship.

Disclosure requirements:
e What your organisation does.
o The type of clients you serve:

- Asset owners and asset managers should provide information on the geographical breakdown
of their client base.

- Asset owners that serve pension scheme beneficiaries should disclose:

> The type of scheme (e.g. defined benefit or defined contribution, a master trust or
corporate pension scheme).

> The investment time horizon considered appropriate to deliver to their needs.

- Asset managers should disclose the proportion of their clients that are institutional versus
retail.

* A breakdown of your assets under management (AUM) by asset class and investment style:

- Signatories should provide an approximate breakdown of the proportion of their AUM by
asset class and geography, and indicate the proportion of AUM that is actively managed or
indexed-based.

» The proportion of your AUM invested directly or through an external manager:

- The extent to which signatories can influence their external managers’ stewardship
approaches may vary and reporting that explains this is encouraged.

o Your investment beliefs or stewardship strategy:

- Signatories should summarise the core principles that guide their investment and stewardship
approach.

- Signatories should explain how their approach to stewardship is appropriate for their
organisation, reflecting factors such as their size, resources, position in the investment chain
and how the strategy contributes to delivering for clients and beneficiaries.

FRC | UK Stewardship Code 2026 13
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B. Describe how your resources enable effective stewardship.

Disclosure requirements:

e Your governance structure and how it enables oversight and accountability for effective
stewardship:

- Signatories should clearly explain the governance of stewardship and how this fits into the
organisation’s overall structure, including where ultimate accountability for stewardship lies.

Your stewardship resourcing, including a description of the roles that undertake stewardship,
and their responsibilities:

- Signatories should explain their level of resourcing on stewardship, which teams and roles in
their organisation are responsible, how they continue to ensure they have appropriate skills,
diversity and experience and keep abreast of the latest stewardship-related developments.

Any external service providers used to supplement internal stewardship resources.

Any systems or technology used to undertake your stewardship activities.

C. Describe your stewardship policies and processes, and how you review
them.

Disclosure requirements:

e Organisational policies and/or processes that relate to stewardship.
e How often you review policies.

e The process for review and approval:

- Signatories should explain which policies and processes are reviewed and approved, and
where this responsibility lies.

- Signatories should disclose whether this is usually undertaken internally or involves external
assurance.

FRC | UK Stewardship Code 2026
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D. Describe how you manage stewardship-related conflicts of interest to put
the best interests of clients and beneficiaries first.

Disclosure requirements:
e Your stewardship-related conflicts of interest policy:

- If the policy is publicly available signatories can provide a link to it, together with a summary
of the main features.

e Examples of real or potential conflicts related to stewardship and explain how you would
manage them.

E. Describe how you maintain a dialogue with clients and/or beneficiaries.

Disclosure requirements:

e The methods you use to share information about your stewardship activities and to gather
feedback from clients and beneficiaries.

e How that feedback is used to inform your stewardship approach:

- Signatories should disclose if feedback has led them to make any changes to their
stewardship activities and/or approach.

FRC | UK Stewardship Code 2026 15
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Activities and Outcomes Report
For asset owners and asset Mmahnagers

Introductory statement

You may wish to give some background information that will support readers’ understanding of
your Activities and Outcomes Report, covering:

Your organisation ‘at a glance’'.
Who your clients or benéeficiaries are.

Your assets under management (including asset class distribution, and the proportion
managed in-house or by an external manager).

Your investment approach.

Any changes that have led to significant updates to your Policy and Context Disclosure in the
past year.

FRC | UK Stewardship Code 2026
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Principle 1

Signatories integrate stewardship and investment to deliver long-
term sustainable value for their clients and beneficiaries.

Systematically integrating stewardship into the investment process is essential to promote long-
term sustainable value creation for clients and beneficiaries.

Reporting under this Principle shows how stewardship and investment are integrated in your
organisation.

How to report
o Describe the key themes or issues that are important for your stewardship activities and
how you have prioritised them.

o Explain if, and how, this has differed across investment styles, asset classes or
geographies.

* Provide examples that show how you have integrated stewardship activities and
investment processes.

FRC | UK Stewardship Code 2026
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Principle 2

Signatories identify and respond to market-wide and systemic risks to
promote well-functioning financial markets.
Market-wide and systemic risks are those that cannot be mitigated by diversifying investments and

can therefore have a significant impact on long-term investment returns. Effective stewardship
takes these risks into account.

Reporting under this Principle enables readers to understand how you incorporate consideration of
market-wide and systemic risks into your investment process.

How to report
o Describe the key market-wide and systemic risks and opportunities you have identified
and how they relate to your investments.

» Explain how you have contributed to relevant market-wide policy or standard setting
initiatives, or engaged with policy makers, standard setters, regulators or other relevant
stakeholders as aligned with your stewardship approach.

e Explain how you have engaged with issuers on these risks, as applicable.

* Where you have done so, explain how and why you have escalated your stewardship
activity regarding market-wide or systemic risks, and any progress made.
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Principle 3
Signatories engage to maintain or enhance the value of assets.

Engagement may take many forms, including directly with investee companies and other assets,
with other relevant stakeholders, bilaterally or in collaboration with other investors.

Reporting under this Principle gives readers some practical examples of your engagement policy in
operation.

How to report

o Explain how you have selected and prioritised the issues on which you have engaged.
o Explain the purpose of your engagements.

o Describe your methods of engagement, including whether you have engaged bilaterally
or in collaboration with others, and the reasons for your chosen method.

e Provide examples of your engagement, with an explanation of progress towards identified
objectives or outcomes.

» Explain how and why you have escalated engagement activities where you have done so,
and discuss any progress made.
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I
145



Principle 4
Signatories actively exercise their rights and responsibilities.

While rights and responsibilities differ depending on the type of asset, it is important that
signatories seek to exercise rights, where they can, for effective stewardship.

Reporting under this Principle gives the reader an insight into how you exercise your rights to
maintain or enhance the value of your investments.

How to report

For listed equities:

e Provide a link to your voting records.

o Disclose the proportion of shares that were voted on in the past year.
o Describe the rationale for some of your voting decisions.

o Explain if any of the votes were part of an escalation process.

¢ Explain any conflicts of interest that arose related to voting.

For other asset classes:

» Explain how you have exercised relevant rights and responsibilities and provide examples.

FRC | UK Stewardship Code 2026
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Principle 5

Signatories integrate stewardship considerations into their selection
and oversight of external managers.

For signatories that use external managers the process of selecting, monitoring and engaging with

those managers is a key part of effective stewardship.

Reporting under this Principle illustrates how you interact with your external managers, including

the expectations you set for them to engage and exercise rights and responsibilities on your behalf.

How to report
o Explain how stewardship considerations have been incorporated into the tendering
process and the design and award of mandates.

¢ Explain how you have engaged with your external managers, ensuring they understand
your views and expectations.

o Explain how stewardship considerations have been incorporated into the monitoring of
managers.

o Explain how and why you have escalated engagement with an external manager, if you
have had cause to do so, and any progress made.

FRC | UK Stewardship Code 2026

I
147

21



Principle 6

Signatories monitor and hold to account stewardship service
providers.

Many signatories rely on third parties to provide a range of services that enable them to fulfil their
stewardship responsibilities. Oversight of these service providers is an important aspect of
stewardship.

Reporting under this Principle shows how you have ensured the services provided by third parties

support effective stewardship. Relevant service providers may include, but are not limited to proxy
advisors, investment consultants and engagement services providers.

How to report

If you use proxy advisors, explain:
» How you use the services of proxy advisors.

» How you have monitored the quality and accuracy of their services.

If you use investment consultants, explain:
e How you have ensured they support your stewardship goals and objectives.

e How you have monitored the quality of their services.

If you use an external engagement services provider, explain:
* How they support your stewardship goals and objectives.

» How you have monitored the quality of their services.

FRC | UK Stewardship Code 2026 22

I
148



UK Stewardship Code 2026 for service providers

Proxy advisors, investment consultants and engagement service
providers

Service providers play a key role in the investment community as they support clients to fulfil their

stewardship responsibilities. Service providers applying these Principles include investment
consultants, proxy advisors, and engagement service providers.

Activities that service providers undertake to support their clients’ stewardship may include, but are
not limited to, engagement, voting recommendations and execution, data and research, advice and

provision of reporting frameworks and standards.

At a glance:

Disclosures for service providers

A Describe your organisation and the services it provides.

B. Describe how your governance and resources enable delivery of those services.

C. Describe your stewardship policies and processes and how you review them.

D. Describe how you manage conflicts of interest to put the best interests of clients first.

Principles for service providers

1. Signatories communicate with clients to understand their objectives and deliver
services to support their stewardship.

2. Proxy advisors ensure the quality and accuracy of their research, recommendations and

voting implementation.

3. Investment consultants identify and respond to market-wide and systemic risks to
promote well-functioning financial markets.

4. Engagement service providers engage on behalf of their clients to maintain or enhance

the value of assets.

FRC | UK Stewardship Code 2026
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Policy and context disclosure
For service providers

A. Describe your organisation and the services it provides.

Disclosure requirements

e What your organisation does.
e The type of clients you serve.
- Signatories should explain whether they predominantly serve asset owners, asset managers,
others, or a combination.
* How those services support your clients’ stewardship activities.
- Proxy advisor signatories should disclose the approximate proportion of clients who use one
or more customised voting policies, and the proportion of clients who use one or more of

your organisation’s standardised voting policies, either directly or on behalf of their end
clients.

B. Describe how your governance and resources enable delivery of those
services.

Disclosure requirements.
e Your governance structure and how it enables effective oversight of your services:
- Signatories should set out their governance structure, including who has ultimate
accountability for the provision of services that support clients’ stewardship.
e Your stewardship resourcing, including a description of the roles that support clients’

stewardship, and their responsibilities:

- Signatories should explain their level of resourcing on stewardship-related provision.

- Signatories should explain how they continue to ensure they have appropriate skills, diversity
and experience and keep abreast of latest stewardship-related developments.

* Any systems or technology you use to deliver your services to clients.
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C. Describe your stewardship policies and processes and how you review
them.

Disclosure requirements.

¢ Any organisational policies and/or procedures that relate to supporting your clients’
stewardship.

e How often you review policies.
e The process for review and approval:

- Signatories should explain which policies and processes are reviewed and approved, where
this responsibility lies, and whether this is usually undertaken internally or involves external
assurance.

D. Describe how you manage conflicts of interest to put the best interests of
clients first.

Disclosure requirements.

e Your stewardship-related conflicts of interest policy:

- If the policy is publicly available signatories can provide a link to it, together with a summary
of the main features.

» Examples of real or potential conflicts of interest related to the services you provide and an
explanation of how you would manage them.
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Activities and Outcomes Report
For service providers

Introductory statement

You may wish to give some background information that will support readers’ understanding of
your activities and outcomes reporting, covering:

* Your organisation ‘at a glance'.
* What services you provide.
e Who your clients are.

¢ Any changes that have led to material updates to your Policy and Context Disclosure in the
past year

FRC | UK Stewardship Code 2026
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Principle 1

Signatories communicate with clients to understand their objectives
and deliver services to support their stewardship.

Signatories play a vital role in clients’ stewardship activities. Effective communication with clients is
an important part of designing and delivering services that meet their needs.

Reporting under this Principle shows how client engagement has shaped the services you provide
to support effective stewardship.

How to report

» Signatories should give examples of how they have engaged with clients to understand
and deliver services that meet their needs.

For investment consultants:

o Describe how you have assisted clients with the process of vetting and selecting new
managers.

e Give examples that show how you have conducted effective oversight of managers that
are engaged on behalf of your clients

FRC | UK Stewardship Code 2026
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Principle 2

Proxy advisors ensure the quality and accuracy of their research,
recommendations and voting implementation.
Many investors use proxy advisors for research, voting recommendations and/or the

implementation of their voting policies as part of their voting process. Providing accurate research
and recommendations to clients is key to meeting their needs.

Reporting under this Principle shows how proxy advisors implement their clients’ policies, develop
their own voting policies and make resulting recommendations.

How to report

¢ Explain how you have ensured the quality and accuracy of your research.

« Explain how you have developed your benchmark voting policy or standardised policies,
including how you have engaged with clients and others to inform their development.

o Explain which stakeholders you have engaged with and how, and in what circumstances you
have engaged with them, including where stakeholders have requested engagement.
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Principle 3

Investment consultants identify and respond to market-wide and
systemic risks to promote well-functioning financial markets.
Market-wide and systemic risks are those that cannot be mitigated by diversifying investments and
can therefore have a significant impact on long-term investment returns.

Reporting under this Principle describes how you have identified market-wide and systemic risks
and used these insights to support your clients’ investment process.

How to report
o Describe the market-wide and systemic risks you believe to be most material to your
clients.

» Explain how you have incorporated those risks into your advice to clients and support for
their stewardship-related activities.

o Describe your role and contribution where you have chosen to participate in initiatives
that promote well-functioning financial markets.
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Principle 4

Engagement service providers engage on behalf of their clients to
maintain or enhance the value of assets.

Engagement may take many forms, including directly with investee companies and other assets,
with other relevant stakeholders, bilaterally or in collaboration with others.

Reporting under this Principle provides practical examples of how you have engaged on behalf of
clients.

How to report

Explain how you have selected and prioritised the issues you have engaged on.
o Explain the purpose of your engagements.

o Describe your methods of engagement, including whether you have engaged bilaterally
or in collaboration with others, and the reasons for your chosen method.

» Provide examples of your engagement, with an explanation of progress towards identified
objectives or outcomes.

e Explain how and why you have escalated your engagement activities where you have
done so, and discuss any progress made.
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