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New UK Stewardship Code 
BY RONAN O’SULLIVAN & ROSS MCNAUGHTON 

On 2 July 2010 the Financial Reporting Council (“FRC”) published the new UK Stewardship Code 
(the “Stewardship Code”), which sets out the best practice for institutional investors in their 
stewardship of UK listed companies. 

The Stewardship Code has been introduced with a view to enhancing the quality of engagement 
between institutional shareholders and the companies in which they invest. Effective shareholder 
engagement is a fundamental premise on which the “comply or explain” approach to corporate 
governance in the UK is based. 

The concept of a code for institutional investors is not new and various principles applicable to 
institutional investors were set out in schedule C to the UK Corporate Governance Code, which in 
turn were supported and supplemented by the code on the Responsibilities of Institutional 
Investors prepared by the Institutional Shareholders’ Committee (and which formed the basis of 
the Stewardship Code). The adoption and oversight by the FRC of a separate code applicable to 
institutional investors follows the recommendations arising out of the Walker report on corporate 
governance in UK banks and other financial industry entities in November 2009. 

The Stewardship Code will now form a stand-alone code, which will sit alongside the UK Corporate 
Governance Code. These developments will be of interest to institutional investors based in, or 
who invest in, the UK and to issuers with or contemplating a UK listing. 

To Whom Does the Stewardship Code Apply? 

The Stewardship Code primarily applies to firms that manage assets for institutional investors, 
such as pension funds, investment trusts, insurance companies and collective investment vehicles 
that are expected to disclose on a “comply or explain” basis on their website the extent to which 
they comply with the principles set out in the Stewardship Code. However, the FRC also strongly 
encourages all other institutional investors, as well as service providers (such as proxy voters), to 
report on their websites how they have complied with the Stewardship Code, or provide an 
explanation for any non-compliance. 

On 6 July 2010 in its 25th quarterly consultation (CP10/15), the Financial Services Authority 
(“FSA”) began a consultation proposing to introduce the Stewardship Code into its Conduct of 
Business Sourcebook (“COBS”). This would include a compulsory “comply or explain” disclosure 
requirement that would apply to UK authorised firms (other than, it is proposed, certain venture 
capital firms) that manage assets on behalf of professional clients that are not natural persons. 
The consultation closes on 6 September 2010. 

Whilst compliance with the Stewardship Code will not strictly be required by investment vehicles 
other than those to which the relevant COBS will apply, other investment vehicles, particularly 
those with an underlying base of UK shareholders or members, will need to consider the extent to 
which they will wish to comply with it. 
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The Seven Principles 

The Stewardship Code sets out seven principles (the “Principles”) that are accompanied by 
guidance setting out how to ensure compliance. These align the Stewardship Code with the 
guidance on shareholder engagement in the UK Corporate Governance Code. The Principles state 
that institutional investors should: 

1. publicly disclose their policy on how they will discharge their stewardship 
responsibilities; 

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

3. monitor their investee companies; 

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

5. be willing to act collectively with other investors where appropriate; 

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

7. report periodically on their stewardship and voting activities. 

Comply or Explain 

As noted above the Stewardship Code should be applied on a “comply or explain” basis, and the 
FRC recognises that not all parts of the Stewardship Code are applicable to, for example, smaller 
institutions. Additionally, under the “explain” option, overseas investors who comply with other 
national and international standards with similar objectives would not necessarily need to duplicate 
their responsibilities. 

Timing 

Institutional investors are encouraged to provide a statement on their website by the end of 
September 2010, containing a description of how the Principles have been applied and disclosure 
of the specific information listed under Principles 1, 5, 6 and 7, or an explanation if these elements 
have not been complied with. From October 2010 the FRC will maintain a list on its website of all 
investors that have published such a statement. 

Monitoring and Review 

Consistent with the UK Corporate Governance Code, the FRC expects the Stewardship Code to 
develop over time and evolve into place in the broader regulatory framework. The FRC will 
undertake annual monitoring of the application and development of the Stewardship Code, with 
the first review expected to take place in the second half of 2011. 

   

If you have any questions concerning these developing issues, please do not hesitate to contact 
either of the following Paul Hastings London lawyers: 

Ronan P. O’Sullivan 
44-20-3023-5127 
ronanosullivan@paulhastings.com 

Ross McNaughton 
44-20-3023-5124 
rossmcnaughton@paulhastings.com 
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