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The UK Corporate Governance Code provides a clear and 
internationally recognised framework for high standards of 
governance, accountability, transparency and communication, while 
retaining the flexibility companies need to apply that framework 
in ways that reflect their individual circumstances. Its principles, 
underpinned by the Listing Rules, establish common expectations 
required to deliver effective governance, while the ‘comply or explain’ 
approach to the Code’s provisions enables proportionate, company-
specific arrangements. This flexibility is a core strength of the Code, 
provided that departures are supported by clear, meaningful and 
context-specific explanations that allow shareholders to understand 
the rationale, risks and mitigating actions.

This is the first year of reporting against the updated 2024 Code, which 
places greater emphasis on reporting the outcomes of board decisions 
and on the quality of explanations for departure. It also highlights the 
importance of assessing, monitoring and explaining how the desired 
culture is embedded and reporting on how the board’s objectives 
and initiatives link to strategy. At the request of government, we 
strengthened malus and clawback reporting. We also incorporated 
the Audit Committees and the External Audit: Minimum Standard 
into the Code to provide a single source of relevant and authoritative 
information. The revisions to Provision 29 on risk management and 
internal controls have a later implementation timetable, so this 
year’s review focuses on companies’ preparations ahead of making a 
declaration of material controls effectiveness next year.

Some stakeholders assert that the Code is ‘comply or else’ and 
departures are not possible. However, our review of 100 companies 
found this not to be the case, with increased use of the Code’s 
flexibility: 39 companies reported departing from at least one Code 

provision, compared with 25 in the previous year, broadly consistent 
with the longer-term pattern of around one third of companies 
reporting a departure. Nearly all companies clearly identified the 
provisions concerned, although the quality of explanations continues 
to require improvement. Reporting against the 2024 Code also 
shows that outcomes-based reporting is developing but is not yet 
consistently delivering insightful reporting. Better disclosures connect 
a board decision or action to what changed and why it mattered; 
too often, reports describe what the board reviewed or discussed, 
or simply label information as an ‘outcome’ without explaining the 
resulting impact. The strongest examples of outcomes-based reporting 
were found in reporting on shareholder engagement and board 
performance reviews.

In response to stakeholder feedback, we have included in this report 
a section on reporting by small-cap companies. The small-cap 
companies in the sample demonstrated that high-quality governance 
reporting need not be lengthy or complex and that the Code can be 
applied proportionately to reflect company size and resources. Small-
caps showed a slightly higher incidence of departures, particularly 
from Provisions 9 and 19, but also provided examples of concise 
explanations and effective reporting. 

Preparations for revised Provision 29 were well advanced: 92 of the 
100 companies reported some form of readiness activity. The strongest 
disclosures described board and committee oversight of work to 
identify material controls, assess their effectiveness, test assurance 
processes and monitor implementation. As the new requirements take 
effect, companies will need to move from describing preparations to 
clear, company-specific reporting that supports the board’s declaration 
on the effectiveness of material controls. 

Executive summary
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Finally, our work on simplifying annual reporting this year has 
demonstrated that there is scope to make annual reports clearer and 
more concise by reducing unnecessary duplication and repetition. 
Simplification could involve identifying a single location for each 
substantive disclosure, and using precise cross-reference and 
signposting with sufficient context to guide readers.
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Use of explanations and flexibility of the Code
Flexibility of the Code 
While the high-level principles of the Code are to be applied by 
companies, the provisions that support them follow a ‘comply or 
explain’ approach, allowing companies to report in a flexible way that 
reflects their circumstances. We support departures from provisions 
of the Code where companies provide clear, meaningful and context-
specific explanations for their approach. This flexibility is a core 
strength of the Code, enabling companies to tailor their governance 
arrangements to suit their individual circumstances, while maintaining 
transparency through thoughtful disclosure. 

Use of explanations

Elements of a good explanation, as set out in the FRC’s guidance, 
include:

•	 Setting out the context and background 

•	 Ensuring that the explanation is understandable and offers a 
convincing rationale for the approach being taken

•	 Describing any mitigating actions

•	 Considering any risks 

•	 Setting out when the company intends to comply

Nearly all companies in our sample clearly stated the number of the 
provision(s) they did not comply with and instead chose to explain this 
departure. This demonstrates progress from previous years’ reporting, 
which had fewer instances of clear statements about exactly which 
provisions had been departed from. 

This year’s analysis found that the number of companies that have 
reported departing from at least one of the provisions has increased to 
39, from 25 last year. This is in line with an underlying historic trend of 
around a third of companies stating they have departed from at least 
one provision. This clearly demonstrates departures from the Code can 
be taken where needed and have support from investors. 

Total number of companies disclosing a departure from 
at least one Code provision

Annual review 2024 2025 2026

Number of companies 28 25 39

Provisions with the highest number of departures

The provisions that were most departed from this year were Provisions 
9 (Chair independence), 19 (Chair tenure) and 21 (Annual board 
performance review), which were also among those most commonly 
departed from last year.

https://media.frc.org.uk/documents/Improving_the_quality_of_comply_or_explain_reporting_March_2026_cLjoThIr.pdf
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Provision 9: Chair independence

  

 
In this year’s data, 11 companies departed from Provision 9 regarding 
chair independence, up from seven and nine companies in 2024 and 
2025 samples, respectively. All 11 companies indicated the grounds 
on which the chair was not considered independent on appointment. 
In most cases, this was either owing to companies having a combined 
chair and CEO, or owing to executive roles the chair has previously 
held in the same company or related companies. 
Only some of those stating they did not have an independent chair 
on appointment supported this with better reporting, indicating 
some action to mitigate issues arising from lack of independence, or 
how shareholders have been engaged and approved the choice of 
chair. Approximately a third of companies that did not comply with 
this provision indicated their intention to comply with the provision 
in the future.
Below is an example of better-quality reporting in relation to this 
departure from Provision 9, which explains why the Chair was not 
considered independent on appointment and how shareholders have 
been engaged, noting the temporary nature of this arrangement.

Source: Gym Group, pages 58–59

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2024	 7
2025	 9
2026	 11

https://www.tggplc.com/media/qurllrzp/tgg_annual-report-2025_web-ready-spreads.pdf#page=31
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Similarly, the explanation below explains the circumstances around the 
departure from the provision, as well as the actions being taken by the 
company to address this.

Source: Videndum, page 28

Provision 19: Chair tenure

 
Our 2026 sample shows 13 companies departed from Provision 19 
on chair tenure, up from five and nine in 2024 and 2025, respectively. 
Consistent with previous years’ reporting, most companies cited 
the need to retain their chair for a longer period to ensure business 
continuity and/or benefit from their valuable experience and  
industry knowledge.  

A few examples of better reporting indicated action that has been 
taken to mitigate issues arising from the Chair’s extended tenure, or 
how shareholders have been engaged on the issue. However, most 
companies did not include these elements in their explanation, nor 
did they provide information on whether or when they intended to 
comply with this provision in the future. We would encourage greater 
transparency and quality of explanations by including such details in 
future reporting. 

2024	 5
2025	 9
2026	 13

https://videndum.com/media/4374/videndum_ar25_interactive_singles.pdf#page=30
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Source: PensionBee Annual Report 2025, pages 72–73
Provision 21: Board performance review

We found 10 companies departed from Provision 21 which 
recommends that there should be an annual performance review of 
the board, and that for FTSE 350 companies this should be externally 
facilitated at least every three years. This figure was up from one and 
then eight in 2024 and 2025, respectively.

Two of the 10 companies that did not hold a formal performance 
review of the board were small-cap companies. A good use of an 
explanation from one of these companies was its reported move from 
AIM to the Main Market, and its need to focus on establishing 
appropriate corporate governance structures accordingly, while 
monitoring the effectiveness of the board informally in the interim.  
The other small-cap company that departed from Provision 21 cited 
that an informal review was deemed more appropriate and cost 
effective. By contrast, this poorer explanation fails to demonstrate 
how the performance of the board and its committees were robustly 
’self-assessed’ and there was no indication that the company aims to 
comply with this provision in the future. 

The remaining eight companies were FTSE 350 companies that offered 
an explanation that deferring the board performance review was due 
to board personnel changes, and most stated their intention to comply 
with the provision in the future.

2024	1
2025	 8
2026	 10

https://res.cloudinary.com/pensionbee/image/upload/v1782727960/Reports/PensionBee%20Annual%20Report%202025.pdf#page=39
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One company in our sample which departed from this provision in 
2025 due to an extensive number of board changes had also departed 
from it in the previous year, citing the commencement of a new CEO. 

Source: IP Group Annual Report, pages 62–73

The flexibility of the Code is unambiguous. As explored further in the 
dedicated section on small-cap companies, this flexibility appears to be 
valued especially by smaller companies. However, a key area of focus 
going forward should be on the quality of disclosures and explanations 
that companies provide about their application of the Code, which are 
especially important for investors and other stakeholders to be able 
to use disclosures discerningly. We invite all companies to read our 
guidance on what a good quality explanation looks like to improve the 
quality of reporting in this area.

https://www.ipgroupplc.com/~/media/Files/I/IPGroup-PLC/documents/ip-group-annual-report-and-accounts-2025-final.pdf#page=64
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Culture
Provision 2 of the Code was revised in 2024 and now states: ‘The board 
should assess and monitor culture and how the desired culture has 
been embedded.’ 

The updated provision places greater emphasis on companies 
explaining not only the culture they seek to promote, but also how 
that culture has been embedded throughout the organisation and how 
the board monitors this. Last year we observed some early examples 
of reporting against this element of the Provision, and the quality and 
depth of disclosures have improved significantly this year. 

Culture embedding 

The example below demonstrates that reporting on culture 
embedding does not need to be overly complex. Effective disclosures 
clearly articulate the practical actions taken to embed the desired 
culture. These examples link cultural aspirations to tangible behaviours, 
process and monitoring mechanisms. 

Source: Lloyds Banking Group, page 79 

1. Board leadership and company purpose

https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2025/q4/2025-lbg-annual-report.pdf#page=81
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The Code guidance highlights the importance of ensuring that the 
board’s desired culture is embedded throughout the organisation. For 
organisations with multiple sites, offices or business units operating 
across different regions and jurisdictions, embedding a desired culture 
is not always a one-size-fits-all exercise. We observed examples of 
companies demonstrating this approach in practice. For instance, 
one company reported on how it managed the integration of culture 
following an acquisition, recognising the importance of ensuring the 
cultures are aligned with the desired culture while preserving valuable 
aspects of the existing culture within the acquired organisation. 
Another company explained that, as a multinational organisation, it 
tailors certain aspects of its approach to cultural norms to reflect the 
markets in which it operates, while maintaining a strong corporate 
culture that acts as a universal framework. 

While many companies reported on initiatives designed to support 
culture, we noted that disclosures often focused on individual cultural 
attributes rather than on the embedding of the company’s desired 
corporate culture as a whole. In particular, several companies included 
boilerplate statements referring to the embedding of a culture of 
continuous feedback, safety, learning or other specific behaviours. 

Whilst these aspects may contribute to their overall culture, such 
disclosures do not necessarily demonstrate how the board’s desired 
corporate culture has been embedded, which is the key focus of 
the updated Provision 2. More meaningful disclosures explain how 
behaviours such as feedback, safety and learning support and 
reinforce the board’s desired culture, and how they are reflected in 
decision making, leadership actions and everyday working practices 
across the organisation. 

How the board has monitored how culture has been embedded 

Whilst we found that most companies refer to how their culture has 
been embedded, we saw fewer companies explain how the board has 
monitored this. There were 83 companies that referred directly to the 
embedding of culture, but only 48 of those companies reported on 
how the board assesses and monitors how the desired culture has 
been embedded. However, we have also seen some transparent and 
innovative examples of reporting in this area. 

Reporting on how the board monitors how the desired culture has 
been embedded does not need to add unnecessary length to the 
annual report. Rather, companies can explain to their stakeholders in 
a concise but clear way that provides them with insight to understand 
how the board monitors this. 

This example from Morgan Sindall clearly distinguishes between the 
actions taken to embed the organisation’s culture and the mechanisms 
used by the board to monitor how effectively that culture is being 
embedded throughout the business. This distinction is helpful for 
stakeholders as it provides greater transparency regarding both 
the initiatives undertaken to promote the desired culture and the 
processes used to assess whether those efforts are having the 
intended impact. By separating implementation from oversight, the 
example demonstrates how the board maintains accountability for 
cultural outcomes. 
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The example below from PageGroup is insightful as it not only explains 
the methods used to monitor and assess how the organisation’s 
culture is embedded, but it also provides meaningful insights into the 
findings generated through these activities. Importantly, the company 
goes beyond describing its approach by outlining the actions taken 
during the year in response to the information gathered and the 
outcomes achieved. This demonstrates a clear link between monitoring 
activities, board oversight and tangible outcomes, making it a strong 
example of effective outcomes-based reporting. 

Source: Morgan Sindall, page 79 

https://www.annualreports.com/HostedData/AnnualReports/PDF/LSE_MGNS_2025.pdf#page=79
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Alignment between purpose, values, culture and strategy 

The 2024 Code places greater emphasis on purpose, strategy, culture 
and values all being aligned. The example below explains what this 
alignment involves, why it is important and how the relationship 
between purpose, strategy and values is linked to culture.  

Source: PageGroup, page 44 

Source: TT Electronics, page 51

https://investors.michaelpage.com/~/media/Files/P/page-v2/ir/documents/sustainability/annual-report-2025.pdf#page=47
https://frcltd.sharepoint.com/sites/CorporateGovernanceandStewardshipTeam-2023CorporateGovernanceMonitoring/Shared%20Documents/Forms/AllItems.aspx?id=%2Fsites%2FCorporateGovernanceandStewardshipTeam%2D2023CorporateGovernanceMonitoring%2FShared%20Documents%2FAnnual%20Review%202026%2F2026%20Annual%20Reports%2FFull%20reports%2FTT%20Electronics%2Epdf&parent=%2Fsites%2FCorporateGovernanceandStewardshipTeam%2D2023CorporateGovernanceMonitoring%2FShared%20Documents%2FAnnual%20Review%202026%2F2026%20Annual%20Reports%2FFull%20reports
https://www.ttelectronics.com/getmedia/6c2e60fd-e78f-4c7c-aab4-681982fe5cf7/TT_ARA_2025_Interactive.pdf#page=53
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Taylor Wimpey provided a comprehensive explanation of how its  
Board monitors alignment between the organisation’s culture,  
purpose, values and strategy. The Board achieves this through a range 
of engagement and oversight mechanisms, including their employee 
champion, employee forums, Board site visits and regular Board 
updates, which collectively provide insight into employee perspectives 
and the embedding of organisational values. 

Culture and board performance reviews 

Nearly half of the companies in our sample referenced culture within 
their reporting on board performance reviews, highlighting the role 
that board review processes can play in assessing cultural oversight. 
One insightful example came from a company that disclosed that 
“supporting the CEO in embedding the desired culture” had been 
identified as an area for further improvement through its board 
performance review. This disclosure demonstrates a thoughtful 
and transparent approach to evaluating the board’s effectiveness in 
promoting and reinforcing the organisation’s desired culture.

Outcomes

Principle C

Governance reporting should focus on board decisions and their 
outcomes in the context of the company’s strategy and objectives.

The 2024 Code was updated to include a specific reference, in 
Principle C, to the importance of outcomes-based reporting. This was 
supplemented with an update to the Code guidance. 

In annual reports, the word ‘outcomes’ can have different meanings 
depending on the context. In remuneration reporting, it generally 
describes the award or payment resulting from a remuneration policy. 
Elsewhere in the report, companies use it to describe actions taken or 
decisions made. As used in Principle C, ‘outcomes’ are the effects of 
board decisions, describing the action taken, but also what changed as 
a result and why it mattered. A useful way to identify outcomes is to 
ask: ‘So what changed because of the board’s actions?’

At first glance, companies seem well advanced in their outcomes-
focused reporting. But labelling something as an outcome does 
not necessarily constitute outcomes-based reporting. Outside of 
the remuneration report, the heading was most frequently used in 
companies’ Section 172 reporting, where it was often intended to 
explain the result of engaging with various stakeholders. However, the 
outcomes described were sometimes unrelated to the engagement 
or were not outcomes at all. Some companies used phrases such as 
“the board decided” or “the board reviewed”. While these statements 
are a useful start in terms of describing the board’s activities and 
decisions, better reporting would explain what changed as a result. In 
other cases, the outcomes described lacked specificity. For example, 
describing “valuable insights” as the outcome of engagement with a 

https://www.taylorwimpey.co.uk/-/twdxmedia/Files/Head-Office/Corporate/Annual-Reports/2025/Taylor-Wimpey-Annual-Report-and-Accounts-2025.pdf
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stakeholder does not tell the reader very much. Better reporting  
would describe what the insights were, what the board did with  
them, and what changed as a result. Reporting on the consequences 
of the board’s actions allows the reader to see the governance  
process in action from start to finish. 

Some of the better outcomes-focused reporting was on shareholder 
engagement, particularly when that engagement concerned 
remuneration. Several companies explained how they had consulted 
with shareholders on their remuneration policy and how this 
engagement had influenced the proposals they subsequently put 
to their Annual General Meeting (AGM). This excerpt from the letter 
by the Chair of Croda’s Remuneration Committee describes how the 
committee engaged with the company’s major shareholders and,  
in response to their feedback, decided not to proceed with its  
original proposal.

Source: Croda, page 80

https://www.croda.com/mediaassets/files/corporate/annual-report-2025/croda-annual-report-2025.pdf#page=82
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There were also some instances where companies described the 
outcome of engagement with shareholders on topics other than 
remuneration. This excerpt from the letter by the Chair of Johnson 
Service Group describes how shareholders were consulted on the 
company’s plans to move from AIM to the Main Market and indicates 
that the engagement contributed to the successful transition.

Another area of good outcomes-focused reporting related to board 
performance reviews. Many companies explained the actions they 
had taken in response to the previous year’s board performance 
review and, importantly, described the impact of those actions. In this 
example from International Workplace Group, a recommendation from 
the 2024 board performance review resulted in additional time being 
set aside for discussion at in-person board meetings. The company 
then describes the outcome of this change in terms of the improved 
quality of board discussions.

Source: International Workplace Group, page 61

Source: Johnson Service Group, page 11

https://investors.iwgplc.com/~/media/Files/I/IWG-IR/reports-and-presentations/2026/iwg-annual-report-2025-16-03-2026.pdf#page=63
https://mycelium.global/emissions/johnson-service-group-plc/filing/2025.pdf#page=12
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This excerpt from IMI’s annual report describes the areas for 
development identified in the previous year’s review and the progress 
made in response. It explains the outcome of measures taken to 
maintain board effectiveness during a period of personnel change, 
how the board has strengthened its focus on M&A opportunities and 
what impact this has had.

Source: IMI, page 93

Companies were less successful in reporting on the outcomes of other 
board activities. For example, when reporting on board engagement 
with the workforce, several companies described town hall meetings 
at which employees were able to raise issues directly with board 
members. However, very few disclosed what the issues were, or if 
the board had taken any action in response. Fewer still explained the 
impact of those actions. Many simply cited various workforce surveys 
as evidence of positive outcomes without explaining if those results 
related to any specific actions taken by the board, making it difficult for 
readers to assess whether the reported outcomes could be attributed 
to the actions of the board.

Better reporting provided greater insight into how the board 
responded to issues raised by the workforce and the effects of that 
response. In this example from Prudential, the company describes how 
engagement between non-executive directors (NEDs) and employees 
has improved understanding of each other’s perspectives and 
informed the board’s consideration of people and culture matters.

Source: Prudential, page 94

https://www.imiplc.com/media/1i2ddtki/imi_ar_2025.pdf#page=95
https://www.prudentialplc.com/content/dam/prudential-plc/investor/results-and-reports/lastest-annual-report/prudential-plc-ar-2025.pdf#page=96
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When reporting on monitoring culture, several companies also reported 
workforce survey results as evidence that the desired culture had been 
embedded, without explaining how those results could be linked to 
company efforts or monitoring by the board. Without comparative 
figures for the previous year’s survey, it is difficult to assess progress. 
While we appreciate that attributing cultural outcomes to specific 
actions by the board is not easy, some companies were able to indicate 
how board activity had contributed to those outcomes. The following 
example from Playtech plc explains how the board monitored culture 
during a transformation project and incorporated cultural considerations 
into its decision making. It states that this helped to maintain cultural 
alignment during a period of strategic change. 

Source: Playtech, page 104

Another good example from PageGroup is included in the Culture 
section on page 13 of this report.

https://www.investors.playtech.com/~/media/Files/P/Playtech-IR-V2/documents/annual-reports/2025/2025-annual-report.pdf#page=106
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When reporting on oversight of cyber security, few companies 
demonstrated outcomes that were directly linked to decisions taken by 
the board. Several said that cyber security remained a priority for the 
board or that the board received regular briefings on cyber security, 
without offering further detail. The following example from Breedon 
goes further than many companies by linking board oversight to a 
specific decision and subsequent action. 

Source: Breedon, page 101

Effective outcomes-based reporting goes beyond describing what 
the board reviewed, discussed or decided to explain what changed 
as a result. It explains the impact of the board’s work. In other words, 
it answers the ‘so what?’ question. While we have seen some good 
reporting, particularly on the outcomes of shareholder engagement 
and board performance reviews, there is still work to be done.

Shareholder engagement 

Principle D 

In order for the company to meet its responsibilities to shareholders 
and stakeholders, the board should ensure effective engagement 
with, and encourage participation from, these parties.

 
Almost all companies reported their engagement with shareholders 
outside the annual general meeting (AGM). Reports commonly 
referred to the number of engagements they carried out, methods 
used, issues and topics raised by shareholders. This provides helpful 
context, and stronger reporting went further by showing what the 
board learned and how that information was considered. The below 
example from Mondi Group provides useful detail on what type 
of shareholders the chair engaged with, how the meetings were 
conducted and the topics discussed, helping readers understand the 
scope of board engagement.

Source: Mondi Group, page 76

Meetings with the Chair are offered on a regular basis. Philip Yea 
held meetings with a number of Mondi’s major shareholders during 
the year. The meetings had no specific agenda, instead offering an 
opportunity for open discussion and engagement. Topics included 
capital allocation including dividends, market developments and the 
Board’s approach to governance, culture and succession planning.

In our previous review, we encouraged companies to provide a summary 
of the shareholder engagement activities and outcomes undertaken 
by the board, including objectives, summary of issues, participants, 
progress of the dialogue, and the outcome of the engagement.

https://www.breedongroup.com/content/dam/breedon/corporate/documents/investors/agm/annual-report-2025.pdf#page=103
https://www.mondigroup.com/globalassets/mondigroup.com/investors/results-reports-and-presentations/2025/integrated-report/mondi-group-integrated-report-and-financial-statements-2025.pdf#page=78
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This year, we found that many reports continue to remain generic 
around the details of actual engagement activities, with few specific 
examples of board engagement with shareholders in the reports. 
Many companies discussed their engagement through roadshows and 
their investor relations team, but few offered any detail on whether 
members of the board attend these meetings and what information 
they might glean from such engagement. Effective reporting on board 
engagement with shareholders could provide valuable information 
about how the engagement was initiated, what information was 
shared, and how the engagement supported decision making.

The below example from Gamma Communications links its 
Remuneration Committee’s consultation with shareholders to its 
remuneration policy review, and reports on the voting result of its 
updated policy, helping readers understand the context and outcome 
of the engagement.

Source: Gamma Communications, page 91

As a reminder, during late 2024 and early 2025, the Committee 
undertook a review of Executive Directors’ remuneration in the 
context of the long-term growth of the Company, evolving 
market practice and the intended move to the Main Market. 
Following consultation with our major shareholders as well as the 
proxy advisory bodies, the outcome of this review resulted in a 
Remuneration Policy which reflected Gamma’s size, performance 
and future growth opportunities, and the updated policy was 
approved with an advisory vote in favour of more than 99% at the 
AGM held in May 2025.

Like last year, we looked at Stewardship Code reports to demonstrate 
further the value to investors of effective shareholder engagement. 
For example, one report outlined how its engagement with board 
members provided further context on a proposed leadership change 
and the company’s safeguards in place, enabling the investor to 
support a proposal at the AGM. This demonstrates clearly the value of 
engaging with shareholders, and reporting on this engagement in the 
annual report.

Several companies distinguished between different groups of 
shareholders in their reporting, rather than describing shareholder 
engagement as a single activity. This can provide a clearer picture of 
how the company’s approach reflects its register and the engagement 
channels it makes available to shareholders. The example from 
Clarkson clearly distinguishes its different types of shareholders, 
including institutional, retail and employee shareholders, and explains 
how it engages with them, with examples of engagement activities 
provided. We would also encourage companies to report on the 
outcomes of their engagement, helping readers understand what the 
board learned and how different types of shareholders’ views informed 
the board’s decisions.

https://gammagroup.co/wp-content/uploads/2026/04/Gamma-Annual-Report-2025-Final-7-April-2026.pdf#page=93
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Source: Clarkson, page 87 Provision 3

In addition to formal general meetings, the chair should seek 
regular engagement with major shareholders in order to 
understand their views on governance and performance against 
the strategy. Committee chairs should seek engagement with 
shareholders on significant matters related to their areas of 
responsibility. The chair should then ensure that the board as a 
whole has a clear understanding of the views of shareholders.

In line with Provision 3, many companies reported on the chair and 
committee chairs’ engagement with shareholders, and we were 
pleased to see an increase in this type of engagement. In our sample 
this year, 64 companies described engagement involving the chair 
outside formal general meetings, compared with 59 companies 
from last year. The number of companies reporting Remuneration 
Committee Chair engagement in our sample increased from 35 to 53 
companies. Reporting of engagement by Senior Independent Directors 
also increased from 12 to 15 companies. 

We still find some companies noted their chair or committee chairs 
were available to meet shareholders when requested, without 
confirming whether any engagement has taken place during the year. 
Such statements are merely adding words to the annual report without 
offering specific information as to whether they met with investors 
or if investors did not ask for engagement. Provision 3 expects the 
chair and committee chairs to seek engagement with shareholders 
or respond to requests for engagement to understand their views. 
It is helpful in reporting to identify the relevant board members 
participating in engagements, purpose of the engagement, views 
expressed and how these were communicated to the wider board.

https://www.clarksons.com/media/a3zhn1uv/clarksons-plc-annual-report-2025.pdf#page=45
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As Provision 29 of the 2024 Code becomes applicable, matters relating 
to the effectiveness of internal controls may form part of the dialogue 
between the board and shareholders. Where a material control has not 
operated effectively, shareholders may wish to understand the nature 
and the impact of the issue, the board’s assessment and any action 
being taken to address it. Audit committee chairs may be involved 
in explaining these matters, reflecting their role in overseeing risk 
management and internal controls.

Source: Croda International, page 56

A corporate governance lunch was held in October, with the Chair, 
Senior Independent Director and Remuneration Committee Chair, 
and Audit Committee Chair. Shareholders representing over a 
quarter of the register attended. Discussions covered strategy, 
sustainability, talent and succession planning, and governance 
matters, providing the Board with clear insight into shareholder 
priorities and concerns.

 
20 per cent votes against a resolution

This year, 26 companies in our sample received 20% or more votes 
against the board’s recommendation on at least one resolution. It was 
good to see that most of these companies reported some form of 
response or action as a result, including the consultation undertaken, 
specific views received from shareholders, and how those views 
affected the board’s decisions. 

Source: Harworth Group, page 131

The resolution relating to the approval of the Policy was approved 
with a 75.67% majority and therefore, in accordance with the 
UK Corporate Governance Code, the Committee Chair wrote to 
shareholders following the 2025 AGM to explain the decision to 
move forward with the Policy, to reiterate why the Committee 
considered the performance flexed RSP to be in the best interests 
of Harworth’s shareholders, and to offer a further opportunity to 
engage with the Company and provide feedback. Shareholders that 
responded re-affirmed their previous views and did not consider 
further engagement necessary.

Key message

Effective reporting explains what the board heard from 
shareholders, and how that dialogue contributed to the board’s 
decision making. Specific information on who engaged with the 
shareholders, the issues or topics discussed, and any follow-up 
actions gives readers a clear view of how the board maintains 
relationships outside of AGMs.

https://www.croda.com/mediaassets/files/corporate/annual-report-2025/croda-annual-report-2025.pdf#page=58
https://www.annualreports.co.uk/HostedData/AnnualReports/PDF/LSE_HWG_2025.pdf#page=133
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Source: M&S, page 57

Diversity
Provision 23 of the 2024 Code includes an updated reference to 
diversity and inclusion initiatives, inviting companies to include 
information on objectives, links to strategy and progress made.

In line with last year, 98 companies referred to a board diversity policy, 
or a wider diversity policy that applied to the board. Of the two that did 
not reference a diversity policy, one set out their approach to diversity, 
even though the board had decided not to adopt a specific policy.  
Of the companies that referred to a board diversity policy, 87 included 
insight into the policy or a link to where it is available on their website. 
In some cases, the policy was set out in full.

Initiatives related to diversity

Clear objectives and initiatives supporting diversity and inclusion 
provide a useful way to understand how a company is approaching 
diversity. Information about initiatives provides context for any 
progress or outcomes achieved in this area. Clear objectives relating to 

diversity and inclusion were reported by 61 companies. These varied 
from those who had adopted the UK Listing Rules targets (stemming 
from the FTSE Women Leaders and Parker Reviews) to those who 
had implemented bespoke targets connected to the nature of the 
company. A further 14 companies expressed a general aim to increase 
diversity among the board and senior leadership.

Quantitative targets have value in terms of providing a tangible 
outcome for which to aim. However, it is the explanation of how the 
board intends to achieve its aims or objectives that provides a genuine 
sense of how any diversity policy operates in practice. 

The example from M&S is particularly useful because it details how 
each objective has been implemented and so captures progress both 
quantitatively and qualitatively.

Overall, the strongest reporting went beyond confirming that a 
diversity policy or objective existed. It explained how objectives were 
implemented, the progress achieved and how diversity supported the 
company’s strategy or wider success.

2. Composition, succession and evaluation

https://corporate.marksandspencer.com/sites/marksandspencer/files/marksandspencer/annual-report/m-and-s-annual-report-and-financial-statements-2026.pdf#page=59
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Audit Committees and the External Audit: 
Minimum Standard
The incorporation of the Audit Committees and the External Audit: 
Minimum Standard (the Standard) into Provision 25 of the 2024 UK 
Corporate Governance Code marks an important development in audit 
committee reporting. This year’s review provides an early indication of 
how companies are responding to the revised expectations.
The Standard was originally developed with FTSE 350 companies 
in mind, so it is unsurprising that larger companies continue to 
lead adoption. In our sample, all FTSE 100 and FTSE 250 companies 
referenced the Standard in their audit committee reports. Reference to 
the Standard among small-cap companies remained broadly consistent 
with last year.

As might be expected in the first year following implementation, 
approaches varied. Larger companies generally provided more 
extensive disclosures, often explaining how the Standard had 
influenced their activities, oversight processes and future plans. 
However, there were also examples of strong reporting among small-
cap companies.

Demonstrating implementation

A key difference across our sample was the extent to which companies 
explained how the Standard had been implemented in practice, rather 
than simply stating that they complied with it. Examples included 
narrative about how they had responded to the new requirements, 
such as updating audit committee terms of reference and enhancing 
existing processes to reflect the Standard’s requirements.

Source: Card Factory, page 95

3. Audit, risk and internal controls

https://www.cardfactoryinvestors.com/media/rwohieq1/card-factory-ar26_final_accessiblepdf.pdf#page=97
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By contrast, many companies limited their disclosure to a statement 
of compliance with little explanation of what had changed or how the 
Standard had influenced the audit committee’s activities during the 
year. More company-specific reporting would help readers understand 
how the Standard has been embedded in practice. This need not mean 
lengthy reporting; concise explanations of actions taken, governance 
changes or process enhancements can provide valuable insight while 
maintaining proportionate disclosure.

Composition and independence

Reporting on audit committee composition remains strong, with 
most companies identifying individual members and confirming 
independence. There were very few instances where independence was 
implied rather than explicitly stated. Information regarding committee 
membership was often presented clearly and concisely, with some 
companies making effective use of tables and summary graphics to 
communicate key information.

Nearly all audit committees comprised at least three independent non-
executive directors, consistent with the expectations of the Code. This 
exceeded the minimum requirement of two for small-cap companies.

Auditor Independence and non-audit services

Many companies provided thoughtful and granular reporting on how 
the audit committee assessed auditor independence.

The strongest disclosures went beyond reporting on non-audit services 
and explained the wider safeguards and processes used to protect 
auditor independence and objectivity. Some companies continued to 
focus primarily on the monitoring of non-audit services, while others 
described how the audit committee assessed and maintained auditor 
independence throughout the year.

Reporting on non-audit services was generally strong. Most companies 
explained that non-audit fees remained well below the thresholds 
permitted by the Ethical Standard and UK law and described the 
safeguards in place to protect auditor independence. Several 
companies presented this information particularly effectively through 
tables setting out approval thresholds, categories of work and the 
associated fees.

Where information on non-audit services was reported elsewhere 
in the annual report, companies should consider whether the audit 
committee report provides sufficient information or signposting to 
enable readers to locate the relevant disclosures.

Auditor effectiveness 

Reporting on auditor effectiveness continues to improve and is now a 
well-established feature of audit committee reporting. Compared with 
previous years, companies paid greater attention to explaining the 
criteria used to assess audit quality and auditor performance, providing 
more meaningful insight into the committee’s evaluation process.

Areas commonly considered included:

•	 quality of challenge provided by the external auditor

•	 handling of significant accounting judgements

•	 responsiveness to audit committee feedback

•	 audit quality and delivery

•	 professional scepticism demonstrated by the audit team

A number of companies provided particularly insightful descriptions of 
how effectiveness reviews were performed, helping readers understand 
the committee’s role in supporting high-quality external audit.
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As the use of advanced technology within external audit develops, 
including agentic and generative AI, audit committees will wish to 
consider how to build oversight of the use of technology by their 
auditor into their assessment of audit quality and effectiveness. 
This could include discussing with the auditor significant uses of 
technology in the audit, the associated governance and safeguards 
around its use, any implications for company data and audit risk, and 
how its use supports audit quality.

Source: Taylor Wimpey, page 126

 

 

Auditor appointment, reappointment and tenure

Most companies explained their approach to the appointment or 
reappointment of the external auditor where relevant. The strongest 
disclosures clearly distinguished between the routine annual 
reappointment of the external auditor at the AGM and a formal tender 
process. These companies provided useful context on the committee’s 
rationale and the factors informing its recommendation, providing readers 
with good insight into how the committee discharged its responsibilities.

Companies could enhance reporting by providing greater insight into 
the range of information and factors considered by audit committees, 
for example audit firm metrics1, audit market diversity, price blind 
tendering, the inclusion of challenger firms and other relevant public 
interest considerations that influenced their conclusions.

Some companies also referred to the FRC’s Audit Firm Metrics 
(previously Audit Quality Indicators) when assessing the effectiveness 
of the external audit process. The FRC’s Firm Metrics report provides 
a holistic view of audit firms’ performance across areas including 
culture, audit quality inspection results, employee workload and 
partner involvement. Audit committees may find this information a 
useful additional perspective when assessing the effectiveness and 
performance of their external auditor and when considering auditor 
appointment and reappointment decisions.

Auditor tenure reporting was already well established. Almost all 
companies clearly disclosed the tenure of their external auditor, with 
most also providing the original appointment date. This information 
provides valuable transparency and helps readers better understand 
the committee’s approach to auditor oversight and rotation.

1	 Firm Metrics were previously referred to as Audit Quality Indicators (AQIs). Provision 9 of the 
audit committees and the External Audit: Minimum Standard states that audit committees 
should consider this information when assessing auditor appointments and performance.

https://www.taylorwimpey.co.uk/-/twdxmedia/Files/Head-Office/Corporate/Annual-Reports/2025/Taylor-Wimpey-Annual-Report-and-Accounts-2025.pdf
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Although only a small number of companies undertook a formal 
tender during the review period, those that did often provided 
informative disclosures. The best examples explained how 
considerations such as audit quality, independence, challenge and 
technical capability were assessed during the selection process, 
demonstrating a clear focus on quality-led decision making.

As this was the first year in which the Standard was incorporated into 
the Code, it was also encouraging to see some companies explain 
how its requirements would influence future auditor tendering and 
auditor selection decisions, including through planned retendering 
exercises and consideration of challenger firms. Companies that are 
not currently planning a tender may nevertheless wish to explain 
how the Standard will inform future auditor selection processes and 
related decision making.

Presentation and accessibility

As in previous years, the presentation of audit committee reporting 
varied considerably.

Some companies provided concise, well-structured reports, using 
colour, tables, graphics and summary sections to communicate key 
information. Examples included visual summaries of committee 
activities during the year, dedicated sections on the Standard, and 
tables presenting key audit-related information. These help make the 
report more digestible for the reader.

The most effective reports were not necessarily the longest. Rather, 
they combined clear structure, concise but relevant explanations along 
with company-specific insight to provide a coherent account of how 
the committee discharged its responsibilities during the year. In a 
small number of cases, further relevant detail and context would have 
provided readers with a clearer understanding of the committee’s work 
and oversight activities. 

Audit Quality Review inspection results 

Principle M

The board should establish formal and transparent policies and 
procedures to ensure the independence and effectiveness of 
internal and external audit functions and satisfy itself on the 
integrity of financial and narrative statements.

For the 100 annual reports reviewed, we considered the level of 
disclosure by audit committees of any Audit Quality Review (AQR) 
inspection in the year. A relevant inspection report had been issued for 
12 of the reports in 2026. Disclosure was made in nine of these entities’ 
annual reports, while three had appropriate mitigating explanations for 
non-disclosure.  
Of the 100 entities within the sample, 57 had been reviewed by AQR 
in the last five years. The table below shows the year these entities 
were inspected.  
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For the third year running, we have also performed a separate review 
over the level and clarity of disclosures by Audit Committees of 
the findings and results of the 116 (2024/25: 120) corporate audit 
inspections completed during our 2025/26 AQR inspection cycle. This 
excludes inspections of government agencies and Crown Dependency 
entities. This gave an insight into the quality of disclosures across all 
companies whose audits are in the remit of AQR inspection. The FRC 
publishes a list of inspected entities for each cycle here. 

There were 50 (2024/25: 43) cases where no disclosure had been made 
which was an increase from the previous cycle. However, among these, 
there were 38 cases (2024/25: 28) where we understood the reasons for 
this; for example, the company did not have an audit committee or the 
inspection report was finalised after the annual report date. The number 
of instances of failing to disclose when expected was 12 (2024/25: 15).  

For the past two AQR inspection cycles, we have monitored the disclosure 
of inspections where key findings2 were identified. Inspections receiving 
key findings are those which result in lower grades. Inspections receiving 
an ‘improvements required grade’ were disclosed appropriately only 5% 
of the time (2024/25: 20%) and no disclosures were made for inspections 
receiving a ‘significant improvements required grade’ (2024/25: 30%).  

We have noticed considerable variation in inspection disclosures 
between companies receiving better inspection results and those for 
which key findings were identified.

2	 A key finding relates to the sufficiency or quality of the audit evidence obtained,  
the appropriateness of key audit judgements or another important matter.
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https://www.frc.org.uk/library/supervision/audit-quality-review/details-of-audits-subject-to-aqr-inspection-companies/
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The reduced level of disclosure might indicate a reluctance by audit 
committees or others to disclose such findings. We encourage audit 
committees to use these inspection findings to demonstrate how they 
ensure high-quality audits have been undertaken.  

We encourage audit committees to continue to improve the usefulness 
of disclosures by communicating the scope of the AQR inspection 
and the remedial actions taken to address deficiencies identified. In 
addition, we encourage audit committees to consider referring to 
other public reporting on audit quality about their auditor.  

To assist, we have provided the following example of good  
practice disclosure:

Source: Harbour Energy, page 96

 

Key message

Overall, the number of entities disclosing AQR results, and the 
quality of that disclosure, has improved across the recent years. 
However, there needs to be significant improvement on inspections 
with key findings.  

 

https://www.harbourenergy.com/media/vhmnepf3/harbour-energy-annual-report-accounts-2025_web.pdf#page=96
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Interactions with the FRC’s  
Corporate Reporting Review
Provision 26 of the Code sets out the matters that should be covered 
in companies’ audit committee reports, including any significant 
issues considered by the audit committee in relation to the financial 
statements. The accompanying Code Guidance provides further detail 
on reporting expectations, including disclosure of any interactions with 
the FRC’s Corporate Reporting Review (CRR). Such disclosure helps 
provide transparency around issues identified through the review 
process and how companies have responded to them.

The FRC may undertake either a routine or limited scope (for example, as 
part of a thematic) review of a company’s annual report and accounts or 
interim report. For the second consecutive year, we have assessed how 

companies report their interactions with CRR. Within our sample, 16 of 
the 100 companies reviewed were subject to a CRR review in the previous 
year. Of these, six received a ‘Substantive Letter’ and ten received an 
‘Appendix Letter’. Of the 16 companies that were written to, 15 disclosed 
that they had received correspondence in their annual report.

While it is for companies to decide the extent of disclosure and how much 
detail to provide, transparency can be particularly valuable for investors. 
This is especially true where a company has received a substantive letter, 
as investors can gain a clearer understanding of the issues raised and 
the actions taken to address them. In contrast, disclosures relating to an 
appendix letter are often more focused on acknowledging the interaction 
and summarising any observations made by CRR.

The following is an example of a high-quality disclosure from a 
company after receiving a substantive letter.

Source: Mears, page 70

https://www.mearsgroup.co.uk/media/jc1hix2m/mears-group-plc-annual-report-and-accounts-2025.pdf#page=72
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In addition to routine reviews, the FRC published five thematic reviews 
during the year based on a sample of 75 companies. These limited 
scope reviews enable CRR to assess the quality of corporate reporting 
on specific topics or sectors, set out clear expectations, and provide 
companies with good practice examples. Within our sample, several 
companies reported that they had been included in a CRR thematic 
review and several companies specifically referenced using CRR 
thematic reviews as a source of insight to enhance their own reporting. 
This demonstrates how thematic reviews can support continuous 
improvement in the quality of corporate reporting, even where no 
specific concerns have been raised with a company.

Key message

Providing transparent disclosure of CRR interactions, together with 
how findings have been incorporated, considered and applied, 
helps investors assess the quality of companies’ reporting and their 
commitment to continuous improvement.

Risk
Risk management and internal controls

This year, in our review of risk and internal controls reporting, we 
focused on the preparations companies are making to report against 
the updated Provision 29 in the UK Corporate Governance Code. 
More detail on this is included below. However, as the starting point 
for much of this work is rightly focused on the principal risks to which 
each company is exposed, we have also conducted our usual review on 
principal risk reporting against Provision 28. 

Principal risks (Provision 28)

Principal risks should include, but are not necessarily limited to, those 
that could result in events or circumstances that might threaten the 
company’s business model, future performance, solvency or liquidity 
and reputation. Many companies have treated the revisions to 
Provision 29 as an opportunity to review their principal risks, and we 
were pleased to see good reporting in this area this year. 

The average number of principal risks reported in the sample was 
10. Better reporting clearly explains how the board has determined 
which risks are principal risks and demonstrates how these relate to 
the company’s specific circumstances. While companies may maintain 
extensive risk registers, annual report disclosures should concentrate 
on the relatively small number of risks considered by the board to be 
most significant.

The strongest disclosures we saw this year provided insight into the 
board’s assessment process, including how principal risks have been 
evaluated against the company’s risk appetite and strategic objectives. 
They also explained how those risks are monitored and mitigated 
through the broader risk management and internal control framework. 
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Connecting principal risks, risk appetite, mitigating actions and material 
controls can help readers understand how the company manages risks 
in practice and how these activities support long-term resilience.

Source: Chesnara, page 65

Source: Rentokil, page 72

Most reporting on principal risks is found within the strategic report. 
As explored in greater detail in the section of this Review which covers 
simplifying annual reports, effective cross-referencing throughout the 
annual report can help demonstrate these relationships and provide 
a more joined-up picture of risk management, whilst also offering 
opportunities for reducing the length of the overall report.

Many companies in this year’s sample chose to include a principal risk 
centred around cyber or technology, and these disclosures have been 
analysed in more detail below. 

https://www.chesnara.co.uk/~/media/Files/C/chesnara/corp/documents/investors/corporate-governance/policies-and-codes-of-conduct/diversity-policy/chesnara-report-and-accounts-2025.pdf#page=66
https://www.rentokil-initial.com/~/media/Files/R/Rentokil/documents/annual-reports/rentokil-ar25.pdf#page=72
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Cyber risk and artificial intelligence
Board members play a crucial role in ensuring principal and emerging 
risks are approached strategically, ensuring operational resilience and 
continuous functioning of the business. Since the effective management 
of cyber risks has become increasingly important to the operation of 
many modern businesses, we have looked at the extent to which boards 
considered cyber risks and governance as part of this work. 

This year, 97 companies included cybersecurity in their principal risks, 
either as a standalone risk or grouped, whilst the remaining 3 reported 
that they are managing cyber risks as other strategic or business risks. 

In some cases, companies aligned their risk framework explicitly with 
their strategy, and discussed cyber risks in a strategic context. In other 
cases, we saw cyber risk grouped with other operational risks. It is clear 
that the companies in our sample view cybersecurity and resilience as 
fundamental to the successful delivery of their business models.

Cyber governance

Ninety-eight companies discussed how the board and its committees 
are involved in mitigating or monitoring cyber risks. This included 
boards taking an active role in assurance reviews, and in responding to 
cyber incidents, as described in the following example. 

2	  Overview | National Cyber Security Centre

Source: IMI, page 92

Eighty-three companies mention the cybersecurity expertise their 
board and committees have access to, with several mentioning deep 
dives and training sessions for board members. 

Many of the reports also mention relevant cybersecurity standards and 
accreditations, with 11 referring to the resources from the UK’s National 
Cyber Security Centre2. The following is an example of a Board taking 
action in response to UK Government guidance on Cyber Governance. 

Source: BAE Systems, page 89

 
 
 
 
 

https://www.ncsc.gov.uk/cyber-governance-for-boards/overview
https://www.imiplc.com/media/1i2ddtki/imi_ar_2025.pdf#page=94
https://www.baesystems.com/annualreport/dam/jcr:105fe9f2-cff7-4960-9d99-956aba996540/BAE-Systems-Annual-Report-2025.pdf#page=91
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The Cyber Governance Code of Practice is the foundation of the UK 
government’s free package of support on cyber governance and 
sets out the key actions for board members to take to govern cyber 
security risks effectively. It is underpinned by resources and toolkits 
from the National Cyber Security Centre. 

Cyber culture

A strong cybersecurity culture is an important aspect of effective risk 
controls. Ninety companies in our sample discussed the work they 
are doing to promote a cyber-resilient culture, with many requiring 
their staff to complete regular training, and others running phishing 
simulation campaigns to keep security awareness high. Several other 
companies also looked beyond their own organisation to promote 
cyber security to their customers and suppliers. 

This company discussed its work to promote cyber and tech skills for 
its customers and the wider community.

Source: Admiral Group, page 64

Artificial Intelligence

The number of companies mentioning Artificial Intelligence (AI) in 
their reports has risen again, from 86 last year to 95 this year. We saw 
many examples of boards taking an interest in AI and of companies 
developing or maturing their governance arrangements for the 
responsible development and use of AI in support of their strategic 
objectives. 

Sixty-eight companies considered AI in their risk frameworks in 
some way, either embedded in their principal or emerging risks, or 
recognised as a cause or factor in other risks. For example, many 
recognise the potential for AI to have a significant impact on cyber 
threats and included this in their cybersecurity principal risks. 

Better risk reporting recognised both the risks and opportunities of AI, 
as well as the need for careful governance.

Source: Harworth Group, page 68

https://docs.publicnow.com/viewDoc?filename=37655%5CEXT%5C214D7C2B775305F53E12A21F384F018AFC0BB2AA_0D4B1C619C50439DDB8E770EC1B33E5985396608.PDF#page=66
https://harworth.wpenginepowered.com/wp-content/uploads/2026/04/Harworth-AR2025_vF_Interactive-4.pdf#page=70
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Source: International Consolidated Airlines Group, page 86
Descriptions of AI governance sometimes appeared in other parts of 
annual reports, such as this example from a CEO’s Review.

Source: Evoke, page 6

 
 
 

 
Not every company that mentioned AI in its annual report included 
disclosures about the approach to governance of the associated 
risks and opportunities. Sometimes this was because it only briefly 
mentioned AI as one factor in its wider business opportunities, such 
as a mining company attributing rising copper demand to increasing 
numbers of AI data centres. However, 10 companies discussed their 
use of AI in their operations without also explicitly discussing AI 
governance and risk management. 

Fifty-six companies included information in their report about the 
actions they are taking to promote a culture where AI is used in 
a secure and responsible way, for example, through training or 
governance and policies. 

https://www.iairgroup.com/media/ktnlp1jx/iag-annual-report-and-accounts-2025.pdf#page=88
https://www.evokeplc.com/application/files/6517/7852/9517/Annual_Report_and_Accounts_2025_Hyperlink.pdf#page=8
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Source: Aviva, page 54

Source: ITV, page 46 

This year we saw a slight increase in the number of companies saying 
that they used AI in reporting, from one company last year to nine 
this year. This was generally for sustainability reporting or analysis of 
staff surveys. 

Source: THG, page 45

Preparedness for Provision 29 of the 2024 Code 
(effective on 1 January 2026)
Reporting on the updated Provision 29 will apply to annual reports for 
periods commencing on or after 1 January 2026. This year, we focused 
on companies’ preparations for implementation.
The revised provision strengthens board accountability for the 
effectiveness of risk management and internal control frameworks 
and introduces a requirement for a board declaration on the 
effectiveness of material controls, with material controls being 
determined by the board. 
For reporting periods beginning on or after 1 January 2026, boards 
are expected to declare whether material controls were effective at 
the balance sheet date, based on evidence from their monitoring and 
review activities. Annual reports should explain how the board reached 
its conclusion, including the processes, evidence and assurance sources 
considered. Where controls are ineffective, reporting should identify 
the issues, outline remedial actions and provide updates on progress. 
As with all Code reporting, the expectation is that disclosures will be 
company-specific, balanced and focused on meaningful insight rather 
than boilerplate descriptions.

https://static.aviva.io/content/dam/aviva-corporate/documents/investors/pdfs/reports/2025/annual-report-and-accounts-2025.pdf#page=56
https://www.itvplc.com/~/media/Files/I/ITV-PLC-V2/downloads/annual-report-2025.pdf#page=48
https://fcdn.thg-corporate.com/thg/WEB_THG_AR_25_0c6eedc069.pdf#page=24
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This year, most companies (92/100) reported undertaking some 
form of preparation for the revised Provision 29 requirements. We 
have seen examples of insightful reporting covering not only the 
technical work undertaken to prepare, but also the role played by the 
board and its committees in overseeing and challenging that work. 
The strongest disclosures explain how boards have engaged with 
management, internal audit and others to identify material controls, 
assess effectiveness, review progress against implementation plans 
and monitor readiness for the new reporting requirements.

The readiness activities reported this year are likely to form the 
foundation of future Provision 29 disclosures. As the new requirements 
take effect, it is anticipated that companies will move beyond 
describing preparation activities and provide clear, company-
specific reporting on how the board has monitored and reviewed 
the effectiveness of the framework, assessed material controls and 
supported its declaration on their effectiveness.

Source: Gulf Marine Services, page 59

The Group responded to the 2024 Code Provision 29 by initiating a project aimed at enhancing the documentation of controls, and identifying 
those controls considered to be material to the Group, building on the existing robust risk management process.

An extensive exercise was undertaken to reconfirm key risks, enhance the documentation of controls in place and determine which of those 
controls should be considered material. The Group has identified its key risks, control objectives, control activities, which controls are material 
and the evidence required to demonstrate that the control is in place, along with control owners and operators, and departments. This 
information is summarised within a consolidated risk register. The material risks identified represent a consensus view, based on input from the 
Executive team and relevant staff across the business, including all functions and departments of the Group.

An external consultancy firm was engaged to provide feedback on this work and to provide advice on the documentation of controls, including 
the methodology used by the Group to determine which controls are material, to validate the identified material controls and mitigations and 
to confirm their effectiveness through sample testing. Additionally, they assessed and recommended any further actions required to support 
compliance with the Code’s disclosure requirements from 2026.

The Audit and Risk Committee actively engaged with management on this programme of work, receiving regular updates on all key activities. 
The Committee is pleased with the progress made in 2025 in enhancing the control environment and to put in place robust arrangements to 
enable the monitoring and review of the effectiveness of material controls during 2026.

Overall, the Committee is satisfied that the Group’s system of internal control and risk management remains effective and appropriate to 
the nature and scale of the business. The enhancements undertaken during the year, including the programme aligned to the UK Corporate 
Governance Code, further strengthen the control environment and support the Board in discharging its governance responsibilities.

https://www.gmsplc.com/server/uploads/all/gms/GMS%20Annual%20Report%202025.pdf#page=61
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Source: Melrose Industries, page 106

The Committee has overseen the preparations that are underway to ensure compliance with the requirements of provision 29 of the UK 
Corporate Governance Code for the financial year commencing on 1 January 2026 (“Provision 29”).

Senior management has established steering and working groups, which consist of senior members of the finance, legal and internal 
audit functions, and a roadmap has been developed with review and oversight from the Committee. The work done in preparation for the 
implementation of Provision 29 has leveraged the existing risk management, control and internal assurance frameworks that are already in 
place within the Group in order to develop a comprehensive roadmap for achieving compliance.

Throughout 2025, senior management has provided regular updates to the Committee on the Company’s preparations for the implementation 
of Provision 29. Good progress has been made in preparing for Provision 29, and the Committee notes that all milestones which were planned 
for 2025, and which were detailed in the Company’s roadmap, have been achieved.

As a first step, the Company’s key risks and material controls were identified by senior management. This process involved a review of the Group’s 
principal risks, in addition to the central and divisional risk registers, with discussions being held with risk owners, which informed the identification 
of key risks for the purposes of Provision 29. Once the key risks were identified, discussions were held with each key risk owner and senior 
management, to understand what controls were in place to manage the relevant risks, in order to confirm the applicable material controls.

Following identification of all key risks and as part of our ongoing preparatory work, deep dive sessions with individual risk owners have also been 
held for those key risks which were considered the most material to the Group as identified by senior management. Materiality was informed by, 
amongst other things, the Board’s risk appetite in the context of the Company’s principal risks. To date, these deep dive sessions have been focused 
on key risks associated with product quality, health and safety, and cyber risk, for which the Board has a low risk appetite. It is intended that these 
sessions will be expanded to cover the Company’s key risks in future periods. For further information on the Company’s principal risks and the Board’s 
risk appetite, please refer to the Risk Management and Principal Risks and Uncertainties sections on pages 32 to 34 and 35 to 39 respectively.

Once the key risks and material controls were identified, senior management undertook a ‘dry run’ to assess the effectiveness of the identified 
material controls. This involved a targeted assessment of the Company’s material controls to confirm that the proposed assurance processes 
were effective and efficient from an operational perspective, and to identify any opportunities for enhancement across the Company’s existing 
control environment. In particular, key risk and material control owners provided supporting materials which assisted senior management in 
their targeted review of the material controls and enabled them to conclude that the proposed assurance processes were practical, and that 
the proposed assurance testing programme could be conducted in an effective and efficient manner. Follow‑up discussions were also held with 
key risk owners where opportunities were identified to enhance the operation of certain controls, and the implementation of these follow‑up 
actions are being tracked by senior management, with updates provided to the Committee.

https://www.melroseplc.net/media/qc0eu5o1/melrose-annual-report25.pdf#page=108
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Reporting under current Provision 29 (2018 Code)

The existing Provision 29, from the 2018 Code, includes many of 
the elements which have been retained in the updated version. For 
example, the existing Provision refers to the monitoring and review of 
risk management and internal control systems by the board, including 

a requirement for this review to cover all material controls. Although 
reporting this year has been focused on preparatory activities, several 
companies have provided disclosures under the existing Provision 29 
which meet some of the requirements of the updated version.

Source: Ibstock, page 89

Twice a year the Committee considers in detail the risk management and internal control environment within the Group. During these meetings, 
the Committee considers the current and proposed regulatory and best practice requirements alongside a review of Ibstock’s internal controls. 
This includes the Group’s culture and values, risk management evaluation and procedures, financial controls, Internal Audit focus and processes, 
and ethics and compliance. This review provides an opportunity to identify areas for improvement and development.

The Committee also receives reports on compliance with internal controls throughout the year alongside independent reports from RSM on 
the audits and reviews they have undertaken. RSM carry out independent testing of internal controls on a six-monthly basis and the outcome is 
shared with the Committee.

The review of effectiveness included the following elements:

•	 Consideration of the principal risks and uncertainties and their associated mitigation prepared by management in advance of their submission 
to the Board. This formed a key component of the Board’s robust assessment of the emerging and principal risks facing the Group, including 
those that would threaten its business model, future performance, solvency or liquidity. The Group’s principal risks are set out on pages 48 to 52.

•	 Review of a report from the Interim CFO on the internal controls operating in the business and any associated action plans.

•	 Review of fraud risks (including those under the Economic Crime and Corporate Transparency Act 2023), including the results of a fraud risk 
assessment, the Code of Business Conduct and Whistleblowing Policy.

•	 Oversight of risk and internal control arrangements.

•	 Review of work undertaken to comply with Provision 29 of the Code.

Based on this review the Committee concluded there were no material weaknesses. However, a number of areas were identified where 
improvements are required to enhance formality and consistency of control operation including timeliness and retention of evidence.

https://assets.ctfassets.net/eta2vegx3yuv/7Hu8JjvTKLlUXZ9CXLiWfa/9a86fd631333edcb66f4c963c5356f3f/Ibstock-Annual-Report-Accounts-2025.pdf#page=89
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Internal control weaknesses

Where the risk management and internal control framework has not 
operated effectively, Provision 29 of the 2024 Code asks companies 
to describe the actions taken or proposed to improve them, and any 
action taken to address previously reported issues.
Although not required under the 2018 Code, a number of companies 
already disclosed weaknesses identified through their monitoring  
and review of the effectiveness of risk management and internal 
control systems this year. Such reporting can provide useful insight 
into how boards identify, assess and respond to deficiencies in the 
control environment.

Better reporting provides sufficient context for shareholders to 
understand the nature of the issue, its impact and the actions taken 
by the board or relevant committee. These disclosures focus on 
governance, oversight and corrective actions rather than technical 
details of individual controls. 
In future reporting, we expect companies to include a clear 
explanation of the issue, the actions taken or proposed to address 
it, the board’s oversight of remediation activities and progress made 
in addressing previously reported weaknesses. Such disclosures 
can help investors understand how boards are fulfilling their 
responsibility to monitor and review the effectiveness of the risk 
management and internal control framework and support the 
declaration on the effectiveness of material controls.

Source: Metlen Energy, page 305

From the Committee’s review of the effectiveness of the system of internal controls, several control findings were identified during the period, 
including those relating to project governance controls in the MPP subsector and deficiencies in approvals process for finance transactions. 
The Committee has focused on ensuring appropriate remediation actions are in place, with a clear enhancement and investment in the Group’s 
finance function, strengthening of the governance in place for long-term projects and the establishment of more clearly defined delegated 
authorities and associated controls.

https://www.metlen.com/media/jf0azh1w/metlen_iar25-signed.pdf#page=307
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Remuneration
Our sample this year marks the first assessment of reporting against 
the revised remuneration provisions in Section 5 of the Code. The 
changes include strengthened requirements on malus and clawback 
arrangements through the amendment of Provision 37 and the 
introduction of new Provision 38. Given these changes to the Code, we 
have focused more closely on the operation and disclosure of malus 
and clawback arrangements.
Almost all companies highlighted that they had malus and/or clawback 
provisions in place, although some noted that clawback could not be 
enforced in certain jurisdictions where it was not permitted under local law.
One company reported that it does not currently operate malus and 
clawback provisions for the variable remuneration arrangements of 
its executive directors. It explained that the Committee considers 
this approach proportionate given the structure and governance 
of the company’s equity incentive arrangements, while noting that 
the position will be kept under review. Such approaches highlight 
the flexibility provided by the Code’s ‘comply or explain’ approach, 
enabling companies to depart from specific provisions where they 
consider alternative arrangements to be more appropriate and can 
provide a clear justification for doing so.
In previous reviews, reporting on malus and clawback generally 
included a description of the circumstances in which these provisions 
could be applied, together with details of the periods over which 
they operated. Under the 2024 Code, companies are additionally 
asked to explain why the selected malus and clawback period is most 
appropriate for the organisation and disclose whether the provisions 
were used during the reporting period, providing a clear explanation 
where they have been exercised.

Reporting against this new provision varied considerably. One 
example of particularly comprehensive disclosure was provided by 
London Stock Exchange Group, which contained the previous general 
disclosures alongside the new reporting elements in which the 
organisation has clearly explained the rationale for its chosen malus 
and clawback period and confirmed whether the provisions had been 
exercised during the year.

Source: London Stock Exchange Group, page 96

4. Remuneration

https://www.lseg.com/content/dam/lseg/en_us/documents/investor-relations/annual-reports/lseg-annual-report-2025.pdf#page=98
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Across our sample, only one company reported an instance where a malus 
or clawback provision had been activated during the reporting period.

Malus and clawback circumstances

Eighty-four companies disclosed the circumstances in which their malus 
and clawback provisions may be applied, while 15 did not provide 
this information in the current year’s report. Most of these companies 
indicated that the relevant information could be found in a previous 
remuneration report. As noted above, only one company reported that 
it does not currently operate malus and clawback provisions for the 
variable remuneration arrangements of its executive directors.

Companies with disclosed circumstances 84

Companies not disclosing circumstances 15

Companies stating no malus/clawback provision 1

The table below summarises the most common circumstances 
disclosed by companies in our sample (not a definitive list):

Circumstance 
No. of 

companies
Material misstatement in the company’s accounts 77

Misconduct 79
Payment based on an error, inaccurate or  
misleading information 75

Reputation 66

Corporate failure 58

Failure of risk management 38

Financial loss/deterioration 35

Breach of health and safety standards/regulations 3

Contravention of company values 11
Other, including fraud 83

Updated guidance on non-executive director remuneration

In November 2025, we updated the Code Guidance to provide 
greater clarity on the remuneration of non-executive directors (NEDs). 
The update recognised that companies may wish to encourage 
NEDs to build personal shareholdings to support alignment with 
shareholders and a long-term perspective, while emphasising that 
remuneration arrangements should be appropriate to a company’s 
individual circumstances. The guidance also clarified that boards may 
choose to pay a proportion of NED fees in shares, provided they are 
transparent about their approach and rationale, while reaffirming 
that performance-related remuneration remains inappropriate for 
independent NEDs.
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The reporting reviewed this year showed that many companies 
disclosed personal shareholdings held by NEDs (or connected 
persons). Some companies also described shareholding guidelines or 
arrangements under which a proportion of NED fees may be delivered 
in shares. Two companies noted that they were considering changes to 
future remuneration policies following the clarification to the guidance. 
These included arrangements that would provide greater flexibility 
for NEDs to receive a proportion of their fees in shares. None of the 
companies in the sample referred to the use of share options for NEDs 
following the publication of the revised guidance.
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Small-cap companies
We have heard from stakeholders that it would be useful for our 
Annual Review of Corporate Governance Reporting to shine a light 
on examples of good reporting by small-cap companies. The Code 
is flexible and the approach taken to applying its principles, and 
complying with or explaining against its provisions, can be tailored to a 
company’s size and the resources available. This year, we are therefore 
sharing some reflections on the reporting by the small-cap companies 
within our sample. It is worth noting that within this sample, we have 
both small-cap companies that have been listed for many years, as well 
as some that have recently listed or joined the Main Market within the 
reporting period. 

Source: The Gym Group, page 60

5. Additional reporting insights

https://www.tggplc.com/media/qurllrzp/tgg_annual-report-2025_web-ready-spreads.pdf#page=32
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Much like the reporting by FTSE 350 companies, the quality of reporting 
varied across the small-cap companies in our sample. High-quality 
reporting was not limited to those small-caps that had been listed for 
a longer time, and we saw some excellent reporting by companies that 
recently joined the Main Market. This demonstrates that the transition 
onto the Main Market does not need to be an onerous one from a 
corporate governance perspective, and it is likely that many companies 
already report well in this area prior to this move.

Small-caps demonstrated that reporting on governance arrangements 
does not need to be intricate, lengthy or make extensive use of graphic 
design to fulfil the requirements of the Code. The reporting by The 
Gym Group shows good reporting on alignment of culture, purpose 
and values without adding unnecessary length to the report. It also 
demonstrates clear signposting to avoid duplication. Similarly, the 
reporting by Videndum shows that good explanations regarding 
a departure from the Code can be concise while still covering the 
necessary points.

In line with our expectations when starting this review, there was a 
slightly higher incidence of small-cap companies departing from the 
Code, demonstrating the ability of small-cap companies to use its 
flexibility. The most common departures were against Provision 9 on 
chair independence and Provision 19 on chair tenure. Provision 9 had 
the most departures, with reasons given including the Chair being a 
founder of the company, an agreement with a significant shareholder, 
and/or the small scale of the business. 

As long as the impacts and mitigatory actions are considered 
and explained, we welcome companies adopting the governance 
arrangements that work for them and their investors. 

Source: Videndum, page 28

https://videndum.com/media/4374/videndum_ar25_interactive_singles.pdf#page=30


FRC | Annual Review of Corporate Governance Reporting | November 2026	 46

We also considered the adoption by small-cap companies of Provision 
21, which includes a three-year cycle for externally facilitated board 
performance reviews and specifically refers to FTSE 350 companies. 
Eight of the 20 small-cap companies within our sample stated they had 
adopted the timeline established by Provision 21 and a further five had 
conducted an external board performance review within the relevant 
period. All but two companies within our sample conducted a formal 
internal board performance review at least annually. One of those that 
did not complete a formal internal board evaluation explained this was 
due to its move to the Main Market during the reporting period. 

Source: Elixirr International, page 65

It is good to see small-cap companies actively considering the issue of 
reviewing board performance and making use of the proportionality 
provided by the Code.

We were pleased to see that there were a number of examples 
that demonstrate that these companies are equally able to provide 
insightful reporting on their governance. Below is an example from 
Mears Group, discussing the role of its ‘Employee Director’, a position 
that has existed since 2018. This shows adoption of one of the rarer 
methods of engaging with the workforce – a director appointed from 
the workforce.

Source: Mears Group, page 7

 
 
 
 

https://www.elixirr.com/en-gb/wp-content/uploads/2026/04/Elixirr-2025-Annual-Report.pdf#page=33
https://www.mearsgroup.co.uk/media/jc1hix2m/mears-group-plc-annual-report-and-accounts-2025.pdf#page=9
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PensionBee presented its approach to culture in a way that was engaging 
and showed broader consideration of outcomes by focusing on culture 
highlights from the reporting period, as well as goals for 2026. 

Source: PensionBee, page 23

 

Simplifying reporting
Annual reports have grown in length over time and, as part of this 
year’s Annual Review, we examined whether they could be made 
more concise. Our analysis considered the report as a whole to 
identify opportunities to streamline content by reducing unnecessary 
duplication and repetition across different sections. While some 
overlap is inevitable and can help reinforce important messages, our 
focus has been on identifying instances where it adds limited value 
and could be removed.

Almost half of the annual reports reviewed contained either 
duplication, repetition or both, irrespective of company size. To ensure 
good quality reporting, it is important to make sure each occurrence 
of a particular piece of information performs a function. Repeating 
relevant information can make individual sections appear complete, 
but it can also make it more difficult for readers to find the substantive 
disclosure and require them to work through several instances of 
repetition. For example, in one report, the same explanation of the 
scope of a sustainability measure appeared in four separate locations. 
This could have been improved with the use of hyperlinks.

To address these issues, companies could consider identifying one 
location for the substantive disclosure, while retaining some context 
in other locations alongside a cross-reference. Simplifying the annual 
report does not just involve deleting information, but also a decision 
about which location should contain the complete account and where 
a cross-reference would work better.

https://res.cloudinary.com/pensionbee/image/upload/v1782727960/Reports/PensionBee%20Annual%20Report%202025.pdf#page=14
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Distribution of findings

We have also analysed where duplication and repetition are most 
likely to occur. Principle O, concerning risk management and internal 
controls, was one of the more frequent principles against which 
companies reported information which was also elsewhere in the 
annual report. At provision level, the revised Provision 29 was also 
an area where repeated information was found. This could be an 
opportune time to consider how related risk-management and 
internal-control disclosures could be organised more clearly. This is 
explored further in the risk and internal controls section. While it is 
for companies themselves to determine what works best for them, 
a concise and easy-to-read reporting method identified this year 
was where the main risk and internal control disclosure covered the 
overall approach, scope and progress, while the Audit Committee 
report focused on the Committee’s oversight, challenge and 
assurance during the year and directed readers to the fuller account 
with a cross-reference.

We recognise that legislative, regulatory and reporting requirements 
may determine where particular information must appear within 
an annual report. For example, principal risks are required to be 
reported in the strategic report. Simplification should therefore 
focus on avoiding unnecessary repetition elsewhere, while retaining 
required disclosures in their appropriate location and using 
clear cross-references where helpful. Where related information 
appropriately appears in more than one part of the annual report, 
companies should be clear about the distinct purpose of each 
disclosure. For example, where related information appears in an 
overview, a substantive section and a committee report, companies 
should identify the main disclosure, be clear about the contribution 
of each other location, and shorten, consolidate or remove material 
that performs no additional function.

Using cross-referencing and signposting to support  
clear organisation

Good examples of cross-referencing were identified in almost all of the 
reports reviewed, demonstrating that companies are generally familiar 
with using signposting to connect information across the annual 
report and, where appropriate, to external documents. This is not yet 
consistently applied throughout annual reports. Signposting improves 
reporting especially where enough context is provided and a precise 
location is referred to. Generic references such as “see our website” or 
“see the Strategic Report” are less useful because they do not identify 
where the relevant information can be found or what the reader should 
expect to find there.

PageGroup provided a good example by directing readers from its 
governance introduction to the pages of the Audit Committee report 
containing the detailed review of risk management and internal-
control effectiveness. The reference connected the introductory 
discussion with the substantive account without reproducing it, 
allowing each location to perform a different reporting function.

Source: PageGroup, page 77

https://investors.michaelpage.com/~/media/Files/P/page-v2/ir/documents/sustainability/annual-report-2025.pdf#page=80
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PageGroup directs readers to the detailed disclosure in the Audit 
Committee report (page 77).

The findings indicate better and more concise reporting is possible 
where companies think about the purpose of each disclosure. Having 
a whole-report review helps with this, as it can help identify whether 
the main disclosure is placed where readers would expect to find it and 
whether associated signposting is helpful.
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