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AFM CORPORATE GOVERNANCE CODE IS FOCUSED ON 6 PRINCIPLES

Purpose & Leadership

Opportunity and Risk

Board Composition

Director Responsibilities

Remuneration

Stakeholder
Relationships and
Engagement

APPLY AND EXPLAIN
Our expectations were:
 Members should demonstrate how they apply each of the six principles.
 Provide a supporting statement for each principle in the directors’ report
 Written in a way designed to appeal to the interests of all key stakeholders

 The guidance in the Code gives non-exhaustive aspects to consider
 Auditor review likely
 AFM to consider lessons learned later in the year

PLANNING FOR NEW-STYLE REPORTING
POSITIVES

NOT SO POSITIVE

 The new Code represented a significant change in the

 Members that had not maintained a regular review of

format of corporate governance reporting.

 Firms that started a review in September for a

December year-end found the changes were readily
accommodated.

 Setting out early what a good outcome would be,

helped focus the work needed.

 Involving the Board early in the process helped.
 The Code focuses on transparency, so even if the full

Report and Accounts are published on the website,
the Corporate Governance report should be, asap

governance changes had more work to do: some
reports referred to the ‘Combined Code’ which
disappeared in the terminology in 2010.

 Lack of forward planning made producing the apply

and explain statements more cumbersome, particularly
with the lockdown.

 Treating the exercise as a compliance responsibility,

rather than an opportunity to engage with
stakeholders.

STRUCTURE OF THE REPORT
 Most members adopted a simple structure, setting out bullets

under each principle to demonstrate how they had applied it.
 The commentary varied in length, from a one-page table, to ten

or more pages, where evidence was interdispersed to reinforce
the statements. A short and concise approach seems most
effective.
 The application statements were generally followed by other

governance issues (such as diversity, board structure etc), as has
been the case in the past.
 The more effective reporting gave greater focus to all

stakeholders (customers, members, employees, the community
etc), which made the report more readable and relevant.

APPLICATION OF THE PRINCIPLES

 Referencing the guidance in the Code to

reinforce application of the principles.
 Positive examples of things that have

been done
 Against the apply statements,

confirmation they have been applied
 Explanations: not very evident, but

omissions or shortcomings should be
confessed, with an action plan to address
 A summary by the Chair provides a good

overview and the chance to reinforce the
commitment to high standards.

FOCUS ON
BOARD COMPOSITION/ DIVERSITY

Some AFM members have signed up to
the 30% target, and various rule changes
may evolve in time

The evidence suggests still plenty of scope for improvement:
 Gender: 25% of NEDs female; 35% of iNEDs recruited in last five years female
 Racial: 100% of iNEDs recruited in last five years were white
 Age: 2% of iNEDs recruited under the age of 45
 Longevity: over 20% of NEDs are long-serving
 Independence: on a fifth of boards fewer than half of NEDs are independent (or less than two

iNEDs in non-directives)
* sources: AFM survey, and NEDonBoard survey of 15 AFM members and 53 iNED appointments in last five years

NARRATIVE WRITING
 Adopting clear and effective language to explain governance

arrangements
 Messages targeted at particular stakeholders to improve relevance
 Include context, examples and references
 Reports reviewed had a Flesch-Kincaid reading ease score of

between 25 and 48, which makes the typical report comparable to
reading the works of Shakespeare*.
*source: www.thewriter.com

SUMMARY STATEMENTS ARE AN EFFECTIVE WAY
OF PROVIDING KEY MESSAGES TO MEMBERS:

FOCUS ON
ESG REPORTING

PRA’s new requirements to embed
approach to managing the risks of
climate change by end of 2021

The Code asks members to consider how its governance approach affects
all stakeholders, and also links with PRA expectations on governance and climate change:
 Environment disclosures: most were rudimentary in 2019 accounts; indicating that the firms’ approach

was under review and/ or there was a dialogue with asset managers
 Social: there was greater evidence that organisations are considering their affect on society at large, and

greater focus on involvement in local community and charitable support
 Governance: rising standards on stakeholder (employee) engagement, but some continuing challenges on

composition

FOCUS ON
AGMS

The legislation currently expires on 30
September, so GMs after that would
revert to normal rules, though we have
sought an extension

 AGMs this year held in extraordinary circumstances, with most being delayed and delivered

virtually.
 Some members live streamed the event, others were recorded.

 Metfriendly reported a 19% increase in proxy voting this year (a record 14.7% voted this year)
 Cirencester also reported an increase, up 6.5%

As it has for everything else, 2020 has not been a standard year for
corporate reporting
AFM to review again after 30 September deadline to identify any members
who haven’t reported, to offer more support
Need for more transparency: reports not always accessible on public pages
of website
Members to consider changes for 2020 year-end and future governance
arrangements

NEXT STEPS

Include s172 declarations in 2020 year end report, if not already adopted;
see extract in the pane below:

AFM
Company
Secretaries
Forum
September 2020

