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Executive 
summary

Welcome to our sixth edition 
of the annual review of the 
practices and fees trends of 
non-executive directors. 
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If we had to do a detailed survey 
amongst the non-executive director 
(“NED”) population, to establish what 
are the main issues that are being 
discussed in the boardroom at present, 
we are confident that the following 
would rank as the key issues:

•	 The level of executive 
compensation;

•	 Succession planning; and

•	 The increased risk facing non-
executive directors and their liability 
in the event of business rescue and 
even eventual company failure.

We will cover the first issue in our next 
edition of the Executive Directors’ 
practices and fees trends publication 
due in July 2013. In this publication, 
we will address the latter two issues 
and more.

The duties and responsibilities of 
non-executive directors continue to 
be broadened with the introduction 
of new legislation. In addition to this, 
we for the first time consider their 
personal liability and investigate 
any mitigating steps that could be 
considered.

The non-executive director market 
remains beset by a shortage of skills, 
with the number increasing by 1.2% 
to 2,294 (2,267). It is however, 
encouraging to report that gender 
diversity on the board, has again 
increased to its highest levels yet.

As their role and responsibilities 
continue to increase, it is therefore not 
surprising that during this reporting 
period, it was found that non-executive 
directors have, in certain instances, 
taken on additional positions in other 
companies, while retaining their 
present position. During the reporting 
period, 65 non-executive directors sit 
on more than 3 boards. At the same 
time, any increase in the number 
of board appointments for any one 
individual, compounds his or her 
exposure to risk and ultimate personal 
liability. One would almost expect 
to see a reduction in the number of 
appointments year-on-year due to 
the increased time commitment and 
compliance with corporate governance 
as being the major contributing 
factors. However, as is evident in our 
discussions in this report this year, the 
increased risk and personal liability 
would be cited as major concerns going 
forward. 

The overall median chairperson fee in 
South Africa of R394,000 (R354,000) 
has followed the global trend in that 
such fees have seen small increases in 
most cases. In the case of the non-
executive directors, the overall median 
increased to R276,000 (R242,000), 
which is still relatively low by global 
standards and has remained in the 
R200,000 to R300,000 range for the 
past three years now. 
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If you then try and link the issue of 
risk and potential personal liability to 
non-executive directors’ pay, then it 
is fair to say that the level of increases 
are not unexpected despite the notable 
increase in risk.

The average age of the chairperson 
remained at 51 and that of non-
executive directors increasing to 49 
(prior year 48).

Against this background, we believe 
that the following areas are going to 
be key focus areas during the next 
reporting period:

•	 Identifying, analysing and 
developing appropriate risk 
management strategies in light 
of the increased personal liability 
facing non-executive directors;

•	 Talent management, particularly 
around retention of company’s 
executive directors, as the pressure 
on executive remuneration 
continues to heat up;

•	 Ongoing regulatory environment; 
and

•	 Addressing the ‘pay gap’ internally 
within the organisation.

I hope you will once again find this 
trends report and the issues it raises of 
assistance.

 
 

Gerald Seegers 
Director

Gerald Seegers
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Sources of information

The data set out in this publication 
is drawn from information publicly 
available on 30 November 2012 (the 
“cut-off date”). The information has 
been taken from the annual reports 
of 373 companies listed on the 
Johannesburg Securities Exchange 
(“JSE”). The total market capitalization 
value at that date was 7.546 trillion 
rand. 

Format of information 
and definitions

Fees rarely follow a normal distribution 
curve. For this reason we have used a 
quartile/percentile range in preference 
to averages and standard deviations 
that assume normality.

These quartiles/percentiles are defined 
as: 

•	 Lower quartile (25th 
percentile)
75% of the sample earns more and 
25% earn less than this fee level;

•	 Median (50th percentile)
50% of the sample earns more and 
50% of the sample earns less than 
this fee level; and

•	 Upper quartile (75th 
percentile)
25% of the sample earns more and 
75% earn less than this fee level.

Since the introduction of this annual 
publication in 2007, our belief remains 
that there is no definitive correlation 
between market capitalisation – 

calculated by reference to the number 
of shares in issue and the prevailing 
share price – and the remuneration of 
directors. However, we are of the view 
that market capitalisation is a good 
proxy for size and complexity, and is an 
appropriate metric to set peer groups 
and for benchmarking purposes. It 
is against this backdrop that data is 
analysed in terms of:

•	 Large-cap
The top 40 JSE-listed companies, 
valued by means of market 
capitalisation;

•	 Medium-cap
41 to 100 of the JSE-listed 
companies, valued by means of 
market capitalisation; and

•	 Small-cap
101 to 373 of the JSE-listed 
companies, valued by means of 
market capitalisation.

Those companies that are listed on 
the AltX have been aggregated into 
the above valuations. Where the AltX 
is evaluated as a standalone group, it 
refers to 59 companies with a market 
capital value of 17.176 billion rand. 

In addition to analysing the fees paid 
to chairpersons and non-executive 
directors across the JSE as a whole, 
we have also analysed the fees paid by 
reference to four main industries (in 
addition to AltX) – financial services, 
basic resources, services and industrial. 
Further details about each industry 
and the sectors which make up that 
industry are set out in the annexure to 
this publication.
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The 
changing 
landscape: 
an overview 
of the 
challenges 
facing non-
executive 
directors



8  PwC 



Contents

It is clear that the risk landscape facing 
companies is changing. Boards can see 
that, but it is often difficult for them 
to define what is behind the changes, 
or how they should respond to them. 
In The Black Swan: The Impact of the 
Highly Improbable, published in 2007, 
the author Nassim Nicholas Taleb put 
forward his concept of unforeseen 
‘black swan’ risk events that have a 
major impact, such as the September 
11 attacks or the Indian Ocean tsunami 
of December 2004, and for which 
previous experience cannot prepare 
us. This idea has rapidly taken hold, 
and has been applied to recent events 
ranging from the credit crunch to the 
Fukushima disaster. Today, ‘black 
swan’ events like these are regarded 
as one of three types of risk facing 
companies as well as countries.

The first is ‘known risks’ — those that 
can be identified and planned for, in 
an effort to avoid or mitigate them. 
The second is ‘emerging risks’ that 
have come on to the radar but whose 
full extent and implications are not yet 
completely clear. The third is the ‘black 
swans’ identified by Taleb, which hit 
businesses and even societies as a 
whole without warning, meaning they 
cannot be predicted or avoided. By 
their nature, black swan events should 
only occur at unpredictable intervals, 
yet recent evidence suggests that 
events fitting the definition of black 
swans are happening more frequently.

We believe that there are numerous 
reasons for black swan events. The 
relationship between social and 
environmental harmony cannot be 
underestimated. Indicative of this 
relationship is the food, water and 
energy security nexus. Both water and 

energy are essential to every aspect of 
life – social equity, ecosystem integrity 
and economic sustainability. Water is 
used to generate energy, and energy is 
used to provide water. Both water and 
energy are used to produce crops and 
crops can in turn be used to generate 
energy through biofuels. 

The consumption of these resources 
is notable, and does not show any 
signs of slowing down. The following 
increases in demand are projected for 
the year 20301: 

•	 Food: 50% (UN Food and 
Agriculture Organisation); 

•	 Energy: 40% (International Energy 
Agency); and 

•	 Water: 30-40% (International Food 
Policy Research Institute).

The result of this consumption stress 
appears to be generating significant 
unintended consequences, most 
notably through rapidly changing and 
unpredictable weather patterns. This 
has lead to a number of major natural 
disasters, which in turn affect social 
and economic stability.

Furthermore globalisation and 
the technological revolution are 
making it increasingly easier to share 
information. While this creates the 
opportunity for rapid knowledge 
sharing, it also exposes notable 
vulnerabilities due to the openness 
and interconnectedness of society. 
The Arab Spring serves as a good 
example of how social unrest can be 
orchestrated through social media. 

1 Source: Water, food, energy, and the green 
economy – PwC, 2011
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to ensure that the organisation pro-
actively identifies, and determines 
the probability and potential impact 
of the identified risk. Risk should be 
assessed in terms of four quadrants:

•	 Financial risks: these are 
typically well controlled and are 
often the focus of many board 
risk discussions driven by the 
audit process and heightened 
regulations;

•	 Operational risks: these will 
typically be managed from within 
the business and will often have 
a focus on health and safety 
issues where industry regulations 
and standards require. These 
internally driven risks may 
have an impact on a company’s 
ability to deliver on its strategic 
objectives;

•	 Hazard risks: these tend to 
be external factors that affect 
the environment in which a 
company operates. Insurance 
and appropriate contingency 
planning would help address 
some of these risks, but because 
by definition they cannot be 
controlled, there is a danger that 
boards and senior management 
will not reflect on them in their 
strategic thinking. The mindset 
that strategy should be focused 
on controllable factors is in itself 
a high-risk one;

•	 Strategic risks: these include risks 
that are again often external and, 
as such, can fall off a company’s 
risk radar. It is incumbent upon 
boards to ensure that all types of 
risk are included in their strategic 
discussions.

•	 Develop appropriate risk 
responses – the board is 
responsible for approving an annual 
risk management plan. The plan 
must empower management to 
effectively manage risk, both from 
a preventative and responsive 
perspective;

•	 Provide assurance – the board is 
responsible for providing assurance 
to shareholders with regard to the 
effectiveness of risk management 
processes. Importantly, the board 
must provide assurance on both 
financial and non-financial risks, 
consistent with the four quadrants 
described above. In order to provide 
the appropriate assurance the 
board must have the appropriate 
structures to ensure that the 
assurance is reliable. The role of the 
risk committee is discussed later in 
this report;

•	 Ensure appropriate disclosure 
– The board is responsible for 
ensuring that risk is accurately 
disclosed to shareholders.

The benefit of pro-active risk 
governance is a more risk resilient 
company; one where the focus 
on ensuring the appropriate risk 
governance frameworks aligns with the 
strategic objectives of the business and 
contributes to long-term sustainability 
and business profitability. Finally, 
there is growing evidence that 
businesses that are seen to truly embed 
a risk-aware culture and behaviours 
are valued more highly by the capital 
markets.

Contributions by Alpesh Shah, Director: 
PwC UK

Thus a complex set of natural, 
environmental and human factors 
contribute to the increasing number of 
black swan events occurring annually.

What does this mean for non-executive 
directors? Importantly, it means that 
not only is the nature of risk changing, 
it is increasing as a critical governance 
consideration. The latest King 
Commission on corporate governance 
(“King III”, “the Code”) notes the 
importance of risk devoting chapter 
four to providing guidance on how 
to effectively ensure the appropriate 
governance of risk. The essential focus 
of the Code is that the board should 
“exercise leadership to prevent risk 
management from becoming a series 
of activities that are detached from the 
realities of the company’s business.” 
In this context, risk is positioned as a 
cornerstone of corporate governance 
and risk governance is substantially 
different to the requirement to 
implement risk management. Greater 
emphasis is placed on the board to 
ensure that it is satisfied with the 
management of risk. Specifically, non-
executive directors will need to ensure 
the following principles are addressed:

•	 Assume responsibility – the 
board is responsible for ensuring 
that all aspects of risk governance 
are appropriately addressed. In this 
regard, the board is responsible 
for developing decision-making 
frameworks, which are aligned to 
the appetite and tolerance of risk 
that is consistent with the strategy 
of the organisation;

•	 Assess risk – the board is 
responsible for ensuring that risk 
assessment activities are undertaken 
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Case Study: 

The 
emergence of 
environmental, 
social and 
governance 
(“ESG”) 
performance
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ESG is a generic term used in capital 
markets and by investors to evaluate 
corporate behaviour. It is also 
increasingly being used to determine 
the future financial performance 
of companies. The components 
are being considered as an inter-
related set of metrics against which 
organisations are being judged, and 
held accountable. An interesting case 
study highlighting the growing role 
of ESG, and the failure to act on ESG 
expectations is that of Nestle2,3. 

The story begins in 2009, when 
Greenpeace released a report 
suggesting that Sinar Mas, a palm 
oil supplier to Nestle, was clearing 
peatland and rain forest in Malaysia 
without the applicable permits in order 
to maximize its palm oil production. 
According to Greenpeace the 
plantation expansion was endangering 
orangutans by encroaching on their 
habitat. 

The response from competitor 
companies Kraft and Unilever was to 
suspend Sinar Mas as a supplier, while 
Nestle chose to conduct their own 
investigation and continue using the 
supplier, whilst the investigation took 
place.

What ensued was an orchestrated 
campaign to discredit Nestle as a 
company. The campaign included a 
video of an office worker biting into 

2 Nestle stars in smear campaign over 
Indonesian palm oil – Source: http://www.
guardian.co.uk/sustainable-business/nestle-
indonesian-palm-oil

3 Nestle faces social media meltdown over palm 
oil controversy – Source: http://lockerpartner.
com/2010/03/nestle-faces-social-media-
meltdown-over-palm-oil-controversy/

the finger of an orangutan rather than 
a Kit-Kat. The campaign gained legs 
and went viral through a range of 
different social media platforms, and 
Nestle was shown to be ill prepared 
to respond to the media frenzy that 
ensued on these new and particularly 
public media platforms. Nestle 
attempted to defend its brand by 
using copyright laws to have the video 
removed from YouTube followed by 
attempts to delete comments on its 
Facebook page which were made by 
individuals sporting altered Nestle and 
Kit Kat logos as profile pictures. The 
response only served to heighten the 
discontent with the company and its 
brand. 

Whether Nestle was justified in 
continuing to use the supplier, until the 
investigation had been completed, is 
a moot point. However, what appears 
clear from the case study is that it 
had not effectively anticipated the 
risk of continuing to use Sinar Mas 
as a supplier. Furthermore, in the 
absence of this predictive risk analysis, 
the company had a poor response to 
the campaign. As the campaign was 
being waged on a new media platform 
it hadn’t effectively developed its 
strategy for engagement over social 
media. As such, the company failed 
to see that social forums are highly 
nuanced realms. They are public and 
intensely emotional, and the wrong 
approach can only serve to fan the 
flames. 
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Turning the attention back to South 
Africa, we believe that the pro-active 
approach to identifying, analysing, 
and developing appropriate risk 
management strategies, as indicated 
by the ABI is going to become 
increasing more important, and a 
critical responsibility of non-executive 
directors.

The Association of British Insurers 
(“ABI”), in its guidelines to 
institutional investors, expects that 
a company’s annual report should 
include information on ESG-related 
risks and opportunities that may 
significantly affect the company’s 
short and long term value, and how 
such risks and opportunities might 
impact on the future of the business. 
The annual report should also set out 
how the board fulfils its responsibilities 
for ESG policies, procedures and 
verification. 
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Board 
selection 
and risk
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In the aftermath of the financial crisis 
of 2008, the Institute of Chartered 
Secretaries and Administrators in the 
United Kingdom (“UK”) commissioned 
a study to evaluate the role of boards 
in the business failures that occurred, 
and the continuing weak performance 
globally. It was found that board 
conduct has in many instances been 
below par and responsible for:

•	 Strategic misjudgements;

•	 Poor risk management;

•	 Remuneration and incentivisation 
structures that are not aligned to 
shareholder interests; and

•	 Disclosures that have failed to 
inform stakeholders sufficiently.

Based on these findings, numerous 
recommendations have been made in 
order to adjust behaviour and ensure 
appropriate outcomes. These include:

•	 Developing a clear understanding of 
the role of the board;

•	 Ensuring independent thinking 
from all board members;

•	 Facilitating cultures which questions 
assumptions and established 
orthodoxy; and

•	 Facilitating cultures which build the 
confidence to challenge confidently 
and constructively based on 
principle, and without malice.

The implications of these findings 
are that the selection procedures 
for non-executive directors need 
to be redirected to identifying 
individuals who not only possess key 
experiences, but exhibit behaviour 
competences appropriate to 
effective Board performance. Boards 
nowadays have complex businesses 
to oversee, exacerbated by increasing 
regulation and severe personal 
liability implications. The four critical 
dimensions of non-executive director 
responsibilities are:

•	 Strategy: constructively challenge 
and contribute to strategy 
development;

•	 Performance: evaluate the 
performance of management and 
the organisation as a whole; 

•	 Risk: ensure that financial 
information is accurate and that 
financial controls and systems of 
risk management are robust and 
defensible; and

•	 People: determine appropriate 
remuneration structure, and 
facilitate succession planning.

The role of non-executive directors, 
as in most parts of the world, has 
become more important whilst the 
evidence suggests that boards have 
in many instances not responded 
well to the enhanced challenge. 
Many of the problems experienced 
by underperforming boards arises 
from the appointment process which, 
in many cases, is not optimal and 
effective. The result is the appointment 
of individuals who might not be ideal 
for that specific role, exposing the 
Board to a range of different risks. 
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These are highlighted in the chart below:

Issue Effect Remedy

Source NEDs from individuals known to 
Board members

Insular board that may be too 
comfortable with each other

Create a specification of requirement and 
search widely

Source NEDs who only meet diversity 
criteria without sufficient regard for 
relevant experience

Reduces board efficacy and puts undue 
pressure on other NEDs with relevant 
experience

Search the available market rigorously, 
and go beyond the normal pool of 
candidates. If no success, consider board 
coaching

Appoint NEDs who lack business 
experience 

Hinders the board’s key function to 
provide effective oversight to the 
business operations

Ensure that a specification based on a 
matrix of existing board skills/experiences 
vs those required to ensure coverage of 
necessary skills/experience precedes a 
search and is adhered to in the process

Appoint too many NEDs who have a 
similar skills set or orientation

Board’s focus becomes unbalanced 
in favour of a specific area of 
concentration

As above. Compile a matrix and search 
for candidates who meet the requirement

Power imbalance between chairman 
and CEO (CEO too dominant or 
influential)

Independence and oversight role of 
board undermined

Choose chairman who understands 
importance of role and has business 
experience and/or strength of character 
to earn respect

Chairman too close to company (e.g. 
has a permanent office, refers to “my 
company”, performs functions ordinarily 
those of CEO)

Can be deleterious to impression of 
independence

Board should set parameters for intensity 
of relationship

Appointing professional NEDs who 
sit on a number of boards and aren’t 
able to devote sufficient time to their 
functions and duties

Often absent from board & committee 
meetings, underprepared, not 
contributing to best effect

In appointment process, assess ability 
to perform to expectation based on time 
available. Check on other appointments 
independently

Undeclared board appointments Possible conflict of interest and 
consequent reputational damage

Conduct pre-appointment reference 
checks; also use information from 
Companies & Intellectual Property 
Commission (CIPC)
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Issue Effect Remedy

Appointing NEDs based on reputation 
rather than requirements of the role

Ineffective allocation of responsibilities 
and unfair expectations on effective 
NEDs

Agree requirements before commencing 
search. Don’t compromise to satisfy 
pressures from society or state but 
ensure that such expectations are met 
even if the process is extended 

Appoint NEDs who act in their own 
self-interest using privileged information 
obtained during board proceedings or 
engage in “insider trading”, often using 
disguised entities

Brings all board into disrepute and 
raises stakeholders concerns over 
governance quality. Reputation of 
company called to question as a result

Reference check candidates prior to 
appointment, maintain thorough interest 
disclosures, agree policy on ethics 
(applicable to all, including board) and all 
board members to lead by example with 
constant reminders from chairman

Allowing NEDs to continue tenure 
beyond recommended three terms of 
three years

Perception that NED no longer 
independent especially due to close 
relationships with executive team that 
might have developed. Contribution not 
sharp and value adding

Not desirable, should only be applied in 
exceptional circumstances. Preference 
to board renewal to keep relevant and 
challenge orthodoxy

No or superficial induction of NEDs to 
business

Deficient understanding of business, 
especially at operational level, thereby 
limiting ability to contribute strategically

Arrange thorough induction to business, 
including viewing of operations and 
connect to Line Management

International companies; either 
operating in Africa or beyond; only have 
SA NEDs 

Restricted view on foreign operations 
and concern for acceptance in market 
or by government

Review foreign operations and 
assess benefit of non-SA NED. Agree 
specification and actively seek – careful 
about independence 

Board and board-committee 
governance practices are below 
standard

Poor reputation in market, ineffective 
leadership of the organisation

Conduct an annual board evaluation 
either internally or using outside service 
providers to benchmark against best 
practice and apply corrective measures
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Having taken account of the 
abovementioned selection 
considerations and appointed a 
board that is robust, independent 
and representative, one of the many 
challenges is that of continually 
identifying and mitigating risks. 
Too often, boards do not apply their 
collective minds to the multiple risks 
that can affect a business. This can be 
the result of ‘groupthink’ where boards 
are uniform in experience and outlook 
and where contrary thinking is vaguely 
tolerated. This emphasises the need for 
diversity of experience, a world view 
and an acceptance of the role of the 
‘devil’s advocate’ (Janis, 1982). Janis 
suggests that groupthink results in 
defective, consensus-driven decision 
making due to the following:

•	 Incomplete survey of alternatives;

•	 Incomplete survey of objectives;

•	 Failure to examine risks of preferred 
choice;

•	 Failure to re-evaluate previously 
rejected alternatives;

•	 Poor information search;

•	 Selection bias in collecting 
information; and

•	 Failure to work out contingency 
plans.

Thus the board appointment, 
rotation, and evaluation structures 
should support and build a culture of 
constructive leadership, characterised 
by diversity of experience and thought.

African view

With regard to the role of non-
executive directors in Africa, given 
that the codes of corporate governance 
are sometimes not in place whilst 
the culture of governance is not as 
well founded as in South Africa, local 
companies operating in the rest of 
Africa are faced with the difficult task 
of adhering to the same governance 
principles as applicable in South 
Africa. This is compounded by often 
ambiguous legislative and tax regimes 
that make doing business difficult. 
This sometimes has the effect that 
SA companies are not as concerned 
about applying the same standards 
of governance outside of SA. This 
is a shortsighted approach as the 
environment is changing rapidly 
and stakeholders (as opposed to 
shareholders) are becoming alert to 
different standards of governance 
which could expose a company to 
unpleasant risks in the near future. 

An area of particular concern is where 
local boards need to be appointed 
which can either be a regulatory 
requirement or an appropriate 
condition to gain traction in a market. 
In a domain undersupplied with 
non-executive director candidates 
who meet the key requirement of 
“independence”, a rigorous selection 
process equivalent to that applied in 
SA might seem to not be worth the 
effort. On the contrary, given the risks 
of doing business in Africa, which are 
often difficult to identify, it behoves an 
Africa-oriented business to replicate 
its more mature SA-based governance 
procedures wherever it operates, 
particularly in the appointment 
of non-executive directors. It does 
require greater effort and perhaps 
a divergent approach to candidate 
identification, but the benefit to the 
business is immeasurable, particularly 
in maintaining a culture of ethics, 
honesty and good governance.

Contributions by Alan Witherden, 
Group New Business Development 
Director: Amrop SA
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liability 
of non-
executive 
directors
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The advent of the South African 
Companies Act of 20084 (“the 
Companies Act”, “the Act”) has 
undeniably changed the way in 
which South African companies will 
be managed and administered into 
the future. The stated intention and 
purpose of the Act5 is to increase both 
the transparency and accountability 
of those tasked with leading and 
managing our companies. As such, 
much focus has been placed on the 
effect the Act will have on the duties, 
responsibilities and concurrent 
liabilities of directors and prescribed 
officers. We have undoubtedly entered 
a new era of management liability 
risk, in this regard, with non-executive 
directors being particularly affected.

The continuing focus on corporate 
governance, the notable increase in 
stakeholders awareness of their rights 
and remedies, and the real-time impact 
of social media tools and enhanced 
media communication mechanisms, 
have placed the behaviour of directors 
under far greater scrutiny and by a 
far larger stakeholder base. There can 
be no doubt about a non-executive 
director’s moral and ethical behaviour. 
The marked increase in the regulatory 
burden on companies and their 
directors, as well as the additional time 
constraints on non-executive directors 
have added to their challenges. 

It matters not whether a directorship 
is held at executive or non-executive 
level, nor whether the position is 
held on a listed, private or not-for-
profit company. The law is clear; 
directors and officers who breach the 

4 Act 71 of 2008
5 S7, Chapter 3 and S158 of Act 71 of 2008 

law, or who breach their fiduciary 
responsibilities to the companies they 
represent are personally liable for 
the losses they cause. This personal 
liability can in fact be unlimited. 

Enhanced stakeholder 
remedies

The Act clearly recognises that not only 
shareholders are potential plaintiffs 
against directors, but gives strong 
rights to a wider stakeholder base. 
Employees and their unions, creditors, 
regulatory bodies and minority 
shareholders have extremely staunch 
rights to sue directors under the Act. 
Their rights extend to individual 
and class level and to both civil and 
criminal actions.

The Act has provided for a more 
streamlined, more expedited derivative 
action6 as well as a more definitive 
class action remedy7. Additional 
remedies arising from the radically 
enhanced requirements relating to 
the disclosure and management of 
conflict of interests under Section 75 
of the Act cannot be ignored. Directors 
found wanting for failing to disclose 
their own personal financial interests 
or those of their immediate family or 
other affected persons, or failing to 
adequately deal with their real and 
perceived conflicts, will be severely 
affected. Beside the monetary damages 
a non-executive director may be liable 
for, the reputational ruin is far more 
permanent in its effect.

6 S165 of Act 71 of 2008
7 S157 of Act 71 of 2008
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The remedies available against 
directors in respect of the new business 
rescue sections8 and the protected 
privilege afforded to whistleblowers9 

are far reaching. Finally, the 
delinquency remedy10 available to 
stakeholders to bar a director from 
acting as such, or to declare a lifetime 
ban on a director will undoubtedly 
taint, if not destroy, a non-executors 
most valuable asset, their reputation. 

These enhanced remedies place 
enormous pressure on non-executive 
directors to ensure that they 
clearly understand their duties and 
responsibilities and that they take all 
precautions to mitigate their personal 
management risk. 

Risk management 
and risk mitigation 
alternatives

The board is ultimately responsible for 
setting the company’s risk strategy. The 
stated risk strategy must be effective 
in avoiding and reducing the myriad 
of risks a company is faced with. 
Similarly, non-executive directors must 
consider robust risk identification 
and risk management strategy for 
their own management risks. A non-
executive director seeking a new board 
position would be remiss if they did 
not consider and manage the risks 
associated with such an appointment.

8 Chapter 6 of Act 71 of 2008
9 S159 of Act 71 of 2008
10 S162 of Act 71 of 2008

An unquestionable commitment to 
good governance, unrestricted access 
to independent advice and continuous 
training and education are all obvious 
forms of reducing personal liability 
exposure. No director should ever 
under-estimate the value of good 
governance. It is well known that 
investors will pay more for, and lend 
more to, a well governed company. In 
any event, adherence to the principles 
enunciated in the King III code of 
corporate11 governance may well prove 
to be important mitigatory evidence 
for directors facing personal law suits. 

A major theme throughout the 
Companies Act is actual and deemed 
knowledge of information. In 
discharging their duty of care and 
skill, directors will be judged not only 
on factual knowledge but also on 
what they ought to have known.12 As 
such, non-executive directors need to 
ensure that the quantity and quality 
of information they rely on in making 
important company decisions will 
stand up to scrutiny. Comprehensive 
board packs, detailed minutes and 
robust record keeping will be vital 
evidence of a director’s behaviour. 

11 King III Code of Corporate Governance
12 S76 of Act 71 of 2008

The Act has legislated for the much 
welcomed Business Judgement Rule13 

as an important defence for directors. 
The Business Judgement Rule will 
allow directors to escape liability 
in certain instances where they can 
prove:

•	 they acted with full knowledge of a 
particular matter;

•	 they were not conflicted in the 
matter; and

•	 they genuinely believed they were 
acting on the best interests of 
the company when they took the 
decision relating to the particular 
matter. 

This statutory defence will provide 
an important mitigatory solution for 
directors. It will however be extremely 
costly to implement, requiring 
specialist legal and other professional 
skills. As this is also a newly legislated 
statutory defence for South Africa, 
much time will be required before a 
body of precedence is built around it.

Whilst the Companies Act does allow 
for companies to indemnify directors 
in certain instances14, non-executive 
directors must understand the 
implications of these indemnities. 
Indemnity by the company, for 
example, does not apply, inter alia, to 
allegations of breach of fiduciary duty, 
wilful behaviour or gross negligence. 
An indemnity will also not assist a 
director if the company giving the 
indemnity is insolvent or is liquidated. 
As such, a written indemnity by the 
company in the Memorandum of 

13 S76(4) of Act 71 of 2008
14 S78(4) of Act 71 of 2008
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Incorporation, whilst necessary, should 
not be seen as an all embracing form of 
protection.

Another major enhancement to the 
Companies Act was the clarity it 
brings around the company’s ability 
to purchase directors and officers 
liability insurance (D&O) on behalf of 
the directors.15  The Act allows for the 
company to purchase the insurance for 
those liabilities and expenses it may 
indemnify the directors for. As such, 
D&O has become a critical form of 
personal asset protection and a major 
risk mitigation solution.

The value of the protection afforded 
by a D&O policy to a non-executive 
director, be it by way of legal defence 
or other costs and expenses or by the 
payment of damages or the settlement 
of claims, should never be under-
estimated. That said, D&O insurance 
is also not the ultimate panacea. 
Directors must understand the terms 
and conditions of their particular 
policies and must accept that there 
are limitations and exclusions which 
may apply. The board however should 
always set the D&O strategy and 
should regularly review both the level 
and scope of coverage.

15 S87(6) of Act 71 of 2008

Non-executive directors should also 
consider alternative risk reduction 
strategies when it comes to protecting 
their personal estates. Directors 
should consult with specialist financial 
advisors to legally and legitimately 
structure their estates and their 
financial plans. A properly structured 
plan, with ring-fenced assets, may well 
make it more difficult for potential 
plaintiffs to sue directors.

A successful non-executive director 
manages a difficult balancing act in 
an increasingly challenging business 
landscape. But the position can, and 
should be a fulfilling one. South Africa 
most certainly needs effective non-
executive directors to help steer our 
country toward sustained growth and 
to develop our companies into world-
class corporate citizens.

Contributions by: Teri Solomon, 
Divisional Executive: Marsh SA
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Special 
focus:

The risk 
committee
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In light of the discussion on risk and the growing role it plays in an organisation, 
the risk committee appears to be growing in stature and taking a more energetic 
and active role on the board. Specifically, the risk committee is increasingly 
focussing on:

Making resilience a priority Heightened turbulence has come to be the 
norm and risk committees are looking to early 
warning signs to anticipate vulnerabilities in 
their businesses.

Taking a holistic approach Stakeholders are using new technologies 
– social media, data analytics, and open 
data platforms – and therefore a more 
holistic approach to risk identification and 
management is becoming necessary.

Extending time horizons Greater reliance on value chains that expand 
across the globe means that organisations 
have more complex risk environments. In 
dealing with the global complexities of risk, 
risk committees are taking a longer term 
view; using long-range socio-economic and 
environmental outlooks to inform priorities.

Looking up and down the value 
chain

Resource and capacity constraints are 
becoming a reality. In order to manage around 
these constraints risk committees are looking 
up and down the value chain to determine 
where the vulnerabilities may lie.

Expanding the risk register With the sentiment that black swans events 
are on the rise, risk committees are expanding 
their interpretation of risk to encapsulate a 
myriad of different risks.
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In addition risk committees are 
requesting that their management 
teams conduct predictive risk analysis. 
Predictive risk analysis is intended 
to assist in identifying black swan 
events, or if they cannot be identified 
ahead of the time, provide insight 
into appropriate responses which may 
greatly improve the response to the 
adverse event.

Scenario planning and simulations 
are the primary tools used to assess 
responses to potential risks. The risk 
is assumed to have occurred and the 
consequence is in play; the building 
is destroyed, the IT system is not 
available, there has been a run on 
the bank, and Greece is bankrupt. 
Thus predictive risk analysis goes 
beyond determining the probability 
and financial impact of a specific risk 
but facilitates in the development of a 
detailed understanding of the impact 
of the risk from a financial and non-
financial perspective, and the various 
responses required.

In analysing and managing risk within 
their organisations, risk committees 
are asking the following questions:

•	 Who is responsible for governing 
emerging risks: What form 
of governance will enable 
organisational change at the speed 
and scale we need;

•	 What processes are in place to 
identify and track what’s most 
important: What criteria are applied 
for setting the boundaries of where 
to look for risk and how far into the 
future the search should go? How 
well do we understand the potential 
impacts of those risks so that we can 
form mitigation responses;

•	 How are impacts assessed: How 
well are our responses synchronised 
across strategic, financial, 
operational, and compliance 
categories of risk; and

•	 Are there steps we are not taking 
that are within our control: Are 
we ahead of or behind the curve 
on regulatory change? Do we 
make public statements that might 
compromise stakeholder trust if 
the underlying information is not 
accurate?

The ultimate goal of the risk committee 
is to develop a more risk resilient 
organisation; one which manages 
known risks to acceptable levels, 
prevents unexpected but preventable 
risks, and minimises the impact of 
unexpected unpreventable risks. These 
are organisations that develop suitable 
buffers for short-term challenges while 
developing the adaptive capacity, 
flexibility, and agility to address large 
scale and long-term risks.
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Internal 
equity: 
debunking 
the myths
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When looking at the role of non-
executive directors, one of the key 
responsibilities is to ensure that the 
organisation implements reward 
systems that are fair and equitable 
across the organisation. The 
Marikana tragedy and the subsequent 
discussions that have emanated 
following the ‘executive pay freeze’ as 
suggested by President Jacob Zuma, 
indicate that internal equity is clearly 
on the risk radar. Organisations that 
fail to acknowledge the importance 
of developing an organisation-
wide reward strategy that is fair 
and equitable, do so at the risk of 
heightened social unrest and the threat 
of increased pay regulation.

In dealing with the pay gap (typically 
interpreted as the difference in pay 
between the highest paid and the 
lowest paid worker), there are a 
number of considerations that are 
frequently placed on the discussion 
table. Firstly, the Gini coefficient; 
the Gini coefficient is a measure of 
statistical dispersion developed by 
the Italian statistician and sociologist 
Corrado Gini. Mathematically, the Gini 
coefficient expresses the proportion 
of the total income of the population 
that is cumulatively earned by the 
corresponding percentage of the 
population. A higher coefficient 
indicates that a smaller proportion 
of the population earns a greater 
proportion of the income, whilst a 
lower coefficient suggests a much 
more equal relationship between the 
percentage of the population and the 
proportional income earned. While 
the Gini coefficient has applications 
across a wide range of disciplines, we 
believe that the Gini coefficient is often 
misplaced when discussing internal 
equity. 

The issue with discussing the Gini 
coefficient is that it is a macro level 
indicator whereas management and 
non-executive directors are concerned 
with micro level considerations; 
the Gini coefficient brings in to play 
unemployed individuals who earn 
nothing as well as business owners 
who may earn dividends that are 
many multiples of the earnings 
received by executive directors. In 
addition, the discussion regarding 
the unemployed brings into play a 
troubling conundrum for decision-
makers. Addressing the Gini coefficient 
could imply generating more, lower 
paying, jobs to get more individuals 
earning something. However, this may 
mean having more jobs, but earning at 
a level which may be considered to be 
below a ‘living wage’ level. This would 
have the unintended consequence 
of driving up the pay gap within 
individual organisations. Therefore it is 
our contention that the Gini coefficient 
should be treated as a macro level 
indicator and set aside when dealing 
with organisation specific equity 
issues. 

Secondly, when considering internal 
equity we are often quick to turn to 
international comparators to validate 
the level of internal equity. This has 
limitations for a number of reasons. 
The comparison against developed 
economies is usually the first step, 
as the information is more freely 
available. Here one typically looks to 
the UK, Europe and the United States 
(“US”) to determine equity levels. 
The challenge is that the use of this 
sample assumes a level of development 
which may not be the case in South 
Africa. This is particularly the case 
when viewed in the context of 
unemployment levels. 
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When looking at less developed 
economies, the internal equity gap may 
be more aligned with South African 
levels but one has to consider whether 
the minimum wage levels and working 
conditions are comparable and 
reasonable. It is our view that in many 
of our counterpart developing nations, 
the minimum wage does not constitute 
a living wage, and thus the comparison 
may not be valid.

Lastly, the question of what the total 
reward offering is for executive level 
employees becomes complex as these 
individuals receive a large component 
of their reward as variable pay. We 
believe that all components of pay 
must be included in any analysis and 
this means that organisations will 
need to clearly define the total reward 
offering for executives and understand 
the valuations of the long-term 
incentive instruments. 

Therefore, in addressing the internal 
equity issue we would make a number 
of recommendations. Non-executive 
directors should view the pay gap 
internally, without benchmarking 
externally. The very nature of the 
business, its resources, access to 
capital, and culture will influence pay 
levels and these will in turn affect the 
pay gap. Thus the pay gap should be 
measured on an annual basis to keep 
track of the trends and identify any 
concerning structural changes. We 
would recommend that the calculation 
of the internal pay gap be done based 
on the ratio of the median pay for the 
entire organisation and the highest 
paid executive officer. This is in line 
with emerging best practice.

We would recommend that non-
executive directors manage the 
internal equity risk by ensuring that 
the lowest paid individuals receive 
a living wage; a level of pay that is 
morally defendable given the economic 
realities of the organisation and the 
individuals it employs. The board will 
need to determine what it believes to 
be a living wage and be prepared to 
defend this to interested stakeholders. 
Furthermore, it is imperative that 
non-executive directors ensure that 
the level of pay granted to the highest 
paid employees is defendable, ensuring 
that the variable component is aligned 
to performance outcomes. Ensuring 
that the level of executive pay is not 
gratuitous, but is based on defendable 
benchmarks for guaranteed pay and 
robust pay-performance relationships 
for variable pay will go a long way to 
managing the internal equity risk.
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The “two part 
remuneration report” – 
does it add any value to 
shareholders?

During the past few months the idea of 
a “two part remuneration report” has 
been raised in the international press. 

During June 2012 the UK Secretary of 
State for the Department of Business 
Innovation and Skills (“BIS”) released 
the final proposals in respect to 
changes in remuneration governance 
and disclosure in the UK. In order 
to ascertain whether such proposals 
would add any value to South 
African shareholders (should it be 
implemented in some shape or form) 
we have summarised the essence of the 
reforms as well as any areas where we 
are of the opinion that the enhanced 
disclosure will not necessarily add 
value for shareholders.

What does it entail?
Forward looking policy

A binding shareholder vote is required 
on the forward looking policy of the 
company. In the event of no change in 
the remuneration policy such a vote 
should only be necessary every three 
years. 

The forward looking policy report must 
include:

•	 A table setting out the key elements 
of pay, including how each element 
supports the achievement of 
company strategy, the maximum 
potential value and performance 
metrics;

•	 Information on service contracts;

•	 Scenario disclosure showing how 
much will be payable to directors 
in different performance scenarios 
(threshold, on-target, and stretch);

•	 Information on the percentage 
change in profit, dividends and the 
overall spend on pay; 

•	 An explanation of the basis on 
which exit payment will be made, 
how they will be calculated, any 
facility to treat leavers differently 
depending on the circumstances 
and how performance will be taken 
into account, and;

•	 Material factors that have been 
taken into account in setting pay – 
specifically shareholder views and 
employee pay.
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Once the policy is agreed, companies 
will not be able to make payments 
outside of the scope. Therefore, 
due to the level of detail required 
in this forward looking policy (i.e. 
performance metrics) it is unlikely that 
it will remain the same for a three year 
period.

A simple majority is needed to pass the 
binding vote.

Historic remuneration 
outcomes (“Implementation 
report”)

This part of the remuneration report 
will require an advisory vote (based on 
a simple majority).

The proposals mainly relate to 
setting out how reward is linked 
to performance and the following 
disclosure is required:

•	 Achievement of performance 
against targets for long-term 
incentives (notably, not for 
bonuses); 

•	 A chart comparing corporate 
performance with CEO total pay;

•	 Details of exit payments made; and

•	 The inclusion of an aggregate 
figure for the remuneration of each 
director.

The last point, namely the single 
figure disclosure attracted quite a bit 
of debate and various groups have 
failed to reach consensus, however 
BIS accepts the following variable 
elements of pay to be included in the 
single figure:

•	 Annual bonuses earned in respect 
of the reporting period (whether or 
not deferred), and

•	 Long term incentives vesting at 
the financial year end (or shortly 
thereafter) where the financial 
year is the last financial year of the 
performance period.

The consequences for a company of not 
achieving a majority vote in favour of 
its Implementation Report is that it is 
required to put its remuneration policy 
to a binding vote in the following year.

Earlier rounds of proposals required 
a binding vote on exit payments 
of more than twelve months, but 
this was removed from the final 
proposals. However, it has to be 
borne in mind that it will not be 
possible for companies to make exit 
payments which are inconsistent with 
the approved future-looking policy, 
therefore, this mechanism will aid 
good corporate governance in line with 
shareholder approved remuneration 
principles. 

Does it add value or not?

The areas where we regard the 
proposals to be over ambitious 
and possibly not adding value to 
shareholders include the following:

•	 Service contracts: Disclosing “all 
existing contractual provisions that 
relate to directors’ remuneration” 
does not seem appropriate and will 
in all likelihood lead to lengthy and 
unnecessarily length disclosure 
which does not add value. It would 
be more useful to have a summary 
setting out changes to executives’ 
employment conditions.

•	 Scenario disclosure: In order for 
such disclosure to be useful it would 
have to be done on an individual 
director basis, the amount of 
graphs needed for such disclosure 
may result in unnecessarily long 
remuneration reports. Also, this 
should not be a requirement for 
non-executive directors as they 
would not be entitled to share in 
variable performance pay in line 
with King III best practice. It is also 
questionable whether any incentives 
should vest at performance below 
target. 

•	 Change in profit, dividends 
and overall expenditure: It 
is our opinion that this disclosure 
should not be included in the 
forward-looking policy statement, 
as it is historical information that 
has more relevance for the year 
under review. Also, disclosing any 
change in profit for future years 
would merely be a projection. 
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•	 Comparison between 
increases in CEO pay and the 
pay of the workforce as a 
whole: Such disclosure, especially 
if it is based on the ‘single figure’ 
amount could lead to very volatile 
ratios being disclosed as the CEO’s 
pay will be materially affected by 
the quantum of long-term incentive 
awards which vested in the year. In 
addition, for multinational groups, 
factors such as exchange rates or 
local inflation rates will potentially 
distort the comparison. Such 
disclosure in our opinion may not 
be meaningful and is prone to abuse 
especially in light of the current 
volatile labour market in South 
Africa. 

•	 Disclosure should include 
a graph that plots total 
shareholder return (“TSR”) 
(as a proxy for company 
performance) against CEO 
pay: Using the pay of the CEO 
and disclosing a graph showing 
TSR from a point ten years ago 
(as required by the regulations) is 
that it will not clearly demonstrate 
the impact of a new CEO. It would 
add more value to disclose the 
total executive director pay plotted 
against TSR or another performance 
metric. 

Also, it may be more relevant to use a 
measure of performance on which the 
CEO or executives’ pay is based (i.e. 
one of their performance metrics.) 
This will provide a clearer reflection 
of the company’s performance than 
TSR which could be heavily affected by 
market sentiment (particularly when 
used in isolation from a broad equity 
market index).
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Introduction

The number of non-executive directors 
serving on JSE listed companies has 
increased by 1.2% to 2294 (2267). 
We believe the continued increase in 
the number of non executive directors 
to be a function of the growing 
responsibility and accountability 
experienced by non-executive 
directors. Included in this years’ total 
count are 249 (293) chairpersons,16 76 
(73) deputy chairpersons, and 69 (64) 
lead directors.

Gender diversity

Last year we discussed in detail the  
issue of gender diversity, suggesting 
that it is a hot topic and one that 
is gaining attention globally. The 
2011 report indicated that the 
responses to the EU’s Green Paper on 
Diversity suggested that whilst many 
organisations support the concept 
of greater gender diversity, they are 
weary of being forced to comply with 
specific diversity targets. 

The responses are interesting as 
evidence suggests that a more hard-
lined approach has yielded success. 
In the UK, Lord Davies’ Women on 
Boards Report presented practical 
recommendations to improve diversity, 
specifically within London Stock 
Exchange (“LSE”) listed organisations. 

16  An additional 41 chairpersons are ‘executive 
chairpersons’ bringing the total to 290

The recommendations included among 
others:

•	 The setting of firm targets for 2015;

•	 The inclusion of nomination 
committee processes, within the 
context of gender diversity, in the 
annual report;

•	 Guidelines for engagement with 
institutional investors with regard to 
gender diversity; and

•	 Guidelines for engagement with 
executive search firms with regard 
to the processes that need to be 
followed in the nomination process. 

In the 12 months, since Lord Davies’ 
report was published setting a 
target for a minimum of 25% female 
representation in the FTSE 100 by 
2015, the biggest-ever annual increase 
in the percentage of women in the UK 
on boards has been recorded. As of the 
end of February 2012, women now 
account for 15.6% of all directorships, 
up from 12.5%. We expect this to be 
even higher in February 2013.

Other notable countries that have 
made good progress with regard 
to gender diversity on boards 
include Norway (40.1% female 
representation), Sweden (27.3% 
female representation), and Finland 
(24.5% female representation).



34  PwC 



Contents

It is our opinion that gender diversity 
laws may not be the panacea for 
greater gender equity as the issue is 
interconnected with Broad-Based 
Black Economic Empowerment and 
Employment Equity (“BBBEE”) laws, 
however, developing a culture more 
attuned to the importance of gender 
diversity will certainly contribute 
to the process. As indicated by Lord 

Davies: “corporate boards perform 
better when they include the best 
people who come from a range of 
perspectives and backgrounds”. 

Against the backdrop of the gender 
diversity discussion it is encouraging to 
note that gender diversity has again 
increased to its highest levels yet. 

Gender diversity

 AltX Basic Financial Industrial Services
  Resources 
Female 16% 14% 18% 15% 17%
Male 84% 86% 82% 85% 83%
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The highest representation of females 
is found in the financial industry with 
18% of the non-executive directors 
being female. Financials along with 
basic resources experienced the largest 
increase in female representation at 
5%. Basic resources rose from 9% 
to 14%. Last year’s report indicated 
that Services had the highest 
representation at 15% and while it still 
has the second highest representation 
at 17%, the increase has been the 
lowest of all the industry sectors (2%).
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Age

Natural changes in the sample have not 
impacted the median age. The median 
age for chairpersons has remained 51, 
while the median age for non-
executive directors has increased by a 
year to 49. The age profile trend across 
the various sectors is reflected in the 
following two charts: 

Chairpersons: median age profile
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ACI status

The drive to ensure greater diversity 
from a race perspective has 
traditionally been better for non-
executive directors than executive 
directors, and the current data 
indicates further progress in this 
regard. The overall picture indicates 
that the percentage of directors 
classified as African, Coloured, and 
Indian (“ACI”) has risen by 6.9% to 
42.5%. 

The industry leading the way is 
industrials which has experienced a 
14.4% increase to 47.1%. The lowest 
level representation is found in the 
AltX group of companies where the 
ACI representation is 33.5%. This has 
remained stagnant from the previous 
year’s figures.

Whilst the change may be viewed 
as slow, the prospect of a 50% ACI 
representation in the next year being a 
real possibility is a major milestone we 
can look forward to. 

ACI status
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Independence status

Independent directors make up the 
majority of all directors for the first 
time since we began tracking the ratio 
of independent to non-independent 
directors. Furthermore, each industry 
group indicates a percentage of 
independent directors of 50% or more. 
It is clear from this observation that 
the principle of independence as 
presented in King III is being applied 
across the JSE. 

Interestingly, the most notable change 
has been found in the AltX group of 
companies where the percentage of 
independent directors has risen from 
41% to 53%. The industry with the 
greatest percentage of independent 
directors is the industrials at 56%. 

Independence status

 AltX Basic Financial Industrial Services
   Resources

NED (Ind) 2011 53% 50% 54% 56% 54%

NED (Ind) 2012 47% 48% 51% 57% 50%

NED 2011 47% 50% 46% 44% 46%

NED 2012 53% 52% 49% 43% 50%
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Number of directorships

Multiple directorships can be a 
prickly subject as the nature of 
the directorship and the expected 
contribution of the director may 
differ significantly across various 
organisations. The main concerns 
with multiple directorships are 
independence and capacity constraints. 
It is noted that many directors sit on 
subsidiary company boards or on 
smaller, less onerous boards. In some 
situations multiple directorships may 
be desirable and practical, whereas 
in others it may impede the director’s 
ability to contribute meaningfully. 
With this in mind our interpretation 
of multiple directorships is focused 
on multiple directorships of listed 
organisations. 

The key argument for appointing a 
director that already holds multiple 
directorships is the shortage of skills. 
It is our contention that the increased 
responsibility and accountability with 
regard to fiduciary duties is making 
the role of non-executive director 
less desirable, and this is certainly 
impacting the size of the pool of 
candidates available. 

Notwithstanding the comments 
above, the mindset with regard to 
who falls into the pool of suitable 
candidates is narrow. Lord Davies 
in his previously mentioned report 
recommends that organisations need 
to be more innovative in the way that 
they identify suitable candidates. 
In this regard, Lord Davies’ report 
suggests that the population of suitably 
qualified individuals should not 
only include individuals that come 
from the corporate sector, but also 

prominent entrepreneurs, academics, 
civil servants and individuals from 
professional service backgrounds. 

We would support the notion that 
strong leadership exists outside of just 
the corporate sector. Furthermore, we 
would suggest that looking outside 
of the traditional talent pool will not 
only alleviate skills shortages but will 
enhance diversity of thought through 
broader skills sets and experiences. 

The number of directorships is shown 
to have increased at the top end where 
the number of directors serving on 
more than five boards has increased 
from 4 to 7. 

Having regard to the earlier discussion 
around personal liability of non-
executive directors, surely the 
increased number of board 
appointments for any one individual, 
compounds his or her exposure to risks 
and ultimately personal liability?

Non-executive directors: number of directorships
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Resident status

The percentage of non-resident 
directors has remained stable, with 
a marginal shift towards increased 
prevalence of non-resident directors. 
We believe that the trend of increased 
prevalence of non-resident directors 
from levels seen 3-5 years ago suggests 
increased foreign ownership in 
South African listed organisations. 
It further suggests that the South 
African companies are gaining greater 
international exposure, expanding 
into new markets and competing on 
a global scale. The number of South 
African based non-executive directors 
has declined from 91.0% to 89.2%. 

The largest group of non-resident directors is based in the UK (2.7%).

Country of 
residence

Number NED 
2011

% of Total
Number NED 

2012
% of Total

South Africa 2 062 91.0% 2047 89.2%

Australia 29 1.3% 53 2.3%

UK 54 2.4% 62 2.7%

USA 23 1.0% 32 1.4%

Germany 19 0.8% 19 0.8%

China 13 0.6% 12 0.5%

Italy 11 0.5% 11 0.5%

Nigeria 11 0.5% 11 0.5%

Namibia 8 0.4% 8 0.3%

Zimbabwe 6 0.3% 6 0.3%

Canada 5 0.2% 5 0.2%

France 5 0.2% 5 0.2%

Greece 5 0.2% 5 0.2%

Switzerland 5 0.2% 5 0.2%

Botswana 4 0.2% 4 0.2%

Japan 3 0.1% 3 0.1%

Other 4 0.2% 6 0.3%

Grand Total 2 267 100% 2294 100%

The differentiation of non-executive director fees based on resident status or 
geographical location is an issue we have come across numerous times in the 
past 12 months. Numerous organisations are grappling with the quandary of 
whether to pay fees aligned with local levels (converted into the applicable foreign 
currency), or fees set at a level that is commensurate with that of a similar sized 
organisation in the home country. 
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We have noticed that developed 
economies such as the US, UK, and 
Australia have noticeably higher levels 
of non-executive director fees. We 
believe this to be a function of the 
more mature regulatory environments 
that exist within these economies. 
Furthermore, there are currency 
considerations that mean that fees 
paid at South African rates are not only 
uncompetitive relative to developed 
markets, but also significantly 
discounted due to purchasing power 
parity discrepancies. It follows that in 
many instances the fees paid to non-
resident directors based in developed 
economies are not appropriate to 
retain the services of the director.

King III provides guidance on the 
differentiation of non-executive 
director fees based on resident status, 
indicating that “It is common practice 
to differentiate fees based on the home 
jurisdiction of the director, and market 
practice in the home jurisdiction is 
used as a basis to determine these 
fees”17. 

17 King III: practice note 153.2

Our view is that the fees set should 
take into account the complexity 
of the role as well as purchasing 
power considerations. It may not be 
appropriate to set fees at a level which 
is completely aligned with the home 
market but some consideration must 
be given to ensuring that the fee is 
fair and equitable. Importantly, the 
non-executive director remuneration 
policy should set out the principles for 
determining fees for directors based in 
different geographical locations.
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Fees
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General

King III indicates that directors 
should be remunerated fairly and 
responsibly. Gaining clarity on what 
this means for directors who assume 
a non-executive role has, however, 
been rather challenging. Importantly 
non-directors must be appropriately 
rewarded for their time. Non-executive 
directors typically have a range of 
commitments and given their expertise 
in the market, their time is valuable. 
A further consideration is risk. The 
role of the non-executive director has 
become increasingly onerous from a 
risk perspective where directors can be 
held liable for their actions. In complex 
environments such as financial 
services and mining, the existence of 
risk cannot be understated. Therefore 
it is important that fees take into 
account the level of risk. A final 
consideration is the independence of 
non-executive directors. The report 
has already mentioned the importance 
of independence, and this discussion 
can be extended further to include 
the consideration that remuneration 
may play in hampering independence. 
Therefore, the remuneration afforded 
to these directors should not impair 
this independence.

King III provides guidelines indicating 
that non-executive directors should 
receive a base fee, as well as a fee per 
meeting.18 This is a shift from past 
practice where the director typically 
received a base fee plus a committee 
fee, receiving some traction in the 
market but has not been subject to 
wide-scale implementation. The 
structure of fees still takes on a number 
of alternatives. 

18 Report Principle 2.25 paragraph 153.

Structure

Analysis of the market indicates that 
there are four main approaches to 
setting fees. These include:

•	 Fixed fees – a simplistic approach 
that sees an all inclusive lump 
sum fee being paid to directors. 
Chairpersons typically receive 
a fixed fee irrespective of the 
committees that they serve on, or 
the additional responsibilities that 
they assume. Our observation is that 
it is uncommon for non-executive 
directors to receive fixed fees;

•	 Fixed board fee plus set fees for 
either chairperson or member of 
the committee – the separation of 
board duties and committee duties. 
This remains the most widely 
used approach to determine non-
executive fees;

•	 Fixed fees for each category of 
meeting, based on a pre-arranged 
agenda for the ensuing year – the 
determination of fees based on an 
aggregated fee per meeting. The 
emphasis on specific meetings is 
beginning to gain traction in the 
market with many companies 
determining fees based on 
aggregated meeting fees; and

•	 Fixed fees for each category of 
meeting, with the proviso that there 
is no payment for non attendance 
– the determination of fees based 
on an aggregated fee per meeting, 
with a condition that attendance 
is a pre-requisite for payment. This 
approach is still in its infancy as 
companies have yet to implement a 
‘no show, no pay’ philosophy with 
rigour.
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Analysis

Fees paid to chairpersons and non-
executive directors of companies listed 
on the JSE have been examined and 
analysed by sector. The main industries 
analysed are: financial services, basic 
resources, services, and industrial. In 
respect of each industry, we have split 
the data by reference to large-cap, 
medium-cap and small-cap companies 
within that industry. In addition, the 
report provides a separate analysis 
for AltX companies. In each case, the 
values given are total fees paid and

are the sum of aggregated fees based 
on the various committee structures 
mentioned earlier in the report.

Based on the data extracted from 
annual reports, the following table 
indicates the median number of 
meetings held for the board as well 
as the various committees. The table 
provides data for the past three years 
and it is evident that the number of 
meetings has remained stable over the 
past three years, across the 

entire sample. The median number 
of meetings – including board and 
committee meetings – for the entire 
sample is 31, exactly the same as the 
median figure for 2011.

Across the various sectors, the 
aggregate number of meetings has 
remained the same in all except for the 
mining sector. It is interesting to note 
that the aggregate number of meetings 
has risen to 35, from 29 in the previous 
years’ report.
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Food  5  4  5  4  3  4   3   6   5   3   4   4  4  6  5   4   4   4  7  6  7   6   5   6 36 36 37 

Financial Services 5  6  6  4  5  5   3   5   4   2   6   4  7  4  6   3   4   4  5  4  5   7   3   5 36 36 37 

Construction & Materials  5  6  6  4  2  3   3   5   4   4   3   4  7  7  7   4   3   4  6  7  7   3   4   4 36 36 37 

Venture Capital  3  3  3  5  3  4   2   4   3   3   6   5  7  7  7   2   3   3  7  5  6   6   5   6 35 35 36 

Telecommunication  5  4  5  6  5  6   3   4   4   2   3   3  5  6  6   3   3   3  3  5  4   8   4   6 35 35 35 

Retail  5  5  5  2  5  4   3   5   4   3   4   4  5  3  4   2   4   3  7  6  7   4   5   5 31 31 34 

Health Care  6  5  6  2  5  4   2   2   2   3   6   5  4  6  5   3   3   3  3  5  4   6   6   6 29 29 34 

Banking  6  7  7  3  5  4   4   5   5   2   6   4  2  2  2   3   2   3  6  6  6   3   4   4 29 29 33 

Personal & Household 
Goods  6  5  6  4  2  3   4   5   5   3   2   3  5  6  6   2   3   3  5  3  4   6   5   6 35 35 33 

Mining  5  5  5  4  4  4   2   4   3   2   6   4  7  6  7   2   4   3  3  3  3   4   4   4 29 36 33 

Travel & Leisure  5  4  5  4  2  3   2   3   3   2   6   4  7  7  7   3   2   3  3  7  5   3   5   4 29 29 33 

Automobiles & Parts  6  4  5  2  2  2   4   2   3   4   6   5  7  2  5   2   4   3  5  6  6   2   6   4 32 32 32 

Base Metal Processing  6  5  6  4  2  3   2   2   2   4   4   4  4  2  3   3   3   3  6  6  6   6   4   5 35 35 32 

Investment Instruments  3  4  4  5  4  5   3   6   5   2   1   2  6  2  4   3   4   4  4  6  5   5   3   4 31 31 31 
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Meetings
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Oil & Gas  3  4  4  3  2  3   3   3   3   2   5   4  5  5  5   2   3   3  6  5  6   3   6   5 27 27 30 

Insurance  6  7  7  2  3  3   3   2   3   2   4   3  3  2  3   2   2   2  5  7  6   6   4   5 29 29 30 

Media  4  4  4  2  2  2   3   5   4   2   1   2  6  2  4   4   4   4  3  5  4   7   5   6 31 31 30 

Metal Trading  5  4  5  4  2  3   3   5   4   2   6   4  3  6  5   4   2   3  3  5  4   2   3   3 26 26 30 

Industrial Goods & 
Services  3  3  3  4  2  3   3   2   3   2   4   3  4  3  4   2   2   2  7  4  6   7   6   7 32 32 29 

Technology  3  4  4  5  5  5   2   2   2   3   2   3  4  4  4   2   2   2  4  4  4   6   6   6 29 29 29 

Chemicals  3  3  3  4  2  3   2   5   4   4   4   4  2  3  3   3   2   3  3  5  4   8   4   6 29 29 29 

Alt-X  4  3  4  2  4  3   4   2   3   3   4   4  3  4  4   3   4   4  3  3  3   6   5   6 28 28 29 

Development Capital  4  2  3  2  3  3   3   4   4   2   2   2  3  6  5   2   2   2  6  5  6   5   6   6 27 27 29 

Median  5  4  5  4  3  4   3   4   4   2   4   3  5  4  5   3   3   3  5  5  5   6   5   6 31 31 33 

Executive to non-executive ratio

Following on from the analysis which was introduced last year, we again present an analysis of the ratio of executive to 
non-executive directors. Similar to last years’ analysis, the AltX group of companies is the only group of companies that has 
a majority of directors being executive. The ratio of executives to non-executives has remained fairly stable with marginal 
increases in the percentage of non-executive directors. Aside from the AltX group the lowest percentage of non-executive 
directors has risen from 66% to 67%, while the highest percentage of non-executive directors has risen from 72% to 73%.

Sector Executive directors Non-executive directors

AltX 54% 46%

Basic resources 29% 71%

Financial services 27% 73%

Industrial 33% 67%

Services 31% 69%

All sectors 31% 69%
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Chairpersons’ 
fees
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Overall

After remaining stable for two years, 
the median chairperson fee across the 
entire sample has risen by 11% to 
R394,000. We have also observed 
notable increases at both the lower 
quartile and the upper quartile where 
the increase has been 14%. At the 
upper quartile, the fee is approaching 
the R1m mark and we would expect 
this level to be reached in the next 12 
months. This would certainly allude to 
the continually increasing 
responsibility and accountability as 
discussed earlier in the report.

Chairpersons: all sectors

 2010 2011 2012
 Lower quartile    186   179   203
 Median    364   354   394
 Upper quartile     752   822   941
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Deputy chairperson & lead independent director (“LID”)

In our last report, we discussed in 
detail the difference between the 
role of deputy chairperson and lead 
independent director suggesting that 
the role of the deputy chairperson is 
most often a successor to the chair. In 
contrast, the LID plays a completely 
different role acting as an independent 
source of leadership to that of the 
chair, taking on a leadership role 
where the chairperson is conflicted 
or unable to provide an independent 
perspective. In many instances the LID 
fulfils a contrarian role due to his/her 
independence, challenging the chair 
and the board on difficult decisions.

The deputy chairperson has 
experienced a moderate increase at the 
median (3%), but a similarly large 
increase to that of the chairperson at 
the upper quartile (15%). 

Deputy chairpersons: total fees

 2010 2011 2012
 Lower quartile  512  508 542
 Median   784  724 748
 Upper quartile     955  1 047 1 200
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The LID fees are moderately higher 
than that of the deputy chairperson at 
the median and upper quartile.
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Lead independent directors: total fees

 2010 2011 2012
 Lower quartile    512   489   507
 Median    684   727   811
 Upper quartile    1 055   1 235   1 275
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Financial services

Despite the continued uncertainty 
around the European debt crisis, 
financial services organisations have 
remained reasonable stable and 
profitable. The banking sector has been 
particularly strong; the four major 
South African banks (Absa, FirstRand, 
Nedbank and Standard Bank) posted 
combined headline earnings of R21.3 
billion, up 17% from the comparable 
period last year and average 
normalised return on equity (RoE) of 
15.9%. This compares favourably to a 
benchmark group of Western global 
peers that recorded average RoE for 
the 2011 financial year in the range 
of 2.1% for US commercial banks and 
14.7% for Canadian banks.

The high level of regulation and 
supervision within the financial 
services sector is something which is 
characteristic of the industry and 
which plays an important role in 
determining the level of pay. The 
median fee for a chairperson of a large 
cap financial services organisation is 
R1.5m, up 12% from R1,35m. It is 
particularly notable that the upper 
quartile fee is nearly three times the 
median fee level. 

Chairpersons: large-cap financial services

 2010 2011 2012
 Lower quartile   837   942 1 043
 Median   1 265   1 347 1 502
 Upper quartile     3 341   3 947 4 452
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Medium cap financial services 
organisations have experienced 
notable increases at the median.

Chairpersons: medium-cap financial services

 2010 2011 2012
 Lower quartile    172   278 281
 Median    234   307 432
 Upper quartile       535   649 837
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The fees for small cap financial services 
experienced a decline in 2011, from 
2010 figures. Most notably the median 
chairpersons’ fee almost halved. The 
analysis of current data indicates that 
fees have risen at all levels of the 
quartile analysis, however they remain 
at or below 2010 levels. The median 
chairperson for a small cap financial 
services organisation is shown to be 
R321,000. 

Chairpersons: small-cap financial services

 2010 2011 2012
 Lower quartile     155  134 156
 Median      368  202 321
 Upper quartile        691  346 400
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Basic resources

In 2012, the financial performance in 
the mining sector initially reflected the 
higher price environment experienced 
by most commodity producers, 
excluding platinum, and the positive 
prospects for growth experienced 
at the beginning of the period. 
Unfortunately, in the second half of the 
year, the impact of industrial action, 
cost pressure and shrinking margins 
came to the fore putting pressure on 
the performance of the industry.

In addition to market conditions, 
one of the major considerations for 
boards within the basic resources 
sector over the next 2-3 years will be 
compliance with the Mining Charter. 
Much has been made of the apparent 
inability of mining companies to meet 
the initial compliance targets set out 
in the Broad-based Socio-economic 
Empowerment Charter for the South 
African mining industry in 2009. 
The compliance targets for 2014 are 
substantially higher. While a number 
of companies have made good progress 
in achieving these targets, other 
companies will find them challenging 
to achieve.

Against the backdrop of these 
challenges, it is interesting to note that 
there have been noticeable increases in 
the fee levels for chairpersons of basic 
resources companies. Large cap 
companies have noted a 19% increase 
in fee levels at the median. The median 
chairperson fee is now shown to be 
R1.2m.

Chairpersons: large-cap basic resources

 2010 2011 2012
  Lower quartile  799   833 1 056
 Median  1 162   1 012 1 202
 Upper quartile    2 038   3 348 3 493
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Medium cap organisations have also 
noted substantial increases at both the 
median and the upper quartile moving 
from R484,000 to R890,000 at the 
median, and from R1,388,000 to 
R2,164,000 at the upper quartile. 
These substantial changes tend to 
occur where there are major shifts in 
the sample group. It does, however, 
suggest that some level of structural 
change in fee levels is taking place due 
to the changing risk landscape in the 
resources industry. 

Chairpersons: medium-cap basic resources

 2010 2011 2012 
 Lower quartile   244   297 352
 Median    299   484 890
 Upper quartile    1 342   1 388 2 164
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In contrast to the large and medium 
cap groups, the small cap group has 
showed growth consistent with overall 
market trends with a 9% increase at 
the median, and a 6% increase at the 
upper quartile.

Chairpersons: small-cap basic resources

 2010 2011 2012
 Lower quartile   222   292 304
 Median    426   479 521
 Upper quartile   582   637 674
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Services

The diversified services industry 
appears to be experiencing pressure 
as a result of the ongoing market 
difficulties, along with sector specific 
challenges. Retailers are battling with 
lower disposable incomes, tourism 
& leisure appears to be experiencing 
continued lower occupancy rates 
following the high levels experienced 
in 2010, and telecommunications are 
managing a maturing customer base 
along with a noticeable shift away 
from voice to data. These factors have 
all placed pressure on the performance 
of the industry as a whole, however 
there continue to be organisations that 
buck the trend, and shine as pockets of 
excellence.

The diversified nature of the services 
industry suggests that it experiences 
risk in very different ways from sector 
to sector. The telecommunications 
and healthcare sectors are highly 
regulated, while the retail and tourism 
and leisure sectors experience far less 
regulation. As a result the complexity 
of the role differs greatly from sector to 
sector, and thus fees tend to vary quite 
considerably from sector to sector.

The median fee level paid to 
chairpersons of large cap services 
organisations is shown to have risen 
23% to R1,27m. The upper quartile has 
also increased substantially to R1,62m.

Chairpersons: large-cap services

 2010 2011 2012
 Lower quartile   551   616 722 
 Median   907   1 033 1 266 
 Upper quartile   1 032   1 189 1 624 
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In contrast to the large cap 
observations, the medium and small 
cap organisations have received 
modest increases at the median. The 
median chairperson’s fee for medium 
cap companies has risen by 6%, while 
the median fee for small cap companies 
has been below CPI at 3%.

Chairpersons: medium-cap services

 2010 2011 2012
 Lower quartile   538  544 680
 Median   610  691 730
 Upper quartile    894  1 041 1 180
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Chairpersons: small-cap services

 2010 2011 2012
 Lower quartile   146  191 205
 Median    280  380 390
 Upper quartile    528  644 687
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Industrials

Similar to that of the services industry, 
industrials is a diversified industry and 
includes sectors such as automobiles 
and parts, beverages, chemicals, 
construction and materials, food, 
industrial goods and services, oil and 
gas, personal and household goods, 
and technology. With such a diversified 
industry, it is difficult to comment 
specifically on the performance of the 
industry over the past 12 months as 
well as the burning issues which are 
likely to impact the organisations in the 
medium term, safe to say that financial 
risk will clearly be on the board agenda 
while operational risk, and health 
safety and the environment will be 
important board considerations. 

The industrials group is composed of 
the largest number of non-executive 
directors (737) and includes a number 
of organisations that are dual listed 
and provide foreign currency fees. This 
invariably has an impact on the fee 
levels.

Median fees across the entire 
industrials group has increased 
notably; the median chairperson fee 
has increased to R2,1m from R1,65m. 

Chairpersons: large-cap industrials

 2010 2011 2012
 Lower quartile   893   871 942
 Median   1 219   1 653 2 122
 Upper quartile   2 559   3 127 4 113
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Chairpersons: medium-cap industrials

 2010 2011 2012
 Lower quartile    413   501 842
 Median    518   697 1 210
 Upper quartile    1 009   1 281 1 854
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Chairpersons: small-cap industrials

 2010 2011 2012
 Lower quartile    157   177 242 
 Median   296   305 356 
 Upper quartile   492   645 684 

0

100

200

300

400

500

600

700

800

R
’0

00



56  PwC 



Contents

Non-
executive 
directors’ 
fees
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Overall

The median non-executive director fee 
is R276,000 per annum. It has 
remained between the R200,000 
– R300,000 range for the past three 
years. The current fee is 14% higher 
than the previous year’s fee. This is in 
the region of double the normal 
market movements for general staff. 
While there is much debate as to 
whether current fee levels are 

Non-executive directors: all sectors

 2010 2011 2012
 Lower quartile   130   135 161
 Median   240   242 276
 Upper quartile   455   466 511

0

100

200

300

400

500

600

R
’0

00

appropriate given the level of risk 
non-executive directors are exposed to, 
the double digit increases seems to 
suggest that these considerations are 
coming into play when determining 
non-executive director fees. 
Interestingly, the highest increase was 
found at the lower quartile where the 
non-executive director fees for the 
entire sample have increased by 19%.



58  PwC 



Contents

Financial services

Increases in fees for non-executive 
directors within the financial services 
industry have somewhat varied an 
unpredictable. It is evident from the 
analysis that fees in the large cap and 
small cap groups have experienced 
double digit growth while, the medium 

Non-executive directors: large-cap financial services

 2010 2011 2012
 Lower quartile   325  466 482
 Median   542  577 728
 Upper quartile   781  845 1 027
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cap group appears to buck this trend 
with low, and in some cases declining 
fee levels. The median fee for non-
executive directors in the large cap 
group has risen 26% to R728,000 per 
annum.
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Non-executive directors in the medium 
cap group have received an increase 
slightly lower than general staff market 
movements at 5%. Furthermore, the 
fee at the upper quartile has declined 
by 6% to R567,000.

Non-executive directors: medium-cap financial services

 2010 2011 2012
 Lower quartile    135  183 167
 Median   208  276 291
 Upper quartile   471  601 567
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After having remained fairly flat in 
2011, the median non-executive 
director fee in the small cap group has 
increased noticeably in 2012 to 
R190,000. The upper quartile fee, after 
having declined in 2011 from 2010 
levels has also experienced a notable 
increase from R230,000 to R283,000. 

Non-executive directors: small-cap financial services

 2010 2011 2012
 Lower quartile   90  100 120
 Median   140  147 190
 Upper quartile   283  230 283
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Basic Resources

Non-executive directors in the basic 
resources industry have experienced 
double digit increases across the large, 
medium, and small cap groups. As 
indicated earlier in the report, the 
basic resources sector is one which has 
been characterised by adverse trading 
conditions as well as a substantial level 

Non-executive directors: large-cap basic resources

 2010 2011 2012
  Lower quartile    308   378 347 
 Median   595   619 737 
 Upper quartile   794   975 1 064 
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of operational risk. It appears as 
though this risk is filtering through to 
non-executive director fees. The large 
cap group has experienced the most 
moderate of the increases with median 
fees rising 19% and fees at the upper 
quartile rising by 9% to R1,06m. 
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After having remained fairly flat in 
2011, the median fee for non-executive 
directors in the medium cap group 
have risen from R303,000 to R489,000 
in 2012. Such systemic changes are 
usually a function of changes in the 
sample and not only a function of 
normal fee adjustments. Both the 
lower quartile and upper quartile fees 
have also experienced increases.

Non-executive directors: medium-cap basic resources

 2010 2011 2012 
 Lower quartile    150  201 309
 Median   286  303 489
 Upper quartile    592  635 837
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The general trend from the large, and 
medium cap groups continues in the 
small cap group where, following 
reasonably flat or moderate increases, 
the 2012 median fee has increased 
noticeably to R249,000.

Non-executive directors: small-cap basic resources

 2010 2011 2012
 Lower quartile   120  138 174
 Median    165  189 249
 Upper quartile    291  317 431
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Services

Double digit growth in median 
non-executive director fees has been 
observed across all groups with the 
largest increases being found in the 
medium cap group. One would’ve 
expected the growth to be more 
aligned with overall market data due to 

Non-executive directors: large-cap services

 2010 2011 2012
 Lower quartile    224  236 290
 Median    345  405 505
 Upper quartile    487  677 785
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the diversified nature of the industry 
however; this has not been the case. 
Within the large cap group the 
increases have gained traction after 
having declined in 2012. The median 
non-executive director fee has 
increased to R505,000 per annum.
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The notable increase in median fees for 
non-executive directors in the medium 
cap group has resulted in a shift from 
R282,000 to R366,000. The increase is 
a notable shift from two years ago 
where the non-executive directors 
experienced 0% increase.

Non-executive directors: medium-cap services

 2010 2011 2012
 Lower quartile    203  205 266
 Median    252  282 366
 Upper quartile   365  433 546
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Increases for the small cap group have 
been the most moderate in terms of the 
services industry but still at double 
digit levels. The result is an increase to 
R194,000 per annum for median 
non-executive director fees.

Non-executive directors: small-cap services

 2010 2011 2012
 Lower quartile    100  104 100
 Median    150  166 194
 Upper quartile    235  250 283
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Industrials

The trend with regard to non-executive 
director fees within industrials has 
been somewhat varied and in some 
cases surprising. The analysis indicates 
that there have been notable increases 
in the large cap group while, increases 
in the medium, and small cap groups 
have been lower than the previous 

Non-executive directors: large-cap industrial

 2010 2011 2012
 Lower quartile    239  254 387
 Median    464  505 889
 Upper quartile    783  844 1 027
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year. Within the large cap group, the 
median non-executive director fee has 
increased substantially to R889,000 
from R505,000. It is noted that this 
group is made up primarily of dual-
listed organisations and both currency 
fluctuations as well as possible 
alignment with foreign benchmarks 
are likely to be driving the shift.
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The median non-executive director 
fees for medium cap industrials has 
increased in 2012 (11%), but at a level 
that is lower than 2011 (15%). 

Non-executive directors: medium-cap industrial

 2010 2011 2012
 Lower quartile    174  186 199
 Median    226  260 289
 Upper quartile    315  385 388
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The small cap industrials group 
presents changes in non-executive 
director fees that are most closely 
aligned to general staff market 
movements with an increase of 8%. 
Similar to that of medium cap 
companies. The increase is down on 
the previous year’s figure of 11%.

Non-executive directors: small-cap industrial

 2010 2011 2012
 Lower quartile    100   103   130
 Median   157   175   189
 Upper quartile    247   275   316
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AltX 
companies
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Chairperson

In line with previous years, the role 
of chairperson of an AltX company 
has not received any notable increase 
in fees. In some cases, the fees have 
declined. The median AltX chairperson 
fee has increased by 3% after having 
declined over the past two years by 
27% in 2010 and 11% in 2011. The 
analysis shows that the median AltX 
chairperson fees’ remains lower than 
the 2010 figure at R209,000.

Non-executive directors

In stark contrast to that of AltX 
chairpersons, non-executive directors 
operating in the AltX environment 
have experienced notable increases. 
The median non-executive director fee 
for the AltX group of companies has 
risen by 25% in 2012 to R114,000. It 
is interesting that in absolute terms 
the fees paid to both the chairpersons 
and non-executive directors of AltX 
companies are noticeably lower than 
the absolute fee levels found across the 
main board analysis.
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Global 
observations
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Not all BRICs are equal

The trend in global market 
capitalisation on all bourses since 2000 
is of interest and provides perspective 
to the research focused on BRICs. 19

19  Brazil, Russia, India China and South Africa

Global listed companies total market cap
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Data for this section is sourced from the government and statistical archives for Brazil, Russia, India, China and South Africa. 
Published information from the Brazilian Stock Exchange (“BM&F BOVESPA”), Moscow Exchange (“MICEX-RTS”), Bombay 
Stock Exchange (“BSE”), National Stock Exchange of India (“NSE”), Shanghai Stock Exchange (“SSE”), Shenzhen Stock 
Exchange (“SZSE”) and the JSE brings granularity to the information. 

When compared with the other BRICs nations, South Africa is the smallest in terms of economic output. The South Africa 
economy rests on US$ 555 billion20 in gross domestic product (“GDP”), which is 23% of Russia’s GDP, and 24% of Brazil’s 
GDP for the same year. South Africa’s population of 50 million is far below Russia’s 143 million and Brazil’s 199 million. The 
following table reflects the comparator view of the partners in BRICs:

Brazil Russia India China South Africa

Population 199,321,413 142,517,670 1,205,073,612 1,343,239,923 48,810,427

GDP (PPP) (ZAR Billion) 18,353,424 19,066,912 35,364,504 90,399,896 4,439,904

GDP per capita (ZAR) 94,400 133,600 29,600 67,200 88,000

Labour force 104,700,000 75,330,000 487,600,000 795,500,000 17,660,000

Labour in agriculture 20.0% 9.8% 52.0% 36.7% 9.0%

Labour in industry 14.0% 27.5% 14.0% 28.7% 26.0%

Labour in services 66.0% 62.7% 34.0% 34.6% 65.0%

Unemployment rate 6.0% 6.6% 9.8% 6.5% 24.9%

Agriculture % of GDP 15.50% 4.50% 17.20% 10.0% 2.4%

Industry % of GDP 27.50% 36.90% 26.40% 46.7% 30.6%

Services % of GDP 57.00% 58.60% 56.40% 43.3% 67.0%

Land size (sq km) 8,514,877 17,098,242 3,287,263 9,596,961 1,219,090

Inflation rate 6.60% 8.70% 8.90% 5.50% 5.00%

Market cap traded shares 
(ZAR Billion)

9,832.0 6,371.2 8,123.1 27,112.0 7,604.0

Taxes 39.90% 21.20% 9.60% 22.90% 25.60%

What South Africa lacks in terms of GDP, it makes up for by representing Africa at the BRICs table. The country accounts for 
about a third of domestic product in sub-Saharan Africa, and it stands to provide BRICs members improved access to Africa’s 
1 billion consumers, as well as its minerals and other resources.

An overview of the size and diversity reflected on the BRICs securities’ exchanges representing the five countries show that 
this partnership is as diverse as the cultures they represent21. 

20 GDP (PPP) 2011 est
21 Extracted from trading boards of the exchanges listed
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At 30 November 2012, the total market 
capitalization in BRICs amounted to 
74,8 ZAR trillion22, representing 16% 
of the global value on 52 exchanges.23

The BRICs countries market cap 
since 2000 by country reflects the 
differential between the alliances over 
a 12 year period.

An interesting observation is that in 
2000 all five countries were similar 
in economic wealth. This changed in 
2005 and the Chinese gap widened to 
where it stands today. Much of China’s 
wealth was obtained by beneficiation 
of raw materials and commodities 
from Africa. 

22 Excludes Hong Kong
23 Aggregate of the largest bourses trading in 

equities, globally
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Not only is there a marked disparity in 
the market value, the number of 
companies listed on the different stock 
exchanges in each county tells a similar 
story.

At 30 November 2012 the 52 largest 
securities exchanges, including the 
BRICs, listed in excess of 45,000 
companies. BRICs listed companies 
totalled 10,190 (23%).

Remuneration (fees) paid to non-
executive directors serving on the 
boards of BRICs companies vary as 
much as the diversity seen here. The 
fee levels are given under each country.

Number listed companies

 Brazil Russia India China South Africa
Number listed
companies 686 1 810 3 580 3 741 373
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Brazil

Focus on investment in infrastructure 
in Brazil is likely to be substantial, 
especially if designed with 
environmental benefits in mind. 
The Brazilian government is 
implementing a second large 
infrastructure programme, which 
has been rightly protected from 
fiscal cutbacks. A stronger focus on 
its most worthwhile projects would 
facilitate implementation. Attracting 
sufficient private investment will 
require streamlining the public-private 
partnership framework. It will also 
require oversight on Brazil’s natural 
ecological endowment. Despite 
progress, frequent disputes around 
infrastructure projects often slow 
the licensing process. This could 
be addressed by adopting rules for 
financial compensation for residents 
harmed by projects. It is in water and 
sanitation that the need is the greatest. 
The formation of local consortia needs 
to be encouraged to reap available 
economies of scale.24

24  Part editorial OECD survey Brazil 2013

Regulation

The Brazilian Institute of Corporate 
Governance (“IBGC”) defines 
corporate governance as “the system 
by which companies are managed 
and monitored, involving relations 
between shareholders, the board of 
directors, management, independent 
auditors and the audit committee. 
Good corporate governance practices 
have the purpose of adding value to 
a company and facilitating access 
to capital and contributing to its 
sustainability”.25

A corporation is administered by a 
board of directors and, optionally, 
an administrative council. An 
administrative council is mandatory for 
a corporation with authorized capital 
and for a publicly traded corporation.

The board of directors must be 
composed of at least two directors, 
who may or may not be shareholders 
of the company. They are elected and 
dismissed by the administrative council 
or, if there is no administrative council, 
by the shareholders at a general 
shareholders meeting. Directors 
must be residents of Brazil but not 
necessarily Brazilian citizens.

25  The Brazilian Institute of Corporate 
Governance regulations

Brazilian corporations are required to 
appoint an administrative council. This 
council:

•	 Must have at least three members;

•	 They must be shareholders of the 
corporation; and 

•	 They are elected and dismissed 
by the shareholders in a general 
meeting. 

Unlike the directors, members of the 
administrative council may be:

•	 Foreign individuals who are not 
resident in Brazil; but 

•	 A non-resident foreigner must be 
represented by a Brazilian citizen 
empowered to receive subpoenas. 

Administrative council’s 
responsibilities include:

•	 Defining the corporation’s overall 
strategy; 

•	 Electing and dismissing directors;

•	 Supervising their performance; and 

•	 Set agendas for shareholders’ 
meetings. 

They are also charged with the 
responsibility to choose and have 
the authority dismiss independent 
auditors.

Fees paid to members of administrative 
councils are not available.
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Russian Federation

The Russian26 economy is recovering 
from the severe 2008/9 recession. It 
has not yet reached pre-crisis peak 
activity levels. The current trend 
growth of around 4% is not fully 
exploiting opportunities provided by 
Russia’s rich endowment of natural 
resources and the high-skill level 
of its population, but prospects are 
improving in the medium term. 
Russian leadership is placing firm 
demands on the economy to become 
the regional leader. This is a realistic 
demand, given the strength of 
commodities, and especially the 
requirement for gas by the EU.

26  Synonymous with Russian Federation

Regulation

In Russia, the Federal Financial 
Markets Service (“FFMS”) controls 
and supervises financial markets and 
implements government policy on the 
securities market. It also regulates 
the activities of participants in the 
professional financial market, and 
protects the rights of investors and 
shareholders.

The major functions of the FFMS are as 
follows:

•	 Developing a regulatory legal 
framework for the securities 
market including adopting relevant 
regulations;

•	 Determining the key directions 
for development of the securities 
market;

•	 Registering security issuances, 
issuing prospectuses and results of 
security issuance;

•	 Keeping appropriate records 
and ensuring the disclosure of 
information on the securities 
market;

•	 Oversee issuers and participants 
in the professional securities 
market, including the issuance 
of licenses for investment funds, 
non-governmental pension funds, 
management companies, and 
special depositories; and

•	 Perform inspections, issue 
mandatory prescriptions, bring 
administrative actions and take 
other legal actions.

In Russia a non-executive director/
outside director is a person elected by 
shareholders to a corporation’s board 
of directors who is not affiliated with 
the company in any other capacity.
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Board size

Representative samples of annual 
reports were examined and the results 
reflect that Russian listed companies 
have an unusually large number of 
non-executive members on the board: 

Russia: size of boards

 Lower quartile Median Upper quartlie
Number of non-executive directors

6

9

11

Board size

Fees

Compared to NED fees paid to South 
African non-executive directors, Russia 
remunerated substantially higher at 
the median and lower levels, but lower 
at upper quartile.

Russia vs. South Africa fees

 Lower quartile Median Upper quartile

Russia
South Africa

212

135

244

289

376

466

Fees
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India

The Indian economy has been catching 
up quickly in the past two decades, 
and weathered the global recession 
well. Wide-ranging reforms and 
increased investment have lifted 
potential growth to almost 9%, the 
highest in Indian history, helped by 
improvements in infrastructure. 

Regulation

India has seen a systematic transition 
from being a closed door economy to 
an open economy since the beginning 
of economic reforms in the country 
in 1991. These reforms have had a 
far-reaching impact and have helped 
India unleash its enormous growth 
potential. Today, the Indian economy 
is characterized by a liberalized foreign 
investment and deregulation.27 The 
Securities and Exchange Board of 
India (“SEBI”) was first established 
in 1988 as a non-statutory body for 
regulating the securities market. It 
became an autonomous body in 1992 
and more powers were given through 
an ordinance. Since then it regulates 
the market through its independent 
powers.

27  “RBI Bulletin – July 2012,” Reserve Bank of 
India

Board size

Non-executive directors serving on the 
main boards of listed companies in 
India reflect the following profile:

India: size of boards

 Lower quartile Median Upper quartile
NEDs on the main board

3

5

7

Board size
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Fees

Average fees paid to non-executive 
directors in India reflect favourably 
with median fees paid across all sectors 
of the JSE, except at upper quartile.

India vs. South Africa fees

 Lower quartile Median Upper quartile

India
South Africa

224

135

244

320

413

466

Fees
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China

China is the main driving force in 
BRICs. China has trade surpluses 
with the United States, the European 
Union, and Hong Kong. It has deficits 
with Taiwan, Korea, Japan, and 
Singapore. China is a significant 
exporter of high-tech products, 
electrical equipment and electronics as 
well as of textiles, fabrics and related 
products. China’s leading imports 
include electrical products, integrated 
circuits, microelectronics, and crude 
oil. The two major stock exchanges in 
China are Shanghai Stock Exchange 
(SSE) and Shenzhen Stock Exchange 
(SZSE). Many of the companies quoted 
on these exchanges are subsidiary 
companies where the Chinese 
government hold the controlling 
interest.

Regulation

Fees paid to non-executive directors 
in A share companies28 in China 
reflect a low median annual fee in the 
range of RMB 40,000 - RMB 65,000 
pa (approximately ZAR55, 000 to 
ZAR90, 000). Non-executive directors 
in China who are not independent 
typically receive 20% to 30% higher 
fees than independent directors. This 
trend is the opposite in other countries 
where independent non-executives 
receive either similar or higher fees. 
The Finance sector in China paid the 
highest director fees.

28 Most companies listed on Chinese exchanges 
will offer two shares classes: A-shares and 
B-shares. B-shares are quoted in foreign 
currencies (such as the U.S. dollar) and are 
open to both domestic and foreign investment 
(provided that locals set up a foreign currency 
account), while A-shares are only quoted in 
Chinese renminbi.
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All state-owned corporations (“SOCs”) 
in South Africa are required by the 
Companies Act, and the Public Finance 
Management Act No 1, 1999, of South 
Africa (“PFMA”) to:

•	 Have a board of directors; and

•	 Prepare annual financial statements 
which fairly present the state 
of affairs of the SOC and its 
subsidiaries at the end of their 
financial year. 

Each SOC is a limited public company, 
wholly owned by the Government 
of the Republic of South Africa and 
is the custodian in their sphere of 
responsibility. The SOC is responsible 
for enabling the competitiveness, 
growth and development of the 
South African economy through 
delivering reliable services that satisfy 
customer demand. The SOC board 
is also required to report fully on the 
remuneration policy adopted. 

SOCs are guided by the remuneration 
guidelines for state owned 
enterprises; Part A29. Chairpersons 
and non-executive directors fees 
and in particular chairpersons and 
NEDs annual retainer fees should 
be determined according to the 
remuneration model developed by the 
Department of Public Enterprises as 
detailed in the guidelines.

29 SOE Remuneration Guidelines – August 2007 

Chairpersons and NEDs are entitled 
to additional retainer fees for 
participation in the audit committee. 
Chairpersons and NEDs audit 
committee retainer fees should not 
exceed the median amount of the 
audit committee retainer fee model 
developed by the Department of Public 
Enterprises as laid down.

Currently, the Presidential Review 
Committee into the remuneration 
within SOC’s is underway and will 
determine the way forward regarding 
remuneration of directors. There is 
much disparity in the non-executive fee 
levels at this time, and benchmarking 
this would not be prudent in view of 
the Presidential Review in process.
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In South Africa, non-executive 
directors do not normally have service 
contracts and are not members of 
retirement funding schemes. There are 
no shares or options issued to non-
executive directors as compensation 
for board membership. These 
conditions are in line with King III30, 
and listed companies adhere to the 
principles laid out in these rules, 
with few exceptions. King III states 
that non-executive directors should 
not receive share options or other 
incentive awards linked to share price 
or corporate performance as such 
incentives align their interests too 
closely to executives and may be seen 
to impair their objectivity. The JSE 
listing requirements31 explicitly states 
that those directors who participate 
in any share incentive or option 
schemes will not be considered to 
be independent. In South Africa, the 
question of participation by non-
executive directors in BEE transactions 
is often raised and whether or not they 
are being prejudiced?

30 Principle 2.25 and par154.
31 Paragraph 3.84.

There has, however, been evidence in 
South Africa of non-executive directors 
receiving additional payments over 
and above the fees approved at the 
annual general meetings. Whilst not 
specifically stated as “bonuses” they 
are often referred to as payments for 
contributions made. 

In other countries this is not 
necessarily the case. We look in 
particular to the US, where their 
“non-employee directors” receive 
similar benefits to executive directors. 
Non-employee directors are directors 
who do not hold an executive position. 
Specifically non-employee directors 
are members of the company’s board 
of directors and who are not currently 
employees of the company, parent 
holding company, or any subsidiaries. 
The role is comparative to that of a 
non-executive director in SA. 
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United States 

Generally, non-employee directors’ fees 
are paid in cash, and a combination 
of stock and option awards. Non-cash 
payments for non-employee directors 
usually exceed cash payment values.

An examination of proxy statements 
filed during the period 2010/2012 
reveals interesting results.

A sufficiently representative sample 
of companies across the board listed 
on the New York Stock Exchange 
(“NYSE”), National Association of 
Securities Dealers and Quotations 
(“NASDAQ”) and American Stock 
Exchange (“AMEX”) were examined:32

•	 Large cap companies range: 
US$500Bn to US$9Bn 

•	 Medium cap companies range: 
US$9Bn to US$1Bn

•	 Small cap companies range: Less 
than US$1Bn

32 Excludes investment companies, mutual funds 
and other collective investment vehicles
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US non-employees directors’ remuneration profile
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Outright shares Deferred shares Restricted shares Share options
Committee fees paid in cash Board meeting fess paid in cash

Board retainer paid in shares Board retainer paid in cash
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Using the same dataset,33 other high level components of non-employee directors 
in the US are summarised as follows:

Company size Annual retainer Board meeting 
fees

Committee fees

Large cap 98% 61% 58%

Medium cap 87% 72% 70%

Small cap 94% 84% 44%

In general, providing benefits to non-employee directors is not considered “best 
practice,” and is not prevalent. Of companies that do, common benefits and 
perquisites include additional insurance for health, disability and life insurance 
programs. Other benefits perquisites include discounted or free company products 
and financial planning services. In the sample, additional benefits are typically 
offered to directors of large cap companies. 

Our observations highlight the fact that non-employee directors in the US are 
treated similar to executive directors regarding compensation. The levels are 
different, but the component parts, with the exception of benefits are similar.

The overarching view in the US is that paying non-employee directors in equity, 
rather than cash does not impinge on their independence.

33 A larger dataset may reveal different results overall
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The South African market place

JSE
(373 active companies)

AltX
(59)

AltX
(59)

Basic Resources
(69)

Forestry & Paper
(4)

Industrial Metals
& Mining

(10)

Mining
(55)

Banking
(6)

Development
Capitl

(2)

General Finances
(20)

Insurance
(8)

Investment
Instruments

(13)

Real Estate
(29)

Travel & Leisure
(11)

Autos & Parts
(2)

Beverages
(4)

Chemicals
(6)

Food Producers
(13)

Construction &
Materials

(19)

Industrial Goods
& Services

(37)

Oil & Gas
(3)

Personal Goods
(5)

Technology
(23)

Healthcare
(4)

Media
(6)

Pharmaceuticals
(3)

Retail
(23)

Telecommuni-
cations

(5)

Financial Services
(78)

Industrial
(112)

Services
(52)

Venture Capital
(3)
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About PwC

At PwC we apply our industry 
knowledge and professional expertise 
to identify, report, protect, realise 
and create value for our clients and 
their stakeholders. The strength of 
this value proposition is based on 
the breadth and depth of the firm’s 
client relationships. Networks are 
built around clients to provide them 
with our collective knowledge and 
resources. Our international network, 
experience, industry knowledge and 
business understanding are used 
to build trust and create value for 
clients. We are committed to making 
PwC distinctive through consistent 
behaviours that enable the success of 
our clients and people. We call this the 
PwC Experience and it shapes the way 
in which we interact with clients, with 
one another and with the communities 
in which we operate. This, along 
with our core values of Teamwork, 
Leadership and Excellence – and our 
strong Code of Conduct – guides us in 
all that we do.
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