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Executive summary

Recently, Minister of Economic 
Development Ebrahim Patel released 
his new growth plan framework. This 
is accompanied by a proposal, for 
discussion with business and labour, 
for moderate wage settlements linked 
to clear commitments by business to 
save jobs, create new jobs and address 
inequality. For employees earning 
between R3,000 and R20,000 a month, 
it proposes a modest increase above 
inflation. Pay increases for workers 
earning under R3,000 would not be 
constrained, while increases for those 
earning R20,000 to R45,000 a month 
would be limited to inflationary 
increases. High-earners taking home 
over R45,000 a month would see 
increases below inflation or capped. 
Restraint in executive pay and 
bonuses would address excessive pay 
differentials and display solidarity 
across society.

At the same time that the extent 
of this external regulatory change 
is happening here in South Africa 
and around the globe, there are 
strong signs of economic recovery 
in many market sectors. As a result 
organisations are once again investing 
heavily in the attraction and retention 
of talent. However, shareholders will 
have no appetite for the steady spiral in 
executive pay.

Non-executive directors are facing 
this dilemma. In a 2010 survey carried 
out by PwC in the United Kingdom 
(UK)1, non-executive directors stated 
that the biggest boardroom challenge 
they currently face is dealing with the 
new regulatory environment. In South 
Africa, non-executive directors equally 
need to deal with the ever-increasing 
pressure on the “executive pay gap”.  
Interestingly, the PwC UK 2010 Survey 
reported that 63% of non-executive 
directors surveyed believed that their 
role has become more attractive over 
recent years, principally due to the 
challenging and more complex nature 
of the role.

1 “More pain, more gain? Non-executive director 
survey 2010 published by PwC UK, (the “PwC 
UK 2010 Survey”).

We have lived through regulation during the past twelve 
months with the promise of more to come. 

2  PwC
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December 2010 was a busy month in 
the UK on the corporate governance 
front. Two of the big investor bodies, 
the National Association of Pension 
Funds (NAPF) and the Institute of 
Shareholder Services (ISS) published 
revised guidelines on remuneration.

We will review this in more detail in 
our “Executive directors  – practices 
and remuneration trends report” to be 
published in July 2011. To put these 
guidelines into perspective, whilst 
these principles do not have legislative 
form, the investor bodies use them in 
directing their shareholder members 
how to vote on the remuneration 
reports and the like. We have 
highlighted some specific trends:

• Salary increases for executives 
should be in line with those seen 
across the company (ISS);

• If salaries are increased significantly, 
the variable pay opportunities 
should be reduced (ISS);

• Disclosure of the policy around 
Remuneration Committee advisors 
(NAPF); and

• The remuneration policy is a litmus 
test for wider corporate governance 
practices (NAPF).

Each has an impact on non-executive 
directors, particularly those who 
are members of the remuneration 
committee.

So far as non-executive directors 
in South Africa are concerned, the 
market remains beset by a shortage of 
skills. The number of non-executive 
directors has shown a decrease of 7% 
from 2,159 to 2,002. This is the first 
time we have seen a decrease. It is 
therefore not surprising that, during 
2010, 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 past 
reporting period, 44 non-executive 
directors sat on more than 3 boards.

Interestingly, the overall median 
chairperson fee has followed the global 
trend in that such fees have either 
remained constant or even decreased 
in some territories. In South Africa, 
the overall median has dropped by 
19%. The converse applied to fees 
paid to non-executive directors, in that 
in South Africa the overall median 
increased by 18%. The AltX on the 
other hand, experienced a decrease in 
fees for both chairpersons and non-
executive directors at all quartiles.  
These changes should be viewed 
against what we perceived to be an 
increase in time commitment of four 
days per annum on average.
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Median total fees  2008 2009 2010

Chairpersons 390 449 364

Non-executive directors 180 203 240

Non-executive directors: median total fees

The average age of the 
chairperson and non-
executive directors again 
decreased to 51 and 45 
respectively.

Our review also shows that training has 
increased across the entire JSE with 
37% of companies providing training 
and induction programs for directors.

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

• Training and development;

• Living through and understanding 
the ongoing regulatory 
environment;

• Addressing the ‘executive pay gap’ 
within organisations; and

• Better communication and reporting 
of executive remuneration to all 
stakeholders.

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

Gerald Seegers 
Director: Human Resource Services 
(A specialist division within Tax)

Gerald Seegers
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Information
Sources of information

The data set out in this trends report 
is drawn from information publicly 
available on 30 November 2010 (the 
‘cut-off date’). The information has 
been taken from the annual reports 
of 383 companies listed on the 
Johannesburg Securities Exchange 
(JSE).

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% earns less than this fee level;

•	 Medium-cap

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

•	 Small-cap

101 to 383 of the JSE-listed 
companies, valued by means of 
market capitalisation.

Those companies that are listed on the 
AltX (69 in total) have been aggregated 
into the above valuations. Where the 
AltX is evaluated as a stand-alone 
group, it refers to 56 companies 
with a market value of R64 billion. 
The remaining 13 companies have 
not published detailed information 
on a consistent basis and have been 
excluded from the specific AltX 
analysis.

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. 

•	 Median (50th percentile)

50% of the sample earns more and 
50% earns less than this fee level; 
and

•	 Upper quartile (75th percentile)

25% of the sample earns more and 
75% earns less than this fee level.

Since the introduction of this annual 
publication in 2007, our belief remains 
that there is no direct 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;

6  PwC
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The executive pay gap The so-called “executive pay gap” has become a very political 
issue, not only in South Africa but globally. This should in 
fact be part of the annual remuneration review process, 
whereby organisations should be making this comparison 
to address the “internal equity” issues that exist within 
organisations. Executive pay should also be compared 
with that paid to employees and not only their peers in the 
marketplace.

The level of concern is mounting. We 
will review this trend again later this 
year when we release our “Executive 
directors – practices and remuneration 
trends report” in July 2011. For now, 
the focus is only on the concept of 
the “executive pay gap” and how 
this should be defined and applied 
within organisations and how non-
executive directors, particularly the 
remuneration committees, should be 
addressing this issue.

It’s fair to say that in the early 1990s, 
remuneration committees, when 
reviewing executive remuneration, 
may have considered a number 
of issues such as the company’s 
performance, inflation rate, union 
negotiations and the percentage 

disclosure of executive remuneration 
in the annual reports, it was normal 
for remuneration committees to 
compare their company’s executive 
remuneration to those of their peer 
group (typically anything between 
10 to 20 companies). This generally 
resulted in a spread of at least 30% 
around the median. Remuneration 
committees would typically set their 
executives’ remuneration at the median 
or even at the upper quartile. This is 
reviewed annually, each time resulting 
in the percentage increases being 
greater than the inflationary increase 
normally awarded to the general staff. 
This process was not considered to 
be improper, it just had unintended 
consequences. If the company’s 
performance improved regardless of 
the reason, the executives received 
higher remuneration, driving up the 
executive pay gap. So how do we 
address this issue?

Firstly, the whole process should 
be reviewed. It is important to now 
re-instate the concept of reviewing 
the levels of executive remuneration 
relative to all levels of management 
down to the lowest paid level. 
Secondly, the make-up of the 
remuneration to be analysed should be 

increases that were to be awarded to 
the general staff (i.e. generally known 
as inflationary increases). Thereafter, 
executive remuneration would be set at 
the same or possibly a few percentage 
points higher than that awarded to 
the general staff. Seldom were these 
increases lower than the general 
inflationary increases. 

Over time, remuneration practice has 
developed such that remuneration 
committees were advised that they 
should have access to recent and 
reliable information around executive 
remuneration in other companies and 
particularly those considered to be peer 
companies. Was this not the start of 
the executive pay gap spiral? Possibly 
unintended and with the increased 

8  PwC
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properly defined, so that like-with-like 
can be compared. Many organisations, 
often in the public sector, and certainly 
elsewhere in Africa, have a greater mix 
of benefits, often non-financial, that 
may have to be valued and included in 
the definition for the comparison. To 
only compare the “cash salary” may be 
easier but will provide skewed results.

Over time, and possibly more 
importantly, guidelines or market 
practice will be developed for 
remuneration committees to use when 
setting executive remuneration. There 
should also be a disclosure factor in 
the annual remuneration report in 
line with King III’s “apply or explain” 
principle.

In December 2010, the NAPF published 
its revised Corporate Governance 
Policy and Voting Guidelines in the 
UK. One of the main areas of focus was 
“peer benchmarking”. In the NAPF’s 
case, this is an area of concern unless 
it is undertaken infrequently (e.g. 
every 3 to 5 years) and only as part of 
a review of remuneration policy. The 
guidelines state the NAPF is likely to 
take voting sanctions against frequent 
benchmarking and policies that fail to 
take into account the risks arising from 
aggressive performance targets.

Executive remuneration is symptomatic 
of larger societal issues. We should 
consider the purpose of executive 
remuneration, namely what 
behaviours, attitudes and values 
remuneration committees are trying to 
motivate in our business leaders. We 
should possibly rethink “how” we pay 
our executives and “for what”, so that 
they are motivated not only to create 
wealth for themselves but also to build 
companies that serve their employees 
and the society as a whole in the form 
of continued employment, properly 
funded pension plans and recognition 
of the environment.

Treasury Secretary Tim Geithner, 
assessing what had happened to the 
United States of America (USA) in 
the years leading up to the Great 
Recession, repeated the conventional 
view that “for too long, Americans 
were buying too much and saving too 
little.” He then went on to say that this 
was no longer an option for the USA or 
for the rest of the world. He called for a 
“rebalanced” global economy in which 
Americans consume less and China 
consumes more. But he misstated the 
underlying problem, of which the 
Great Recession was a symptom. The 
problem was not that Americans spent 
beyond their means but that their 

means had not kept up with what the 
larger economy could and should have 
been able to provide them with. The 
American economy had been growing 
briskly, and America’s middle class 
naturally expected to share in their 
growth. But it didn’t. A larger portion 
of the economy’s winnings had gone to 
people at the top. 

This is possibly at the heart of the 
ongoing economic predicament. We 
cannot have sustained recovery until 
we address it. It is our social and 
political predicament. We risk upheaval 
and reactionary politics unless we 
solve it. The central challenge is not 
to rebalance the global economy but 
to rebalance the economy so that 
its benefits are shared more widely. 
Until this transformation is made, our 
economy will continue to experience 
phantom recoveries and speculative 
bubbles, each more distressing than 
the one before. 

It is vital for our future that we 
commence the next stage, in which 
broad-based prosperity is again the 
norm. Technically the Great Recession 
has ended. But its aftershock has only 
just begun.2

2 Extracts from Robert B Reich’s “Aftershock: 
The Next Economy and America’s Future”.

Setting non-executive directors’ fees

Non-executive directors  – Practices and fees trends report   11
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Background

Companies spend a considerable 
amount of time and effort 
benchmarking and then setting fees 
paid to non-executive directors.

The traditional way of doing this is 
along the following lines:

• Set the fee structure;

• Identify peer companies;

• Conduct market benchmarking;

• Consider at which level fees should 
be pitched (lower quartile, median 
or upper quartile);

• Increase fees for inflation; and

• Propose fees to shareholders.

This type of process has been used for 
a number of years and is followed by 
most companies. However, is there an 
alternative and more robust way of 
setting non-executive directors’ fees?

Fee structures

In general terms, fees paid to non-
executive directors can be structured 
in one of four different ways:

Fixed fees
Fixed board fees plus set fees

for either chairperson or member
of a committee

Fixed fees for each category of
meeting (board or committee)
aggregated to the total paid

and based on a pre-arranged
agenda for the forthcoming year

Fixed fees for each category
of meeting aggregated to the

total paid, with the proviso that
there is no payment for

non-attendance

Historically, the majority of companies 
have structured fees paid to non-
executive directors as a fixed fee 
– either a global fee or one based 
on board and committee positions. 
King III3 provides that:

“Fees should comprise a base fee which may vary according 
to factors including the level of expertise of each director, as 
well as an attendance fee per meeting.”4 

3  The third King Report on Governance for South Africa 2009 (the “Report”) and its accompanying Code 
of Governance Principles for South Africa 2009 (the “Code”), together referred to as King III.

4  Report Principle 2.25, paragraph 153.

To date, a large number of JSE-listed 
companies have not fully applied 
the principles in King III in terms of 
paying for meeting attendance and it is 
certainly early days so far as identifying 
whether companies are moving away 
from a base and committee fee type of 
structure, to one which brings in an 
element of meeting attendance. Our 
analysis shows that the fee structures 
being applied in the market are as 
follows:

• The most common way to structure 
fees is by way of a fixed board 
fee plus set fees for acting as 
chairperson or member of the board 
committees;

• It is uncommon for non-executive 
directors to receive a fixed fee; and

• There is no noticeable trend to 
date of companies operating a ‘no 
show, no pay’ philosophy as regards 
meeting attendance fees.

Regardless of how the fee is 
constituted, the important 
consideration is the total fee to be paid.
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Application of science

In our view, the four factors for a 
company to consider are as follows:

Attendance

In terms of King III, the following 
should be noted regarding attendance:

“Non-executive directors should ensure 
that they have (and take) the time 
required to attend properly to their 
duties. It is expected of them to:

• attend board and board committee 
meetings; and

• acquire and maintain a broad 
knowledge of the economic 
environment, industry and business 
of the company.”5

5  Report Principle 2.19, paragraph 83.

Attendance

Company

Job function Contribution

Company

In terms of setting fees, it is imperative 
that the size and other characteristics 
of the company concerned be taken 
into consideration. Arguably, the 
larger and more diverse the company, 
the more difficult the job of a non-
executive director and the higher the 
fee he should be paid. The geographic 
footprint of the company is also 
relevant here.

Factors which could be considered 
when taking into account the 
characteristics of the company could 
include:

• Complexity - whether the company 
is local, international or global;

• Market capitalisation;

• Turnover;

• Total assets;

• Number of employees and total 
salary cost;

• Operating profit; and

• Equity beta (as a measure of risk).

Contribution

One of the fundamental principles 
in King III is that directors should 
have the relevant knowledge, skills, 
experience and resources required 
for conducting the business of the 
board.6 In addition, the board should 
consider whether its size, diversity 
and demographics make it effective. 
Diversity applies to academic 
qualifications, technical expertise, 
relevant industry knowledge, 
experience, nationality, age, race and 
gender.7

Contribution in this context refers to 
the board as a whole as well as to each 
committee of which the non-executive 
director is a member. It has wide 
operation and includes knowledge, 
experience and expertise from both a 
technical and more general business 
perspective. Different companies are 
likely to have different expectations 
in this regard and contribution will be 
very much a personal factor.

A sub-factor to be taken into 
account under this heading could be 
knowledge/experience.

6  Report Principle 2.18, paragraph 72.
7  Report Principle 2.18, paragraph 71.

Job function

In the executive context, it is 
common practice for jobs to be 
evaluated and graded. Applying a job 
grading structure, such as Paterson 
or Hay, provides a rational basis 
for designing and maintaining an 
equitable remuneration structure. 
It also enables a company to make 
consistent decisions regarding grading 
and remuneration levels as well as 
facilitating benchmarking within the 
market. A number of different factors 
are considered when evaluating jobs, 
such as qualifications, knowledge and 
skills, experience and training, problem 
solving and financial impact.

To date, job grading and evaluation 
has not been applied to non-executive 
directors. However, surely the same 
principle applies in that it is only 
through a transparent grading 
structure that the job function of a 
non-executive director can be assessed 
and compared both internally and 
externally. For example, at face value, 
the chairman of the audit committee 
of a global company performs a 
different job from a member of the 
risk committee of a South African 
bank. However, the function of the two 
jobs could be the same and fee levels 
comparable.

King III is not prescriptive in terms of 
how many hours or days per annum a 
non-executive director should spend 
executing his duties. This will vary 
from company to company and from 
year to year. Attendance in this context 
should cover time spent at official 
board and committee meetings as 
well as associated preparation time 
and other duties performed, such as 
consultation with shareholders and 
regulators.

In the PwC UK 2010 Survey, the 
average number of service days of a 
chairperson  of a FTSE-250 company 
was found to be 48 days per annum, 
whilst the chairperson of a FTSE-
100 company was 100 days. A non-
executive director of a FTSE-250 
company spends on average 20 days 
per annum with the commitment for a 
non-executive director of a FTSE-100 
company being 24 days per annum. 
Since 2009, the time commitment for 
a non-executive director has increased 
by an average of four days per annum. 
More than 26% of non-executive 
directors surveyed have seen increases 
in their time commitment over the last 
year.

An alternative way of setting fees to 
be paid to non-executive directors to 
the one used today and summarised 
above could be a method which makes 
reference to the specific company, 
contribution made by the individual 
and the job function being performed. 
Whilst some such factors are taken into 
account in a benchmarking exercise, 
this tends to be done in a fairly 
haphazard way and the methodology is 
inconsistent. 

We have devised four main factors 
which a company might have regard 
to when setting fee levels for non-
executive directors and a way of using 
those factors to determine a fee. Our 
suggestion does come with a caution 
as applying a formula blindly, without 
regard to the particular situation or 
individual, will not produce a sound 
result or be successful. Care must also 
be taken to avoid duplication of factors 
and over-emphasis of one particular 
trait. However, our alternative 
approach to setting fees should provide 
companies with some food for thought.
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Therefore, when setting fees, job 
function is an important consideration. 
Even if a company does not take 
into account all four factors when 
considering fee levels, perhaps there 
is merit in looking at job function, 
particularly in light of the increased 
burden of duties and responsibilities 
being taken on by non-executive 
directors. The traditional role of 
benchmarking will only be effective if 
apples are being compared with apples 
in terms of the job being performed.

Application

Once the four factors have been 
considered and the initial evaluation 
carried out, the next step for a 
company would be to apply a weighting 
to each factor and to combine the 
different components to achieve an 
overall result. 

The application of the four factors 
and use of this “formula” will provide 
a company with an indicative fee for 
membership of the board and each 
committee. Within those fees, there 
should be differentiation between 
the chairperson and a non-executive 
director. We would then recommend 
testing the indicative fee calculated 
against the market by conducting 
a benchmarking exercise. This 
benchmarking would act as a sense 
check rather than being used to 
determine the fee and regard should 
be had at least to the company’s 
characteristics and the job function 
when identifying suitable peers.

The final step may involve the 
application of a performance factor, 
which looks at how the particular 
director has performed over the year. 
We look at this element in further 
detail later in the report.

Before proposing the fees to 
shareholders, the company should be 
comfortable that it can afford the fees 
and that such fees can be supported by 
the company in the current economic 
environment.

Is benchmarking redundant?

We are not proposing that companies 
abandon market benchmarking when 
determining the fees to be paid to non-
executive directors. We would advocate 
that benchmarking definitely has a 
place in setting fee levels. It would be 
naive to expect a company to strike 
out on its own and set fees regardless 
of what is happening in the market. 
However, we are suggesting that 
companies should follow a considered 
process when setting fees for their 
directors and that benchmarking 
should be part of that process rather 
than the focus of it. 

Although benchmarking has been used 
for a number of years, the process is 
not without its critics and blame has 
been placed at its door for driving up 
remuneration levels. The argument 
is that, through excessive reliance on 
benchmarking, the focus has been 
on what is happening at comparator 
companies rather than what the 
company itself should be paying. 

Before the advent of corporate 
governance codes in the mid-
1990s (particularly the Greenbury 
Code published in the UK in 1995) 
remuneration levels were set internally 
by companies with little regard to the 
outside world. Internal checks and 
balances existed to ensure that the 
relative remuneration levels were 
appropriate, but it was only after 1995 
that the focus on market benchmarking 
materialised.

The criticism of market benchmarking 
is that, if companies pitch their pay 
levels at the median to upper quartile 
of the market (which the vast majority 
do) every year, over time that median 
will only ever move in one direction 
and that is up. This means that, year 
on year, levels are increasing at a rate 
above inflation due to pure arithmetic. 

The only way that this upward spiral 
will be halted is for companies to use 
an adjusted method of determining fee 
levels without slavishly following the 
market. 

To abandon the security provided by 
a benchmarking exercise and apply 
company and individual specific 
considerations will require a change 
in behaviour and this may not 
happen in the short-term. However, 
with a number of industries facing a 
challenging economic environment 
and the purse strings being held tightly, 
perhaps the time has come to look at 
fees in a more scientific way and in one 
which can be explained and justified to 
shareholders more clearly. In addition, 
if fee levels are well thought through 
and substantiated, it will be easier to 
justify them to shareholders and to 
attract the right sort of individuals to 
the company.
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Pay for performance?
Background

Over the last 12 months, ensuring 
that there is a clear link between 
remuneration paid to the executives 
of South Africa’s companies and 
state-owned enterprises on the one 
hand, and the performance of those 
individuals and the entities concerned 
on the other, has been a focus area. 
We have seen shareholders be more 
demanding in terms of requiring bonus 
payments and pay-outs under long-
term incentive awards to be linked 
to the satisfaction of performance 
conditions. Also, the receipt of 
windfall payments without sufficient 
justification is becoming more open to 
challenge. 

Companies are being asked to justify 
the remuneration levels paid to 
executives as compared to those 
paid to other employees, particularly 
the lowest paid – referred to as the 
“executive pay gap”. Often, the 
explanation given for the gulf between 
the two has been the skills and 
experience of the executives, together 
with their performance.

Globally, as well as in South Africa, 
it is questionable as to whether the 
link between executive pay and 
performance is strong enough. Whilst 
this is a debate that still has some way 
to run and the solution will not appear 
overnight, perhaps we should be 
considering whether the concept of pay 
for performance should extend beyond 
executives to non-executive directors.

Rationale

Over recent years, the job of the 
non-executive director has become 
tougher. Gone are the days where 
a non-executive director’s duties 
comprised of attending a few board 
and committee meetings during the 
year. Responsibilities have increased 
substantially as a consequence of a 
variety of factors, including:

• The requirements of corporate 
governance codes, particularly King 
III;

• Additional regulation;

• Difficult economic conditions and 
the financial crisis; and

• Shareholder demands.

Our analysis shows that, although 
a non-executive director of a JSE 
listed company is paid a median fee 
of R240 000, actual fees vary quite 
considerably based on the size and 
profile of the company and its market 
sector. 

Whilst regard must be had to economic 
conditions and the health of the 
company when setting fees for non-
executive directors, would it not be 
fairer and in the best interests of all 
concerned if the amount paid reflected 
the performance of the individual 
rather than a vague market level? 

Adopting a performance-based method 
– at least to some extent - could 
motivate non-executive directors to 
take their duties and responsibilities 
seriously and to invest the time and 
commitment that the company and 
shareholders deserve. It could also 
have the effect of dealing effectively 
with non-executive directors who 
do not perform as their fees will be 
reflective of this. Given the current 
focus on a link between pay and 
performance, there could be merit in 
exploring this potential avenue further.

18  PwC
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Measuring performance

Theoretically, paying a non-
executive director by reference to his 
performance is plausible. However, for 
this to work, acceptable performance 
levels must be clear and it has to be 
possible to measure that performance 
objectively.

How can this be done in 
practice?

King III imposes a number of 
obligations on non-executive directors, 
the board and its committees in terms 
of what they are required to do and 
how. One possible way of setting and 
measuring performance levels might be 
by reference to those requirements. 

Knowledge and experience

King III requires non-executive 
directors to acquire and maintain a 
broad knowledge of the economic 
environment, industry and business of 
the company. 

Although requiring non-executive 
directors to sit an exam to demonstrate 
their knowledge would probably be a 
step too far, it should be possible for 
the chairperson of a company to assess 
an individual’s knowledge through 

the way in which he participates in 
board and committee meetings and 
by reference to his experience and 
qualifications. Attendance at industry 
conferences and seminars would also 
demonstrate this knowledge.

An experienced individual – whether 
that experience is in the specific 
industry or the business world more 
generally – will also be relevant and it 
should also be possible to measure that 
experience. Reputation would reflect 
on an individual’s knowledge and 
experience and could also be taken into 
account.

Training

King III states that the ongoing training 
and development of directors should 
be conducted through formal processes 
and that ongoing development should 
be encouraged in the same manner as 
continuing professional development is 
for certain other professions.8 This will 
help to enhance governance practices 
within the board itself and is in the best 
interests of the company. Providing 
basic instruction to a new director with 
limited or no board experience is also 
vital.

8  Report Principle 2.20, paragraphs 89-94.

King III further provides that directors 
should receive regular briefings on 
matters relevant to the business of the 
company, including changes in law, 
accounting standards and the general 
environment in which the company 
operates.

Requiring a non-executive director 
to complete a fixed number of hours 
of training relevant to the role he 
is performing – similar to the CPD 
requirements imposed on lawyers 
and accountants - would be an 
objective and transparent way of 
measuring a crucial aspect of the 
non-executive director’s role. There 
are many institutions which provide 
this type of training and which would 
be independent adjudicators of 
attendance and participation in the 
sessions.

So far as market practice in South 
Africa is concerned, over the last 12 
months we have seen an increase in the 
amount of training which is occurring 
at board level. The following table 
shows that training is most prevalent 
amongst large-cap companies, where 
80% of companies are engaged in 
training and induction programs 
for non-executive directors. Overall, 
there has been encouraging growth, 
with 37% of the entire sample having 
engaged in training and induction 
programs. This is a 9% increase on the 
2009 figure.

Meeting attendance and 
contribution

In order to carry out his duties, a non-
executive director must attend board 
and committee meetings and actively 
contribute to them. The importance of 
meeting attendance is shown through 
the fee structure recommended for 
non-executive directors in King III, as 
the recommended fee structure is a 
base fee together with attendance fee 
per meeting attended. 9

9  Report Principle 2.25, paragraph 153.

 All All Large- Large-
 Companies Companies Cap Cap
 NO YES NO YES

Training & induction for
non-executive directors 2009 74% 26% 24% 76%

Training & induction for
non-executive directors 2010 63% 37% 20% 80%

Training and induction for non-executive directors

Attendance at a meeting is not, on its 
own, demonstrative of performance or 
fulfilment of duties as a non-executive 
director may be unable to attend a 
meeting but has provided substantial 
input to the chairperson in advance of 
that meeting. It is, however, indicative 
of commitment to the company 
and execution of duties. Meeting 
attendance can be measured easily and 
objectively, although contribution to 
that meeting is more subjective and 
difficult.

Company specific objectives

In addition to general performance 
measures, the roles performed by 
non-executive directors should be 
considered in the context of the 
specific company. For example, 
where a company is involved in a 
major transaction, the non-executive 
directors will play an important role 
in executing that transaction which 
may require different skills from 
those expected in the normal course 
of business. There could be scope to 
measure such performance.
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Evaluation process

One of the key themes of King III 
is assessment of the performance 
and effectiveness of the board, its 
committees and directors in terms of 
carrying out the prescribed duties. 
King III states that appraisals should be 
conducted annually.10 

Typically, a board evaluation would 
consider the board’s effectiveness in 
the following main areas:

• Board composition (including 
the mix of skills, knowledge and 
experience);

• Succession and appointment;

• Responsibilities and reporting lines;

• Meetings and administration;

• Adequacy of management 
information;

• Board discussions;

• Quality of decision making;

• Board relationships;

• Board function;

• Board accountability;

• Board performance evaluation and 
remuneration;

• Board focus; and

10  Report Principle 2.22, paragraphs 109-122.

• Oversight of executive performance 
(including implementation of 
decisions).

Whilst these annual evaluations 
can provide the basis for identifying 
future training needs and to inform a 
decision about board re-appointment, 
they can also be used to assess and 
measure performance. Individual 
assessment is also a good way of 
making performance expectations 
clear and demonstrating to investors 
that the board is holding individuals 
accountable for their performance. 
Therefore, it would seem as though 
King III has laid a platform for the 
performance of non-executive directors 
to be measured regularly.

Where evaluations are carried out 
internally, objectivity may be a 
concern. However, companies are 
able to contract the services of an 
independent service provider for this 
purpose and this is also envisaged in 
King III.

As well as evaluation of each individual 
non-executive director, it is important 
to assess how the directors are working 
together on particular committees 
and the board in general. In order for 
a company to be successful, the board 
and its committees must pull in the 
same direction and thus collaboration 
and team work is another important 

element of the role which should be 
evaluated.

Balance

Once the performance measures have 
been identified, the exact condition 
and an acceptable level must be 
determined. That is likely to depend 
upon the company in question and the 
emphasis placed by that company on 
particular traits and behaviours. The 
relative importance of each measure 
should also be assessed. This may 
be different for each director and an 
individual balanced scorecard could 
be created, by reference to which 
performance is tested and the overall 
results determined.

Using the results

Once a company has set performance 
levels for non-executive directors 
and has measured the resulting 
performance, it can use those results in 
a number of different ways. The results 
will form part of the annual evaluation 
process and will enable the company 
to identify the areas in which its non-
executive directors are not performing 
as may be expected. It will also aid 
the company in determining whether 
the mix of directors it has on its board 
is optimal and where it might have 
gaps, both in terms of knowledge and 
experience.

More controversially, performance 
results can be used by a company to set 
or adjust pay levels for non-executive 
directors. In the same way that salary 
increases awarded to employees are 
typically fixed by reference to their 
annual performance rating, if there is a 
robust procedure in place for assessing 
the performance of non-executive 
directors, a similar approach could be 
taken. 

For example, base fee levels for 
non-executive directors can be set 
using market benchmarks or more 
scientifically, as per our suggestion 
in the preceding section. The 
performance of each non-executive 
director could then be assessed and 
measured against that benchmark and 
the fee level adjusted accordingly. An 
individual who has vast knowledge, 
experience and a formidable 
reputation in the market may have 
his base fee level adjusted upwards to 
reflect this whilst a relatively new non-
executive director who is still learning 
the ropes or has no specific experience 
in that sector could have his base fee 
level adjusted downwards.

Similarly, the annual performance 
assessment can be used to determine 
fee increases. Where an individual has 
scored highly in terms of knowledge, 

commitment and training, he may 
be awarded an increase of x% to 
reflect this and the contribution it is 
expected he will make over the next 
12 months. However, if an individual’s 
performance score is at or below 
average and the contribution he is 
making to the company is limited, he 
may be awarded a smaller increase or 
no increase. Ultimately, the worth of an 
individual who receives no or limited 
increases in consecutive years would 
need to be considered. 

Using this method would mean that 
fee increases are awarded on a more 
scientific basis rather than by reference 
to market benchmarks and that they 
focus on the individual executing his 
particular role at the specific company. 
Having a reputation as a company that 
pays for performance may also assist 
that company in attracting experienced 
and knowledgeable individuals to its 
board room. 

Disclosure

Applying a performance measurement 
system and acting upon the results 
obtained will be of little benefit if there 
is not effective disclosure. Without this 
link, there will be no confidence in the 
process by shareholders or the general 
public and potential benefits will 

not be achieved. Shareholders need 
to know exactly what is expected of 
non-executive directors in terms of the 
balanced scorecard and how they have 
measured up. This will demonstrate 
the seriousness with which corporate 
governance is being taken, but will also 
show how the company is striving to 
reward strong performance across the 
organisation, particularly where it goes 
as far as determining fees by reference 
to the results.

Disclosure in respect of remuneration 
is improving in South Africa as a 
consequence of the requirements of 
King III, but there is still a fair way 
to go. To date, efforts have been 
concentrated on the disclosure of 
remuneration paid to executive 
directors and other highly paid 
employees rather than on fees paid 
to non-executive directors, but the 
same principles apply and should be 
embraced. 

What would disclosure of the 
performance of non-executive directors 
and its link to pay look like? Providing 
a detailed breakdown of the balanced 
scorecard and results achieved by 
each individual would be going too far 
and would not be consistent with the 
level of detail provided in respect of 
executive remuneration. 
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Should performance affect pay?

upon which those increases have 
been calculated will also provide 
shareholders and the general public 
with comfort that fee levels are not set 
in an arbitrary fashion and that the 
output bears some resemblance to the 
input. 

Where non-executive directors are 
taking their roles seriously and are 
performing their duties diligently and 
competently, they have nothing to fear 
from performance measurement and 
they will be rewarded commensurately. 
Also, if non-executives are doing 
a good job in terms of steering a 
company through difficult times or 
are generating significant returns for 
shareholders, they should be rewarded 
through their fee levels. 

It is only through a mechanism such 
as this that intelligent, skilled and 
experienced individuals will want 
to take on the role of non-executive 
director of a South African company. 
In order to compete with the best 
companies, particularly on an 
international and global stage, we need 
to be able to attract the right calibre of 
director. This would seem a priority as 
the number of non-executive directors 
has shrunk over the past year, further 
exacerbating the shortage of directors. 

Living through regulation

An appropriate disclosure could cover 
the following points:

For a number of South African 
companies, measuring the 
performance of non-executive directors 
on an annual basis will result in a 
relatively significant shift in approach. 
Linking that performance to pay would 
involve an even bigger leap. In our 
contention that non-executive directors 
should be paid for performance, we 
are not suggesting that they should 
be paid bonuses or other forms of 
variable remuneration. The fact that 
non-executive directors must maintain 
independence and act as custodians of 
the company is a given and cannot be 
jeopardised by variable pay. Rather, 
we are proposing that non-executive 
directors are paid a fair fee for the job 
they are doing in the environment in 
which the company is operating. 

Measuring performance and making 
pay, to some extent, dependent upon 
that performance, should make non-
executive directors more accountable 
to shareholders. If a non-executive 
director does not receive an increase 
in fees because his performance 
over the year does not justify it, then 
shareholders should know about this 
and it should be taken into account 
when considering whether that 
director should be re-elected to the 
board. Explaining why increases 
are being awarded and the basis 

• The base fee determined by 
reference to market benchmarking 
or some other method;

• The performance measures taken 
into account for non-executive 
directors;

• How those performance measures 
affect or impact on the fee paid to 
each non-executive director;

• The role played by inflation in terms 
of increasing fees; and

• The fee proposed for the next 12 
months.
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Background

In 2009, and as a consequence of 
the global financial crisis, regulation 
of executive remuneration in the 
financial services sector was an issue 
which grabbed the headlines and was 
at the forefront of the minds of many 
directors, executive and non-executive 
alike.

In our 2009 publication, “Non-
executive directors: practices and 
fees report – South Africa 2009”, we 
summarised the main areas of focus so 
far as executive remuneration in the 
financial services sector was concerned 
and detailed steps being taken by 
various regulators and governments 
globally to address the problems 
identified. During 2010, this issue has 
continued to move with pace and the 
seeds sown during 2009 in terms of 
regulating this area have continued to 
grow.

General update

Some of the key measures adopted in the area of executive remuneration regulation in the financial services sector during 
2010 are set out below:

– the Basel Committee on Banking Supervision
published its “Compensation Principles and Standards
Assessment Methodology”.

This document provided guidance on how national
supervisors should review and assess firms’
compensation practices as against the Financial

Stability Board’s (FSB) Principles and Standards . It set
out the FSB Principles and Standards, additional
guidance for supervisors and the points that supervisors
should look out for when conducting a review.

*

January 2010

– amendments to the USA Securities and Exchange
Commission (SEC) rules regarding proxy disclosure
became effective which required enhanced disclosure
of remuneration, amongst other items.

February 2010

– the FSB published a report setting out progress made
in applying its principles and standards for sound
compensation practices, amongst other items.

March 2010

– the South African Reserve Bank (SARB) issued a
questionnaire to banks and other financial institutions in
South Africa requesting information on the extent to
which the FSB Principles and Standards are being
complied with and steps being taken to improve
compliance.

May 2010

– the European Commission published a green paper
on corporate governance in financial institutions and
remuneration policies, followed by a revised report by
the European Parliament regarding the regime for
remuneration of directors of listed companies.

June 2010

– the European Council amended its Capital
Requirements Directive (CRDIII) which included
principles on sound remuneration policies. A cap on
cash bonuses paid to bankers was also introduced.

June 2010

– the Uk’s Financial Services Authority (FSA) published
a consultation paper on its revised remuneration code.
One proposed change was that the scope of the
existing remuneration code be extended to a potential
2,500 firms regulated by the FSA. The consultation
period ended in October 2010 and final regulation was
due to be published in mid-December (after compilation
of this trends report).

July 2010

– the USA Restoring American Financial Stability Act of
2010 (Dodd-Frank Wall Street reform) was agreed to by
the Senate. This legislation includes specific disclosure
requirements for financial institutions as well as a
requirement for public companies to establish policies for
the clawing back of remuneration if found to be based on
inaccurate financial statements.

July 2010

– the Committee of European Banking Supervisors
(CEBS) issued draft guidelines on the interpretation of
the remuneration provisions of CRDIII.

October 2010

– the USA SEC published rules implementing the
Restoring American Financial Stability Act.

October 2010

– the European Commission published a summary of
responses received in respect of its green paper on
corporate governance in financial institutions.

Of the general responses received, it is worth noting that
financial institutions were stated to recognise that
effective governance makes a meaningful difference in
corporate performance and are currently reviewing their
practices. Although many respondents highlighted that
certain failures in corporate governance in financial
institutions were to a large extent due to a lack of
effective implementation of existing rules, a number of
respondents thought that the regulatory framework could
be improved further.

November 2010

– the Central Bank of Ireland published the results of its
review of the remuneration policies and practices in Irish
retail banks and building societies. Perhaps not
surprisingly given the economic difficulties faced by
Ireland and its banks, the review found, amongst other
things, that the governance and oversight of
remuneration practices was poor and there was little
evidence that banks had made a link between incentive
structures and their risk appetite.

December 2010

– the CEBS published its final guidelines on
remuneration. Arguably, the CEBS guidance makes the
European regulation of pay in financial services the most
severe in the world by some margin.

December 2010

All member states of the European Union are expected
to issue regulations to implement CRDIII in the final
quarter of 2010 or first quarter of 2011 to apply with
effect from 1 January 2011.

January 2011

* The Financial Stability Forum’s Principles for Sound Compensation Practices, published in April
2009 and the FSB’s Implementation Standards for the FSB Principles for Sound Compensation
Practices, published in September 2009.

Whilst the focus of the regulation we 
have seen over the past 12 months has 
been in respect of financial services 
companies, changes in behaviour seen 
in the market have extended beyond 
the financial services sector. Many of 
the principles espoused and practices 
adopted have been taken on board 
by other sectors and we expect this 
to continue during 2011. Therefore, 
bearing in mind the wider application 
of the financial services remuneration 
principles and the fact that the changes 
are far from over, in this section we 
have provided a brief update on activity 
seen and developments in this area 
over the last 12 months. They have 
relevance to non-executive directors, 
particularly remuneration committee 
members.
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As can be seen by the amount of activity in this area – and the list of measures is in no way exhaustive – further principles, 
guidance and regulation on a global scale is expected in 2011.

Key themes

The steps being taken by financial institutions around the world to address the requirements of regulators and governments 
vary widely and this is still an emerging market practice. However, in general terms, we have seen developments in the areas 
of structure, performance adjustment and governance and remuneration committees (remcos):

What does the future hold?

Based on the wide reach of financial 
services regulation, it looks as though 
no financial services sector will escape 
it. However, regulation of executive 
remuneration in the financial services 
sector is just one example of various 
steps currently being taken to improve 
the governance and effectiveness of 
executive remuneration. Therefore, it is 
unlikely that regulation will be limited 
to specific sectors and many of the 
principles, as can be seen above, have 
applicability to all market sectors. 

A number of the key themes identified 
in the context of financial services 
companies are already being seen 
in South Africa through King III and 
the prevalence of revised structures, 
governance and disclosure will be 
more, and not less, in months to come. 

The regulatory changes seen to date 
leave companies – particularly those 
in the financial services sector - with 
a number of important questions to 
consider:

• Is your remuneration committee’s 
remit correct?

• Does your remuneration committee 
have the knowledge and skill 
required to discharge its duties 
competently and effectively?

• How robust is your governance 
oversight, particularly below board 
level?

• What role is played by discretion 
and non-financial performance 
measures in your incentives and is 
the mix correct?

• Do you have the right balance 
of immediate and deferred 
remuneration?

• Should clawback be operated and, if 
so, how?

• Is your remuneration structure 
aligned with your risk profile?

None of the questions has an easy 
answer but it is important that 
consideration is given to them in 
advance of regulation becoming 
directly applicable and to ensure that 
companies are well equipped to tackle 
these difficult issues. 

Structure

Increased levels
of deferral

Separate long-term
incentive plans and focus

on long-term success
of company

Increased fixed
component of pay

Alignment of risk
and reward

Governance/
remuneration

committee

Reviewing remco
membership with a view
to ensuring all relevant

skills are covered

Using the remuneration
report as an effective
communication tool

Increased transparency
(particularly around
annual bonus and
linkage to strategy)

Provision of training
to remco members

Performance
adjustment

Risk adjusted financial
and non-financial

measures

Clawback mechanisms
e.g. bonus banking,

deferral of annual bonus

Clear link between
business drivers and

incentives

Use of balanced
scorecard for annual
bonus and long-term

incentives
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Accountability of non-executive directors
In an article published by 
the Sunday Times on 5 
December 2010 on the topic 
of South Africa’s “rich list”, 
one of the knotty questions 
posed was the value of a 
director and what directors 
do in order to earn their 
remuneration. Related 
to that question, is how 
directors – who are paid 
fairly significant amounts 
of money – can be made 
accountable to shareholders. 

Introduction

Accountability of the board of 
directors, and particularly the 
accountability of members of the 
remuneration committee, has gained 
momentum as a consequence of the 
financial crisis of 2009 and difficult 
economic conditions. When times are 
tough and results are not as healthy as 
shareholders would like, it is natural 
for them to look around for someone 
to hold responsible and to provide 
justification for the decisions taken. 
Inevitably, this is the board of directors 
and the remuneration committee in 
the case of decisions on executive 
remuneration. 

Criticism of executive remuneration 
has fallen at the feet of the 
remuneration committee and 
charges made against remuneration 
committees include that they don’t 
challenge management, the pertinent 
issues are not understood clearly 
enough, remuneration decisions 
are taken in isolation and without 
due regard to the business and that 
there has been a distinct lack of 
communication with shareholders and 

compromises on transparency. It is only 
by addressing these faults head on and 
provoking a change in behaviour that 
shareholders will have confidence in 
the remuneration committee and the 
board of directors.

As illustrated in our earlier section 
focussing on regulatory developments, 
this is an issue unlikely to disappear 
over the next year and may in fact 
become more prominent in the minds 
of shareholders, particularly with the 
advent of the new Companies Act.

In our 2009 publication, “Non-
executive directors: practices and 
fees report – South Africa 2009”, 
we considered the role of the 
remuneration committee and how the 
responsibilities of its members needed 
to increase as a result of regulatory and 
corporate governance developments. In 
this section, we consider developments 
in this area over the last 12 months and 
how shareholders are beginning to hold 
non-executive directors responsible for 
remuneration and accountable for their 
actions.
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The role of the 
remuneration committee

During the course of 2010, 
remuneration committees have 
faced a number of difficult issues, 
ranging from the application of 
regulatory requirements and corporate 
governance principles to the widening 
executive pay gap and workforce 
strikes. Some of the decisions they 
have had to take have been particularly 
emotive.

One of the big challenges for the 
remuneration committee has been 
the requirement for its members to 
be the independent overseers of the 
company’s remuneration structures 
and policies. In addition, there has 
been a need to ensure that robust 
procedures are implemented and 
sound decisions arrived at. 

In the PwC UK 2010 Survey, 33% of 
remuneration committee chairpersons 
believed that their main challenge 
over the next year will be setting 
performance targets and designing 
incentives that are limited to business 
strategy. We believe that a similar 
challenge will be faced by non-
executive directors in South Africa.

The PwC UK 2010 Survey also found that the role of chairperson of the 
remuneration committee is seen by non-executive directors as the most 
challenging role after that of the chairperson of the audit committee and is a fairly 
close second. Looking at some of the key issues faced by remuneration committees 
sheds some light on why this is thought to be the case:

•	 Dealing with regulatory change – this includes consideration of the 
requirements set out in King III as well as sector specific regulation;

•	 Setting meaningful performance targets – this covers both short-term 
and long-term performance and deals with setting targets to drive the 
company’s business strategy;

•	 Discharging its duties effectively – whilst facing an increased scope 
of duties, remuneration committees have had to strike a balance 
between oversight and governance on the one hand with the freedom of 
management to use remuneration as an effective incentive and retention 
tool on the other;

•	 Creating a link between pay and performance – this thorny issue has 
continued to be at the forefront of members’ minds, particularly devising 
and calibrating performance conditions in a difficult economic environment 
and calculating appropriate bonus payments in light of the company’s 
performance;

•	 Reviewing annual pay – balancing the pay increases awarded to executives 
with those awarded to other employees and, particularly, in light of the 
company’s fortunes and forecasts. Much has been made of the executive pay 
gap in this context and this has ventured into the political arena;

•	 Communicating with shareholders – in order to build a relationship of 
trust and confidence with shareholders, remuneration committees have 
needed to be proactive and creative in the ways in which they engage with 
all stakeholders; and

•	 Evaluating the committee’s performance – this is necessary to identify 
what things have been done well and the gaps that still remain.

Making the remuneration committee accountable

The rationale for providing 
shareholders with this vote is the need 
for shareholders to hold the company 
– and the remuneration committee – to 
account over remuneration strategies. 
Through this vote, shareholders can 
send a very clear message to the board 
and management about their views on 
the remuneration policy and how it is 
being applied at the company. This is 
a common global theme with similar 
votes being introduced in a number 
of different companies, including the 
USA, Belgium and Ireland. In other 
countries, where such a vote already 
exists, the power of that vote has been 
strengthened.

Separately, the new Companies Act 
will subject directors’ remuneration to 
a specific shareholder vote when it is 
brought into force in 2011.

In South Africa, it is still early days 
so far as assessing whether the 
existence of the non-binding advisory 
vote on the remuneration policy is 
making the remuneration committee 
more accountable to shareholders. 
With King III being effective only 
from 1 March 2010, a large number 

of companies have not yet applied 
its principles in full and will do so 
only with effect from their 2011 
financial years. A limited number 
of companies have, nonetheless, 
provided shareholders with a vote 
and most have received a high degree 
of support. Whether this is because 
the remuneration policies of those 
companies are in line with King III 
and adequately disclosed or that 
shareholders have not been given 
sufficient information on which to base 
a no vote, is not clear. However, this is 
a trend which will be monitored closely 
over the next 12 months.

Although there is no current evidence 
in South Africa that the shareholder 
vote is making the remuneration 
committee more accountable, we can 
have regard to practices seen in other 
countries where the remuneration 
policy vote is more established. For 
example, a non-binding advisory 
vote on the remuneration report was 
introduced in the UK in 2002. Since 
that time, independent surveys have 
concluded that active consultation 
between companies and shareholders 
increased as a consequence of this vote. 

One of the tools now available to 
shareholders in order to improve the 
accountability of the remuneration 
committee is the annual non-binding 
advisory vote on the company’s 
remuneration policy and its application 
introduced into South Africa by 
King III.

King III states that:

“Each year, the company’s 
remuneration policy should 
be tabled to shareholders for a 
non-binding advisory vote at the 
annual general meeting. This vote 
enables shareholders to express 
their views on the remuneration 
policies adopted and on their 
implementation.”11

11  Report Principle 2.27, paragraph 186.
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Perhaps more telling is what happened 
in the UK after a number of FTSE-
listed companies received significant 
no votes in 2009. Those companies 
received adverse publicity about their 
remuneration policies and considerable 
backlash, including damage to the 
personal reputations of the directors 
involved. Companies were required 
to enter into consultation with 
shareholders to explain the policies 
challenged, which demonstrates a 
degree of accountability. In addition, 
certain individuals stood down from 
the remuneration committee. 

The number of companies which saw 
the defeat of advisory votes in the UK 
in 2010 fell significantly. Whilst the 
reason for this is not unequivocal, it 
would seem that companies in general 
have learned a lesson from 2009 
and have either made remuneration 
decisions in line with shareholder 
wishes or have consulted, and received 
acquiescence from, shareholders in 
advance of those decisions being 
taken. Either way, the no vote appears 
to have been effective in making the 
remuneration committee accountable 
and pacifying shareholders. 

What should be the 
consequences of a no vote?

The nature of a non-binding advisory 
vote is that a no vote, of itself, will 
not require the company to change its 
remuneration policy or to reverse the 
decisions it has taken. Similarly, it will 
have no direct consequences for the 
remuneration committee members.

Although the experience of UK 
companies in 2009 shows that there 
are consequences of receiving a 
significant no vote or the advisory 
vote being defeated, should the 
remuneration policy vote be given 
more teeth and should it have more 
significant consequences? 

For example, should the company 
be required to enter into formal 
consultation with shareholders or 
should individual directors be required 
to stand for re-election? Arguably, 
requiring shareholder consultation 
after a policy has been adopted 
or applied, will be limited in its 
effectiveness, although it would reflect 
poorly on the remuneration committee. 
However, there may be merit in the re-
election of directors. 

Australia has operated a ‘say on pay’ for 
a number of years. However, in 2010 
the Productivity Commission proposed, 
and the government accepted, changes 
to the way in which that vote operates. 
The current say on pay vote will be 
amended such that where a company’s 
remuneration report receives a no vote 
of 25% or more for two consecutive 
years, a resolution must be put to 
shareholders that the directors who 
signed the remuneration report should 
stand for re-election. It is envisaged 
that this amendment will be effective 
from 1 July 2011. 

The UK government is also consulting 
on how effectively shareholders 
are holding companies to account 
over remuneration and whether 
there are any further areas which 
should be subject to shareholder 
approval. The consultation closes in 
mid-January 2011. In addition, the 
revised UK Corporate Governance 
Code (applicable to financial years 
commencing on or after 29 June 2010) 
requires the annual re-election of all 
directors of FTSE–350 companies. 
The rationale for this principle is 
that it will increase accountability to 
shareholders.

On the face of it, requiring directors 
responsible for a remuneration report 
which receives a significant no vote 
from shareholders to face re-election 
would appear to take accountability 
to the next level. However, concerns 
have been expressed as to the impact 
this will have on the stability of a 
board of directors (and the company) 
and the ability for a company to see 
though a remuneration strategy. For 
example, it may take a number of 
years to implement a remuneration 
strategy fully. It is not inconceivable 
that, through annual re-election, 
the make-up of the board and the 
remuneration committee could 
be disrupted regularly. This could 
adversely affect the stability of the 
company, particularly when it is facing 
difficult times financially. Also, if a 
no vote on the remuneration report 
triggers re-election, shareholders may 
be discouraged from exercising a no 
vote and this would have the opposite 
effect to that desired.

Therefore, it is debatable whether a 
no vote on the remuneration report 
should have direct consequences and 
developments in the UK and Australia 
will be monitored in this respect.

The role of shareholders

Providing shareholders with the ability 
to make the remuneration committee 
accountable is only half of the story. 
Shareholders play an important role 
in ensuring that the mechanism is 
used and that it works effectively. 
If shareholders do not exercise the 
powers bestowed on them through 
the non-binding advisory vote and 
register a no vote where applicable, 
the usefulness of this vote will be 
completely undermined.

Over the last year or so, shareholders 
in South Africa have become more 
vocal in their views and demanding 
in their requirements. Shareholder 
activism has definitely been galvanised 
and there is a general recognition that 
shareholders have an important role 
to play in ensuring that companies are 
managed properly and achieve sound 
financial results. This goes beyond 
remuneration. Perhaps we will see 
a move towards investor bodies in 
South Africa along the lines seen in 
the UK. In the UK, bodies such as the 
NAPF, Association of British Insurers 
(ABI) and ISS through its RREV UK 
remuneration guidance, publish their 

views on executive remuneration and 
guidance for members on an annual 
basis. At the beginning of December, 
ISS and the NAPF published their 
2011 updates. Points covered by this 
guidance included encouragement for 
the holding of shares once long-term 
incentive awards have vested, salary 
increases for executives being in line 
with those seen across the company 
and a call for remuneration policies to 
be kept simple.

There have also been some 
developments in South Africa in 
so far as institutional investors are 
concerned. In September 2010, the 
Committee on Responsible Investing by 
Institutional Investors in South Africa 
published a draft code. The purpose of 
this code is to encourage best practice 
conduct by institutional shareholders 
and companies with the rationale 
being that institutional investors have 
a critical role to play in making the 
overall corporate governance system 
effective. This is because they are in a 
position to influence and encourage 
the voluntary application of sound 
governance principles and practices by 
the companies in which they invest.
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The code consists of four main principles:

•	 Principle 1 – Environmental, social and governance 
(ESG) policy

The code requires institutional investors to develop a 
policy detailing the process of assessing the investment 
target’s ESG fundamentals. The institutional investor must 
ensure that this policy is not only implemented, but also 
complied with. 

•	 Principle 2 – Responsible ownership

The second principle requires institutional investors to 
demonstrate a responsible approach to shareholding 
by implementing a policy detailing mechanisms of 
intervention and engagement with companies when 
concerns have been identified, as well as the means of 
escalation if concerns raised cannot be resolved.

The code requires such a policy to also detail the approach 
to voting at shareholder meetings, including the criteria 
to be used in reaching voting decisions, processes for 
management of conflicts and publication of voting 
records.

Controls should also be introduced by the institutional 
investor to prevent insider trading as defined by the 
Security Services Act.

•	 Principle 3 – Promoting the code through 
collaboration 

The third principle of the code encourages institutional 
investors to consider a collaborative approach, where 
appropriate, to promote acceptance and implementation 
of the principles of this code and other applicable codes 
and standards applicable to institutional shareholders.

Can accountability be achieved?

If companies, and non-executive 
directors, are prepared to disclose 
policies, explain their decisions 
and enter into consultation with 
shareholders, shareholders must play 
their part. They must take time to 
understand the relevant issues and 
vote responsibly. It is only if both 
parties act rationally and honestly that 
accountability will be created and the 
benefits associated with it generated.

Although the introduction of 
shareholder votes will generate some 
accountability, companies should not 
wait for such a vote to be defeated 
in order to be accountable for their 
decisions. Instead, non-executive 
directors should take the initiative 
and promote transparent disclosure 
and consultation with shareholders. 

The PwC UK 2010 Survey found that 
59% of remuneration committee 
chairpersons believed dialogue with 
key shareholders on remuneration 
related matters to be constructive and 
so it does seem as though the effort is 
worth it in this regard. 

Inevitably, when considering how 
to make non-executive directors 
accountable for their actions, we come 
back to the individual directors. If 
they are sufficiently knowledgeable, 
experienced and diligent in the 
performance of their duties and 
sound practices are implemented, the 
decisions they take will be reasoned 
and considered. Also, if they are 
rewarded at appropriate levels, they 
will be encouraged to act appropriately. 
Consequently, they will stand by their 
decisions and being accountable to 
shareholders will hold no fear.

•	 Principle 4 – Disclosure

Institutional investors are required to fully disclose to 
stakeholders the policies put into place in line with 
this code, the implementation of these policies and the 
general application of this code.

The code requires an institutional investor to fully and 
publically disclose to its stakeholders at least quarterly to 
what extent the code has been applied. If an institutional 
investor has not fully applied one of the principles of this 
code, the reasons should be disclosed honestly. Disclosure 
should not be limited to the integrated report only, but 
also be made accessible via the institutional investor’s 
website, quarterly client report and by other appropriate 
means of communication to stakeholders. 

The introduction of this draft code followed the launch of 
the Stewardship Code in the UK by the Financial Reporting 
Council. The Stewardship Code contains seven principles 
designed to engender good practice amongst institutional 
investors in their engagement with companies and it 
includes principles such as monitoring companies, collective 
action with other investors (where appropriate) and policy 
on voting and disclosure of voting activity. It will apply on a 
‘comply or explain’ basis. 

As can be seen by the introduction of these two codes, the 
duties and responsibilities of shareholders, particularly 
institutional shareholders cannot, and should not, be 
taken lightly. It is only through such sound processes 
that corporate governance will be strengthened and non-
executive directors made accountable for their actions.

Accountability of non-executive 
directors goes way beyond the topic 
of remuneration. However, the way 
in which shareholders vote on the 
remuneration policy and/or report can 
be viewed as a litmus test of corporate 
governance throughout the company. 
This is certainly the view of the NAPF 
in the UK, which is a strong advocator 
of sound governance principles. 
Accountability has to start somewhere 
and executive remuneration – which 
continues to be an emotive topic – is as 
good as anywhere.

The way in which non-executive 
directors are held accountable for 
decisions taken on remuneration 
can be replicated in other areas and 
momentum can be built. However, 
an important point to note is that 
accountability cannot be one-sided. 
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The profile of a non-executive director 
Introduction

Since our 2009 publication, 
the number of non-executive 
directors serving on JSE-
listed companies has 
decreased by 157 overall to 
2,002 (2,159) a decrease 
of 7%. Included in the 
total count are 270 (234) 
chairpersons, 52 (33) 
deputy chairpersons and 
34 (55) lead directors. 

Age profile

Comparing the age profiles to last year, the median age for chairpersons has 
decreased to 51 (58) and so too for non-executive directors at 45 (48). The 
average age of deputy chairpersons is 47 (57), while that of lead directors is 57 
(62). This can be compared with the UK market where the PwC UK 2010 Survey 
found that the average age of a non-executive director of a FTSE-350 company is 
61.

The age profile trend is reflected in the following two charts. 

Chairpersons: median age profile
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Non-executive directors: median age profile
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The services industry appears to be 
leading the way, followed closely by 
industrial, where the majority of non-
executive directors are independent 
(56% and 53% respectively). 

Qualifications

The composition of the board 
depends on the industry in which the 
company operates and the regulatory 
requirements that impact the 
operations of the business. Diversity 
is an important consideration and 
companies should look to develop 
a board that has the necessary 
knowledge, skills and resources to lead 
the company effectively. 

A shortage of skills has widely been 
considered a key challenge for 
companies looking to appoint suitably 
qualified directors. The decrease in 
the average age of both chairpersons 
and non-executive directors in 2010 
bears some testimony to this trend as 
companies are looking to younger and 
arguably less experienced individuals 
to carry out board duties. 

The primary functional skills that 
directors bring to the company include 
taxation, law, engineering, economics 
and accounting. It is, however, the 
integration of these skills in a business 
environment and the ability to lead 
effectively that ultimately determines 
the appropriateness of these skills.

The table on the right indicates the 
percentage of directors that hold 
university degrees or similar higher 
education qualifications across the 
various industries:

Non-executive directors 330 398 558 691 257

Qualified 230 223 311 380 102

% Qualified 70% 56% 56% 55% 40%

Non-executive directors: university degree or similar higher education
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Independence is a key consideration 
for board composition, and the 
emphasis on independence has been 
reinforced by the recommendations 
in King III. King III notes that the 
board should comprise a balance of 
power, with the majority of directors 
being non-executive. The majority 
of non-executive directors should be 
independent. 12 

12  Report Principle 2.18, paragraph 64.

AltX
41%

Basic 
resources 

47%

Financial
services 

48%

Industrial 
53%

Services 
56%

Non-executive directors:

independent directors

Number of non-executive directors Number of boards

Non-executive directors: multiple boards

0

50

100

150

200

250

N
um

b
er

 o
f 

no
n-

ex
ec

ut
iv

e 
d

ir
ec

to
rs

0

1

2

3

4

5

6

7

8

9

196

64

29
12 2 1

3

4

5

7

8

Number of directorships

As suggested earlier in this report, 
the contribution of directors is being 
scrutinised more rigorously. Time 
commitment to board duties is being 
carefully considered as directors 
are required to have sufficient time 
available to prepare for meetings and 
attend to their duties. Thus the role of 
the non-executive director requires a 
significant time commitment, and this 
appears to be growing every year. 

Against this backdrop, shareholders 
have to weigh up the need for suitably 
qualified and experienced directors, 
but ensure that elected board members 
do not over-commit themselves to 
too many boards. The breakdown of 
non-executive directors based on the 
number of boards on which they serve, 
gives an indication of the multiple 
commitments that directors hold. 
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Resident and overseas directors

Of the total number of non-executive directors of JSE-listed companies, 6.2% are 
non-resident in South Africa. As a result, these directors typically commute to 
South Africa for meetings and receive a travel allowance to compensate them for 
their travel costs. 

Also, non-resident directors typically earn a foreign currency fee for their 
contributions, and this fee is normally comparable to international benchmarks.

Country 
of residence

Number of 
non-executive 

directors

% of total 
non-executive 
directors pool

UK 56 2.80%

Australia 23 1.15%

USA 16 0.80%

Germany 13 0.65%

Canada 5 0.25%

Switzerland 4 0.20%

France 2 0.10%

Spain 2 0.10%

Netherlands 1 0.05%

Greece 1 0.05%

Italy 1 0.05%

New Zealand 1 0.05%

BBBEE status

Transformation remains a high 
priority in South Africa, with 
many stakeholders believing that 
it has not taken place as quickly, 
and comprehensively, as it should 
have. Our observation is that 
transformation among non-executive 
directors outperforms transformation 
achievements at executive level 
and the number of BBBEE directors 
has increased fairly significantly 
over recent years from 28%. 
However, at 35%, the total number 
of BBBEE directors is still short of a 
demographically representative figure.

This information shows that the 
overwhelming majority of individuals 
sitting on boards of our companies are 
South African. It will be interesting to 
see whether this proportion increases 
still further through the provision of 
training and development of home-
grown individuals.

Australia, 23

Non-executive directors: foreign 
residence

UK, 56

USA, 16

Germany, 13

Canada, 5
Switzerland , 4

France, 2
Spain, 2

Netherlands,1 Greece, 1
Italy, 1
New Zealand, 1

Our analysis indicates that the industrial industry has achieved the greatest level 
of transformation with 30% BBBEE representation. The following table indicates 
the level of BBBEE representation achieved across the various industries in 2010.

Non-executive directors: BBBEE board representation by industry

Industry NED total BBBEE representation %BBBEE

Industrial 611 213 30%

Financial services 500 174 25%

Services 370 129 18%

Basic resources 357 125 18%

AltX 164 57 8%

Total 2 002 698 35%

Non-executive directors total 611  500  370  357  164 

BBBEE representation 213  174  129  125  57 

% BBBEE 30% 25% 18% 18% 8%

Non-executive directors: BBBEE board representation by industry
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Role on the board

The chairperson assumes leadership of the board and is responsible for the overall 
functioning of the board. King III requires the separation of duties between 
chairperson and CEO. Specifically, King III indicates that the board should elect 
a chairperson of the board who is an independent non-executive director. The 
CEO of the company should also not fulfil the role of chairperson of the board13. 
In some instances, particularly in entrepreneurial ventures where the founder 
remains significantly involved in the business, the role of chairperson has been 
held by an executive director. However, since the introduction of King, and 
especially King III, the number of executive directors acting as either chairpersons 
or deputy chairpersons is on the decline, as illustrated below: 

Executive directors Chairpersons Deputy chairpersons

Financial services 2 6

Basic resources 1 4

Industrial 4 4

Services 1 4

AltX 5

13  Report Principle 2.16.

Fees

King III does not specify a requirement 
to appoint a deputy chairperson, 
and where this is done, the role of 
deputy chairperson is a typically a 
support role to the chairperson. King 
III does make reference to the role 
of a lead independent director. The 
lead independent director’s role is to 
assume leadership in instances where 
the chairperson may be conflicted due 
to a lack of independence. Specifically 
a lead independent director should 
be appointed in the case where an 
executive chairperson is appointed 
or where the chairperson is not 
independent or conflicted14. In many 
instances the deputy chairperson 
is independent and acts as the lead 
independent director.

Finally, the role of non-executive 
director refers to individuals who 
are elected to the board based on 
their experience and expertise and 
are required to contribute to the 
effectiveness of the board as a whole, 
as well as contribute to specific 
committees that they are elected to. 

14  Report Principle 2.16, paragraph 38.

8%
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General

King III provides guidelines indicating 
that non-executive directors should 
receive a base fee, as well as a fee per 
meeting.15 This is a shift from past 
practice where the director typically 
received a base fee plus a committee 
fee, and has seen 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. 

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. It is uncommon for 
non-executive directors to receive 

15  Report Principle 2.25 paragraph 153.

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. This 
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.

We have seen no traction in the South 
African market for paying fees in shares 
rather than cash and this practice is 
still fairly limited in the UK. In the PwC 
UK 2010 Survey, 33% of non-executive 
directors stated that they thought that 
part of their fees should be paid in 
shares, with the majority citing 25% of 
total fees as being appropriate.

Analysis

Fees paid to chairpersons and non-
executive directors of companies 
listed on the JSE have been examined 
and analysed by industry. 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 fee structures 
mentioned previously.

Committees

The key committees include:

• Audit committee;

• Risk committee; 

• Sustainability committee;

• Nomination committee; and

• Remuneration committee.

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 three years we have been 
publishing our trends report, across 
the entire sample. The median number 
of meetings – including board and 
committee meetings – for the entire 
sample is 31, one more than the 
median figure for both 2008 and 2009.

In our “Non-executive directors: 
practices and fees report – South 
Africa 2009” it was reported that there 
had been a noticeable increase in the 
number of sustainability meetings 
from 2007 to 2008, but the trend 
was not apparent during 2009. The 
sustainability committee appears to 
have received renewed interest, with 
the number of meetings rising back to 
levels seen in 2008. This movement 
indicates that the sustainability 
committee has the highest median 
number of meetings per year at six. The 
risk committee is shown to be having 
the next highest number of meetings 
with a median of five meetings per 
annum. 

In contrast, the nomination and 
remuneration committees have 
both experienced a decline in the 
number of meetings held with the 
median number of meetings for the 
nomination committee declining 
from three meetings per annum, to 
two meetings per annum while the 
median number of meetings for the 
remuneration committee declined 
from four meetings per annum, to 
three meetings per annum. The 
decline in the number of meetings is 
particularly noticeable in the case of 
the remuneration committee in light 
of the reaction to the financial crisis of 
2008, and the continuing recessionary 
pressures. We would have expected 
the number of meetings to rise, and it 
will be interesting to see if this is just 
an unusual observation or a long-term 
trend.

Across the various sectors, some 
notable observations are apparent. 
The telecommunications sector saw 
the greatest rise in total number of 
meetings, rising from 29 to 35 in 2010. 
Personal and household goods also 
experienced a notable rise from 31 
to 35. The banking sector, which has 
been at the heart of the financial crisis, 
experienced a rise from a total of 29 
meetings to 33 in 2009. This figure has 
dropped back to 29 in 2010.

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-executive 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. Whilst some 
non-executive directors will not be 
independent, the majority should 
be and therefore are expected to act 
independently. The remuneration 
afforded to these directors should not 
impair this independence.
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Mining 4 3 5 3 2 4 3 3 2 3 4 2 3 5 7 3 6 2 6 3 3 6 4 4 31 30 29

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

Food 3 3 5 4 3 4 4 4 3 3 3 3 5 4 4 3 3 4 3 6 7 6 4 6 31 30 36

Telecommunications 2 2 5 3 2 6 3 6 3 2 3 2 1 2 5 4 5 3 4 5 3 3 4 8 22 29 35

Oil & gas 3 4 3 3 5 3 1 3 3 4 4 2 3 6 5 4 4 2 6 6 6 5 6 3 29 38 27

Insurance 2 4 6 2 3 2 4 3 3 4 2 2 5 2 3 4 5 2 6 5 5 7 4 6 34 28 29

Financial services 4 6 5 2 2 4 4 2 3 4 2 2 5 3 7 4 5 3 3 6 5 4 5 7 30 31 36

Industrial goods & services 8 2 3 2 2 4 1 3 3 2 6 2 4 4 4 4 2 2 6 4 7 7 6 7 34 29 32

Retail 5 6 5 3 6 2 4 4 3 2 4 3 4 5 5 4 4 2 3 6 7 7 4 4 32 39 31

Personal & household goods 3 6 6 4 5 4 1 5 4 2 3 3 4 2 5 4 3 2 6 5 5 6 2 6 30 31 35

Media 4 4 4 3 6 2 3 4 3 3 3 2 4 2 6 4 5 4 5 3 3 3 3 7 29 30 31

Construction & materials 3 3 5 4 6 4 3 3 3 2 3 4 3 2 7 4 3 4 5 4 6 7 5 3 31 29 36

Base metal processing 2 5 6 4 2 4 4 3 2 3 4 4 2 2 4 2 6 3 6 4 6 5 5 6 28 31 35

Health care 4 4 6 4 3 2 2 4 2 4 2 3 2 3 4 4 5 3 6 5 3 6 5 6 32 31 29

Travel & leisure 5 5 5 3 2 4 1 3 2 4 4 2 1 2 7 2 5 3 4 5 3 6 3 3 26 29 29

Chemicals 8 2 3 3 5 4 4 3 2 2 2 4 2 3 2 4 3 3 5 6 3 5 2 8 33 26 29

Technology 6 6 3 4 3 5 1 6 2 2 2 3 3 2 4 2 4 2 6 5 4 3 4 6 27 32 29

Investment instruments 7 5 3 3 4 5 2 5 3 3 3 2 4 4 6 4 2 3 3 5 4 4 3 5 30 31 31

AltX 5 2 4 2 3 2 2 3 4 2 6 3 5 3 3 3 4 3 3 3 3 6 3 6 28 27 28

Automobiles & parts 5 3 6 2 3 2 4 2 4 2 6 4 4 2 7 2 6 2 3 2 5 6 2 2 28 26 32

Metal trading 5 5 5 2 5 4 1 5 3 3 3 2 3 3 3 3 4 4 5 3 3 3 4 2 25 32 26

Venture capital 6 4 3 4 5 5 3 5 2 3 6 3 1 6 7 2 5 2 6 3 7 7 2 6 32 36 35

Development capital 7 5 4 3 5 2 1 4 3 3 3 2 2 3 3 4 2 2 5 4 6 5 2 5 30 28 27

Median 5 4 5 3 3 4 3 3 3 3 3 2 3 3 5 4 4 3 5 5 5 6 4 6 30 30 31

Chairpersons’ fees

Non-executive directors  – Practices and fees trends report   49



Contents





50  PwC Non-executive directors  – Practices and fees trends report   51

Overall

Chairpersons’ fees provide a notable 
observation in that the fees at the lower 
quartile, median and upper quartile 
have all declined from 2009 to 2010. As 
this is an aggregate of the entire 
sample, a closer look at the various 
industries will provide clarity as to the 
underlying dynamics.

These figures can be compared with 
those seen in the UK where the median 
chairperson fee in the FTSE-100 is 
£325,000 and in the FTSE-250 is 
£150,000 (as per the PwC UK 2010 
Survey).

0

100

200

300

400

500

600

700

800

900

Lower quartile 189 229 186

Median 390 449 364

Upper quartile 826 834 752

Chairpersons: all sectors

2008 2009 2010
R

’0
00

The growth in the fee at the upper quartile level for large-cap financial services 
companies is the most notable observation, having risen by 112% from R1.6 
million to R3.3m. The lower quartile has also experienced significant growth 
with the fees paid to chairpersons rising 62%. The increase in fees at the median 
level has been far more moderate (14%). Our research has indicated that the 
unusual increases are the result of significant increases in the banking sector, 
and it would appear as though the increased fees are indicative of the heightened 
responsibilities faced by directors in this sector. 

Financial services

Financial services is one of the most important and influential industries, playing a 
central role in resource allocation, investment management and the facilitation of 
capital flows. It is the foundation upon which the economy operates, and therefore 
a sound financial services industry is critical. As such, the role of a non-executive 
director within a financial services company is a particularly demanding one with 
high levels of regulation. The role of chairperson takes on significant levels of 
responsibility and this is evident in the fees paid to chairpersons.

Fees paid in the preceding three years 
to chairpersons, by reference to the size 
of company, are illustrated in the 
following chart.

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

Lower quartile 447 516 837

Median 940 1,109 1,265

Upper quartile 1,373 1,574 3,341

Chairpersons: large-cap financial services

2008 2009 2010

R
’0

00



Contents





52  PwC Non-executive directors  – Practices and fees trends report   53

Similar to that of the large-cap 
companies, the upper quartile level for 
medium-cap companies has 
experienced growth (19%) that is 
stronger than previous years. 
Interestingly, there has been a decline 
in the median fee for chairpersons in 
medium-cap companies. The median 
fee declined by 22% from R300,000 to 
R234,000. This appears to be out of 
line with both the large-cap sample as 
well as the small-cap sample as 
indicated below. The lower quartile has 
seen an increase of 12% in 
chairpersons’ fees. 0
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Consistent with the large-cap sample, 
the small-cap financial services 
companies have experienced a 
significant growth in the fee at the 
upper quartile level. This has grown 
from R420,000 to R691,000 in one 
year, a rise of 65%. Growth at the 
median has been similarly large (60%) 
while growth at the lower quartile level 
has remained moderate (13%). 
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Basic resources

South Africa, with its rich mineral 
wealth, is heavily dependent on the 
basic resources industry. This industry 
has jostled with financial services as 
one of the most important industries in 
our economy. Accordingly, the role of 
chairperson within the basic resources 
industry is a suitably large one with 
numerous complexities, regulations, 
and affected stakeholders to consider.

The median chairperson fee for large-cap companies in the basic resources 
industry has remained relatively constant, edging slowly from R1.1 million in 
2008, towards R1.2 million in 2010. Similarly, the fees at the lower quartile have 
remained stable, moving slightly from R763,000 in 2008 to R799,000 in 2010. In a 
break from what has been seen as a stable analysis, the upper quartile level has 
decreased significantly in 2010. The figure for the upper quartile level for large-
cap companies has decreased from just below R3 million in 2009, to just over  
R2 million in 2010. This represents a decrease at the upper quartile of 31%.
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The medium-cap companies indicated 
an unusual drop in fees at the median 
and lower quartile levels from the 2009 
figures. The median fee declined by 
67% to R299,000, while the lower 
quartile level declined by 58% to 
R244,000. Fees at the upper quartile 
experienced a moderate increase of 
4%.
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The small-cap group companies in the 
basic resources industry experienced 
moderate and consistent increases at 
the lower quartile, median and upper 
quartile levels. The highest increase 
was observed at the upper quartile at 
15%.
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Services

The services industry is made up of 
a range of different sectors including 
telecommunications, media, retail, 
pharmaceuticals, and food producers 
among others. The sectors all have 
differing characteristics and varying 
levels of risk and responsibility for non-
executive directors. The overall levels 
of pay across the services industry are 
typically not as high as those observed 
in the financial services and basic 
resources industries.

The services industry has seen little change in fees for chairpersons over the past 
year. The large-cap companies show moderate increases at the lower and upper 
quartile levels (9% and 2% respectively), while the median has shown a decrease 
of 4%. 
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Similarly the fees paid to chairpersons 
of the medium-cap companies also 
experienced little change from 2009 to 
2010. The median fee for chairpersons 
in the medium-cap companies 
remained virtually static, as did the fee 
at the upper quartile. The lower 
quartile level experienced a moderate 
increase of 10%. 
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The small-cap companies in the 
services industry experienced little 
change from 2009, with the only 
notable movement being a 4% increase 
in fees at the upper quartile level. 
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Industrial

The industrial industry includes 
companies from the building and 
construction sector, industrial 
transport sector, general engineering 
sector, electronic and electrical sector, 
and industrial engineering sector, 
amongst others. It is characterised by 
a number of South Africa’s large listed 
companies, with varying levels of pay 
across the various sectors.

Similar to that of the services industry, and in contrast to the financial services and 
basic resources industries, the fees paid to chairpersons have remained stable for 
the most part during 2010. The large-cap companies didn’t experience any 
material changes at the lower quartile or median and the fee at the upper quartile 
level rose 5%. 
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The medium-cap companies did not 
generate any noticeable changes.
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Non-executive directors’ fees

The only noticeable change within the 
small-cap companies is a 20% increase 
in the median fee. Fees at the lower 
and upper quartile levels remained 
relatively static.
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Overall

In contrast to the role of chairperson, 
fees for non-executive directors have 
experienced moderate to healthy 
increases during 2010. The lower 
quartile increased 10%, the median 
18%, and the upper quartile 25%.

The fee levels can be compared with 
those seen in the UK where the median 
non-executive director fee in the FTSE-
100 is £73,000 and in the FTSE-250 
is £44,000 (as per the PwC UK 2010 
Survey).
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Financial services

Across the various market 
capitalisation groupings within the 
financial services industry, there 
have been healthy increases at lower 
quartile, median and upper quartile 
levels. This has been in line with the 
overall sample for non-executive 
directors.

Large-cap companies in the financial services industry have seen a significant rise 
at the lower quartile level where fees have risen from R78,000 in 2009 to 
R325,000 in 2010. Similarly, fees at the median and upper quartile levels have also 
increased significantly at 57% and 32% respectively. 
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The trend of significant increases in the 
financial services industry continues in 
the medium-cap companies, where the 
lower quartile level has risen by 193%, 
and the upper quartile by 57% from 
2009 to 2010. The median has 
increased by 27% from R164,000 to 
R208,000. 
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The lower quartile level remained 
relatively stable in the small-cap 
companies, as did the median 
(increases of 3% and 4% respectively). 
The rise at the upper quartile level was 
more significant at 26%.
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Basic resources

The large-cap companies in the basic 
resources industry have seen the 
biggest movement at the median where 
the fee for non-executive directors rose 
by 108% from R286,000 to R595,000. 
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After remaining relatively stable 
between 2008 and 2009, the upper 
quartile fee for the medium-cap 
companies in the basic resources 
industry has experienced a sharp 
increase. The upper quartile level 
increased from R403,000 to R592,000 
in 2010, representing an increase of 
47%.
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The small-cap companies experienced 
little change at the lower quartile and 
the median levels. However, the upper 
quartile level saw an increase of 24%.
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Services

Fees for non-executive directors in the 
large-cap companies show a widening 
of the gap between the median and the 
upper quartile, with the median 
decreasing from R419,000 to R345,000 
(18%), while fees at the upper quartile 
increased from R465,000 to R487,000 
(5%). Fees at the lower quartile level 
experienced an increase of 12%.

0

100

200

300

400

500

600

Lower quartile   185   200   224 

Median    382   419   345 

Upper quartile    500   465   487 

Non-executive directors: large-cap services

2008 2009 2010

R
’0

00

 
  

Within the medium-cap companies, the 
lower quartile and median levels 
remained static, while the upper 
quartile level experienced a decrease of 
11%.
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Similar to that of the medium-cap 
companies, the lower quartile and 
median fee levels paid by small-cap 
companies remained static. However, 
in contrast to that of the medium-cap 
companies, the upper quartile level 
experienced an increase of 16%.
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Industrial

As was the case with the chairpersons 
of companies in the industrial industry, 
fee levels in 2010 have remained fairly 
similar to those set in 2009. This trend 
is consistent across the large-cap, 
medium-cap and small-cap companies. 

Within the large-cap companies, the only notable change is an increase in the 
median figure of 15%.
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In medium-cap companies in the 
industrial sector, the lower quartile fee 
level saw an increase of 22%, while the 
median increased by 11% and the 
upper quartile fee level remained 
static.
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Fees for the small-cap companies have 
remained static at the lower quartile, 
median and upper quartile levels 
during 2010.
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AltX
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AltX is an alternative public 
equity exchange for small 
sized companies operated 
in parallel with, and wholly 
owned by, the JSE. Our data 
includes 56 AltX companies 
of the 69 listed. 

Chairpersons

The most noticeable observation for the chairperson of the AltX group of 
companies is that the lower quartile, median and upper quartile levels have 
dropped, and significantly so in the case of the upper quartile (40%). This 
decrease in fees will have had some impact on the overall decline of chairpersons’ 
fees at the median and upper quartile levels for the entire sample of companies as 
it includes all 69 AltX companies.
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Non-executive directors

Similarly, a decline at the median and 
upper quartile levels has been observed 
for non-executive directors of AltX 
companies. The decrease at the upper 
quartile level amounted to a fall of 
29%. One wonders whether the 
difficult market conditions have given 
rise to the trend, considering the 
financial position that AltX companies 
are in with typically limited access to 
capital and tighter cash flow 
constraints relative to their main board 
counterparts. Fees for board members, 
of which only 41% are independent, 
may have been targeted as a cost 
cutting measure to manage the 
economic downturn.
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Lead independent directors and deputy 
chairpersons

The role of lead independent director 
is gaining traction in the market. 
Many companies are including the 
appointment of a lead independent 
director into their published board 
charters. The lead independent 
director is expected to provide 
additional leadership to the board 
without detracting from the role of 
chairperson of the board. The lead 
independent director plays a critical 
role where the chairperson is not 
independent or is conflicted.
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Annexures
The South African marketplace

Industry Sector Total industry Total sector

AltX 69

AltX 69

Basic resources 62

Base metal processing  3

Forestry & paper  4

Mining 55

Financial services 79

Banking  13

Development capital  4

General financial  17

Insurance  11

Investment instruments  8

Other securities  1

Real estate 25

Industrial 121

Automobiles & parts  2

Beverages  4

Chemicals  6

Construction & materials  22

Food  14

Industrial goods & services  47

Oil & Gas  3

Personal & household goods  6

Personal goods  1

Technology 16
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Industry Sector Total industry Total sector

Services 46

Health care  3

Media  5

Pharmaceuticals  2

Retail  21

Telecommunications  5

Travel & leisure 10

Venture capital 6

Venture capital 6

Grand total 383 383

About PwC
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PwC Human Resource 
Services

PwC’s Human Resource Services 
practice works with clients who strive 
to make their people a sustainable 
source of competitive advantage. Our 
strategy is built on our own belief in 
developing our people to be creative 
and effective team players committed 
to delivering outstanding client service. 
We bring the ability to take fresh 
perspectives, to think differently, and 
to develop and implement new and 
value-adding solutions.

PwC firms provide industry-focused assurance, tax and 
advisory services to enhance value for their clients. More 
than 163,000 people in 151 countries in firms across 
the PwC network share their thinking, experience and 
solutions to develop fresh perspectives and practical advice. 
See www.pwc.com for more information.
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