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This publication has been prepared for general guidance on 
matters of interest only, and does not constitute professional 
advice. You should not act upon the information contained 
in this publication without obtaining specific professional 
advice. No representation or warranty (express or implied) is 
given as to the accuracy or completeness of the information 
contained in this publication, and, to the extent permitted 
by law, PricewaterhouseCoopers Inc, its subsidiary and 
associated companies and entities and their respective 
directors, employees, agents and subcontractors do not accept 
or assume any liability, responsibility or duty of care for any 
consequences of you or anyone else acting, or refraining to act, 
in reliance on the information contained in this publication or for 
any decision based on it.





Contents



1
Executive Directors – Best practices and remuneration report 
PricewaterhouseCoopers June 2009

Table of contents

Executive summary 2

The South African marketplace 4

Corporate governance – South Africa 8

Remuneration of Directors 8

KING III vs. UK combined code 10

Remuneration Committees 11

Benchmarking 16

Share-based and other long-term 
incentive schemes 16

Financial stability forum  
(Basel Switzerland) 21

United Kingdom – financial services 
authority 25

Corporate Governance – European 
Union 29

Listed companies 35

Financial services sector 38

Remuneration disclosure –South Africa 45

Executive director remuneration trends 
– South Africa 47

Remuneration sectoral trends 54

Banking 55

Construction 58

Food  59

Healthcare 60

Industrial 62

Insurance 63

Media 64

Mining 65

Oil and gas 66

Personal goods 67

Retail  68

Technology 69

Telecommunication 70

Travel and leisure 72

Long-term incentives 73

Share Options – Now underwater 74

LTI Grants – Annual tranche 74

LTI Plans – Performance-based 75

State-owned enterprises 77

Appendix I – Financial Stability  
Forum re-establishment 79

Acknowledgement 83





Contents



Gerald Seegers 
Director 
Human Resource Services

2
 Executive Directors – Best practices and remuneration report 
June 2009 PricewaterhouseCoopers

E
xe

cu
tiv

e 
su

m
m

ar
y

2





Contents



3
Executive Directors – Best practices and remuneration report 
PricewaterhouseCoopers June 2009

This first edition of PricewaterhouseCoopers’ (PwC) 
Executive Directors Best Practice and Remuneration 
Trend Report is the companion publication to our 
Non-Executive Directors Best Practices and Fees 
Report, now in its second year of publication. This 
new publication will be presented in a similar vein, 
but focuses on Executive Directors of companies 
listed on the Johannesburg Securities Exchange 
(JSE), and will include companies with dual listings 
on the JSE and other bourses. 

The responsibilities of Executive Directors are ever 
increasing, and given the rapid development of 
corporate governance standards, the increased risk 
inherent in these positions is placing a heavy burden 
on executives, no matter what their mandate or 
function within their organisation. 

This report draws on best practice as proposed in 
the third King Report on Corporate Governance 
(King III), with particular reference to the Chief 
Executive Officer, Chief Financial Officers and 
Executive Directors. 

As South African companies embrace corporate 
governance there is evidence of better reporting and 
disclosure concerning Executive Directors. This also 
allows for more meaningful benchmarking in line 
with peer groups – where the ultimate aim would be 
to measure the correlation between management 
responsibility and reward. Compliance with good 
corporate governance is a given, but Executive 
Directors will only be able to carry out their role 
to the fullest if they recognise and embrace the 
fundamental entrepreneurial spirit that underpins 
successful business. It is a substantial success 
factor, which should in no way be diluted by over-
regulation.

The past few weeks have seen a flurry of Regulators 
around the world release their various guidelines on 
Executive Compensation. This follows on the back 
of the UK Combined Code released last year and the 
UK Financial Services Authority, which has been an 
early mover with its recent publication. On 29 April 
2009, the European Commission adopted two 

recommendations on Executive Remuneration. The first 
deals with their recommendations for the remuneration 
of directors of listed companies and the second on 
remuneration in the financial services sector.

The need for reform is generally accepted and 
regulators are increasingly aligned in their recognition of 
the importance of remuneration as an issue of relevance 
to financial stability. We anticipate an increasing level of 
convergence as to the principles that should govern the 
regulation of executive remuneration.

Remuneration Committees face pressure in this 
environment beyond any they have faced before. The 
level of public scrutiny and reputation risk has soared. 
At the same time, economic disruption is requiring 
fundamental changes to business models in some 
industries. As a result, pay design and systems must 
evolve as well.

The latter part of the report briefly reviews trends in 
Executive Director fee levels amongst South African 
companies, given the inherent risks and exposures 
they face. Whilst direct correlation between different 
organisations may not be that evident, high-level 
benchmarks are useful guidelines. Ultimately, 
remuneration should be commensurate with the role 
and responsibilities of the Executive Director, promote 
long-term sustainability of the company and be linked 
to performance. 

Gerald Seegers 
Director 
Human Resource Services 
(A specialist division within Tax) 
PricewaterhouseCoopers Southern Africa
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The South African Marketplace

The Johannesburg Securities Exchange (JSE) plays 
a pivotal role in how we view the market, and the 
400 active companies listed on the JSE drive the 
detail included in this report. Full public disclosure 
of remuneration details of Directors is required to 

inform shareholders and potential investors. South 
Africa’s major corporations are listed companies trading 
on the JSE. 

An overview of the JSE at 1 June 2009 reveals the 
following: 
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The South African Marketplace

A view of this chart indicates that eight sectors out of 40 account for 20% 
of the market capitalisation.

Listed companies in sector
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Market capitalisation on the JSE totalled 4.396 billion rand; the top 40 
companies are considered large, the following 60 medium and the 
balance small.

Rm Large Medium Small Grand Total
Mining 1 450 771 62 833 31 696 1 545 300

Personal Goods 560 389 893 561 282

Banks 361 939 13 979 375 918

Food 288 431 45 171 13 611 347 213

Telecommunication 294 318 5 900 3 065 303 283

Financial 104 825 69 885 45 037 219 747

Industrial 110 248 69 257 37 616 217 121

Oil & Gas 195 617 3 762 199 379

RetaiI 48 350 92 494 11 528 152 372

Insurance 94 005 53 877 4 000 151 882

Media 79 689 5 606 5 034 90 329

Construction 17 790 38 942 17 338 74 070

Health Care 18 059 34 386 1 582 54 027

Forestry & Paper 32 169 361 32 530

Travel & Leisure 13 056 7 780 20 836

Technology 12 744 7 767 20 511

Chemicals 11 355 3 656 15 011

Alt-X 14 564 14 564

Auto 809 809

Venture Capital 218 281

Grand Total 3 624 431 547 675 224 359 4 396 465

Large

Medium

Small

Total JSE Market Cap June 2009 Rm

3 624 431
82%

547 675
13%

224 359
5%
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Corporate Governance – 
South Africa

Following from pressure from the 
2002 King II Report, the demands 
of institutional shareholders and 
socio-economic concerns, almost 
all aspects of board practices 
have significantly changed. 
King II, which in its own right is 
considered to be at the forefront of 
governance internationally, clearly 
required more clarity. Over the 
past few years, King II has been a 
reliable reference point, guiding the 
composition of boards, directors’ 
qualifications, responsibilities, time 
commitments, potential financial 
liabilities and compensation as well 
as the frequency and nature of their 
interaction with executives and 
shareholders.

King III, released in the first quarter 
2009, builds on this foundation and 
lends credence to the sensibility 
of sustainable governance. This 
publication will heighten best 
practice, enabling boards be more 
proactive in ensuring adequate 
corporate oversight; greater 
independence from management; 
closer review of corporate strategy, 
performance, transparency and 
transformation; and will point the 
way amongst a plethora of distinct 
rules and regulations underlying the 
scope and meaning of governance. 
Public scrutiny will increase based 
on the seriousness of the economic 
landscape, and shareholders will 
tighten scrutiny on where their 
money is invested. Good corporate 
governance will go a long way to 
provide assurance that the fiduciary 
responsibility given to those 
minding the store is guided by rules 
and principles. King III has been 
recalibrated to take cognisance of 

international best practice. Some 
of the aspects included may not 
suit all, but unless there is some 
correlation between local and 
international governance (loosely 
termed ‘best practice’) then local 
companies will not attract global 
players. Today, with the rapid 
rise of developing economies, a 
serious investor would rather look 
at companies with a rule book, 
than those who play by their own 
rules. King III became necessary 
because of changes in international 
governance trends and the 
anticipated new Companies Act. 
It is fair to say that the previous 
Act is outdated (having been in 
existence since 1973) and contains 
very little on corporate governance, 
transparency, accountability, 
modern merger methods and 
minority shareholder protection. 
All these issues are addressed 
in the new Companies Bill that is 
intended to replace the Companies 
Act, and as such the reform should 
be welcomed, especially if read in 
conjunction with King III. 

Remuneration of Directors

Executive Directors play a key 
role in all aspects of board affairs 
and need to be aware of what is 
deemed to be best practice in 
regard to governance issues, since 
the rules concerning Remuneration 
of Directors are spelled out 
in King III. Companies should 
remunerate fairly and responsibly1. 
Remuneration policies executed 
should be centred on creating 
value for the company over the 
long term, aligned with company 
strategy and reviewed regularly, 
and the remuneration charter 
should be approved by 

1 King III; Principle 1.26.
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the board. It is imperative that 
the executive’s contribution and 
performance are monitored within 
the scope of their authority. King 
III alludes to the fact that ‘factors 
outside the influence of the 
executive’ should not be taken 
into account when assessing 
the level of remuneration – this 
would be very difficult to define, 
and remains a challenge for 
Remuneration Committees in 
deciding this nebulous unknown. 
This is especially true in a 
downturn where economic factors 
may be out of the executive’s 
control, but the consequences will 
undoubtedly effect the decision. 
Decisions should also be broad-
based, encompassing support for 
the enterprise and encouraging 
innovation. Key performance 
indicators (KPIs) will no doubt be 
considered in the broader scope 
of remuneration, especially when 
non-financial KPIs are included in 
performance measurement. 

Shareholders should approve the 
company’s remuneration policy in a 
general meeting2. The effectiveness 
of the Remuneration Committee 
is a key requirement, since 
this standing committee gives 
guidance to the board for setting 
remuneration policies throughout 
the company, including the onerous 
task of setting remuneration 
for senior management and 
directors, ensuring that the mix 
of fixed and variable pay, in cash, 
shares and other elements, meets 
the company’s needs and that 
incentives are based on targets 
that are stretching, verifiable and 
relevant. It should satisfy itself 
as to the accuracy of recorded 
performance measures that 

2  King III; Principle 1.27.

govern vesting of incentives. This 
issue reared its head recently at 
Royal Dutch Shell, as 60% of 
shareholders voted against plans 
to award discretionary bonuses 
to executives who had missed 
company performance targets. It 
was one of the biggest rebellions 
by shareholders ever seen at a 
FTSE 100 company and came 
a month after a revolt by 80% 
of shareholders at Royal Bank 
of Scotland, which is now 70% 
government-owned.

King III also states that the 
Remuneration Committee should 
‘also advise on the remuneration 
of Non-Executive Directors’. This 
aspect is not covered in this report, 
but will be included in the next 
Non-Executive Directors Best 
Practice and Fees Report due to be 
published later this year. 

Remuneration for Executive 
Directors is the responsibility of 
the board, and does not require 
shareholder approval. 

Much finger-pointing on both sides 
of the Atlantic has been levelled at 
the financial services sector 
concerning the level of 
remuneration, especially 
performance bonuses. In 
substantial parts of the banking 
industry variable compensation has 
a short-term focus and is not 
adjusted for risk. The economic 
tsunami hit the financial services 
industry square-on and there is 
powerful circumstantial evidence to 
demonstrate that control systems 
have failed to deal with the risks 
created by inappropriate 
incentives. 

It is interesting to note 
that the greater bonus 
outrage may very well 
be that the US federal 
government pays bonuses 
to its employees too – in 
2009 it plans to pay around 
US$1.6 billion in bonuses – 
despite running more than 
US$1 trillion in the red.
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King III vs. UK combined code

Remuneration Committees

The King III guidelines concerning 
remuneration and the role of 
Remuneration Committees are 
reviewed here against the UK 
Combined Code. Overall the 
similarities are noticeable3.

Scrutiny of executive pay is now 
greater than ever before as a 
result of the economic downturn 
combined with public anger over 
the role that remuneration is 
perceived to have played in the 
collapse of the financial markets. 
It is clear that change is required. 
The levels of trust between 
shareholders and Remuneration 
Committees are lower than ideal. 
Committees feel that shareholders 
have insufficient understanding 
of the commercial realities of 
motivating an executive team. 
Shareholders on the other hand, 
feel that too many committees 
adopt a stance as management 
advocates negotiating on 
management’s behalf.

Being a Remuneration Committee 
member is and should be a tough 
job. There is a need for committees 
to be more challenging and, to 
exercise more discretion whilst 
managing the Board to avoid 
division over executive pay. Robust 
governance processes must

3 Disclaimer: This document is not intended 
to constitute legal or professional advice. 
The purpose of the document is to provide 
readers with a guideline of the section on 
Remuneration Committees contained in 
certain provisions of draft King III but is 
not a substitute for reading the detailed 
provisions of draft King III; reference 
to the UK Combined Code is given as 
fair use comparative information but is 
not a substitute for reading the detailed 
provisions as finalised in the published 
version and updated regularly; (© Financial 
Reporting Council).

be in operation throughout the 
organisation, with clear oversight 
responsibilities. 

The Remuneration Committee’s 
traditional role has been to provide 
this oversight over executive 
remuneration, with reporting 
accountability to shareholders 
through the Remuneration 
Report. This remit has typically 
involved oversight over broader 
remuneration policy, but which 
in practice, rarely reaches below 
executive level.

Moving forward, shareholders 
and Regulators will be looking for 
companies to demonstrate strong 
governance of compensation 
throughout the entire organisation, 
which in turn places pressure 
on Boards to consider whether 
the Remuneration Committee 
as currently constituted can 
effectively, and demonstrably, fulfil 
an extended mandate.

Depth of business expertise is 
more likely to be required of Non-
Executives sitting on the committee 
dealing explicitly with company-
wide remuneration arrangements. 
Moreover, who attends the 
committee may require review, 
including a greater involvement 
from control functions other than 
HR, such as Risk and Finance. 
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Discipline King III recommendations Combined Code UK 2008
Members, composition and 
mandate

The proceedings of the Remuneration 
Committee should be governed by a 
charter approved by the board.

The Remuneration Committee should be 
chaired by an independent Non-Executive 
Director. All members of the Remuneration 
Committee should be Non-Executive 
Directors, of which the majority should be 
independent.

The chairman of the board should not chair 
the Remuneration Committee, but may be 
a member of it.

The COE cannot be a member of the 
Remuneration Committee, but should 
attend by invitation. COEs should, 
however, recuse themselves when 
conflicts of interest arise, particularly when 
their performance and remuneration are 
discussed. 

The Remuneration Committee should be a 
standing committee.

The Remuneration Committee should 
assist the board in its responsibility for 
setting and administering remuneration 
policies in the company’s long-term 
interests. The committee considers and 
recommends remuneration policies for 
all levels in the company, but should 
be especially concerned with the 
remuneration of senior executives, 
including Executive Directors, and should 
also advise on the remuneration of Non-
Executive Directors. 

In proposing the remuneration policy, the 
Remuneration Committee should ensure 
that the mix of fixed and variable pay, in 
cash, shares and other elements, meets 
the company’s needs and that incentives 
are based on targets that are stretching, 
verifiable and relevant. It should satisfy 
itself as to the accuracy of recorded 
performance measures that govern vesting 
of incentives.

The board is responsible for determining 
the remuneration of Executive Directors 
and these decisions need not be approved 
by shareholders.

The annual report must describe the 
work of the Remuneration Committee as 
required under the Directors’ Remuneration 
Report Regulations 2002 (UK), and 
including, where an Executive Director 
serves as a Non-Executive Director 
elsewhere, whether or not the Director will 
retain such earnings and, if so, what the 
remuneration is.

Regarding Remuneration Committees, 
the following information should be made 
available (which may be met by placing the 
information on a website that is maintained 
by or on behalf of the company): 

the terms of reference of the Remuneration 
Committee, explaining their role and the 
authority delegated to them by the board; 
and where remuneration consultants 
are appointed, a statement of whether 
they have any other connection with the 
company. 

A description of the work of the 
Remuneration Committee should be made 
available and this information will need to 
be included in the corporate governance 
statement.

No one other than the committee chairman 
and members is entitled to be present at 
Remuneration Committee, but others may 
attend at the invitation of the committee.

The annual report should identify 
the chairman and members of the 
Remuneration Committee. It should also 
set out the number of meetings of the 
board and those committees and individual 
attendance by directors
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Members, composition and 
mandate (cont.)

The company’s policy of remuneration 
should be approved by shareholders in a 
general meeting.

Overall remuneration policy Companies should adopt remuneration 
policies and practices that create value 
for the company over the long term. The 
policies and practices should be aligned 
with the company’s strategy, reviewed 
regularly and be linked to the executive’s 
contribution to performance. Factors, 
outside the influence of the executives, 
which affect performance, should not 
be taken into account in assessing the 
executive’s remuneration. 

The board should use every endeavour to 
promote a culture that supports enterprise 
and innovation with appropriate short- and 
long-term performance related rewards 
that are fair and achievable.

In setting remuneration policies, the 
Remuneration Committee should ensure 
that remuneration levels reflect the 
contribution of executives and be rigorous 
in selecting an appropriate comparative 
group. 

The committee should guard against 
unjustified windfalls and inappropriate 
gains arising from the operation of share-
based and other incentives. 

Appraisal of the CEO should assess his 
performance both as a Director and as 
the Chief Executive Officer. The results of 
such appraisal should also be considered 
by the Remuneration Committee to guide 
it in its evaluation of the performance and 
remuneration of the CEO, and a summary 
of the Remuneration Committee’s 
evaluation should be provided to the 
board. 

Non-Executive Director fees, including 
committee fees, should comprise a 
retainer, where considered desirable, which 
may vary according to various factors 
including the level of expertise of each 
director, as well as an attendance fee per 
meeting. Non-Executive Directors should 
not receive incentive awards geared to 
share price or corporate performance. 
Non-Executive fees should be approved 
by shareholders in advance.

The board should establish a 
Remuneration Committee of at least three, 
or in the case of smaller companies two, 
independent Non-Executive Directors. 
In addition, the company chairman may 
also be a member of, but not chair, the 
committee if he or she was considered 
independent on appointment as chairman. 
The Remuneration Committee should 
make available its terms of reference, 
explaining its role and the authority 
delegated to it by the board. 

Where remuneration consultants are 
appointed, a statement should be made 
available of whether they have any other 
connection with the company.

There should be a formal and transparent 
procedure for developing a policy on 
executive remuneration and for fixing 
the remuneration packages of individual 
directors. No Director should be involved 
in deciding his or her own remuneration.

The Remuneration Committee should 
consult the chairman and/or Chief 
Executive about their proposals relating 
to the remuneration of other Executive 
Directors. The Remuneration Committee 
should also be responsible for appointing 
any consultants in respect of Executive 
Director remuneration. Where Executive 
Directors or senior management are 
involved in advising or supporting the 
Remuneration Committee, care should be 
taken to recognise and avoid conflicts of 
interest.

The chairman of the board should ensure 
that the company maintains contact as 
required with its principal shareholders 
about remuneration in the same way as for 
other matters.

The board of directors is responsible 
for determining appropriate levels of 
remuneration of Executive Directors and 
has a prime role in appointing, and where 
necessary removing, Executive Directors, 
and in succession planning.
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Overall remuneration policy (cont.) Levels of remuneration should be sufficient 

to attract, retain and motivate directors of 
the quality required to run the company 
successfully, but a company should 
avoid paying more than is necessary for 
this purpose. A significant proportion of 
Executive Directors’ remuneration should 
be structured so as to link rewards to 
corporate and individual performance.

The Remuneration Committee should 
judge where to position their company 
relative to other companies. But they 
should use such comparisons with caution, 
in view of the risk of an upward ratchet of 
remuneration levels with no corresponding 
improvement in performance.

They should also be sensitive to pay and 
employment conditions elsewhere in the 
group, especially when determining annual 
salary increases.

The Remuneration Committee should 
have delegated responsibility for setting 
remuneration for all Executive Directors 
and the chairman, including pension 
rights and any compensation payments. 
The committee should also recommend 
and monitor the level and structure of 
remuneration for senior management. 
The definition of ‘senior management’ for 
this purpose should be determined by the 
board but should normally include the first 
layer of management below board level.

The board itself or, where required by the 
Articles of Association, the shareholders 
should determine the remuneration of the 
Non-Executive Directors within the limits 
set in the Articles of Association. Where 
permitted by the Articles, the board may, 
however, delegate this responsibility to a 
committee, which might include the chief 
executive.

The board should identify in the annual 
report each Non-Executive who 
has received or receives additional 
remuneration from the company apart from 
a director’s fee.
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Annual bonuses Annual bonuses should clearly relate to 

performance against annual objectives 
consistent with long-term value for 
shareholders. Individual and corporate 
performance targets, both financial 
and nonfinancial, should be tailored 
to the needs of the business and 
reviewed regularly to ensure they remain 
appropriate. 

The performance-related elements of 
remuneration should form a significant 
proportion of the total remuneration 
package of Executive Directors and should 
be designed to align their interests with 
those of shareholders and to give these 
directors keen incentives to perform at 
the highest levels. In designing schemes 
of performance-related remuneration, the 
board should identify in the annual report 
each Non-Executive who benefits from a 
performance-related pay scheme. 

Reward for success Depending on the nature of the business 
it may be appropriate to have overriding 
conditions for the award of bonuses 
(often termed “gatekeepers”), such as the 
achievement of safety goals or minimum 
levels of financial performance. Targets 
for threshold, expected and stretch levels 
of performance, should be robustly set 
and monitored and the main performance 
parameters should be disclosed. 

The Remuneration Committee should 
consider whether the directors should 
be eligible for annual bonuses. If so, 
performance conditions should be 
relevant, stretching and designed to 
enhance shareholder value.

Upper limits should be set and disclosed. 

Incentive rules Incentives may achieve both long-term 
and short-term goals. 

Performance drivers should not be 
duplicated, and a balance needs to be 
struck with the need to reward success 
over the long term. 

Multiple performance measures should be 
used to avoid manipulation of results or 
poor business decisions. 

 Targets can be linked to bonuses. 

Benefits The Remuneration Committee should 
scrutinise all other benefits, including 
pensions, benefits in kind and other 
financial arrangements to ensure they are 
justified, appropriately valued and suitably 
disclosed. 

The board should identify in the annual 
report each Non-Executive who is a 
member of the company’s pension 
scheme.

For executives, in general, only basic 
salary should be pensionable.

The Remuneration Committee should 
consider the pension consequences and 
associated costs to the company of basic 
salary increases and any other changes in 
pensionable remuneration, especially for 
directors close to retirement.
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Contracts Contracts should not commit companies 

to pay on termination arising from failure. 

Balloon payments on termination do not 
generally meet the requirements of a 
balanced and fair remuneration policy.

For bonuses there should be a 
contractual link between variable pay 
and performance. In the event of early 
termination there should be no automatic 
entitlement to bonuses or share-based 
payments.

Contracts should make clear that if a 
Director is dismissed as a result of a 
disciplinary procedure, a shorter notice 
period than that given in the contract 
would apply. Contracts should not 
compensate executives for severance as 
a result of change of control; however this 
does preclude payments for the retention 
of key executives during a period of 
uncertainty.

The Remuneration Committee should 
carefully consider what compensation 
commitments (including pension 
contributions and all other elements) their 
directors’ terms of appointment would 
entail in the event of early termination. The 
aim should be to avoid rewarding poor 
performance. They should take a robust 
line on reducing compensation to reflect 
departing directors’ obligations to mitigate 
loss.

Notice or contract periods should be set 
at one year or less. If it is necessary to 
offer longer notice or contract periods to 
new directors recruited from outside, such 
periods should reduce to one year or less 
after the initial period.

Benchmarking

A focus on market pay levels has been one of 
the major factors contributing to the problems 
being faced. Pegging of pay to market levels has 
introduced a systematic upward shift in the market 
itself, with pay for performance decisions being lost 
in the general upward movement of the market as a 
whole.

We are also in a time of major change where events 
continue to unfold at an extraordinary pace. The 
benchmarking process itself takes months to carry 
out, meaning that by the time an executive’s pay 
relative to the market is known, the benchmark data 
is out of date.

Until now, this may not have posed a great problem 
for Remuneration Committees, as a six-month gap 
may be filled by ageing data using a long-term 
growth assumption. In turbulent times, this approach 
is highly suspect.

The reliance on data has often been driven by a desire 
to avoid conflict. Having a benchmark to which to 
refer could avoid the need for difficult discussions with 
executives about performance.

All of this combines to give a powerful message that 
the emphasis on market data must be more controlled 
in the future. Robust and accurate data will always play 
an important role in providing context and information, 
but the primary driver of reward decisions must always 
be the specific circumstances of the business and its 
stakeholders. Data can never provide the answer in 
isolation. 

Share-Based and Other Long-Term Incentive 
Schemes

Executive remuneration, especially incentives, has 
soared over the past ten years, yet this does not seem 
to have led to executives being more motivated or 
exhibiting higher levels of performance. This trend has 
left shareholders and the general public dissatisfied. 
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Remuneration Committees must decide how to position 
quantum of pay and incentives to ensure that the right 
balance in the sharing of profits between shareholders 
and executives is achieved. By moving away from 
complex incentives, pay becomes more predictable and 
understandable for executives. For average performers, 
this will mean that their pay will come down, but for the 
best it will continue to grow. 

Globally, share-based long-term incentives have 
become an important part of total remuneration 
packages paid to Executive Directors. This has 
been a grey area, and it is illuminating that King III 
is laying down some distinct rules. Here again King 
III’s recommendations are summarised and viewed 
against the UK Combined Code4:

4 These recommendations have been inserted verbatim.

Discipline King III recommendations Combined Code UK 2008
Approval of share-based incentives Because of the significant cost to 

the company of incentive schemes, 
shareholders should approve in advance 
all long-term share-based and other 
incentive schemes or any substantive 
changes to existing schemes. 

Any new long-term incentive schemes 
proposed should be approved by 
shareholders and should preferably replace 
any existing schemes or at least form 
part of a well-considered overall plan, 
incorporating existing schemes. The total 
rewards potentially available should not be 
excessive. 

Revision of share-based schemes The Remuneration Committee should 
regularly review incentive schemes to 
ensure their continued contribution to 
shareholder value.

Shareholders should be invited specifically 
to approve all new long-term incentive 
schemes (as defined in the Listing Rules) 
and significant changes to existing 
schemes, save in the circumstances 
permitted by the Listing Rules.

Eligibility to share-based incentives Participation in share incentive schemes 
should be restricted to genuine employees 
and Executive Directors, and be subject 
to appropriate limits for individual 
participation, which should be disclosed. 

The board should identify in the annual 
report each Non-Executive who 
participates in the company’s share option 
scheme. 

The Remuneration Committee should 
consider whether the directors should 
be eligible for part payment in shares 
against performance condition incentives, 
which should be relevant, stretching and 
designed to enhance shareholder value. 
Upper limits should be set and disclosed. 
There may be a case for shares in lieu of 
cash where shares are to be held for a 
significant period.

Remuneration for Non-Executive Directors 
should not include share options. If, 
exceptionally, options are granted, 
shareholder approval should be sought 
in advance and any shares acquired by 
exercise of the options should be held 
until at least one year after the Non-
Executive Director leaves the board. 
Holding of share options could be relevant 
to the determination of a Non-Executive 
Director’s independence.
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Alignment of share-based 
incentives

All share-based incentives, including 
options and restricted/conditional shares, 
whether settled in cash or in shares, 
should align the interests of executives 
with those of shareholders and should link 
reward to performance over the longer 
term. Vesting of rights should therefore 
be based on performance conditions 
measured over a period appropriate to the 
strategic objectives of the company. 

The Remuneration Committee should 
consider whether the directors should 
be eligible for benefits under long-term 
incentive schemes. Traditional share option 
schemes should be weighed against other 
kinds of long-term incentive scheme. In 
normal circumstances, shares granted 
or other forms of deferred remuneration 
should not vest, and options should not be 
exercisable, in less than three years. 

Leveraging share-based incentives Highly leveraged incentive schemes 
should be used with care as they may 
result in excessive cost or risk for the 
company.

Timing and granting The regular and consistent granting of 
share incentive awards and options, 
generally on an annual basis, is desirable 
as it reduces the risk of unanticipated 
outcomes that arise out of share price 
volatility and cyclical factors, allows 
the adoption of a single performance 
measurement period and lessens the 
possibility and impact of ‘underwater’ 
options or excessive windfall gains.

Grants under executive share option and 
other long-term incentive schemes should 
normally be phased rather than awarded in 
one large bloc

Pricing of shares The price at which shares are issued 
under a scheme should not be less 
than the midmarket price or volume 
weighted average price (or similar formula) 
immediately preceding the grant of the 
shares under the scheme. There should be 
no re-pricing or surrender and re-grant of 
awards on ‘underwater’ share options. 

Executive share options should not be 
offered at a discount save as permitted by 
the relevant provisions of the Listing Rules.

Rules The rules of a scheme should provide 
that share or option awards should not 
be granted within a closed period. No 
backdating of awards should be allowed.

Vesting Options or other conditional share awards 
are normally granted in respect of the year 
in question and in expectation of service 
over a performance measurement period 
of not less than three years. Accordingly, 
shares and options should not vest or be 
exercisable within three years from the 
date of grant. In addition, options should 
not be exercisable more than 10 years 
from the date of grant. For new schemes 
it is best practice to restrict the exercise 
period to less than seven years. 

In normal circumstances, shares granted 
or other forms of deferred remuneration 
should not vest, and options should not 
be exercisable, in less than three years. 
Directors should be encouraged to hold 
their shares for a further period after 
vesting or exercise, subject to the need 
to finance any costs of acquisition and 
associated tax liabilities.
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Performance conditional To align shareholder and executives’ 

interests, vesting of share incentive 
awards should be conditional on the 
achievement of performance conditions. 
Such performance measures and the 
reasons for selecting them should be 
fully disclosed. They should be linked to 
factors enhancing shareholder value, and 
require strong levels of overall corporate 
performance, measured against an 
appropriately defined peer group or other 
relevant benchmark where annual awards 
are made. If performance conditions 
for share-based incentive schemes are 
not met, they should not be re-tested in 
subsequent periods. Where performance 
measures are based on a comparative 
group of companies, consideration should 
be given to disclosing the names of the 
companies chosen. 

Payouts or grants under all incentive 
schemes, including new grants under 
existing share option schemes, should be 
subject to challenging performance criteria 
reflecting the company’s objectives. 
Consideration should be given to criteria 
which reflect the company’s performance 
relative to a group of comparator 
companies in some key variables such as 
total shareholder return.

Awards Awards should be made on a sliding scale 
to avoid an ‘all or nothing’ vesting profile 
and should start at a level that is not 
significant in comparison with base pay. 
Awards with high potential value should 
be linked to commensurately high levels of 
performance. Full vesting should require 
significant value creation. 

Special share schemes In periods of severe skills shortages, 
remuneration policies should focus 
on retention of key employees as well 
as performance. Incentive schemes 
to encourage retention should be 
established separately, or should be 
clearly distinguished, from those relating 
to reward performance.

Change of control and/or 
adjustment

In the event of a change of control or 
where options and awards are ‘rolled 
over’ for a capital reconstruction or in 
the event of the early termination of 
the participant’s employment, there 
should be no automatic waiving of 
performance conditions. Depending on 
the circumstances, it may be appropriate 
to prorate the benefit both on time 
and performance, or to create new 
instrument(s) to preserve the value of 
the outstanding awards. In the case of 
change of control it may be appropriate to 
allow pro rata early vesting, to the extent 
that performance conditions have been 
satisfied, and the time served of vesting 
periods.
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Cessation and vesting In other cases of cessation of 

employment, where the Remuneration 
Committee decides that early vesting is 
appropriate, the extent of vesting should 
depend on performance criteria over the 
period to date as well as the time served 
of vesting periods. 
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The Financial Stability Forum (FSF) 
decided at its plenary meeting 
in London during March 2009 to 
broaden its membership and to 
invite as new members the G20 
countries that are not currently 
in the FSF. These are Argentina, 
Brazil, China, India, Indonesia, 
Korea, Mexico, Russia, Saudi 
Arabia, South Africa and Turkey. In 
addition, Spain and the European 
Commission will also become FSF 
members. 

The broadening of the membership 
to include the G20 and other 
countries will enhance the FSF’s 
ability to contribute to ongoing 
reforms of the international financial 
system. Alongside this expansion, 
they are acting to strengthen the 
institutional foundations of the 
FSF, as well as its procedures 
and working methods to ensure 
continued effective functioning with 
a larger membership.

The inclusion of South Africa as a 
member of the FSF is important 
for South African Financial 
Institutions, and will by default add 
new disciplines to deliberate at 
Remuneration Committee meetings 
and to advise their Boards.

The FSF brings together 
national authorities 
responsible for financial 
stability in significant 
international financial centres, 
international financial 
institutions, sector-specific 
international groupings of 
regulators and supervisors, 
and committees of central 
bank experts. It was 
established by the G7 
Finance Ministers and Central 
Bank Governors in 1999 
to promote international 
financial stability through 
enhanced information 
exchange and international 
cooperation in financial 
market supervision and 
surveillance. The FSF 
decided in March 2009 to 
expand its membership to 
all G20 countries as well 
as Spain and the European 
Commission, and the 
changes announced today. 
The FSB is chaired by Mario 
Draghi, Governor of the 
Bank of Italy. Its Secretariat 
is based at the Bank for 
International Settlements in 
Basel, Switzerland. The FSF 
is to be re-established as the 
Financial Stability Board – 
(See Appendix I).

On 2 April, the FSF published its 
principles for sound compensation 
practices, which were endorsed by 
the G205 leaders at their summit 
in London. The Principles confirm 
that regulation of compensation in 
financial services is here to stay.

Those expecting a vague set of 
principles from the FSF will be 
surprised by the hard-hitting and 
specific nature of the report. The 
Principles are entirely consistent 
with the FSA’s (“Financial Services 
Authority”) draft Code of Practice 
for remuneration released last 
month. But of at least as much 
interest is the detailed discussion 
of the principles, which gives 
guidance to the FSF’s intent. 
Publication of the Principles, 
together with the commitment 
to co-ordinated regulatory 
implementation globally, confirms 
that regulation of compensation 
in the financial services industry is 
here to stay.

5 Argentina, Australia, Brazil, Canada, 
China, France, Germany, India, Indonesia, 
Italy, Japan, Mexico, Russia. Saudi Arabia, 
South Africa, South Korea, Turkey, United 
Kingdom, United States of America and 
the European Union, who is represented 
by the rotating Council presidency and 
the European Central Bank, is the 20th 
member of the G-20.
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The principles adopted are set out below6.

I. Effective governance of compensation
The board of directors of major financial firms should exercise good stewardship of their firms’ compensation 
practices and ensures that compensation works in harmony with other practices to implement balanced risk 
postures. The Principles need to become ingrained over time into the culture of the entire organisation.

1. The firm’s board of directors must actively oversee the 
compensation system’s design and operation.

The compensation system should not be primarily controlled 
by the Chief Executive Officer and management team. Relevant 
board members and employees must have independence and 
expertise in risk management and compensation.

2.  The firm’s board of directors must monitor and review 
the compensation system to ensure the system 
operates as intended.

The compensation system should include controls. The 
practical operation of the system should be regularly 
reviewed for compliance with design policies and procedures. 
Compensation outcomes, risk measurements, and risk 
outcomes should be regularly reviewed for consistency with 
intentions.

3.  Staff engaged in financial and risk control must be 
independent, have appropriate authority, and be 
compensated in a manner that is independent of the 
business areas they oversee and commensurate with 
their key role in the firm.

Effective independence and appropriate authority of such staff 
are necessary to preserve the integrity of financial and risk 
management’s influence on incentive compensation.

II. Effective alignment of compensation with prudent risk taking
An employee’s compensation should take account of the risks that the employee takes on behalf of the firm. 
Compensation should take into consideration prospective risks and risk outcomes that are already realised.

4.  Compensation must be adjusted for all types of risk. Two employees who generate the same short-run profit but 
take different amounts of risk on behalf of their firm should not 
be treated the same by the compensation system. In general, 
both quantitative measures and human judgment should play a 
role in determining risk adjustments. Risk adjustments should 
account for all types of risk, including difficult-to-measure risks 
such as liquidity risk, reputation risk and cost of capital.

5.  Compensation outcomes must be symmetric with risk 
outcomes.

Compensation systems should link the size of the bonus pool 
to the overall performance of the firm.

Employees’ incentive payments should be linked to 
the contribution of the individual and business to such 
performance. Bonuses should diminish or disappear in the 
event of poor firm, divisional or business unit performance.

6.  Compensation payout schedules must be sensitive to 
the time horizon of risks.

Profits and losses of different activities of a financial firm are 
realised over different periods of time. Variable compensation 
payments should be deferred accordingly. Payments should 
not be finalised over short periods where risks are realised over 
long periods. Management should question payouts for income 
that cannot be realised or whose likelihood of realisation 
remains uncertain at the time of payout.

6 Disclaimer: This document is not intended to constitute legal or professional advice regarding principles set out by the Financial Stability 
Forum (Basel Switzerland). The purpose of the document is to provide readers with a guide of notice on current thinking. Full information and 
reference to the broader aspects is available on www.financialstabilityboard.org. 
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II. Effective alignment of compensation with prudent risk taking
7.  The mix of cash, equity and other forms of 

compensation must be consistent with risk alignment.
The mix will vary depending on the employee’s position and 
role. The firm should be able to explain the rationale for its mix.

III. Effective supervisory oversight and engagement by stakeholders
Firms should demonstrate to the satisfaction of their regulators and other stakeholders that their compensation 
policies are sound. As with other aspects of risk management and governance, supervisors should take rigorous 
action when deficiencies are discovered.

8.  Supervisory review of compensation practices must 
be rigorous and sustained, and deficiencies must 
be addressed promptly with supervisory action.

Supervisors should include compensation practices in their risk 
assessment of firms, and firms should work constructively with 
supervisors to ensure their practices conform to the Principles. 
Regulations and Supervisory Practices will naturally differ across 
jurisdictions and potentially among authorities within a country. 
Nevertheless, all supervisors should strive for effective review and 
intervention. National authorities, working through the FSF, will 
ensure even application across domestic financial institutions and 
jurisdictions.

9.  Firms must disclose clear, comprehensive and 
timely information about their compensation 
practices to facilitate constructive engagement by 
all stakeholders.

Stakeholders need to be able to evaluate the quality of support for 
the firm’s strategy and risk posture. Appropriate disclosure related 
to risk management and other control systems will enable a firm’s 
counterparties to make informed decisions about their business 
relations with the firm. Supervisors should have access to all 
information they need to evaluate the conformance of practice to 
the Principles.
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United Kingdom – Financial services authority

In the UK, the Chancellor of the Exchequer, the Secretary of State for 
Business, Enterprise and Regulatory Reform and the Financial Services 
Secretary to the Treasury are reviewing recommended measures to 
improve the corporate governance of UK banks, particularly with regard 
to risk management. The review is being chaired by the former financial 
services regulator, Sir David Walker to examine board management of 
risk (including the effectiveness of risk and audit committees), incentives 
to manage risk in bank remuneration policies, the competences needed 
on bank boards, board practices and structures, and the role played by 
institutional shareholders. The review will give preliminary conclusions to 
commissioning ministers in the autumn and final recommendations by the 
end of 2009.

With direct reference to the larger banks and broker dealers, the Financial 
Services Authority (FSA) released a draft code on remuneration practices 
on 18 March 2009 posted for final publication in late July and be in force 
by November 2009. Since these controls are ground breaking in context, 
a summary of the UK CODE is given here:

Proposed policy 
requirements and principles

Proposed evidential 
provisions

Remuneration must be consistent 
with effective risk management.

Proposed Rule:

A firm must establish, implement and 
maintain remuneration policies, procedures 
and practices that are consistent with and 
promote effective risk management.

Principle 1: Role of bodies 
responsible for remuneration 
policies and their members should 
be guided by proposed evidential 
provisions

A Remuneration Committee should:

exercise, and be constituted in a way •	
that enables it to exercise independent 
judgement;

be able to demonstrate that its •	
decisions are consistent with a 
reasonable assessment of the firm’s 
financial situation and future prospects;

have the skills and experience to reach •	
an independent judgement on suitability 
of the policy, including its implications 
for risk and risk management; and

be responsible for approving and •	
periodically reviewing the remuneration 
policy and its adequacy and 
effectiveness.

The FSA (Financial Services 
Authority) is an independent, 
non-governmental body 
that regulates the financial 
services industry in the UK, 
including most financial 
services markets, exchanges 
and firms. Granted statutory 
powers in the UK by The 
Financial Services and 
Markets Act 2000, the FSA 
sets standards to which such 
organisations must comply 
and can take action against 
them should they fail to meet 
required standards.
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Proposed policy 
requirements and principles

Proposed evidential 
provisions

Principle 2: Procedures and 
input of the risk and compliance 
functions

Procedures for setting remuneration •	
within a firm should be clear and 
documented, and should include 
appropriate measures to manage 
conflicts of interest; and

A firm’s risk management and •	
compliance functions should 
have significant input into setting 
remuneration for other business areas.

Principle 3: Risk and compliance 
function remuneration

Remuneration for employees in risk •	
management and compliance functions 
should be determined independently of 
other business areas; and

Risk and compliance functions should •	
have performance metrics based on the 
achievement of the objectives of those 
functions.

Principle 4: Profit-based 
measurement and risk-adjustment

Assessments of financial performance •	
used to calculate bonus pools should 
be based principally on profits; and

A bonus pool calculation should include •	
an adjustment for current and future 
risk, and take into account the cost of 
capital employed and liquidity required. 

Principle 5: Long-term 
performance measurement

The assessment process for the •	
performance-related component of 
an employee’s remuneration should 
be designed to ensure assessment is 
based on longer-term performance.

Principle 6: Non-financial 
performance metrics 

Non-financial performance metrics •	
should form a significant part of the 
performance assessment process; and

Non-financial performance metrics •	
should include adherence to effective 
risk management and compliance with 
regulatory system and with relevant 
overseas regulatory requirements. 

Principle 7: Measurement of 
performance for long-term 
incentive plans

The measurement of performance for long-
term incentive plans, including those based 
on the performance of shares, should be 
risk adjusted.

Principle 8: Fully flexible bonus 
policies

The fixed component of remuneration 
should be a sufficient proportion of total 
remuneration to allow a firm to operate a 
fully flexible bonus policy. 
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Proposed policy 
requirements and principles

Proposed evidential 
provisions

Principle 9: Deferment of the 
majority of any significant bonus

The majority of any bonus should be 
deferred with a minimum vesting period 
if, when compared with fixed component 
of an employee’s remuneration, the bonus 
is a significant proportion of that fixed 
component. 

Principle 10: Linking deferred 
elements to the company’s future 
performance

Any deferred element of the variable 
component of remuneration should be 
linked to the future performance of the 
firm as well as the employee’s division or 
business unit. 

The synopsised draft Code sets out the main rules and evidential 
provisions. Guidance as envisioned by the FSA has been issued (with 
explicit instructions) to the incumbent financial service institutions that the 
issued draft and accompanying proposed guidance be considered as a 
benchmark for good practice until finalised and issued as a Handbook.
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In March 2009, the European 
Corporate Governance Forum, 
which examines best practices 
in Member States in the field of 
corporate governance, issued 
a public statement concerning 
the main principles that should 
govern the remuneration of 
Executive Directors. The Forum 
considers that Member States 
should ensure that these principles 
are incorporated in the national 
corporate governance codes and 
suggests that the Commission 
should issue a recommendation 
to this end. Furthermore, it 
suggests that a directive would 
be appropriate to ensure that 
listed companies disclose their 
remuneration policy and the pay of 
individual directors.

The Forum, while acknowledging 
that the determination of the 
pay structure and the levels 
should be left to companies and 
shareholders, advocates that 
certain best practices should be 
respected. Examples of the best 
practices that the Forum lists in its 
statement are:

That the level of variable pay •	
should be reasonable in relation 
to total pay level; 

That variable pay should be •	
linked to factors that represent 
real growth of the company and 
real creation of wealth for the 
company and its shareholders; 

That shares granted to •	
Executive Directors under long-
term incentive plans should vest 
only after a period during which 
performance conditions are met; 
and

That severance pay for •	
Executive Directors should be 
restricted to two years of annual 
remuneration and should not be 
paid if the termination is for poor 
performance.

The Forum furthermore considers 
that any rules should distinguish 
between executive pay in listed 
companies in general and 
remuneration in the financial 
services sector due to the potential 
high earning of non-board 
members in the latter.

As the process evolved in 
designing a firm policy document 
to be embedded into a final 
Commission recommendation, 
the following salient points were 
highlighted. 

The current financial crisis has •	
put Executive Remuneration 
back at the heart of the 
discussion. Questions have 
arisen as to the incentives 
created by variable pay 
schemes that may have 
resulted into excessive risk 
taking by financial institutions 
and to ever increasing levels of 
remuneration; 

The Forum believes that the •	
remuneration issues related to 
financial institutions should be 
distinguished from remuneration 
issues as general corporate 
governance issues. Both in 
terms of the relation between 
financial incentives and risk-
taking by the institution and in 
terms of the relation between 
Executive Remuneration and 
remuneration of employees 
of the institution, financial 
institutions have specific 
systemic characteristics that 
merit special treatment;
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The remuneration of Executive •	
Directors clearly is an important 
element of the governance 
regime of companies. In the 
last two decades a fundamental 
shift has occurred to introduce 
and regularly increase the 
level of variable pay, both in 
cash and in shares and rights 
to acquire shares. The key 
justification provided for this 
is that such variable pay could 
help to align the interests of 
Executive Directors with the 
interests of shareholders of 
listed companies. Meanwhile, 
experience has shown that 
variable pay schemes have 
become increasingly complex 
and that in certain instances 
this has lead to excessive 
remuneration and manipulation. 
This has raised questions 
of appropriate disclosure of 
Director Remuneration and of 
the role of shareholders and 
Non-Executive Directors in 
the process of determining 
Director Remuneration. In 2004 
the Commission has issued a 
recommendation to Member 
States dealing with remuneration 
disclosure and the role of 
shareholders and Non-Executive 
Directors. The effective impact 
of the recommendation has 
been minimal;

The Forum believes that further •	
progress needs to be made 
on the subject of Director 
Remuneration. In doing so, a 
different regulatory treatment is 
warranted for 

the disclosure of Director •	
remuneration; 

the process of setting •	
Director remuneration; and 

the substance of Director •	
Remuneration. 

Disclosure of the remuneration •	
policy of listed companies and 
of the individual remuneration 
of directors (executive and 
Non-Executive) and any 
material change to it should 
be mandatory for all listed 
companies in the EU. Disclosure 
of the remuneration policy, 
its structure and individual 
Director pay is necessary in 
order for shareholders to have 
an appropriate level of control 
over Director remuneration 
as well as an appreciation 
of the risk inherent in such 
arrangements. The disclosure 
should contain sufficient detail 
to enable shareholders to fully 
to understand the components 
of directors’ remuneration as 
well as progress towards the 
achievement of previously 
granted awards and should 
include details on pension 
entitlements and increases 
thereof and perquisites and 
other benefits in kind. Without 
such disclosure shareholder 
control over Director 
remuneration is illusory. The 
Forum believes all Member 
States should mandate such 
disclosure; currently only 
about 60% of Member States 
require disclosure of the 
remuneration policy and about 
two thirds of Member States 
require disclosure of individual 
Director Remuneration. The 
Forum recommends that such 
disclosure requirements be 
included in an EU Directive. 
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An appropriate process for •	
setting Executive Director 
remuneration requires that 
Executive Directors have no 
involvement whatsoever in 
setting Executive Director 
remuneration. Instead, this 
should be left to Non-Executive 
Directors and to shareholders. 
Where shareholders do not 
determine individual Director 
pay, such pay should be 
determined by Non-Executive 
Directors within the framework 
of a remuneration policy. Non-
Executive Directors involved in 
determining Executive Director 
pay should be independent of 
the company and its Executive 
Directors. Shareholders 
should be able to vote on the 
remuneration policy and any 
material change to it, whether in 
an advisory or binding capacity. 
Where shareholders do not 
determine individual Director 
pay, schemes that grant shares 
or rights to acquire shares to 
directors or that remunerate 
directors on the basis of share 
price movements should be 
approved by shareholders. 
Remuneration consultants who 
advise on Director pay should 
be independent of the company, 
its Executive Directors and other 
senior management and should 
only advise the Non-Executive 
Directors and be designated by 
them. Member States should 
be required to include such 
rules of process in a code of 
corporate governance that listed 
companies are required to apply 
(i.e. comply or explain). The 
obligation of Member States to 
include these rules of process in 
national corporate governance 
codes or legislation should be 
laid down in an EU Directive. 

The substance of Director •	
remuneration should not be 
regulated in a mandatory way 
at EU level. It is for companies 
and their shareholders to 
determine what pay structure 
and levels are appropriate for 
their directors in light of their 
particular circumstances and 
different practices and traditions 
in Member States are to be 
respected. Nonetheless, it is 
clear that, based on past and 
recent experiences, general best 
practices are evolving to ensure 
that the remuneration policy 
promotes the medium and long 
term interests of the company 
rather than the short term, 
that appropriate consideration 
should be given to the effects of 
incentive-based pay on the risks 
of the company, that excessive 
remuneration is excluded and 
that as little scope as possible 
is given to manipulation. 
The Forum believes that key 
elements of such best practices 
include the following:

The level of variable pay •	
(typically with both a short 
term and a long term element) 
should be reasonable in 
relation to total pay level. 
Generally, the larger the 
variable pay element is, 
the stronger the focus on 
the beneficiary’s personal 
interests becomes, to the 
possible detriment of the long 
term interests of the company 
and its shareholders. 
Companies should develop 
a clear policy on variable 
pay, within the remuneration 
policy subject to approval 
by shareholders. That policy 
should set maximum limits on 
all elements of variable pay. 
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Variable pay should be linked •	
to factors that represent 
real growth of the company 
and real creation of wealth 
for the company and its 
shareholders. The factors 
to be taken into account 
for variable pay should be 
independently reviewed by 
Non-Executive Directors. 

In order to reduce the short •	
term focus of variable pay, 
companies should consider 
deferring a substantial part of 
annual bonus payments to be 
released subject to continuing 
positive performance by the 
company over a period of, 
say two to four years. 

Stock options (rights to •	
acquire shares for a pre-
determined exercise price) 
carry an increased risk 
of market manipulation 
and gaming as the upside 
potential is leveraged. These 
risks can be mitigated if 
vesting of the options is 
deferred and subject to 
performance conditions. 
Underperforming stock 
options should be excluded 
from the remuneration policy. 

Shares granted to Executive •	
Directors under long-term 
incentive plans should 
vest only after a period 
during which performance 
conditions are met. At least 
a certain number of those 
shares as determined by the 
Non-Executive Directors (e.g. 
two times the value of total 
annual pay) should be held 
by directors until the end of 
their employment, with the 
exception of such part of 

those shares that need to be 
sold in order to be able to pay 
taxes due as a result of the 
grant of shares. 

To the extent possible under •	
applicable employment laws 
and companies’ legislation, 
the company should reserve 
the right, at the discretion of 
Non-Executive Directors, to 
reclaim performance linked 
remuneration elements 
which were paid to or vested 
on Executive Directors on 
the basis of results that 
afterwards were found to 
have been significantly 
misstated because of 
wrongdoing or malpractice 
(´claw-back´). 

Severance pay for Executive •	
Directors should be restricted 
to two years of annual 
remuneration and should not 
be paid if the termination is 
for poor performance. The 
two years restriction should 
not be circumvented by long 
notice periods or otherwise. 

Pension entitlements should •	
be fully disclosed and 
discretionary increases for 
departing executives should 
be avoided. Any benefit in 
kind should also be part of 
the remuneration package 
and should be fully disclosed. 

Benchmarking the •	
remuneration of Executive 
Directors with the 
remuneration of directors of 
companies in a peer group, 
combined with the practice 
of aiming to reward directors 
at the median or upper 
quartile of such peer group, 
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creates an autonomous 
upward pressure (“ratchet 
effect”) on the remuneration 
of directors of all companies 
which has no relation to 
underlying performance of 
these companies or personal 
performance of directors. 
Non-Executive Directors 
should not only benchmark 
the remuneration of Executive 
Directors externally with peers 
but should also benchmark 
their remuneration internally 
with the remuneration of 
other employees within 
the company in order to 
ensure a consistent and 
fair remuneration policy 
throughout the company. 

Non-Executive Directors •	
should have and exercise 
discretion to change 
the actual remuneration 
calculated on the basis 
of formulae, targets and 
benchmarks in order to 
ensure that the total pay 
Executive Directors receive 
is fair in relation to the 
company’s and their personal 
performance and not 
excessive. Any adjustment to 
the operation of established 
remuneration schemes should 
be fully disclosed.

These practices should be included 
in a code of corporate governance 
that listed companies are required 
to apply (i.e. comply or explain). 
The Forum recommends that a 
Commission recommendation to 
Member States supports such an 
evolution of best practices and 
that Member States organize a 
consultation at national level and 
monitor how best practices are 
included in their codes of corporate 
governance.

In the European Union (EU), the 
average level of executive pay has 
increased substantially over the 
last 15 years; largely as a result 
of the growing importance of 
variable (performance based) pay 
in the composition of directors’ 
remuneration. Whilst performance 
based pay was originally intended 
to align recipient interests with 
those of shareholders, various 
studies have questioned whether 
there is in fact a strong link 
between executive pay and 
performance. At the same time, 
there has been much public 
attention recently on egregious 
cases of reward for failure. The 
EU has firmly addressed this 
issue both for listed entities, and 
financial institutions –culminating 
in two documents recommending 
the way forward for the 27 EU 
member states. Consultation with 
stakeholders resulted two sets of 
recommendations on remuneration 
policies which address Executive 
Remuneration policy; both 
documents are dated 30 April 
2009. 

Conversely, the Commission’s 
existing recommendation on 
Directors´ remuneration in listed 
companies adopted in 2004 does 
not cover all the relevant issues. 
In particular, the recommendation 
does neither require Executive 
Remuneration to be aligned 
with the long term interest of 
companies, nor does it fully 
cover the remuneration problems 
identified in the financial sector 
which go beyond Executives 
in listed financial institutions. 
Recommendations tabled by the 
Commission would strengthen 
its 2004 recommendation and 
table a new recommendation on 
remuneration in financial services 





Contents



35
Executive Directors – Best practices and remuneration report 
PricewaterhouseCoopers June 2009

Corporate Governance – European Union

to address perverse incentives and excessive risk-taking throughout 
firms. The Communication also stated that the recommendations would 
be followed by legislative proposals bringing remuneration schemes 
within prudential oversight. Following on to the forum preambles, two 
recommendations were tabled. The first for listed companies and the 
second for the financial services sector. 

Listed Companies 

On 30 April 2009, the Commission of European Communities (EEC) 
published these recommendations to be embodied together with previous 
recommendations referencing in particular the second indent of Article 
211 of the European Union. The final document is summarised in the 
table that follows.

EEC 2009/385/EC Remuneration policy
Structure of the policy on 
directors’ remuneration

Where the remuneration policy includes variable 
components of remuneration, companies should 
set limits on the variable component(s). The non-
variable component of remuneration should be 
sufficient to allow the company to withhold variable 
components of remuneration when performance 
criteria are not met.

Award of variable components of remuneration 
should be subject to predetermined and 
measurable performance criteria. Performance 
criteria should promote the long-term sustainability 
of the company and include non-financial criteria 
that are relevant to the company’s long-term value 
creation, such as compliance with applicable rules 
and procedures

Where a variable component of remuneration is 
awarded, a major part of the variable component 
should be deferred for a minimum period of time. 
The part of the variable component subject to 
deferment should be determined in relation to 
the relative weight of the variable component 
compared to the non-variable component of 
remuneration.

Contractual arrangements with executive or 
managing directors should include provisions 
that permit the company to reclaim variable 
components of remuneration that were awarded on 
the basis of data which subsequently proved to be 
manifestly misstated.

Termination payments should not exceed a 
fixed amount or fixed number of years of annual 
remuneration, which should, in general, not 
be higher than two years of the non-variable 
component of remuneration or the equivalent 
thereof. Termination payments should not be paid if 
the termination is due to inadequate performance.
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EEC 2009/385/EC Remuneration policy
Share-based remuneration Shares should not vest for at least three years after 

their award. Share options or any other right to 
acquire shares or to be remunerated on the basis of 
share price movements should not be exercisable 
for at least three years after their award.

Vesting of shares and the right to exercise share 
options or any other right to acquire shares or 
to be remunerated on the basis of share price 
movements, should be subject to predetermined 
and measurable performance criteria.

After vesting, directors should retain a number of 
shares, until the end of their mandate, subject to 
the need to finance any costs related to acquisition 
of the shares. The number of shares to be retained 
should be fixed, for example, twice the value of 
total annual remuneration (the non-variable plus the 
variable components).

Remuneration of Non-Executive or supervisory 
directors should not include share options.

Disclosure of the policy on 
directors’ remuneration

The remuneration statement should be clear and 
easily understandable.

In addition the remuneration statement should 
include the following: 

an explanation how the choice of performance •	
criteria contributes to the long-term interests of 
the company; 

an explanation of the methods, applied in order •	
to determine whether performance criteria have 
been fulfilled; 

sufficient information on deferment periods with •	
regard to variable components of remuneration;

sufficient information on the policy regarding •	
termination payments; 

sufficient information with regard to vesting •	
periods for share-based remuneration; 

sufficient information on the policy regarding •	
retention of shares after vesting; 

sufficient information on the composition of •	
peer groups of companies the remuneration 
policy of which has been examined in relation to 
the establishment of the remuneration policy of 
the company concerned.
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EEC 2009/385/EC Remuneration policy
Shareholders’ vote Shareholders, in particular institutional 

shareholders, should be encouraged to attend 
general meetings where appropriate and make 
considered use of their votes regarding directors’ 
remuneration, while taking into account the 
principles included in this recommendation.

EEC 2009/385/EC The Remuneration Committee 
Creation and composition At least one of the members of the Remuneration 

Committee should have knowledge of and 
experience in the field of remuneration policy.

Role The Remuneration Committee should periodically 
review the remuneration policy for executive or 
managing directors, including the policy regarding 
share-based remuneration, and its implementation.

Operation The Remuneration Committee should exercise 
independent judgement and integrity when 
exercising its functions.

When using the services of a consultant with a 
view to obtaining information on market standards 
for remuneration systems, the Remuneration 
Committee should ensure that the consultant 
concerned does not at the same time advise the 
human resources department or executive or 
managing directors of the company concerned.

In exercising its functions, the Remuneration 
Committee should ensure that remuneration 
of individual executive or managing directors 
is proportionate to the remuneration of other 
executive or managing directors and other staff 
members of the company. 

The Remuneration Committee should report on the 
exercise of its functions to the shareholders and 
be present at the annual general meeting for this 
purpose.

Final provisions 

Member States are invited to take the necessary measures to promote the 
application of this recommendation by 31 December 2009.

In this respect, Member States are invited to organise national consultations with 
stakeholders on this recommendation and to notify the Commission of measures 
taken in accordance with this recommendation in order to allow the Commission 
to monitor closely the situation, and on this basis assess the need for further 
measures.
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Financial Services Sector

There is a general consensus that 
badly designed remuneration 
policies and compensation 
schemes in the financial services 
industry contributed to “short-
termism” and excessive risk-taking 
without adequate regard to long-
term performance of financial 
institutions. 

The European Commission has 
adopted a recommendation on 
remuneration in the financial 
services sector7. It recommends 
that Member States should ensure 
that financial institutions have 
remuneration policies for risk-
taking staff that are consistent 
with and promote sound and 
effective risk-management. 
The recommendation sets out 
guidelines on the structure of pay, 
on the process of design and 
implementation of remuneration 
policies and on the role of 
supervisory authorities in the 
review of remuneration policies of 
financial institutions. 

7 Disclaimer: This document is not intended 
to constitute legal or professional 
advice regarding policy requirements 
and principles set out by the European 
Commission to Member States; but 
are intended to alert the reader of this 
document regarding recommendations 
which need to be responded to by 
Member States of the European Union by 
31 December 2009. 

The recommendation invites 
Member States to adopt measures 
in four areas:

Structure of pay•	 : remuneration 
policies for risk-taking staff 
should be consistent with and 
promote sound and effective 
risk management. For this 
purpose, financial institutions 
should strike an appropriate 
balance between the level of 
the core pay and the level of 
the bonus. The payment of 
the major part of the bonus 
should be deferred in order to 
take into account risks linked 
to the underlying performance 
through the business cycle. 
Performance measurement 
criteria should privilege longer-
term performance of financial 
institutions and adjust the 
underlying performance for risk, 
cost of capital and liquidity. 
Financial institutions should also 
be able to claim back already 
paid bonuses, where data has 
been proven to be manifestly 
misstated (claw-back). 

Governance•	 : remuneration 
policy should be transparent 
internally, should be clear and 
properly documented and 
contain measures to avoid 
conflicts of interest. The board 
should have responsibility for 
oversight of the operation of 
the remuneration policy for the 
financial institution as a whole 
with an adequate involvement 
of internal control functions and 
human resources departments 
or experts. Board members and 
other staff involved in the design 
and operation of remuneration 
policies should be independent. 
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Disclosure•	 : remuneration policy should be adequately disclosed to 
stakeholders. The disclosure should be made in a clear and easily 
understandable way and contain core elements of the remuneration 
policy, its design and operation. 

Supervision•	 : supervisors should ensure, using the supervisory tools 
at their disposal, that financial institutions apply the principles on 
sound remuneration policies to the largest possible extent and have 
remuneration policies consistent with effective risk management. In 
order to address the question of proportionality, supervisors should 
take account of the nature and scale of the financial institution and the 
complexity of its activities in order to assess its compliance with the 
principles on sound remuneration policies.

The recommendation takes due account of efforts already made by 
several Member States and aims to foster these developments by 
identifying best practices to ensure greater convergence in the EU. The 
recommendation covers all sectors of the financial services industry so 
as to avoid loopholes and prevent distortions of competition between 
different sectors and financial institutions. The principles apply to all 
categories of staff whose professional activities have a material impact on 
the risk profile of the financial institution. 

The recommendation will be followed up by legislative proposals to bring 
remuneration schemes within the scope of prudential oversight. In June, 
the Commission will present proposals to revise the Capital Requirements 
Directive to ensure that regulatory capital adequately covers the risks 
inherent in banks’ trading book, securitisation positions and remuneration 
policies.

After one year, the Commission will examine both recommendations in 
the light of the experience acquired and of the outcome of the monitoring 
and will submit an evaluation report on Member States’ application of 
both recommendations.

The recommendations:

Remuneration policy Proposed policy requirements and 
principles

General Member States should ensure that financial 
undertakings establish, implement and maintain a 
remuneration policy which is consistent with and 
promotes sound and effective risk management 
and which does not induce excessive risk-taking.

Remuneration policy should be in line with the 
business strategy, objectives, values and long-
term interests of the financial undertaking, such as 
sustainable growth prospects, and be consistent 
with the principles relating to the protection of 
clients and investors in the course of services 
provided. 





Contents



40
 Executive Directors – Best practices and remuneration report
June 2009 PricewaterhouseCoopers

Corporate Governance – European Union

Remuneration policy Proposed policy requirements and 
principles

Structure of the 
remuneration policy

Where remuneration includes a variable component 
or a bonus, remuneration policy should be 
structured with an appropriate balance of fixed 
and variable remuneration components. The 
appropriate balance of remuneration components 
may vary across staff members, according to 
market conditions and the specific context in 
which the financial undertaking operates. Member 
States should ensure that remuneration policy of a 
financial undertaking sets a maximum limit on the 
variable component.

The fixed component of the remuneration should 
represent a sufficiently high proportion of the total 
remuneration allowing the financial undertaking to 
operate a fully flexible bonus policy. In particular, 
the financial undertaking should be able to withhold 
bonuses entirely or partly when performance 
criteria are not met by the individual concerned, 
the business unit concerned or the financial 
undertaking. The financial undertaking should also 
be able to withhold bonuses where its situation 
deteriorates significantly, in particular where it can 
no longer be presumed that it can or will continue 
to be able to carry out its business as a going 
concern

Where a significant bonus is awarded, the major 
part of the bonus should be deferred with a 
minimum deferment period. The amount of the 
deferred part of the bonus should be determined 
in relation to the total amount of the bonus as 
compared to the total amount of the remuneration.

The deferred element of the bonus should take into 
account the outstanding risks associated with the 
performance to which the bonus relates and may 
consist of equity, options, cash, or other funds the 
payment of which is postponed for the duration 
of the deferment period. The measures of future 
performance to which the deferred element is 
linked should be risk adjusted as set out below (see 
Performance measurement).

Payments related to the early termination of a 
contract which are awarded on a contractual basis, 
should be related to performance achieved over 
time and designed in a way that does not reward 
failure.

Member States should ensure that the (supervisory) 
board of a financial undertaking can require staff 
members to repay all or part of bonuses that have 
been awarded for performance based on data 
which has subsequently proven to be manifestly 
misstated.





Contents



41
Executive Directors – Best practices and remuneration report 
PricewaterhouseCoopers June 2009

Corporate Governance – European Union

Remuneration policy Proposed policy requirements and 
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Performance measurement The structure of the remuneration policy should be 
updated over time to ensure that it evolves to meet 
the changing situation of the financial undertaking 
concerned.

Where remuneration is performance related, its 
total amount should be based on a combination 
of the assessment of the performance of the 
individual and of the business unit concerned and 
of the overall results of the financial undertaking.

The assessment of performance should be set 
in a multi-year framework in order to ensure that 
the assessment process is based on longer term 
performance and that the actual payment of 
bonuses is spread over the business cycle of the 
company.

The measurement of performance, as a basis 
for bonus or bonus pools, should include an 
adjustment for current and future risks related to 
the underlying performance and should take into 
account the cost of the capital employed and the 
liquidity required.

When determining individual performance, non-
financial criteria, such as compliance with internal 
rules and procedures, as well as compliance with 
the standards governing the relationship with 
clients and investors should be taken into account.

Governance The remuneration policy should include measures 
to avoid conflicts of interest. The procedures for 
determining remuneration within the financial 
undertaking should be clear and documented and 
should be internally transparent

The (supervisory) board should determine 
the remuneration of directors. In addition, the 
(supervisory) board should establish the general 
principles of the remuneration policy of the 
financial undertaking and be responsible for its 
implementation.

Control functions and, where appropriate, human 
resources departments and external experts should 
also be involved in the design of the remuneration 
policy.

Members of the (supervisory) board responsible 
for remuneration policy and members of the 
Remuneration Committees and staff members 
who are involved in the design and implementation 
of the remuneration policy should have relevant 
expertise and functional independence from the 
business units they control and thus be capable 
of forming an independent judgment on the 
suitability of the remuneration policy, including the 
implications for risk and risk management.
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Governance (cont.) Without prejudice to the overall responsibility of 
the (supervisory) board, the implementation of the 
remuneration policy should, at least on an annual 
basis, be subject to central and independent 
internal review by control functions for compliance 
with policies and procedures defined by the 
(supervisory) board. The control functions should 
report on the outcome of this review to the 
(supervisory) board.

Staff members engaged in control processes 
should be independent from the business 
units they oversee, have appropriate authority, 
and be compensated in accordance with the 
achievement of the objectives linked to their 
functions, independent of the performance of the 
business areas they control. In particular, with 
regard to insurance or reinsurance undertakings, 
the actuarial function and the responsible actuary 
should be remunerated in a manner commensurate 
with her or his role in the insurance or reinsurance 
undertaking and not in relation to the performance 
of the undertaking concerned.

The general principles of the remuneration 
policy should be accessible to staff members to 
whom they apply. Those staff members should 
be informed in advance of the criteria that will 
be used to determine their remuneration and of 
the appraisal process. The appraisal process 
and the remuneration policy should be properly 
documented and transparent to the individual staff 
members concerned.

The general principles of the remuneration 
policy should be accessible to staff members to 
whom they apply. Those staff members should 
be informed in advance of the criteria that will 
be used to determine their remuneration and of 
the appraisal process. The appraisal process 
and the remuneration policy should be properly 
documented and transparent to the individual staff 
members concerned.
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Disclosure Without prejudice to confidentiality and data 
protection provisions, relevant information on the 
remuneration policy referred to in section II and 
any updates in case of policy changes should 
be disclosed by the financial undertaking in a 
clear and easily understandable way to relevant 
stakeholders. Such disclosure may take the form 
of an independent remuneration policy statement, 
a periodic disclosure in annual financial statements 
or any other form.

The following information should be disclosed: 

information concerning the decision-making a. 
process used for determining the remuneration 
policy, including if applicable, information 
about the composition and the mandate of 
a Remuneration Committee, the name of the 
external consultant whose services have been 
used for the determination of the remuneration 
policy and the role of the relevant stakeholders; 

information on linkage between pay and b. 
performance;

information on the criteria used for performance c. 
measurement and the risk adjustment; 

information on the performance criteria on d. 
which the entitlement to shares, options or 
variable components of remuneration is based; 

the main parameters and rationale for any e. 
annual bonus scheme and any other non-cash 
benefits.

When determining the level of the information 
which should be disclosed, Member States should 
take into account the nature, the size as well as 
the specific scope of activities of the financial 
undertakings concerned.

Supervision Member States should ensure that competent 
authorities take into account the size of the 
financial undertaking and the nature and the 
complexity of its activities when monitoring 
whether the principles contained in sections II and 
III are followed.

Member States should ensure that financial 
undertakings are in a position to communicate 
the remuneration policy covered by this 
recommendation to their competent authorities, 
including an indication of compliance with the 
principles set out in this recommendation, in the 
form of a remuneration policy statement subject to 
appropriate updates.
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Supervision (cont.) Member States should ensure that competent 
authorities may request and have access to all 
information they need to evaluate the extent to 
which the principles contained in sections II and III 
are followed.

Final provisions Member States are invited to take the necessary 
measures to promote the application of this 
recommendation by 31 December 2009 and to 
notify the Commission of the measures taken in 
accordance with this recommendation, in order 
to enable the Commission to monitor closely the 
situation and, on that basis, to assess the need for 
further measures.

The die has been cast to regulate listed companies and the financial 
services sector.
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All aspects of remuneration paid 
to Executive Directors are required 
to be disclosed in the Annual 
Report of the company8. Research 
clearly indicates that total cost 
to company is now more fully 
disclosed on than previously. 

Companies are required to 
provide full disclosure of directors’ 
remuneration on an individual 
basis, giving details of pay, bonus, 
share-based payments, restraint 
payments and all other benefits.

Annually, the Remuneration 
Committee is required to issue a 
remuneration report detailing the 
remuneration philosophy and how 
it has been implemented, including 
the adopted policy and by default 
how this aims to meet strategic 
objectives. It should be clear 
and easily understandable. The 
breakdown of various inclusions 
making up total remuneration paid 
to Directors is to be disclosed 
and in the case of base pay 
what benchmarks were used, 
and where the level paid fits to 
median to appropriate comparator 
companies. Levels above 
median require explanation and 
justification. The report should also 
summarise service contracts and 
salient features, including restraint 
clauses. Potential dilution that may 
result from share-based incentive 
awards should be explained. 

8 King III – Rule 1.28.

Share Based
Payments

Restraint of
Trade Payments

Other Payments
and Allowances

Performance Bonus

Total Cost
to Company

Benefits

Salary (base pay)

Allowances

Fixed Annual
Bonus

Motor & Travel

Medical Aid

Retirement
Funding

Total Guaranteed Cost Variable Cost+

Executive Director Remuneration –
Annual Report Disclosures

=   Total Cost to Company

The EU Commission’s 
recommendation (as tabled earlier) 
around the disclosure of the policy 
on director’s remuneration, state 
that the remuneration statement 
should include the following: 

an explanation how the •	
choice of performance criteria 
contributes to the long-term 
interests of the company; 

an explanation of the methods, •	
applied in order to determine 
whether performance criteria 
have been fulfilled; 

sufficient information on •	
deferment periods with regard 
to variable components of 
remuneration; 

sufficient information on the •	
policy regarding termination 
payments; 

sufficient information with regard •	
to vesting periods for share-
based remuneration; 

sufficient information on the •	
policy regarding retention of 
shares after vesting; and

sufficient information on •	
the composition of peer 
groups of companies the 
remuneration policy of which 
has been examined in relation 
to the establishment of the 
remuneration policy of the 
company concerned. 
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The global recession has rubbed deep into the minds of investors, and 
compensation of Executive Directors is the flavour of the day, placing 
onerous responsibility on Remuneration Committees, and ultimately the 
Board to decide on compensation. 

Human Resources (HR) professionals know that performance management 
is vital to the success of business operations. The world today is full 
of variables - including technology changes, economic slumps, and a 
shift in worker demographics. As a result, performance management 
is increasing in both importance and complexity. Now more than ever, 
HR professionals need a clear understanding of the components of 
performance management, and the role each of those components plays 
in helping to optimise business results. With better insight into many key 
areas of performance management - from compensation and competency 
management to succession planning and beyond - businesses will be ideally 
positioned to align, engage, retain, and develop their workforce talent for the 
good of the company, today and into the future.

Under this heading, we look at the main elements of remuneration and use 
the latest data for medium and large cap companies9 on the JSE over the 
past five years to explore trends in design and value as paid to Executive 
Directors. The trend for 2009 is difficult to predict since effects of the 
economic downturn have not gained sufficient traction to reflect on future 
remuneration levels. The historic basis will probably not be a fair basis to 
use in forecasting future trends. 

Since 95% of listed companies, measured by market capitalization, are 
included in the large and mid-cap companies, the remuneration profile for 
these companies has been examined in detail. An examination of the top 
100 companies reveals some trends which are worthwhile noting. The year 
on year escalation in the different components of remuneration considered 
here have escalated as follows:

Component 2004 – 
2005

2005 – 
2006

2006 – 
2007

2007 – 
2008

2004 – 
2008

Base pay -1% 32% 16% 34% 103%

Benefits -32% 41% 21% 31% 52%

Performance bonuses 56% 16% 37% -5% 137%

Total annual compensation 16% 34% 25% 16% 126%

Gains on shares 120% 154% -22% -21% 247%

9 Medium and large cap companies account for 95% of market capitalisation.

If you pick the right 
people and give them 
the opportunity to 
spread their wings and 
put compensation as a 
carrier  
behind it you almost 
don’t have to manage 
them. 
 
Jack Welch
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The component elements making up total remuneration in the top 100 
companies reflect the following in nominal terms10:

The variable components have been extracted for the same sample and 
the ratios against total guaranteed packages (TGP) and Total Annual 
Compensation. The trend is reflected in the following chart:

10 Inflation and/or exchange rate fluctuations (where this may have impacted the values) has 
not been accounted for in any values reflected in this report.
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Short Term Variable Incentive trends in the top 100 companies looking 
back five years reflect the following percentages: 

The component elements making up total remuneration in the top 40 
companies reflect the following trend in nominal terms:
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The medium (mid) cap companies reflect the following medians at 
nominal values:
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Mid-Cap Companies
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Banking

Eight months have passed since 
the collapse of Lehman Brothers 
punctuated the global financial 
crisis, touching off reverberations 
in the real economy that will 
continue to shape the business 
environment for some time to 
come. Remuneration practices 
in the banking sector are 
clearly under the spotlight, with 
dramatic failure in management 
governance. It is said, and not 
without reason, that the financial 
sector as a whole was being paid 
for failure. Yet, one should note 
that the highly paid incumbents in 
these sectors were paid to make 
money, measured against short-
term success. In retrospect, the 
directors were sitting on top of 
a time-bomb for decades. The 
most highly paid incumbents were 
of course the traders taking the 
brunt of management pressure, 
without knowledge beyond their 
trading function to flicker warning 
signs when making billion dollar 
decisions. Their mandate was to 
trade and be paid for results. It is 
with anticipation that one views 
the newly publicised regulations 
regarding bonuses (dare we say 
commissions) and how these 
regulations will affect the future 
of what we consider “the way of 
capitalism”. 

The Swiss are particularly 
conservative in banking practice 
and discipline. On 3 June 2009, the 
Swiss Financial Market Supervisory 
Authority (FINMA) issued a 
circular, opening a consultation 
period on remuneration systems, 
which will enter into force on 
1 January 2010. The Circular 
will have a direct impact on the 
remuneration systems of the 

financial institutions concerned. It 
aims to ensure that remuneration 
systems do not provide incentives 
which force the incumbents into 
inappropriate risks that could 
threaten the stability of financial 
institutions. Financial institutions 
will have to structure their variable 
remuneration packages (bonuses) 
on a sustainable and long-term 
basis in line with economic profit 
while taking into account the 
costs related to all risks entered 
into. Furthermore, Boards of 
Directors will have to discharge 
their duties more carefully. 
They are responsible for the 
remuneration policy of the entire 
company and will have to disclose 
the company’s remuneration 
policy in a remuneration report. 
The consultation period for the 
Circular will run until 14 August 
2009. Inappropriate risks and 
false incentives can threaten 
the stability and profitability of a 
financial institution. In accordance 
with international committees 
such as the Financial Stability 
Board and financial market 
supervisory authorities abroad, 
FINMA is proposing that, based 
on the organisational requirements 
of effective financial market 
legislation, the remuneration policy 
of financial institutions be made 
subject to supervisory regulation. 
In contrast to comparable 
international regulations, the 
Circular will apply not only to large, 
systemically relevant banks, but to 
all financial institutions supervised 
by FINMA. This is the Swiss 
approach.

Remuneration systems should 
increase employees’ risk 
awareness. FINMA views variable 
remuneration as the employees’ 
stake in the success of the 
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company and requires that all 
variable remuneration paid out 
must actually have been earned by 
the company over the long term. 
By contrast, variable remuneration 
is not paid if a company does 
not perform well. FINMA defines 
success based on economic profit. 
As a result, a company only creates 
added value if an excess remains 
after deducting the full risk-
adjusted cost of capital. The more 
sustainable a company’s positive 
performance, the more employees 
can benefit from variable 
remuneration. FINMA requires that 
the criteria used to award variable 
remuneration are not based on 
the short-term performance of 
individual company units and 
employees. This is to prevent 
employees pursuing targets that 
have little to do with the long-
term success of the company 
or that do not take into account 
the risks entered into. Deferred 
remuneration components must 
be subject to fluctuations in value 
during the holding period so as 
to further increase risk awareness 
and the incentive for sustainable 
business. If the company performs 
negatively, deferred remuneration 
should make up the majority of 
the variable remuneration, as it is 
linked to the company’s success 
and only increases in value once 
the economic situation of the 
company has improved. FINMA is 
to increase market discipline by 
introducing new transparency and 
reporting obligations.

The proposed provisions with 
regard to transparency go 
beyond specific initiatives on an 
international level and the current 
requirements under Swiss law. 

While the current company and 
stock market disclosure legislation 
only requires disclosure of the 
remuneration received by senior 
management, FINMA is calling 
for summary disclosure of the 
remuneration structure for all 
employees. FINMA has opened the 
public consultation phase and is 
inviting all supervised entities and 
other interested parties to submit 
suggestions to FINMA. These 
suggestions must be received 
by 14 August 2009. It plans to 
set out the definitive provisions 
in September 2009, with the 
Circular entering into force as 
of 1 January 2010. This will give 
financial institutions a transitional 
period during which they can bring 
their remuneration systems into 
line with the new requirements. 
FINMA expects the remuneration 
systems of all financial institutions 
concerned to comply with the 
principles set out in the Circular 
from 1 January 2011 onwards.

Following the tsunami caused 
by the American banking crisis, 
UBS already has to measure 
itself against a strict benchmark 
in 2009. Although the Circular on 
remuneration systems will not 
enter into force until the start of 
2010, UBS must comply with the 
principles contained in the Circular 
during the 2009 financial year. This 
stems from the agreement between 
the Federal Department of Finance, 
the Swiss National Bank and UBS 
as part of the package of measures 
approved in autumn 2008. FINMA 
will monitor UBS’s implementation 
of these measures.
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When your money is entrusted to 
bankers it is assumed that banks 
sail on calm seas, a fallacy that any 
Director of a bank knows is not true 
– banking is a high risk business 
and is more complex today than 
it has ever been with complex 
instruments floating in rough water 
daily. 

Within reason, the question is how 
do the executives in the South 
African financial services sector 
stack up?

Since 2004, the nominal median 
base pay paid to directors of 
the major banks in this country 
escalated by 70% and median 
benefits by 55%. Fringe benefits 
included in guaranteed package 
(TGP) are mainly retirement and 
medical benefits, with motor and 
travel allowances being granted 

since 2006 and escalating. It is of 
interest to note that banks are also 
paying board fees to Executive 
Directors in some instances 
ensuing recent increases in 
board committee meetings where 
Executive Directors are required 
to contribute in a meaningful way. 
This has especially been evident 
where the bank has international 
connections. There is no indication 
that this trend will continue 
although the value paid has 
escalated by 168% in the last three 
years, although from a low base. 

Performance bonuses, on the other 
hand have escalated by 161% 
since 2004. The main feature of 
total remuneration in the banking 
industry is the incidence of gain on 
long-term, which has increased 
from R382 000 in 2004 to R5 
million in 2008. 
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Construction

Construction and construction 
materials are viewed as one sector 
by the securities market. The 
construction industry has received 
a welcome boost due to the huge 
projects undertaken by government 
and the private sector. With the 
upcoming Soccer World Cup, 
construction projects have played a 
major role in keeping the industry 
on track. In times of change, 
especially growth, demands made 
on Boards of Directors will escalate 
Directors’ remuneration to secure 
suitable candidates for the 
responsibilities to meet fiduciary 
responsibilities, hence the cost to 
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company for Directors in office has 
increased measurably in this 
sector. In the five years 2004 to 
2008, median base salaries for 
Executive Directors have escalated 
by 185%; benefits by 235%; 
performance bonuses by 397% 
aggregating median annual 
compensation by an increase of 
214%. Executive Directors in the 
construction industry benefitted 
with a whopping 1477% increase 
in gains on share transactions in 
this period. Total directors 
remuneration escalated by 347% 
(median) in this industry. The 
following chart reflects the position.
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Food

The companies in the food sector 
on the JSE are varied - some 
are food producers, and others 
purveyors of food and related 
products. This sector also includes 
beverages. Their task is both 
challenging and arduous with the 
gap between the haves and the 
have-nots widening daily. The 
management of these companies 
is faced with the challenge to keep 
shareholders happy on the one 
hand and bring food to the market 
that is affordable to a wide cross-
section of the population. In the 
food producing area especially, 
the maintenance of cost levels 
is a daunting task, especially in 
livestock such as poultry, which 
is still the most affordable meat 
product for the poor. The price of 
grain and other feedstock is driving 
prices to unaffordable levels.

Despite growing attention in the 
world media and expanding aid 
efforts by many organisations, 
the world hunger crises deepens 
as many communities locally and 
abroad struggle with daily hunger 
and starvation. Basic staples that 
feed the world - wheat, rice and 
mielies (corn) - continue their 
inexorable rise in cost and scarcity. 
Of more than 840 million people 
who are malnourished across the 
globe – 799 million of them live in 
the developing world, including 
South Africa. Food prices continue 

to rise, as the country faces the 
lowest harvest of mielies in 30 
years. 

The sharp decline in consumer 
confidence was confirmed by 
trends emerging from the mass 
grocery retail sector, which directly 
affects the food and drink sector. 

Furthermore, the state of the 
economy has predictably restricted 
mergers and acquisitions (M&A) 
and organic growth activity within 
the food and drink industries. 
While attractive companies may 
become available in 2009, securing 
financing could prove a challenge 
with the current lack of available 
finance. The acquisition of French 
cognac label Bisquit by leading 
wine and spirits producer Distell 
(partly owned by SABMiller) for 
ZAR400 million (US$38 million) 
has been one of the most notable 
deals.

While economic weakness has 
placed food and drink companies 
under strain these industries 
appear to be strong over the 
long term. South Africa’s food 
consumption is expected to grow 
by 50% through to 2013. South 
Africa is set to develop into an 
increasingly significant export 
hub for food and drink products. 
Exports to 2013 are conservatively 
forecast to grow by 70%.
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It is enlightening to observe that 
the Directors have kept 
remuneration escalation to a 
minimum. In the five years 2004 to 
2008, median base pay has 
increased by a mere 21%; benefits 
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by 41%; performance bonuses by 
66% and total annual 
compensation by 38% - all at 
median level. There was a rise in 
2007, but the median has settled 
back in all remuneration 
components in 2008.

 Healthcare

For the sake of brevity, in this 
report, pharmaceuticals have been 
combined with other healthcare 
entities such as clinics and similar 
companies.

As with food, healthcare is an 
essential requirement to the 
wellbeing of the population. 
All countries face the same 
challenge globally: how to care 
for the sick within affordable 
cost parameters. Facts do not 
cease to exist because they are 
ignored. The fact is that the major 
players in the health arena are the 
private hospitals, and they are the 
mainstay of medical practice in 
South Africa – for those who are 

able to afford it. Private hospitals 
play an extremely important role 
in South Africa, but unfortunately 
the healthcare available is for the 
few. The greatest challenge faced 
by this sector is to use extreme 
innovation to expand beyond the 
confines of their current reach and 
find a way to partner with the poor, 
and yet have a viable business. To 
survive a plan should be invented 
and auctioned. Fail to plan, plan to 
fail. 

South Africa has one of the 
most developed pharmaceutical 
markets in the Middle East and 
Africa region – only Turkey’s 
market is larger. Pharmaceutical 
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spending was US$3bn in 2006, 
and forecasts indicate that this will 
rise to around US$5bn by 2011. 
Market growth will be hampered 
by a series of cost-containment 
measures introduced by the South 
African government who are in the 
process of drawing up a National 
Health Reference Price List, which 
will increase transparency in the 
private health sector. Many in the 
industry see this as a way for the 
government to exert downward 
pressure on pharmaceutical prices.

Demand for antiretroviral 
medication will remain high due to 
the country’s position as the centre 
of Africa’s HIV/AIDS pandemic. 
Since the majority of patients have 
low incomes, and are reliant on 

state healthcare, funding for drugs 
will remain a problem.

South Africa became the first 
developing country to join the 
Pharmaceutical Inspection 
Convention and Co-operation 
Scheme, which sets out stringent 
good manufacturing best practice 
guidelines. Most multinationals 
operating in South Africa already 
complies with the scheme. 
Aspen Pharmacare is rated as 
one of the world’s top-20 generic 
manufacturers.

Median base pay has increased by 
61% over a period of five years and 
benefits by 37%. Performance 
bonuses show a median increase 
of 242% for the same period.
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 Industrial

To think that the industrial 
revolution is over is like somebody 
in 1830 saying that the entire 
industrial revolution is over 
because textile manufacturers in 
Manchester went broke. We live in 
a time when automation is ushering 
in a second industrial revolution, as 
Japan after World War II so aptly 
demonstrated that automation 
does not take away jobs, but 
creates them. South Africa with 
strong leadership has the ability 
to expand our place in the sun by 
becoming an industrial powerhouse 
for Africa – the motor industry has 
shown this in the past – there is no 
reason that it cannot do so again, 

The European engineering 
sector is worth close to 3,000 
billion Euros, employing 
nearly 20 million EU 
citizens and is comprised 
of approximately 375,000 
companies, according to 
the European Commission. 
Interestingly, 90 percent of 
the European engineering 
industry’s incumbents are 
small and medium-sized 
enterprises, also known as 
SMEs. Since the early 1990s, 
these companies have come 
under immense pressure from 
increased foreign competition 
in low-cost centers, 
cheap imports and from 
outsourcing. As a result, there 
has been a massive reduction 
of around 20 percent in 
the number of SMEs in the 
sector. Recently tightened 
environmental legislation and 
the associated costs have 
further squeezed the bottom 
line. As the sector’s economic 
base has increasingly 
withered, many experts have 
alluded to a terminal decline.

and so too many other sectors of 
South African industry can flourish 
with strong innovation and a 
trained labour force. 

The trend of industry during the 
past five years is clearly mirrored in 
the chart below depicting Executive 
Directors’ pay. The country would 
be honoured to see this chart climb 
beyond the chart boundaries – so 
long as they engineer and innovate 
the industrial sector along with the 
climb. Industry needs to take that 
step and fill the gap between 
mining raw materials and finished 
product. Don’t be afraid to take one 
large step because you cannot 
cross a chasm in two small leaps. 
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Insurance

This is serious business, and 
risk is how it’s spelt. Directors in 
insurance companies face daily 
root canal treatment, especially 
lately. Nine months ago when AIG 
needed to be bailed out by the 
American government there was an 
apparent surprise that the largest 
re-insurance firm globally would 
be in trouble when Wall Street 
was business as usual. But it was 
not business as usual. Trillions of 
uninsured re-insurance dollars were 
ready to bring the house of cards 
down. If AIG had failed, nothing 
could stop the avalanche of failures 
globally, and this report would 
probably not have been necessary. 
The problem has not gone away, 
and only time will tell how this saga 
will wind down.

The global financial crisis has only 
served to underscore the fact that 
the insurance and reinsurance 
industries operate in a global 
economy, and is fuelling the debate 
over regulatory reform that has 
been simmering for several years.

In the top 100 companies trading 
on the JSE, there are only four 
major players with an aggregate 
market capitalisation of R154 
billion. The nature of the insurance 
business cannot preclude the 
possibility that global activities and 
decisions made elsewhere have a 
direct impact on this sector locally.

Nominal median base pay in the 
insurance industry has escalated 
by 42% in five years; benefits by 
40% and performance bonuses 
by 102%. Research unveils that 
performance bonuses were based 
on short-term measures. New 
regulations emanating from the 
global platform will no doubt 
have a knock-on effect in future 
remuneration decisions made 
in the insurance industry, and 
Remuneration Committees will be 
hard pressed to act appropriately 
– historically the major part of 
agents was based on short-
term performance pay, although 
one should acknowledge that 
claw-back provisions apply for 
commission earned in the field.
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Media

When times are tough, people want 
to be entertained. This is no doubt 
a way of masking difficulties, and 
may auger well for the 
entertainment industry in these 
troublesome times. The advent of 
the Soccer World Cup is clearly 
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showing in all forms of advertising, 
and this boost to the media sector 
will bring benefit in the short term. 
There are clear signs of 
consolidation by way of MBR in the 
media sector, as well as an 
enlargement of their global 
footprint.
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Mining

Mining is the foundation of the 
South African economy as it is 
upon the mining industry that the 
economy of South Africa was 
and is built. Prior to the discovery 
of gold, coal and diamonds, the 
South African economy was based 
on agriculture. The mining industry 
today does not function in isolation. 
Overall strategies and decisions 
take place through consultation 
within the tripartite structures and 
involve business, government and 
labour.

Mining continues to support and 
stimulate growth and development 
in the country. Mining companies 
contribute extensively to South 
Africa’s tax base; rail, road and 
port development is more often 
than not spurred on by the 
development of new and extended 
mining operations; new towns are 
established in mineral rich areas; 
it attracts new investment into 
the economy; it leads the way in 
empowerment, skills development 
and transformation; and it injects 
over R40-billion into the economy 
via wages.

Mining, more than any other 
industry, is an extremely diverse 
endeavour encompassing as it 
does a host of commodities from 
platinum to diamonds and coal to 
sands. These are extracted from 
a variety of different geologies 
in many and varied parts of 

South Africa and beneath the 
country’s oceans. The people 
who work in the industry come 
from disparate backgrounds, 
gender and race. A complex mix 
of qualifications, abilities, talents 
and experience are called for in the 
industry and the continuum from 
exploration through excavation, 
production, and beneficiation and 
sales incorporates a myriad of 
opportunities for everyone.

Running the mining industry is a 
challenge of many disparate skills, 
and Executive Directors in this 
industry invariably have a lifetime 
romance with mining – which is 
evident when speaking to them.

There has, however, been a trend 
evident when their remuneration 
practice is concerned in that the 
main players in the industry are 
paid in foreign currency based 
on the economics of the country 
currency. When these values are 
converted to Rand values for 
analysis the picture reflected is 
skewed, as can be seen in the 
escalation on the mining chart. 
There is a double effect in both the 
value of the Rand on exchange 
conversion as well as the foreign 
cost to company upon which the 
payments are predicated. The 
increases, which are steep, reflect 
these components rather than local 
remuneration annual increases. The 
values are nominal median. 
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Petroleum Refiners of South Africa 
(1967) and the establishment 
in 1990 of the first international 
marketing company, Sasol 
Chemicals Europe, which paved 
the way for their globalization 
programme. The company 
has developed world-leading 
technology for the conversion of 
low grade coal into value-added 
synfuels and chemicals. Today 
Sasol’s operational footprint 
extends to more than 20 countries 
and exports to over 100. Sasol is 
one of the top five publicly listed 
companies in South Africa and is 
quoted on the JSE and the NYSE.

South Africa is indeed proud of 
Sasol as an international icon.

With so much to be proud of, 
the remuneration policy reflects 
responsible management, in that 
the median base pay in nominal 
terms for Executive Directors in 
this sector grew by a mere 39% 

Oil and Gas

Sasol is the main player in this 
sector with two out of the three 
players belonging to Sasol.

The history of Sasol began in 
1927 when a White Paper was 
tabled in Parliament to investigate 
the establishment of a South 
African oil-from-coal industry. It 
was realized then that, because 
South Africa did not have crude 
oil reserves, the country’s 
balance of payments had to be 
protected against increasing 
crude oil imports. After many 
years of research and international 
negotiations, the South African 
Coal Oil and Gas Corporation 
was formed in 1950. From its 
first eight drums of creosote to 
the acquisition of the German 
CONDEA Group in 2001, Sasol 
is a company whose success 
has been founded on innovative 
thinking. Major milestones include 
their first automotive fuel (1955), 
the construction of the National 
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over a five-year period. Performance bonuses fared well, and this is 
understandable considering the vast achievements made at Sasol. 
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Personal Goods

In 2008, British American Tobacco 
plc (BAT) listed on the JSE. The 
market value of BAT changed the 
geography of the personal goods 
sector completely. By market 
capitalisation it is neck-to-neck 
with mammoth BHP Billiton, the 
largest listed mining company. 
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In November 2008, the JSE took 
the stance that BAT would not be 
included into the top 40 index since 
it is an “inward foreign listing”. BAT 
is included here since it will no 
doubt reflect on future analyses9.

9 No values reflect for 2004 and 2005 since 
Personal Goods did not reflect in the large 
or mid-cap sector.
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Retail

Retail is where we all go daily to 
find food and most consumables. 
It touches the lives of all in that 
the service offered by retail is 
the logistics to feed the nation. 
Supermarketing had started in 
South Africa in about 1951 when 
the then OK Bazaars put the 
first food department into their 
Johannesburg downtown Eloff 
Street store. From then on, retailing 
would take on a new identity as 
the place where the citizen will go 
and buy cheaply for good value. 
This development unfortunately 
decimated the number of corner 
grocery stores throughout South 
Africa and today names like Pick 
‘n Pay, Shoprite, Massmart and 
Woolworths amongst others have 
become household names. The 
retail industry has undertaken 
a metamorphosis where niche 
markets are being capitalised on to 
meet the needs of different tastes 
and style. 

Shoprite, Africa’s largest retailer by 
market capitalization, has benefited 
from the belt tightening. It reported 
that sales in the six months to 
December 31 2008 grew 27% 
year-on-year to reach ZAR29.6bn 
(US$2.90bn). Its ability to service 
the lower and middle ends of the 
market has proven particularly 
useful as consumers have striven 
for value. Shoprite operates 301 

stores in South Africa and a further 
70 in 16 other African markets.

Meanwhile, upscale retailer 
Woolworths has slashed prices in 
order to stem the tide as it loses 
market share to its competitors 
once again a metamorphosis to 
meet the changes in the downturn. 
While the retailer reported 
relatively robust sales growth of 
8.1% year-on-year to ZAR10.5bn 
(US$1.04bn), it is bracing itself for 
a much more challenging times 
ahead and has indicated that it is 
to slow down store expansions. 
Organic growth last year was 
driven by higher food prices and 
store expansions. 

There have been many social 
spin-offs from the retail sector, 
especially from its leaders – 
and in particular Mr. Raymond 
Ackerman of Pick ‘n Pay who has 
pioneered many philanthropic 
initiatives during his remarkable 
career. During research it was 
clearly visible that this iconic 
personality never took advantage 
of the company by paying himself 
exorbitant Directors’ fees – his 
moderation is evident, consistently. 
This practice is evident in other 
companies as well, and the median 
base pay increase between 2004 
and 2008 is 19%.
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Technology

The computer chip has evolved 
from a simple integrated circuit 
to a microprocessor with millions 
of transistors. The first working 
integrated circuit on germanium 
was demonstrated by Jack Kilby 
at Texas Instruments in 1958. This 
prototype had a transistor attached 
to two gold wires and a capacitor. 
The germanium itself, secured 
on a glass slide, was divided 
into three resistors by tabs at the 
bottom. By showing that all three 
types of components could work 
in the same slice of germanium, 
Kilby offered a way to improve the 
performance and lower the cost 
of electronic devices. In 1965, 
when Fairchild Semiconductor’s 
Gordon Moore predicted that 
the number of transistors on a 
computer chip would double every 
year, the most advanced chips had 
around 60 components. In 1975, 

Moore - who cofounded Intel in 
1968 - reconsidered his prediction 
and revised the rate of doubling 
to roughly every two years. So far, 
history has proved him more or 
less right. But growth may soon 
slow as engineers find it harder to 
contend with the heat produced 
and power consumed by transistor-
crammed chips. The time is ripe for 
innovation, and South Africa has 
the knowledge to play a meaningful 
role in technological development.

The computer chip drives 
technology today. Money by way 
of unimaginable riches for the tech 
savvy founders of tech companies 
has always driven development. 
The remuneration paid to Executive 
Directors in this sector is above 
overall nominal medians in many 
other sectors. 
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Telecommunication

In the 1870s, two inventors, 
Elisha Gray and Alexander 
Graham Bell, independently 
designed devices that could 
transmit speech electrically (the 
telephone). Both men rushed their 
respective designs to the patent 
office within hours of each other; 
Alexander Graham Bell patented 
his telephone first. Elisha Gray and 
Alexander Graham Bell entered 
into a famous legal battle over the 
invention of the telephone, which 
Bell won.

What is significant is that beyond 
the fixed line telephone, the mobile 
telephone has evolved into one of 
the greatest tools of empowerment 
in Africa, allowing direct speech 
communication, small effective 
messaging, personal banking 
and trading between people 
with little or no literary ability. 
The demand for mobile phones 
across Africa is huge and rapidly 
expanding. In 2001, less than 3% 

of the population had access to a 
telephone. Since then the number 
of mobile subscribers has grown 
to over 50 million, representing 
over 7% of the population. The 
number of subscribers is currently 
expanding at around 35% a year, 
and is forecast to continue, and 
the horizon is indeterminable at 
this time. The rapid expansion 
of markets is clearly linked to 
liberal regulatory environments, 
where operators have been given 
freedom to respond to customer 
requirements. Globally, the industry 
recognises that its next one 
billion customers will be won by 
companies that develop business 
models that work for poorer 
people. This presents enormous 
opportunities for the delivery of 
pro-poor services. Affordability 
is a key issue, with the cost of 
telecommunications in Africa 
remaining amongst the highest in 
the world, opening the door for 
low cost operators in the future. In 
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South Africa the telecommunication 
industry is healthy and expanding 
rapidly, notably MTN with a 
footprint extending as far afield as 
Syria and Afghanistan. Vodacom 

is the most recent addition in this 
sector on the JSE, and there is little 
doubt that their full privatisation 
will enable them with their partner 
Vodafone to extend their African 
footprint with alacrity. 
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Travel & Leisure

South Africa is an untapped 
tourist destination. The forced 
infrastructure development for the 
Soccer World Cup should reap 
huge benefits for this industry; 
provided this is recognised in such 
a way that this great opportunity is 
not missed. Currently there appear 
to be two systems on offer in the 
travel and leisure industry: one 
price for the tourist and another 
for the locals. This strategy will not 
work, as has been demonstrated 

elsewhere in the world where the 
tourist industry fell flat for the 
same mindset; most recently Spain 
(following the Barcelona Olympics) 
and China where tourists are 
disappointed about this two-tier 
system that takes unfair advantage 
of the traveller. A real opportunity 
facing South Africa post the 2010 
games should not be missed; 
companies should carefully 
innovate to get fair advantage, not 
exploitation since the latter always 
returns a loss. 
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Long-term incentives will 
undoubtedly be under scrutiny 
from all quarters – the daily media 
has created a syndrome that has 
spread throughout society – all 
management is overpaid; there 
should be no incentives – and this 
has moved the review of long-
term incentives into the public 
domain. Executive compensation 
has been under intense scrutiny 
from investors, the media, the 
government, and shareholder 
advocacy groups and the popular 
perception is that executive 
compensation is both “out of 
control” and not linked to company 
performance. 

The economic crisis brought 
about by the meltdown of the 
U.S. financial sector has spread 
throughout the global economy. 
South Africa is not excluded. The 
crisis, which has not stopped at 
financial firms but has extended 
to most industries, has had clear 
effects on executive compensation 
plans, corporate-wide bonus plans, 
and long-term incentive plans. 

Share Options – Now 
Underwater

With share prices on average down 
34% since last May, and many 
companies’ share prices down as 
much as 75%, underwater share 
options are probably rampant. 
Companies may have options that 
were granted in the last three to 
four years that are now significantly 
underwater. Every company’s 
situation is unique and must be 
considered in its own light. 

To be prepared for questions 
that will undoubtedly be raised 
concerning share options, the 

following questions will help 
Remuneration Committees in their 
discussions of whether to address 
underwater options:

Is the company’s share price •	
decline primarily due to outside 
forces?

By how much (%) have share •	
options been underwater and for 
how long?

In the event of a general short-•	
term rise in the market will this 
eliminate underwater share 
option conditions?

Did performance based equity •	
grants produce results expected 
by their design?

Do executives have competitive •	
levels of equity participation?

How many shares are available •	
in the equity incentive plan 
without seeking shareholder 
approval for more shares?

Do the CEO and CFO hold a •	
substantial percentage of all 
underwater share options?

If the underwater situation •	
can be corrected, will this 
be perceived as “one more” 
incident in a series of negative 
events?

LTI Grants – Annual Tranche

Because of the massively 
depressed share prices of most 
companies, upcoming annual LTI 
grants will create challenges for the 
Remuneration Committee when 
advising the board on required 
action. Using the traditional 
valuation models (such as Black-
Scholes or Binomial models) off 
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the current share price yield burn 
rates11 that may not be acceptable. 
For example, if a firm granted 3% 
of shares outstanding last year and 
its share price is down 50% this 
year, it would require a burn rate 
of 6% to deliver the same value to 
executives and employees. To add 
further complexity to the situation, 
it is difficult for companies to ask 
shareholders for additional shares 
during such troubled economic 
times, so they need to conserve 
the remaining shares they have 
available for grant to conduct 
“business as usual” under current 
schemes. Questions companies 
will need to address: 

How do we approach this 
problem? Since most companies 
now have share prices that are 
dramatically lower than they were 
at their last revision date (see table 
above on ALSH), using a standard 
Black‐Scholes or Binomial model 
approach to calculate the number 
of options to grant, or using the 
current share price to determine 
how many restricted shares to 
grant, will simply not work. There 
are two primary reasons for this:

Using a traditional model when the 
share price is half to a third of what 
it was at this point last year will 
result in using two to three times 
the same number of shares this 
year to deliver equivalent value. 
This will result in burn rates that 
are simply unacceptable if not 
unmanageable.

By using competitive long-term 
incentive proxy data from 2007 
or 2008 before the economic 
meltdown - for most companies 

11 The number of shares that are required to 
fund the LTI grants annually.

the values that were delivered 
previously will be simply 
unattainable this year. It is 
expected that the LTI grant values 
will tend to drop significantly this 
year, but this will not show up 
until the 2009 proxies. Companies 
cannot wait that long to plan 
competitive LTI grants now. The 
chicken is before the egg so to 
speak. 

As a result, a new approach is 
necessary and professional advice 
is a prerequisite. 

LTI Plans – Performance 
Based

Research indicates that many 
companies have migrated to the 
use of cash or share performance-
based LTI in the recent past. 
These plans align executives 
with shareholder interests and, 
when they are share-based, often 
significantly reduce share dilution 
by providing the same value as 
options but with fewer shares. With 
the recent decline in the market, 
the trend is that many plans are 
unlikely to pay out, or will pay out 
significantly below target. There are 
a few additional issues that need to 
be factored in:

With these plans, it is possible 
to extend the timeframe for 
achievement. If it were originally 
designed as a three‐year plan, the 
timeframe could be extended12, 
such as for another year or two. 

12 Depending on governance rules and 
regulations pertaining to the company. 
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Long-term incentives

There are two issues here:

it is virtually impossible to •	
determine how long this 
economic downturn is going to 
last, so an extension may not fix 
the problem13; and 

the change in the timeframe •	
results in an additional and 
potentially considerable expense 
to the company - which may not 
sit well with the shareholders.

Companies can keep these 
performance-based awards active, 
even though the probability of 
achievement is minimal. If awards 
are not achieved, companies 
may also reverse the expense 
(with the exception of market-
based measures). Given the 
small probability of the grant ever 
paying out, most companies would 
issue another grant; however, 
if the economy were to recover 
significantly, there is the possibility 
of “double dipping,” as both grants 
could pay out.

13 If the downturn persists, then to achieve 
a position of equilibrium may not even be 
possible.

If a new award is granted during 
this period, setting the right 
performance targets, thresholds, 
and stretch is extremely difficult to 
do, especially since no previous 
precedent is available – in the 
general sense. There may be a 
method whereby overlapping 
two or three-year grants during 
this time, given the uncertainty of 
market conditions and the inability 
for companies to accurately predict 
financial targets. In the short run, 
firms may also want to consider 
using key performance or strategic 
objectives instead of financials as 
the primary metric for share plans 
and awards.

There are many other factors to be 
considered when approaching a 
new paradigm of this magnitude, 
and professional advice should 
figure clearly on the agenda.
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State-owned enterprises

The shares of State-Owned 
Enterprises (SOE) belong to the 
government, and therefore SOEs 
have a unique indirect responsibility 
to tax payers in the affairs of the 
company. 

King III has highlighted this and 
recommends that the directors 
should ensure that the company’s 
stakeholder policy recognises the 
government as a stakeholder and 
should address in particular the 
company’s duties to comply with 
the law. The policy should also 
address the role of the company as 
a stakeholder in government. The 
policy should, among others: 

guide directors, officers and •	
employees in their interaction 
with government, politicians and 
civil servants;

set out the principles that apply •	
when the board considers 
making a financial contribution 
to any political party or group 
(there is a school of thought that 
suggests good governance is to 
remain apolitical and not make 
donations to a political party); 
and 

ensure that its directors, •	
officers and employees do not 
participate in any activity that 
may corrupt any civil servant 
or corruptly undermine any 
government function.

Directors of SOEs should ensure 
that these policies include 
compliance with the provisions 
covered in tax legislation applicable 
to companies in all their respective 
capacities. Companies have a 
duty wider than paying company 
tax as they need among others 
to comply with withholding tax 
provisions, thereby respecting the 
relationship between the company 
and government. 

It is of passing interest to note that 
before the economic meltdown 
global trends reflected that SOEs 
are privatising rapidly; this has 
stalled, although Public Private 
Partnerships are flourishing.
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Appendix I – Financial Stability Forum Re-Establishment

Financial stability forum

2 April 2009

Financial Stability Forum re-
established as the Financial 
Stability Board

As announced in the London 
Summit declaration issued today, 
a broad consensus has emerged 
towards placing the FSF on 
stronger institutional ground with 
an expanded membership – to 
strengthen its effectiveness as a 
mechanism for national authorities, 
standard setting bodies (SSBs) and 
international financial institutions 
to address vulnerabilities and to 
develop and implement strong 
regulatory, supervisory and other 
policies in the interest of financial 
stability.

The expanded FSF has been 1. 
re-established as the Financial 
Stability Board (FSB) with 
a broadened mandate to 
promote financial stability.

The FSB consists of a 2. 
Chairperson, a Steering 
Committee, and the Plenary 
with member countries, SSBs 
and international financial 
institutions, and a Secretariat. 
The Chair oversees the 
Steering Committee, the 
Plenary and the Secretariat.

The FSB Plenary is the 3. 
decision making organ of the 
FSB. The Steering Committee 
provides operational guidance 
between plenary meetings to 
carry forward the directions of 
the FSB. A full-time Secretary 
General and an enlarged 
Secretariat based in Basel 
support the FSB.

Jurisdictions eligible for 4. 
plenary membership include 
the current FSF member 
jurisdictions plus the rest of the 
G20, Spain and the European 
Commission. Eligibility will be 
reviewed periodically.

As obligations of membership, 5. 
member countries and 
territories commit to pursue 
the maintenance of financial 
stability, maintain the 
openness and transparency of 
the financial sector, implement 
international financial 
standards (including the 12 
key International Standard 
and Codes), and agree to 
undergo periodic peer reviews, 
using among other evidence 
IMF/World Bank public 
Financial Sector Assessment 
Program reports. The FSB 
will elaborate and report on 
these commitments and the 
evaluation process.

The Plenary has country or 6. 
regional representation drawn 
from authorities responsible 
for maintaining financial 
stability. Representation is 
at the level of central bank 
governor or immediate deputy, 
head of the main supervisory/
regulatory agency and deputy 
finance minister. Plenary 
members also include the 
chairs of the main SSBs and 
central bank committees, and 
representatives of the IMF, 
World Bank, the BIS and the 
OECD. The FSB plenary will 
meet 2 times per year and 
have calls as needed.

Seat assignments in the 7. 
FSB Plenary reflect the size 
of the national economy, 
financial market activity and 
national financial stability 
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arrangements. Delegations 
with more than one seat 
have one member seated at 
the back. Members sitting 
at the back have the rights 
of the table. Representation 
at the table can be changed 
according to topic. The FSB 
Chair can extend ad hoc 
invitations to non-members to 
attend plenary meetings.

The Steering Committee’s 8. 
composition is decided by 
the FSB Chair in a manner 
that ensures maximum 
effectiveness in taking 
forward the FSB’s work while 
having regard to balanced 
representation in terms of 
geographic regions and 
institutional functions. The 
Steering Committee ensures 
effective information flow to 
the full membership.

Alongside the current mandate 9. 
of the FSF – to assess 
vulnerabilities affecting the 
financial system, identify and 
oversee action needed to 
address them, and promote 
coordination and information 
exchange among authorities 
responsible for financial 
stability – the FSB will:

monitor and advise on market •	
developments and their 
implications for regulatory 
policy;

advise on and monitor best •	
practice in meeting regulatory 
standards;

undertake joint strategic reviews •	
of the policy development 
work of the international SSBs 
to ensure their work is timely, 
coordinated, focused on 
priorities and addressing gaps;

set guidelines for and support •	
the establishment of supervisory 
colleges;

manage contingency planning •	
for cross-border crisis 
management, particularly 
with respect to systemically 
important firms; and 

collaborate with the IMF •	
to conduct Early Warning 
Exercises.

In support the SSBs will report 10. 
to the FSB on their work without 
prejudice to their existing 
reporting arrangements or their 
independence. This process 
should not undermine the 
independence of the standard 
setting process but strengthen 
support for strong standard 
setting by providing a broader 
accountability framework.

To support the FSB’s role 11. 
described in 9, the FSB 
Plenary will establish Standing 
Committees for Vulnerabilities 
Assessment; Supervisory 
and Regulatory Co-operation 
(including for supervisory 
colleges and cross-border 
crisis management); and 
Implementation of Standards and 
Codes. It may establish other 
Standing Committees and ad hoc 
working groups as necessary. 
The Steering Committee may 
establish fast acting ad hoc 
work-streams as needed. Ad hoc 
working groups can include non-
FSB member countries.
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Over time, the FSB will 12. 
promote and help coordinate 
the alignment of international 
standard setting activities to 
address any overlaps or gaps 
and clarify demarcations in 
light of changes in national 
regulatory structures relating to 
prudential and systemic risk, 
market integrity and consumer 
protection, infrastructure, and 
accounting and auditing.

The FSB will step up its 13. 
regional outreach activities to 
broaden the circle of countries 
engaged in work to promote 
international financial stability. 
It will also engage in stronger 
public relations outreach to 
raise the visibility of its work 
and role in the international 
financial system.

The FSB and IMF will intensify 14. 
their collaboration, each 
complementing the other’s role 
as per the 13 November 2008 
letter by the Managing Director 
of the IMF and the Chair of 
the FSF. The FSB and the IMF 
will collaborate in conducting 
Early Warning Exercises and 
make a joint presentation to 
the IMFC on financial risks 
and vulnerabilities and policy 
recommendations to mitigate 
such risks and vulnerabilities.
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A broad vision of Governance:  PwC has a Governance practice that 
works with Boards and Executive Management to consider matters of 
Corporate Governance.  Typically, interventions consider the efficacy of 
Boards, the division of power and accountabilities among management, 
the Board of Directors and Shareholders.  The process and structure 
required to direct and manage the business to ensure its financial 
viability, enhance shareholder value and encompass the impact of key 
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can be turned into long-term investments that in themselves create value 
and contribute to the bottom line.

For more information, please contact:

Alison Ramsden:  +27 11 797 4658, alison.ramsden@za.pwc.com•	

Alan Witherden:  +27 11 797 5590,  alan.witherden@za.pwc.com•	

For press enquiries please contact:

Sonja Nel: +27 11 797 4207 sonja.nel@za.pwc.com•	





Contents







Contents



pwc.com
 
© 2009 PricewaterhouseCoopers. All rights reserved. PricewaterhouseCoopers refers to the 
network of member firms of PricewaterhouseCoopers International Limited, each of which is a 
separate and independent legal entity. PricewaterhouseCoopers is an authorised financial services 
provider.



Contents


