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Introduction

Welcome to PricewaterhouseCoopers’ (PwC) second edition of the 
Executive directors: Practices and remuneration trends report – South 
Africa 2010. It is the companion publication to our Non-executive 
directors: Practices and fees report – South Africa 2009, released in 
January 2010.

In this report, we highlight some of the issues being faced by companies 
in the area of executive remuneration and report on the payments made 
to executive directors of JSE-listed companies over the last 12 months.

It is fair to say that the past reporting period has again seen an 
unprecedented amount of uncertainty and change in executive 
remuneration, largely driven by regulatory intervention and the ongoing 
debate around the “pay gap” between executives and the lowest income 
earners.

Challenging and rapidly shifting economic conditions, followed by a 
regulatory focus on remuneration, have also exposed the disconnect 
between remuneration models and individual and company performance, 
especially longer-term sustainable performance. Aligning performance 
and remuneration is not a new aspiration so there must be an opportunity 
to do much better in the future.

Remuneration structures and quantum have dominated the debate so far, 
but a broader debate is now needed to address the performance side of 
the remuneration performance equation.

So will we see real change? We think so, as the transition to the new 
world of performance and remuneration has already begun. While 
some industries appear to be more advanced than others, partly due to 
regulatory intervention, many companies are recognising that traditional 
approaches are not driving optimal alignment of strategic objectives and 
remuneration outcomes. The spotlight has turned to ‘how’ remuneration 
arrangements and processes are designed and governed as well as 
evaluating the resulting outcomes against company performance.

Being chair of the remuneration committee is already recognised as one 
of the toughest board appointments. We take a look at all these issues 
around executive remuneration and consider some of the priorities for the 
2010 reporting period.

Once again, we hope you find this publication thought-provoking and of 
assistance to you.

Gerald Seegers

Director: Human Resource Services 
(A specialist division within Tax)
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Corporate governance – 
An overview
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Background

Corporate governance has been one of the main 
agenda items for South African companies during 
2009 and into 2010. The publication of the third 
King Report on Governance for South Africa 2009 
(the “Report”) and its accompanying Code of 
Governance Principles for South Africa 209 (the 
“Code”) on 1 September 2009 – collectively referred 
to as “King III”– launched South Africa into a new 
governance era.

The strengthening of corporate governance codes has 
not been limited to South Africa and developments 
have been seen in this area globally. Many of the 
amendments have been triggered by the global 
downturn and the financial crisis, but there is a 
common move towards heightened governance and 
increased disclosure.

Given these developments, it is fair to say that 
corporate governance is something that companies 
should not ignore. We expect 2010 to be another busy 
year in the area of corporate governance with changes 
introduced in King III being implemented in South 
Africa.

King III and executive remuneration

Most companies are already familiar with the key 
principles of King III. Its core philosophy revolves 
around leadership, sustainability and corporate 
citizenship, with all three of these elements impacting 
directly on executive directors and the role they 
perform. In addition, King III deals specifically with 
executive remuneration.

Whilst controlling executive remuneration is an 
essential element of good governance, this topic has 
attracted a significant amount of attention over the 
last 12 months, particularly where top executives 
have received escalated remuneration in contrast 
with a falling share price and retrenchments. In South 
Africa, as our research shows, executive directors 
have benefitted from increased remuneration during 
2009 which may not have been consistent with the 
company’s fortunes.

The overriding principle set out in King III is that 
companies should remunerate directors and 
executives fairly and responsibly.1 What “fair” means in 
this context will, of course, depend upon the particular 
company but points to be considered include:

The level of guaranteed pay as compared with the •	
market;

The mix of fixed and variable pay;•	

The role played by performance conditions;•	

Rewarding performance and not failure; and•	

Aligning the interests of executive directors, and •	
other senior executives, with those of shareholders.

A number of these issues are looked at further in our 
section on long-term incentives.

Whilst many of the executive remuneration principles 
of King III are not new and are reflective of what 
a number of companies are already practising in 
terms of remuneration structure, some principles are 
more groundbreaking and will require South African 
companies to make a shift change in behaviour:

Preparation of a comprehensive remuneration •	
report;

Disclosure of remuneration paid to employees other •	
than directors; and

Non-binding advisory shareholder vote on the •	
remuneration policy and application.

Remuneration report

One of the key changes that South African companies 
will need to grapple with as a consequence of King III 
is the need to report fully on their remuneration policy 
and remuneration paid.

1  Principle 2.25 of King III.
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King III states that:

In its annual remuneration report, to be included 
in the integrated report, the company should 
explain the remuneration policies followed 
throughout the company with a special focus 
on executive management, and the strategic 
objectives that it seeks to achieve, and should 
provide clear disclosure of the implementation 
of these policies. 2

Therefore, to apply King III in full, the remuneration 
report will need to include a detailed description of the 
following:

The company’s remuneration policy in terms of •	
base salary, benefits, short-term incentives and 
long-term incentives;

How each element of the remuneration package •	
links to the company’s business strategy; and

A description of how the policies have been •	
implemented to support the business strategy e.g. 
the salient features of the annual bonus plan and 
any long-term incentive plans.

It is unlikely to be sufficient for a passing reference 
to be made to these policies. Instead, information 
regarding benchmarking, limits on payments that can 
be made under the variable pay component and the 
role and application of performance conditions should 
be included in the remuneration report.

King III also requires details of policies regarding 
executive employment contracts to be included in 
the remuneration report. As a minimum, details of 
the period of the contract, notice provisions and 
restraints of trade must be disclosed. Further, as 
King III includes specific provisions on termination 
payments and change of control payments, we would 
recommend that brief details of these policies and 
provisions also be disclosed.

In addition to the remuneration policy and its 
application, the remuneration report must set out 
details of the actual payments made to directors and 
certain other employees. This information is normally 
set out in tabular form.

2  Paragraph 181 of King III.

The trend of increasing remuneration disclosure is 
not limited to South Africa and we have seen similar 
developments elsewhere in the world.

In the United Kingdom (UK), the Association of British 
Insurers (ABI) refers to remuneration disclosure in its 
guidelines on executive remuneration.3 For example, 
it states that shareholders expect to see a full analysis 
in the remuneration report of the extent to which 
the targets applicable to annual bonuses are met. 
So far as long-term incentives are concerned, there 
should be disclosure of performance conditions and 
related costs and dilution limits. Further, the reason 
for selecting the performance conditions and target 
levels, together with the overall grant policy, should be 
fully explained.

Elsewhere in the UK, the Walker Review on Corporate 
Governance in the UK Banking Industry was published 
on 29 November 2009 (the “Walker Review”) and 
included specific recommendations to improve 
remuneration disclosure. The main change is that 
the remuneration report must disclose in bands 
remuneration paid to “high end” executives i.e. those 
earning more than the median total compensation 
of the executive directors. This change will be 
implemented through legislation.

Specific disclosure requirements have also been 
introduced at a global level so far as companies in the 
financial services sector are concerned. In April 2009, 
the Financial Stability Board (FSB) published its 
“Principles for Sound Compensation Practices” which 
were supplemented by the FSB’s “Implementation 
Standards for the FSB Principles for Sound 
Compensation Practices”, which were published 
in September 2009. The principles and standards 
include specific recommendations on the disclosure of 
executive remuneration, with Principle 9 stating that:

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

From a European Union perspective, we have 
seen increased disclosure requirements. In April 
2009, the European Commission published revised 

3  “Executive Remuneration – ABI Guidelines on Policies and 
Practices”, published on 15 December 2009.
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Recommendations on Directors’ Remuneration and 
Recommendations on Remuneration in Financial 
Services. One of the recommendations made was to 
extend certain disclosure requirements to improve 
shareholder oversight of remuneration policies. 
The key theme is that the remuneration policy must 
be disclosed adequately to shareholders and be 
made in a clear and easily understandable way 
and contain core elements of the remuneration 
policy, its design and operation. In April 2010, both 
sets of recommendations were discussed in the 
European Parliament. A report from the Commission 
on Corporate Governance in Financial Institutions 
is expected in May 2010 which may lead to 
further legislative proposals. A three-month public 
consultation on any further legislative proposals is 
likely.

In addition, changes to remuneration disclosure 
requirements have been made by the Securities 
and Exchange Commission (SEC) in the USA. The 
SEC’s proxy disclosure rules were amended on 
16 December 2009. As a consequence of these 
amendments, enhanced disclosure of a company’s 
compensation policies and practices as they relate 
to risk and executive remuneration is required. These 
amendments became effective on 28 February 2010.

In light of the remuneration disclosure requirements 
set out in King III, and in line with global trends, South 
African companies will need to change their approach 
to disclosure. Where King III is not applied, reasons for 
that non-compliance will need to be given.

Producing a remuneration report along the lines 
envisaged by King III will mean a significant change 
in practice for a large number of South African 
companies. In the past, companies have tended 
not to prepare a separate remuneration report 
and have merely reported the payments made to 
directors as part of the annual financial statements or 
accompanying notes. Executive directors, in particular, 
will need to accept that details provided about 
their remuneration will increase in order to provide 
shareholders with the information they expect.

Disclosure of remuneration paid to executives who 
are not directors

This is the principle that has caused some of the 
most heated debate about King III from an executive 
remuneration perspective.

King III states that:

Companies should provide full disclosure of 
each individual executive and non-executive 
director’s remuneration, giving details as 
required in the Act of base pay, bonuses, 
share-based payments, granting of options or 
rights, restraint payments and all other benefits 
(including present values of existing future 
awards). Similar information should be provided 
for the three most highly-paid employees who 
are not directors of the company. 4

To date, there has been no explicit guidance as to 
how the remuneration paid to the three most highly-
paid employees should be disclosed. We believe that 
there are three alternative ways of disclosing this 
information:

Individually, but anonymously; or•	

Individually and named (as per directors); or•	

In aggregate.•	

We understand that the intention of the King III 
subcommittee That was responsible for the executive 
remuneration principles is that the disclosure should 
be by individual and that those individuals should be 
named. The rationale for this is that whether or not 
remuneration is disclosed to shareholders should not 
depend upon the individual being a member of the 
board of directors. Shareholders should understand 
the remuneration being paid and potential payments 
regardless of the identity of the individual concerned.

However, against this reasoning is the fact that 
employees below board level rarely have signed up 
to having their remuneration disclosed publicly and 
this information is confidential. It is arguable that 
disclosing the remuneration paid on an individual 

4  Paragraph 180 of King III.
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but anonymous basis provides shareholders 
with sufficient information, but without breaching 
confidentiality obligations.

Globally, it is relatively unusual for the remuneration 
paid to individuals, other than directors, to be 
disclosed on a named basis. For example, in the 
UK, the remuneration paid to directors is disclosed 
but not remuneration paid to other employees. Any 
disclosure below board level is done on a banded 
basis. The ABI has stated that it is happy with the level 
of remuneration reporting below board level.

Although the Walker Review recommended enhanced 
disclosure for remuneration paid in the financial 
services sector, it did not go as far as recommending 
the disclosure of remuneration paid to employees 
below board level on a named basis. Instead, the 
recommendation was that, for FTSE 100 listed banks 
and comparable unlisted entities, the remuneration 
report must disclose in bands the number of “high 
end” employees within that category. The bands are:

Total expected remuneration for the year in •	
question of £1 million to £2.5 million;

Total expected remuneration for the year in •	
question of £2.5 million to £5 million; and

Total expected remuneration for the year in •	
question of more than £5 million.

Within each band, the main elements of salary, cash 
bonus, deferred shares, performance-related long-
term awards and pension contributions must be 
disclosed.

One country which does require remuneration 
disclosure below board level on a named basis is 
Australia. The Australian Accounting Standards Board 
(AASB) 5 requires the disclosure of remuneration 
paid to individuals responsible for the governance of 
the company. This includes the directors as well as 
specified executives being at least the five executives 
with the greatest authority for the strategic direction 
and management of the company. The executives 
must be named. Therefore, unlike King III, the focus 
is on authority rather than the level of remuneration. 
It is only in the case of a tie between two or more 
individuals that remuneration paid is used to 
determine which executive should be disclosed.

5  AASB 1046.

The Australian system does mean that the same 
positions are disclosed each year. With King III’s 
emphasis on the level of remuneration to determine 
disclosure, this could result in different employees 
being disclosed each year. For example, a trader at an 
investment bank may earn a significant cash bonus 
one year as a consequence of successful transactions 
and be one of the three most highly-paid employees. 
However, he may not fall into this category the 
following year. As there is no guidance as to how to 
determine what remuneration should be counted when 
identifying the employees, there may be inconsistency 
between companies and also from year to year.

It is also questionable whether this information fulfils 
any purpose so far as shareholders are concerned 
or whether adopting an approach similar to that of 
Australia would be more beneficial.

As King III has been effective only since 1 March 
2010, and a large number of companies have not 
yet adopted King III in full, it is difficult to identify a 
trend regarding the disclosure of remuneration paid 
to non-directors. We will monitor developments in 
this area and it will be interesting to see the extent to 
which companies have applied this King III principle 
and which have explained why the principle has not 
been applied in years to come. We may also be able to 
identify some practices regarding remuneration paid to 
employees below board level.

Shareholder vote

The third significant development in executive 
remuneration under King III is providing shareholders 
with an opportunity to vote on the company’s 
remuneration policy and its application.

King III states that:

Each year, the company’s remuneration policy 
should be tabled to shareholders for a non-
binding advisory vote at the annual general 
meeting. This vote enables shareholders 
to express their views on the remuneration 
policies adopted and on their implementation.6

6  Paragraph 186 of King III.
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The reasoning for the introduction of this vote is 
the need for shareholders to hold the company 
to account over remuneration strategies and, in 
particular, the remuneration committee. Following 
poor financial performance and negative shareholder 
returns, investor sentiment has hardened and this is 
particularly the case with remuneration. Through a 
vote, shareholders can send a strong message on 
remuneration to management and the board. Surveys 
carried out in the UK after the introduction of the “say-
on-pay” in 2002 have shown that active consultation 
with shareholders has increased and some have 
concluded that the link between pay and performance 
has improved.

Technically, it appears that the requirement in King III 
is for shareholders to vote on the remuneration policy 
rather than the remuneration report. However, as the 
remuneration policy and its application will be set out 
in the remuneration report, this will effectively amount 
to a vote on the remuneration report. This is consistent 
with the way in which the advisory vote works in the 
UK, for example. 

By introducing a non-binding advisory vote on 
remuneration, South Africa is following a global 
trend. Such votes already exist in the UK, Australia, 
Sweden, Norway and the Netherlands. The USA 
has also proposed “say on pay” legislation. The bill 
introducing this vote was approved by the House 
of Representatives in August 2009, but is still to be 
approved by the Senate before it becomes law.

The shareholder vote in South Africa will be advisory 
and non-binding and will not, on its own, require the 
company to change its remuneration policy. However, 
where shareholders do not vote in favour of the 
remuneration policy, there will be consequences for 
the company concerned.

For example, during 2009 a number of FTSE- 
listed companies received adverse publicity when 
shareholders did not approve the remuneration report. 
These included the remuneration reports of Bellway, 
Provident Financial, Punch Taverns, Royal Dutch Shell 
and RBS which were voted down by shareholders. 
The average vote against the remuneration report also 
increased from 13% in 2008 to 24% in 2009.

By way of illustration, in May 2010 the remuneration 
report of one UK company 7 was voted down by 
66.7% of shareholders. The main thrust of the 
opposition was pay increases along with a decline in 
the share price. In response to the vote, the company 
has issued an explanatory statement and has agreed 
to consult further with shareholders regarding their 
concerns. South African companies should be aware 
that votes against the remuneration policy are unlikely 
to be the end of the story and they are likely to lead to, 
at the least, consultation with shareholders.

A further consequence of a “no vote” for the 
remuneration report so far as UK companies in the 
financial services sector are concerned has been 
proposed by the Walker Review. It recommended that 
where a remuneration report attracts less than 75% of 
the total votes cast, the chairman of the remuneration 
committee should stand for re-election. If this 
recommendation is adopted, it will allow shareholders 
to send a very clear message to the remuneration 
committee on the terms of the remuneration policy for 
which it is responsible and would make the chairman 
of the remuneration committee directly accountable to 
shareholders.

Changes are also proposed in Australia to the 
shareholder vote on the remuneration report. In its final 
report on executive remuneration released in January 
2010, the Productivity Commission recommends a 
“two strikes test”. The essence of this is that where a 
company receives a “no vote” of 25% or higher on its 
remuneration report for two years running, a resolution 
must be put to shareholders that the elected directors 
who signed that report must stand for re-election at an 
extraordinary general meeting (EGM). If that resolution 
is passed by more than 50% of eligible votes cast, the 
board must hold this EGM within 90 days.

Although there is no indication that such steps will be 
taken in South Africa, it is interesting to note the way 
in which the tide of shareholder activism is moving 
elsewhere. 
 
 

7  SIG plc
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Therefore, South African companies should not start 
on the journey of providing shareholders with a vote 
on remuneration without understanding the potential 
implications from a reputational perspective. They 
would be well advised to consult with shareholders on 
any changes to the remuneration policy in advance of 
those changes being implemented and reported on 
in the remuneration report to avoid a no vote and the 
associated bad publicity.

Future developments

The next 12 months will herald a number of changes 
in the field of executive remuneration as a result of 
King III:

An increased focus on the link between •	
remuneration policy and business strategy;

The satisfaction of stretching performance •	
conditions in order for significant variable 
remuneration payments to be made;

The publication of detailed remuneration reports; •	
and 

Increased interaction with shareholders on the topic •	
of executive remuneration.

Embracing these changes will ensure that South 
African companies continue to keep pace with the 
developments in executive remuneration being seen 
elsewhere in the world. It will, however, require a 
change in mindset.
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Financial services sector
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Introduction

The financial services sector was hardest hit by the 
global economic downturn. Since our last publication,8 
the regulation of executive remuneration in the 
financial services sector has continued to gather pace 
globally and changes in the way in which executive 
remuneration is structured and disclosed have been 
seen in a number of countries. We have, therefore, 
looked at executive remuneration issues in this sector 
in detail.

In South Africa, the South African Reserve Bank 
(SARB) has not yet followed other regulators in 
publishing regulations or codes of practice governing 
executive remuneration. One of the reasons for this 
seems to be that the South African banks have ridden 
the wave of economic crisis well compared with banks 
in other countries and have not needed bailing out by 
government. As a consequence, to date we have not 
seen the global principles affect the remuneration paid 
to executive directors in the financial services sector in 
South Africa in any noticeable form.

However, the FSB, through the G20, continues to 
put pressure on G20 members (of which South 
Africa is one) to apply its principles and standards 
of sound compensation practices9 and ensure 
that there is global consistency on this topic. This 
was supplemented in March 2010 when the Basel 
Committee on Banking Supervision published its 
Principles for Enhancing Corporate Governance for 
comment.

At the beginning of May 2010, the SARB issued 
questionnaires to South African banks to assess the 
extent of compliance with the FSB principles and 
standards. Depending upon the outcome of this 
review, it is likely that the SARB will take further action 
to apply the FSB principles and standards in South 
Africa to ensure global consistency and also to protect 
South African consumers against unnecessary risks 
being taken by employees to make a short-term gain.

8 Executive Directors: Best practice and remuneration report, 
published in June 2009

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

Global developments

From a global perspective, the last 12 months have 
seen a great deal of activity in the area of regulating 
executive remuneration in the financial services sector. 
Whilst the exact form that the action has taken and the 
specific principles or requirements vary from country 
to country, three common themes can be identified:

Governance•	  – changes need to be made to ensure 
that robust governance processes are in place and 
to rebuild trust between executives, remuneration 
committees and shareholders;

Incorporating risk into financial measures•	  – 
companies must ensure that bonus and long-term 
incentive outcomes adequately capture the risk 
assumed in generating profits in a particular year; 
and

Composition of remuneration•	  – the totality of the 
remuneration package and the function of different 
elements must be considered when making 
decisions on executive remuneration. In particular, 
companies must address when and how deferred 
compensation should be used in order to align 
executives with appropriate risk taking.

One of the main protagonists of change in the area of 
executive remuneration in the financial services sector 
has been the UK. On 12 August 2009, the Financial 
Services Authority (FSA) became the first regulator 
to publish a final form code of practice in so far as 
executive remuneration in this sector is concerned. 
The code of practice came into effect on 1 January 
2010 and, as a consequence, certain banks, building 
societies and broker dealers are required to “establish, 
implement and maintain remuneration policies, 
procedures and practices that are consistent with and 
promote effective risk management.”

In addition, the Walker Review, which published 
its findings in November 2009, included specific 
recommendations on remuneration, including the 
role of the remuneration committee, disclosure 
and structure. So far as remuneration structure is 
concerned, the recommendations included that at 
least 50% of variable remuneration should be in the 
form of a long-term incentive award, with vesting 
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subject to the satisfaction of performance conditions, 
and that short-term bonus awards should be paid over 
a three-year period with not more than one third being 
paid in the first year.

The UK government also made the news headlines 
in December 2009 when it announced that banks 
must pay a one-off levy of 50% of any individual 
discretionary bonus paid above £25,000 where that 
bonus was paid before 6 April 2010. The issue of 
banks and bonuses continues to be an emotive topic 
in the UK and it is unlikely that it has yet run its course.

Other countries that have taken decisive action 
as regards executive remuneration in the financial 
services sector include Australia, France, Germany, 
Italy, Hong Kong, Switzerland, The Netherlands and 
the United States. The models adopted by these 
countries vary, but they can be categorised as 
“implementation” – where enforceable regulations 
have been introduced – or “supervisory” – which 
involves guidance with supervisory review. In some 
countries, authorities are also discussing legislative 
amendments that will incorporate requirements into 
national law.

In terms of future developments, we expect there to 
be further global action on executive compensation in 
the financial services sector. On 30 March 2010, the 
FSB published a report which looks at the progress 
made by the G20 countries in terms of implementing 
its principles and standards.10 In this report, it states 
that regulations or supervisory guidance are at the 
preparatory stage in Brazil, Mexico, Singapore (all 
expected by mid-2010), Argentina, South Africa and 
Turkey. In addition, possible implementation initiatives 
are under consideration in India, Indonesia and 
Russia. This report also states that South Africa is 
planning a self-assessment with respect to the FSB 
principles and standards. This is evidenced by the 
questionnaires issued by SARB at the beginning of 
May 2010.

Also in March 2010, the International Association of 
Insurance Supervisors (IAIS) released draft “Standards 
and Guidance on Remuneration” for consultation 
among IAIS members and observers. These standards 
and guidelines will apply to the insurance industry.  

10  Thematic Review on Compensation: Peer Review Report

The draft supports the FSB principles and standards 
and is expected to be finalised during the final quarter 
of 2010.

At the European level, amendments to the Capital 
Requirements Directive are proposed that would 
require banking supervisors to oversee remuneration 
policies. The other controversial issue debated 
recently is the International Monetary Fund’s proposal 
to introduce a bank levy, which would be imposed on 
banks’ balance sheets and profits. At the G20 meeting 
held at the beginning of June 2010, this proposal 
was rejected. However, it remains to be seen whether 
individual G20 countries introduce some form of bank 
levy or tax.

Therefore, so far as executive remuneration in this 
sector is concerned, we should continue to watch 
this space.

South Africa

In South Africa, although the market has been hit by 
the global downturn and has experienced a recession, 
our banks have emerged from the credit crunch in 
a much healthier state than most of their European 
and US counterparts. Some of the less desirable 
remuneration practices seen in UK and US banks of 
huge annual cash bonuses disproportionate to base 
salary have not been seen in the South African market 
and have not been evident in the last 12 months. It 
may not be surprising then that the SARB has not yet 
published a code of conduct or regulations regarding 
executive compensation in the financial services 
sector. The urgent steps taken to fix the broken model 
by countries such as the UK and the USA have not 
been necessary in South Africa because, arguably, our 
model is not defective.

Our research shows that, in 2009, the total annual 
remuneration11 paid to executive directors in the 
financial services sector increased by 7%. Whilst 
this is a much smaller increase than was seen in 
2008 (23%), there has still been an increase. By way 
of comparison, base salary increases awarded to 
executives of FTSE 100 companies over a similar 
period were limited to around 1%.

11“Total annual remuneration” is the annual aggregate of base 
pay, benefits in cash (or in kind e.g. fringe benefits) and 
performance bonus paid.
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So far as performance bonuses 
in the financial services sector 
are concerned, for large-cap and 
small-cap companies, payments 
made in 2009 fell in comparison 
with those paid in 2008. However, 
performance bonuses paid by 
medium-cap companies in the 
financial services sector show an 
increase. Given the difficult market 
conditions experienced during the 
2009, we might expect a further fall 
in performance bonus payments 
made in 2010 but which relate to 
2009. In the UK, the median bonus 
payment made to executives of 
FTSE 100 financial companies was 
0% of salary.

It is also worth noting that, as 
a proportion of total annual 
remuneration, performance 
bonuses paid to South African 
executives in the financial services 
sector generally made up a fairly 
modest part in 2009 and that this 
has not changed significantly since 
2008.
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Future developments

Although there is no clear evidence that the South 
African financial services sector is flawed or failing, 
global pressure and the need for international 
alignment on regulation of executive remuneration in 
this sector is likely to lead to changes in the structure 
in the future.

If the FSB principles and standards were to be 
implemented in full by SARB how would they impact 
on the remuneration paid to executive directors of 
financial services companies?

Deferral

One of the main focus areas of the FSB principles and 
standards is the use of deferred payment mechanisms 
so that achievement of long-term strategic targets is 
rewarded rather than a focus on short-termism.

For example, for senior executives, as well as 
other employees whose actions have a material 
impact on the risk exposure of the firm, the FSB 
standards state that a substantial portion of variable 
compensation, e.g. 40-60%, should be payable under 
deferral arrangements over a period of years. These 
proportions should increase significantly along with 
the level of seniority and/or responsibility. For the 
most senior management and the most highly-paid 
employees, the percentage of variable remuneration 
that is deferred should be substantially higher, e.g. 
60%. The deferral period should not be less than three 
years, provided that the period is correctly aligned 
with the nature of the business, its risks and the 
activities of the employee in question. Remuneration 
payable under deferral arrangements should generally 
vest no faster than on a pro rata basis.

In addition, the standards state that a substantial 
proportion, i.e. more than 50%, of variable 
remuneration should be awarded in shares or share-
linked instruments, as long as these instruments 
create incentives aligned with long-term value creation 
and the time horizons of risk.

For many South African companies in the financial 
services sector, applying these principles would result 
in a fairly significant shift in remuneration structure. 
Deferred plans are not common in South Africa, whilst 
72% of FTSE 100 companies operate a deferred 
bonus plan with three-quarters having a compulsory 
deferral element.

If deferral mechanisms were to be implemented, 
we would expect the value of performance bonus 
payments made immediately after the end of the 
applicable financial year to fall and for payments to be 
made over a number of years. In addition, the value of 
the payment made in cash is likely to be reduced with 
more companies making share-based awards.

Clawback

A related point dealt with in the FSB principles and 
standards is the ability of companies to reduce, or 
clawback, performance bonus payments made to 
executives when there is subsequently subdued or 
negative performance. King III also advocates there 
being a balance between the fixed components 
and the bonus component of total remuneration of 
executives so as to allow for a fully flexible bonus 
scheme.12

Applying such a policy may result in zero bonuses 
being paid in a particular year and also in the 
implementation of a clawback mechanism. One way 
of doing this could be through bonus banking. Bonus 
banking involves the partial deferral of bonuses and 
aims to smooth out bonus payments over time. Bonus 
banks accrue a reserve balance in good years, which 
can be drawn down in years where performance 
is poor. In extreme cases of bad (rather than poor) 
performance, the bonus bank could be reduced to 
zero.

Using a bonus bank to smooth payments alleviates 
some of the issues associated with “boom or bust”, 
such as a very large bonus in one year (e.g. 2007 as 
shown in our data) and a limited bonus in subsequent 
years.

12  Paragraph 157 of King III.
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If a fully flexible performance bonus plan were to 
be operated i.e. zero bonus is paid when financial 
targets are not achieved, this may lead to a significant 
increase in guaranteed package levels, which is 
something which will be monitored.

Risk adjustment

The other main focus area of the FSB principles 
and standards is risk adjustment, with the general 
principle being that remuneration must be adjusted 
for all types of risk. Both quantitative measures and 
human judgment should play a role in determining risk 
adjustment.

In this context, we would expect to see reference 
made to how risks have been taken into account when 
calculating the performance bonus pool, as well as 
performance measures which take into account the 
quality of revenues that are used in constructing the 
measures.

We may also see different performance measures 
being used both in performance bonus plans and 
long-term incentive plans such that there is more of a 
focus on non-financial measures. There may also be a 
move away from total shareholder return (TSR), which 
has been criticised as an abstract external measure 
over which executives have little control and which 
rewards volatility of performance rather than sustained 
strong performance.

Where does this leave us?

Without a doubt, the global landscape of executive 
remuneration in the financial services sector has 
begun a transformation during the last year and this 
development looks set to continue over the next year.

As yet, we have not seen the global developments, 
such as deferral and risk adjustment, impact on 
the South African market, but this is likely to come 
through the global desire to ensure a level playing field 
and that the bank failures we have seen internationally 
cannot happen in the future.

Many of the principles make business sense and may 
well be adopted by local banks and other institutions 
voluntarily to maintain their competitiveness on a 
global scale and to guard against the mistakes made 
by other banks being made here.

Outside the financial services sector, many of the 
principles for sound executive remuneration structures 
apply equally to other sectors and we may also start 
to see other companies assessing their structures 
and changing the way in which they view executive 
remuneration.
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Executive directors’   
remuneration – Overview
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Introduction

All aspects of remuneration paid to 
executive directors are required to 
be disclosed in the annual report 
of the company.13 Research clearly 
indicates that the remuneration 
costs incurred by companies 
are more fully disclosed than 
previously.

Remuneration paid to executive 
directors can be categorised as 
follows:

13  Principle 2.26 of King III.

The data set out in this publication is drawn from information publically 
available at close of business 30 April 2010. The information has generally 
been extracted from the annual reports of JSE-listed companies, as 
follows:

Large-cap – the top 40;•	

Medium-cap – 41 to 60;•	

Small-cap – 61 to the end of listed companies, excluding those listed •	
on the Alternative Exchange (AltX); and

AltX – those companies listed on the AltX.•	

Remuneration payments rarely follow a normal distribution curve. For 
this reason, we have used a quartile/percentile range in preference to 
averages and standard deviations that assume normality.
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These quartiles/percentiles are defined as:

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

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

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

All charts in this publication show 2009 as the focus 
year and this year is plotted first, with prior years 
transposed accordingly. 

Overview

Our research shows that in the last 12 months, the 
total remuneration paid to the executive directors of 
companies listed on the JSE has increased, although 
the increase is generally smaller than in previous 
years. Further details, together with an analysis by 
sector, are provided in the following sections.

The extent of the increase varies depending upon the 
size of the company and also its sector. However, we 
have not seen pay freezes imposed in South Africa 
which differs from practices seen elsewhere in the 
world, particularly in the UK. It is also interesting to 
note that performance bonuses paid by large-cap 
JSE-listed companies and small-cap JSE-listed 
companies in 2009 have fallen. For example, the 
median performance bonus paid to executive directors 
of large-cap JSE-listed companies fell from R2.9 
million to R2.4 million. This appears to reflect the 
difficult economic conditions that many South African 
companies have faced over the last 12 months.

When looking at the remuneration paid to the 
executives of South Africa’s largest companies, 
mention should also be made of the executive pay 
gap i.e. the gap between the remuneration paid to 
such executives and that paid to the lowest paid 
workers. This is of particular relevance in South Africa 
and is often the backdrop to the pay disputes we have 
seen over recent months. In a country such as South 
Africa, where economic inequality is compounded by 
inequality along racial lines, the executive pay gap is a 
serious and controversial issue.

As can be seen from our research, the annual 
remuneration paid to executive directors of large-cap 
JSE-listed companies at a median level is:

Component Value (R)

Guaranteed package 4 million

Average performance bonus 2 million

Average share plan benefits 4 million

Total 10 million

The lowest paid workers have monthly salaries of 
around R3,500, which equates to R42,000 per annum. 
This equates to a pay gap in the order of 250-300 
times. Many question the morality of paying one 
human being 300 times more than another for an 
honest day’s work.

Politicians, such as Pravin Gordhan, have recently 
commented on the inequity of worker and executive 
remuneration. In his budget vote speech to the 
National Treasury on 11 May 2010 Mr Gordhan said:

Extreme earning disparities cause offence 
not just when associated with profiteering 
or financial malfeasance, but also when the 
reward for honest work seems disproportionate 
or weakly aligned with incentives. There is 
a national discourse needed here, aimed at 
moderating high-earning remuneration levels 
within our large corporations, including state-
owned enterprises – for the social dimensions 
of earnings trends can surely not be ignored 
in the economic calculus of risk and rewards. 
We are creating a dangerous culture in South 
Africa.

Seeing the remuneration figures expressed in this way 
does highlight clearly the unfairness of the executive 
pay gap. However, the remuneration levels paid to 
executives do need to be put into context and the 
rationale considered.
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For example, large publicly listed and state-owned 
enterprises (SOEs) require people with exceptional 
skills to lead them competently and create 
employment for tens of thousands of people. Not 
only do they create employment, but they are also 
responsible for generating returns on hundreds of 
billions of rands of investors’ money, including the 
pension funds and savings of workers.

The remuneration levels we see are set by the market 
which, in many cases, is an international market. In 
comparing the remuneration paid to South African 
executives against that paid to executives in the 
international market, their international counterparts 
are paid approximately twice as much.

As far as SOEs are concerned, a common argument 
is that these entities are different from public listed 
companies and remuneration levels should be 
adjusted to reflect this. However, state-owned 
enterprises often manage businesses of the same 
magnitude as, or larger than, public listed companies. 
They also have added responsibility in that they 
manage key national resources, such as power, 

water and bulk transport. As state-owned enterprises 
compete with public listed companies in the market 
for scarce talent, they are required to pay similar 
remuneration levels to attract and retain individuals to 
perform these important roles.

It has been advocated that executive remuneration 
should be capped in order that the executive pay gap is 
narrowed. However, we would suggest that intervention 
in this way would drive away from South Africa our 
top talent. In turn, this would limit our ability to attract 
capital and create jobs.

In our view, attention should be focused on job creation 
and poverty alleviation. In tandem, efforts should 
be concentrated on the provision of affordable and 
essential resources to all. This is not to say that doing 
so will resolve the executive pay gap and it will continue 
to be a topic of emotive debate. However, if these 
steps are taken and, through the increased scrutiny 
and governance of remuneration, the worst excesses of 
executive remuneration are curbed, this will go at least 
some of the way to addressing the executive pay gap.
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Executive directors’ 
remuneration – JSE trends
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Large-cap companies

For large-cap companies, the data shows yearly aggregate increases in 
guaranteed packages of 4% (2009), 31% (2008) and 14% (2007). The 
trend for 2009 is smaller increases than those of 2008.

Medium-cap companies

Aggregate increases in guaranteed packages for medium-cap companies 
reflect a steady increase of 12% (2009), 12% (2008) and 10% (2007). 

Introduction

In this section, we have considered 
the guaranteed package and 
performance bonuses paid to 
executive directors of JSE-listed 
companies. The data has been 
represented by reference to the 
market cap of the companies.

Guaranteed package

In this context, “guaranteed 
package” means base pay and 
benefits (whether in cash or in 
kind).

The aggregate of guaranteed 
packages paid to executives in 
all companies, regardless of size, 
showed increases of 14% (2009), 
38% (2008) and 29% (2007). 

We have also analysed the 
guaranteed package data 
by reference to our specified 
categories (large-cap, medium-
cap, small-cap and AltX).
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Small-cap companies

Conversely, small-cap companies show a marginal decline in aggregate 
increases in guaranteed packages of 12% (2009), 13% (2008) and 19% 
(2007).

AltX companies

AltX companies, on the other hand, reflect a steady increase in guarantee 
packages for the period 2007 to 2009 with increases of 11% in 2009, 
41% in 2008 and 7% in 2007.
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Performance bonus

In high-level terms, a performance 
bonus reflects a company’s 
definition of success, how that 
definition is measured, and the 
extent to which that measure is 
met. The performance bonuses 
paid by all companies on the JSE 
have been examined – by reference 
to market cap – to establish a trend 
in performance bonuses paid to 
executive directors.

Large-cap companies

Large-cap companies in the aggregate over all quartiles awarded 18% 
less by way of performance bonuses in 2009. Increases were seen in prior 
years of  4% (2008) and 43% (2007). 

Medium-cap companies

Medium-cap companies reflected quite a different result to that of large-
cap companies in the examination of the aggregate performance bonuses 
with the following results: an increase of 15% (2009), a decrease of 21% 
(2008) and an increase of 9% (2007).

Certain companies in this sector paid unusually high bonuses in 2009.
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Small-cap companies

Performance bonuses paid in aggregate to executive directors of small-
cap companies reflect a trend more conducive to the current prevailing 
economic conditions for the periods examined: a decrease of 35% (2009), 
and increases of 38% (2008) and 40% (2007).

AltX companies

AltX companies suffered severe strain as a consequence of the downturn 
in the economy and the reduction in performance bonuses paid in 
aggregate in this sector reflects the following variances: a decrease of 
11% (2009), a decrease of 306% (2008) and, prior to the downturn (2007), 
performance bonuses paid to executive directors by AltX companies 
reflected an increase of 40%.
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Long-term incentives

Information regarding long-term 
incentives awarded to executive 
directors and which subsequently 
vest, is not clearly disclosed in 
annual reports at present. As 
a consequence, we have not 
included the value of these awards 
in this publication. However, 
we expect this to change as 
companies start to comply with 
King III and remuneration reporting 
improves.

Later in this report, we look at 
the trends seen in long-term 
incentives and how such plans 
may be structured in the future.



28   PricewaterhouseCoopers

Executive directors’ 
remuneration – Trends by market 
sector
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Introduction

In addition to analysing the remuneration paid to executive directors 
by size of company, the data has also been considered by sector. For 
this purpose, we have concentrated on the four main sectors – basic 
resources, financial services, industrial and services – and have looked at 
base pay and total annual remuneration i.e. base pay, benefits in cash (or 
in kind) and performance bonus paid. Further details about each sector 
and its components are set out in the annexure to this publication. 

In respect of each sector, we have split the data by reference to large-
cap, medium-cap, small-cap and AltX companies using the same 
definitions as elsewhere in this publication. In each case, the data shown 
reflects the median base pay and median total annual remuneration for 
the specified companies.

Basic resources

Large-cap companies in the basic resources sector showed an upward 
trend in base pay, as well as in total annual remuneration.
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Medium-cap companies in this sector reflected steady increases in base 
pay and significant increases in total annual remuneration paid in 2009.

Small-cap companies in the basic resources sector showed significant 
increases, albeit from a lower base.
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In AltX companies, base pay has been relatively consistent with increases 
in total annual remuneration over the periods examined. 

Financial services

Large-cap financial services companies did not show any major surprises 
in that base pay increased in line with CPI during 2009 and the total 
annual remuneration paid in 2009 reflected a downward trend due to the 
stress in the market.
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Increases in total annual remuneration in the medium-cap financial 
services sector were above what would be expected and contrary to the 
large-cap companies in this sector, bonuses and, consequently, total 
annual remuneration payments made in 2009 were buoyant.

The small-cap financial services companies showed a levelling off in base 
pay and a reduction in total annual remuneration in 2009.
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AltX companies in the financial services sector reflect a small increase in base 
pay and in total annual remuneration for companies listed as at 30 April 2010. 

Industrial

The industrial sector is by far the largest in terms of number of companies and 
has not fared particularly well in the economic downturn.

The large-cap companies in this sector were under control concerning 
remuneration escalation with a small increase in base pay, but a fall in 
performance bonuses, which accounts for a reduction in total annual 
remuneration. However, the downturn in the economy is not reflected in the 
level of reduction. Not all companies in this sector reported lower total annual 
remuneration notwithstanding the downturn.
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The same cannot be said for the medium-cap companies in this sector, 
where performance bonuses, and consequently total remuneration, paid 
to executive directors were above what would have been expected in 
view of the trying times seen in the market.

Small-cap companies in the industrial sector show well above average 
base pay increases and total annual remuneration, although from a 
smaller base.
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AltX companies in the industrial sector showed an increase in base pay 
but a fall in total annual remuneration.

Services

Large-cap companies in the services sector reflected healthy 
performance bonus payouts (and total annual remuneration), although the 
base pay was under reasonable control.
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The medium-cap companies in the services sector reflect increases in 
both base pay and total annual remuneration.

total annual remuneration is growing steadily in the services sector, apart 
for a spike in performance bonuses in 2008. 
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AltX companies in the services sector have held the base pay 
level steady. Performance bonuses, and consequently total annual 
remuneration, have decreased significantly in 2009. This is to be expected 
due to economic pressures at the lower end of the services sector.
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Long-term incentives
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Introduction

Long-term incentives form a significant percentage 
of the total remuneration mix awarded to executive 
directors. Over time, and as a result of new tax 
accounting rules, long-term incentives have become 
progressively more complex. These environmental 
factors have led to a proliferation of different types of 
long-term incentives. Historically, conventional share 
option plans were ubiquitous, but we are now seeing 
share options competing with share appreciation 
rights, conditional shares, forfeitable shares and 
restricted shares in the long-term incentives 
arena. The imposition of performance conditions 
also requires careful consideration so as to select 
appropriate metrics and target levels to address the 
needs of both investors and employees.

South African trends

In this section we look at the long-term incentive trends 
in the South African market and use the latest data to 
explore trends in quantum and design for executives. 
The data we have used is reflective of the top 30 
companies listed on the JSE (by market cap) and is 
based on published information available as at March 
2010.

Performance conditions

Of the top 30 companies surveyed, 12% use Total 
Shareholder Return (TSR) only while 5% use Earnings 
per Share (EPS) as the only performance condition. 
15% of the companies use a mix of TSR and EPS, 
while 4% of the companies use other conditions, 
ranging from individual performance conditions, 
return on group equity and company specific metrics. 
The overall majority (50%) of companies use a mix 
of performance vesting conditions, varying from a 
mix of TSR, EPS, ROCE, Net Income after Cost of 
Capital (NIACC). Surprisingly, 15% of the companies 
do not have any performance vesting conditions, but 
we expect this trend to decline as we see increased 
scrutiny of executive remuneration.

Nature of instrument

The majority of companies (50%) use a mix of 
instruments, ranging from option-type instruments, 
performance shares, restricted shares, deferred 
bonus and share matching and bonus shares. Of 
the companies, only 19% use option-type plans (the 
majority of companies use share appreciation right 
schemes) while 4% of the companies use cash-settled 
share appreciation right schemes. No less than 15% 
of the companies use a combination of option-type 
and full quantum (performance and restricted shares), 
while 8% of the companies use performance shares 
only and 4% use a combination of performance shares 
and restricted shares.

Our general observation of the market (not restricted 
to the top 30 JSE-listed companies), is that we have 
seen a surge of companies introducing full quantum 
share plans over the last 12 to 18 months. In most 
instances, a combination of performance shares and 
restricted shares are granted under these plans.

Global trends

Executive reward, and in particular the way South 
African companies structure equity compensation, 
is to a large extent influenced by global trends. 
The PricewaterhouseCoopers 2009 Global Equity 
Incentives Survey14, the sixth in this survey series, 
provides valuable insight into the key trends in 
multinational companies’ use of equity rewards in their 
compensation strategy, budgeting, tax planning and 
corporate governance efforts. The key themes of the 
survey are:

Do the benefits of maintaining an equity •	
compensation plan outweigh the costs?  
After considering recent influences such as share 
price volatility, accounting and tax compliance 
issues and increased shareholder activism, 90% 
of all participants surveyed indicated that there 
is tremendous value in properly designed and 
administered equity compensation plans.

14  The 2009 survey was conducted from January to April 
2009. Three hundred and forty multinational companies 
based in 23 countries worldwide contributed to the survey, 
with 61% of participants based in the Americas, 23% based 
in Europe and Africa and 16% based in Asia Pacific.
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Shareholder say on pay•	   
The public backlash against executive remuneration 
during the economic crisis is evident in the 
shareholder approval rate of equity plans. During 
2006, 100% of companies surveyed received 
shareholder approval, compared to 77% of the 
2007 participants and 64% of the participants 
surveyed in 2009.

Anticipated changes in CEO remuneration•	  
It comes as no surprise that the impact of 
economic and market downturns, in conjunction 
with a heightened shareholder and regulatory 
environment, has had a predictable impact on CEO 
remuneration. The 2009 survey results indicate 
that nearly half of the participants believe either 
that CEO pay will not change or that CEO pay will 
decrease in the short term. Those results are likely 
to be consistent with the larger trend of pay linked 
to performance and that in the current environment, 
participants have called attention to the fact that 
this link results in the freezing or the reduction of 
pay. In the long-term, however, the 2009 survey 
results show that most companies are optimistic, 
with nearly two-thirds of participants reporting that 
CEO pay will increase over the next five years.

Underwater share grants•	   
No less than80% of companies surveyed with 
underwater share grants have indicated that they 
are making changes to outstanding grants based 
on current market conditions. The changes that 
are considered range from lowering the exercise 
price to exchanging options for restricted shares, 
resetting performance conditions and cancelling 
options and replacing them with cash. The survey 
reveals that many companies are considering 
exchange alternatives that would include 
exchanging underwater options on a value-neutral 
basis (i.e. exchanging underwater options for a 
lesser number of at-the-money options or full-value 
shares), extending the exercise period, limiting 
executive eligibility and removing exchanged shares 
from the pool available for future grants.

Equity mix•	   
As in the past (since 2006), the 2009 Global Equity 
Incentives Survey, records a decline in the award 
of service-based share options. There is still a 
movement towards other award types, most 
notably service-based and performance-based 
restricted shares.

Basis for performance conditions•	   
As in 2007, the most frequently cited performance 
metric was earnings per share, followed by 
shareholder return, revenue growth and return (ROE 
and ROA).

Incorporating risk into financial measures•	   
Companies must ensure that bonus and long-term 
incentive outcomes adequately capture the risk 
assumed in generating profits in a particular year. 

Composition of remuneration•	   
The totality of the reward package and the function 
of different elements must be considered when 
making decisions on executive remuneration. In 
particular, companies must address when and how 
deferred compensation should be used in order to 
align executives with appropriate risk taking.

South Africa follows UK trends in executive 
compensation closely and, the results of Executive 
Compensation Review of the Year 2009, a publication 
by PwC UK, reveal the following trends in equity 
compensation amongst the FTSE 100 companies:

Median total long-term incentive grant values have •	
fallen slightly at CEO level. The median expected 
value of awards is now 140% of salary compared 
with 150% in 2008. The report also reveals that 
companies that have experienced significant falls 
in share price have, in response to shareholder 
pressure, scaled back award levels by anything 
between 20% and 40%.

The most common plans for executives in UK •	
companies remain performance share plans, 
deferred bonus plans and share option plans. The 
report also reveals that the general theme of 2009 
has been to change performance conditions or 
targets rather than the introduction of new plans.

As is the case of the •	 Global Equity Survey, TSR 
and EPS remain the most common performance 
conditions in UK plans. These two dominant 
measures are complimented by new measures 
such as economic profit, cash flow or return on 
capital.
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Are long-term incentives fit for purpose?

Should companies be re-assessing the way long-
term incentives are being structured? Do the 
complexities of current plans outweigh the perceived 
benefits? Should ratchet incentives in line with annual 
benchmarking not be revisited?

In assessing the appropriateness of long-term 
incentives a fair balance should be struck between the 
expectations of shareholder, governance requirements 
and retention and attraction of executives. 
Remuneration committees have to find a delicate 
balance between these forces.

In this section we look at alternative models to the 
traditional long-term incentives that companies could 
consider to address these concerns.15

Alternative 1: Salary and shares

The complexity of long-term incentives often 
outweighs the perceived benefit for participants. As 
a result, companies are looking at simplifying their 
approach when awarding long-term incentives.

This model would involve a significant increase to 
base pay with no bonus or long-term incentives, but 
with a similar overall target quantum to the current 
package. The executive would be required to use 
the additional pay to purchase company shares on a 
monthly basis.

The main advantages of this model are simplicity, 
transparency, certainty and the shareholding by 
the executive provides a direct alignment with 
shareholders. “The Pay without Performance” in 
Review of the year 200816 has shown that over the 
long-term, regular share awards without performance 
conditions provide better alignment with shareholder 
returns than complex long-term incentives.

The potential disadvantage of this alternative is that 
the executive loses the potential upside of the current 
package for the certainty under the alternative model. 
This model should also be structured with care to 
avoid a situation that an after-tax pay is used to 
purchase shares that could again be subject to income 
tax. This alternative model is radical.

15 Adapted from PwC UK’s publication Executive 
Compensation Review of the Year 2009.

16 A publication by PricewaterhouseCoopers UK

Alternative 2: Deferred bonus

Under this model, instead of receiving shares, the 
executive will receive an increase in base pay, partly 
paid in shares, and his normal annual bonus, the 
majority of which is paid in shares to vest over a five-
year period.

This approach has some precedent and we have seen 
a slight increase in the use of this model in the South 
African market over the past 12 to 18 months. The 
disadvantage of this model is that the success of the 
model is dependent upon the payment of a short-
term bonus, which in turn places excessive focus on 
performance in the short-term. In addition, companies 
could also face longer-term retention issues if short-
term bonuses are not paid.

This alternative will ensure performance linkage and 
a strong alignment with shareholders with a focus on 
long-term value creation through bonus deferral.

Alternative 3: Bonus banking

Under this alternative long-term incentives 
are awarded as normal, but bonus banking is 
implemented on the short-term incentive. Bonus 
banking in its simplest form is the partial deferral 
of the annual bonus in which a reserve is accrued 
in good years to smooth out poor performance in 
other years. Clawbacks can also be implemented if 
financial performance in subsequent years falls below 
a specified threshold.

This alternative should provide a balance between 
short-term measurement and smooths out bonus 
payments to avoid a “feast or famine” scenario. In 
addition, there is a strong relationship between reward 
and performance over time

The disadvantage of this alternative is that bonus 
banking has traditionally been complex to administer 
and companies might have difficulty in selling the 
concept of a bonus deferral to executives.
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Alternative 4:

Under this alternative, the executive receives a single 
award, paid partly in cash and partly in shares. The 
shares are subject to a three to five year vesting 
period. The quantum of the award is based on the 
current year’s performance and a three-year look-back 
period for performance.

Looking back over the prior three years’ performance 
provides transparency for shareholders and there 
is more control over the quantum of awards. This 
alternative also retains focus in the long-term.

Conclusion

It will be interesting to see how companies will tackle 
the difficult issues raised by long-term incentives and 
whether, in South Africa, there will be a move away 
from the tried and trusted structures.
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State-owned enterprises
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In recent times, the remuneration paid to chief 
executive officers (CEOs) and executives of state-
owned enterprises (SOEs) has gained increased 
media interest throughout South Africa. This has been 
particularly evident in the spate of recent strikes, 
settlements and golden handshakes worth millions 
as well as the frequent concern raised by trade 
unions of bonuses being paid to the executives of 
underperforming SOEs.

A fiduciary relationship is founded on trust and 
confidence reposed by one person in the integrity 
and fidelity of another in handling affairs of another 
on their behalf. Executive responsibility in SOEs is 
actually no different to the fiduciary trust imposed on 
the executive directors of a private company. There 
is however one marked difference – the assets and 
liabilities are state funds and the incumbents are 
ultimately responsible to the taxpayer. This could be 
one of the main reasons attributed to the increased 
public interest in SOEs and the remuneration they pay.

In some cases, the remuneration paid to executives 
at SOEs has outweighed the levels paid to similar 
counterparts in the private sector. However, the public 
impression is that SOE executive remuneration should 
not only be more aligned to the market, but also that 
greater accountability should be enforced.

Thus, the following questions seem to remain:

Are increases in bonuses and incentives •	
paid to CEOs and executives of continuously 
underperforming SOEs justified?

Should more stringent measures be required by •	
boards to ensure that a pay-for-performance policy 
is applied?

Are SOEs seen to be contributing to South Africa’s •	
executive pay gap by paying their executives lavish 
salaries?

In the light of the departure of many CEOs, are •	
SOEs recruiting the right skills and talent in 
executive posts?

While it not possible to provide a clear and definite 
answer to these questions, and many other similar 
questions, it is important for government to be seen to 
be doing something about the concerns raised about 
executive remuneration at SOEs.

Recently, the Department of Public Enterprises (DPE) 
set up a nine-person panel to oversee the much-
criticised remuneration of top executives at South 
Africa’s embattled SOEs and to frame a rational 
and consistent remuneration model that protects 
not only the interests of the executives, but also 
of other employees of SOEs. Barbara Hogan, the 
Minister of the DPE, recently commented that while 
“all is not well” with every SOE, CEOs have to show 
accountability to their boards.

There is much that is yet to be achieved 
governance-wise, operationally and financially 
– and that is why it is timely that government 
has initiated a review of all SOEs, so that a cool 
and balanced assessment can be made of their 
contribution to the South African economy.  
(March 2010).

This has been seen by many as a step in the right 
direction. However, there are dissenting voices in view 
of the entrenched King III principles which should 
be sufficient for SOE remuneration committees to 
make clear and rational decisions, which may be 
presented to the minister representing the state as 
shareholder. Mervyn King, regarded by some as 
the doyen of corporate governance in South Africa, 
has criticised the establishment of the panel, saying 
it is not necessary and adding that the guidelines 
recommended by King III should be sufficient for any 
company’s remuneration committee. King also added 
that each company’s board has to decide what is 
best for it and, in some instances, pay people a lot 
of money to retain them. He also mentioned that, 
while the panel can lay down the principles, it can’t fix 
remuneration.
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Conversely, South Africa’s main labour federation, the 
government-aligned Congress of South African Trade 
Unions (COSATU) has welcomed the establishment of 
a forum that will ultimately lead to firm application of 
good governance and said it hopes that it will revise 
down some salaries that appear not to be aligned to 
the individual’s performance.

As a shareholder, government has definitely addressed 
some of the questions above, but there is no doubt 
that the fiduciary responsibility to the shareholder is 
huge, and management in these SOEs should be of 
the highest calibre – especially since the assets are 
nationally owned. The regulatory environment facing 
an SOE and a lack of clarity on DPE shareholder 
management powers in relation to what SOEs are 
often asked to do is a major challenge.

In a further twist, it was reported on 21 June 2010 that 
President Jacob Zuma has halted the DPE review and 
a non-governmental panel appointed by President 
Zuma appears to be taking forward this review. The 
presidetial panel is now expected to report its findings 
to the cabinet.

So the argument goes on, and it is of national interest 
that SOEs, which have a direct influence on the 
day-to-day lives of all citizens, should find common 
ground in the future from which to govern SOEs and 
demonstrate pay-for-performance.
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Case study – How can the 
performance of executive 
directors be measured 
effectively?
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In the area of executive 
remuneration, creating an effective 
link between pay and performance 
is a key issue for executives, 
shareholders and the remuneration 
committee. It is also an issue that 
is notoriously difficult to resolve.

Investor unease and significant 
changes in corporate governance 
both in the UK and the US have 
sparked considerable academic 
debate with regard to the 
determinants of the remuneration 
paid to a CEO and, in particular, 
the relationship between pay and 
performance. It is suggested that 
measurement weaknesses and 
inconsistencies contribute to the 
often tenuous link between pay 
and performance.

This dichotomy is a never-ending 
story as illustrated by eminent 
researchers over the years. Murphy 
(1999) provides a general overview 
of the literature, methodology and 
issues in executive remuneration, 
starting from the influential study 
of Jensen and Murphy (1990), 
who first identified the pay for 
performance puzzle – that there is 
little relationship between executive 
remuneration and company 
performance.

Conyon et al (1995), Main et al (1996) Conyon (1997) and Benito and 
Conyon (1999) have confirmed these low pay-performance sensitivities 
(PPS) for UK firms, with typical elasticity of around 0,15. Research 
conducted has found that company size seems to be dominant in 
determining the level of executive remuneration. In a comparison of US 
and UK firms, Conyon and Murphy (2000) found a pay-size relationship of 
0.32 for US firms and 0.2 for UK firms. Murphy (1999) draws a distinction 
between cash remuneration, which includes base salary and annual 
bonuses, and total remuneration, which adds in incentive components 
such as share options and long-term incentives. Over time, it has clearly 
been demonstrated that the inclusion of incentive components leads to 
a much greater increase in the executives’ wealth, but that this does not 
necessarily hold true for pay for performance.

In the past, long-term incentives have caused problems as they have 
been unsuccessful in achieving their goals of motivating executives and 
aligning the outcomes with shareholders. It is not easy to set robust 
performance conditions and it has been the case that the volatility 
of performance has been rewarded rather than sustained long-term 
performance. This has been a particular criticism of the use of relative 
TSR as a performance condition.

Where does this leave us? A different way of considering the link between 
pay and performance is to compare the total remuneration paid to an 
executive director over a period and to compare that to the company’s 
performance by reference to various financial indicators over the period 
and returns received by shareholders. This will give shareholders, and the 
remuneration committee, a different perspective of the link between pay 
and performance.

One way of looking at this conundrum may be as follows:
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Considering the company at this level would determine its growth in 
terms of market capitalisation, share price, dividends received and 
compounded HEPS with the remuneration paid to the executive director 
over the period. This information could then be used to:

Compare the value created for shareholders with the remuneration •	
paid; and

Express remuneration as a percentage of the financial and market •	
indicators.

In turn, this would enable stakeholders to assess whether the 
remuneration paid is linked to the performance realised.

By way of a worked example, let us assume that the remuneration paid 
to an executive director of a company over the period from 1 January 
2007 to 1 January 2010 is R49.1 million and the company’s financial 
performance metrics over this period are:

Measure Actual %

Market Cap (Rm)  24 225 521% 

Share Price (R) 72,99 521%

Total dividends over 3 years (R) 3,72

Assets (Rm) 13 546 167%

NAV per share (cents) 516 54%

Accumulative Revenue (Rm) 57 969

Accumulative EBITDA (Rm) 6 137

Accumulative HEPS (cents) 1 056

The remuneration paid to the executive director as a percentage of the 
financial and market indicators will look like this:

Measurement Remuneration as 
a % of measure

Remuneration received over period R49,1 m

Remuneration received per issued share R0,15

Remuneration as % of growth in market cap 0,20%

Remuneration per share as % of growth of share 
price and dividends received

0,19%

Remuneration as % of growth in assets 0,36%

Remuneration per share as % of NAV per share 0,08%

Remuneration as % of accumulative revenue 0,08%

Remuneration as % of accumulative EBITDA 0,80%

Remuneration per share as % of accumulative HEPS 1,40%
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As can be seen in this example, although, at first 
sight, the remuneration paid to the executive director 
over the three-year period is high (particularly when 
compared with typical payments shown by the market 
data), when compared to the company’s performance 
and the returns received by shareholders over the 
same period, the payments do not appear to be 
excessive. We would recommend taking this exercise 
a step further by comparing the same information for 
peer companies.

The example given is very basic in measuring the 
intrinsic value and growth of a company – which is 
the final determinant of how well the company is 
managed. However, more pertinent and company 
specific metrics can be used, which should give 
stakeholders comfort that the fiduciary responsibility 
given to the directors of the company is based on 
solid financial principles.

This potential method of analysing the relationship 
between pay and performance is something that we 
will monitor and assess over the next 12 months.
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What should be the priorities for 
2010?17

17 Adapted from PwC Australia’s PricewaterhouseCoopers  
Executive Remuneration – fourth edition, 2010
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As mentioned throughout this 
publication, there are a number 
of difficult issues in the area of 
executive remuneration to be 
addressed in the coming year. 
Much of this burden will fall to 
remuneration committees.

The figure opposite shows a 
proposed 2010 work cycle for 
most remuneration committees. 
When working through the 
cycle, although committees are 
likely to encounter some unique 
company-specific issues, they will 
almost certainly need to consider 
the challenges shown in each 
segment.

Looking at each segment in more detail: 

Adapt the approach to reflect regulatory changes1. 

 Remuneration committees need to review their internal and external 
environment and consider how well their approach to remuneration is 
aligned with the requirements set out in King III. This will be more than 
a box-ticking exercise and will require a significant amount of planning 
and consideration, not least because a number of stakeholders will be 
involved in any amendments to the remuneration strategy and policy.

 For companies within the financial services sector, regard should be 
given to global regulations and principles published, as well as any 
specific requirements laid down by SARB or other regulatory bodies.
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Rethink the way the remuneration committee 2. 
discharges its duties

 The remuneration committee’s remit has been 
extended by King III and now covers remuneration 
policies for all levels in the company, although 
the focus is on senior executives. Some of the 
issues that will need to be considered include the 
mix of variable and fixed pay, how to balance risk 
and reward and dealing with a negative vote by 
shareholders on the remuneration policy and its 
application.

 The remuneration committee will need to strike 
a balance between oversight and governance on 
the one hand and the freedom of management to 
use remuneration as a strategic tool to support 
enhanced performance on the other.

 As a minimum, remuneration committees 
should consider the impact of King III and other 
developments in executive remuneration on their 
charter and methods of operating.

Set performance targets that make pay and 3. 
performance alignment a reality

 The value that can be derived from linking 
business strategy, performance management and 
remuneration strategy – a key theme in King III 
– should be considered by the remuneration 
committee. Adopting an homogenous approach to 
pay and performance, without proper regard to the 
company’s specific long-term business strategy, is 
unlikely to create such a link.

Review annual performance and pay 4. 

 The topic of pay increases has been an emotive 
one in the South African market and has led to 
protracted discussions and industrial action in a 
number of quarters.

 The annual review of remuneration paid to 
executives should be conducted in light of the 
current market pressures and with reference to 
pay increases being awarded to other employees 
within the company. Whilst we have not seen pay 
freezes in the South African market over the last 

12 months, the pay increases awarded have been 
subdued in comparison with prior years.

 In awarding pay increases to executives, the 
remuneration committee must have regard to 
shareholder and public perceptions as well as to 
economic conditions.

Incentive award determination – pay for 5. 
performance?

 Another major focus for 2010 will be the 
appropriateness of performance conditions and 
targets in respect of short- and long-term incentive 
plans.

 Following on from a difficult 2009, some 
remuneration committees have reduced 
performance conditions in long-term incentive 
plans. Shareholders have expressed the view that 
where there is such a reduction, as compared with 
historic conditions, the incentive opportunity should 
be correspondingly lower. Where awards made are 
lower than normal, the expectations of executive 
teams must be managed. This is not an easy task 
given that the executives need to be motivated to 
perform through challenging times.

 As well as devising and calibrating performance 
conditions, the remuneration committee should 
consider the performance conditions themselves. 
For example, is it still appropriate to use a 
relative TSR condition or are more business-
specific conditions more likely to align pay and 
performance?

 Care must also be taken when determining bonus 
payments. In some sectors, bonus payments made 
in respect of 2009 performance did fall. However, 
for a number of companies, the effects of the 
recession and global downturn will have been felt 
into 2010 and bonus payments will need to be 
sensitive to this.

Get shareholder communication right6. 

 The remuneration report is one of the key tools of 
effective shareholder communication, but is not 
the only one. Proactively engaging with all key 
stakeholders will be valued and companies that do 
so will benefit.
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 The process for managing the AGM and 
remuneration-related resolutions effectively should 
be relatively high on the remuneration committee’s 
agenda. We envisage that, during 2010 and into 
2011, the amount of time spent by the remuneration 
committee on disclosure, shareholder consultation 
and AGM preparation will increase.

Evaluate remuneration committee performance7. 

 King III states that an annual evaluation of the 
board, its committees and its directors should be 
performed by the chairperson or an independent 
service provider.

 In a year when the remuneration committee will 
be busier than ever and will have to grapple with 
a number of difficult issues, the evaluation of its 
performance and areas for improvement will be 
important. Further, in order to provide remuneration 
committee members with the skills and knowledge 
they require, consideration should be given to 
holding formal education sessions on trends, 
technical issues and their application by the 
remuneration committee.
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Annexure – the South African 
marketplace
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Companies listed by sector

Main Sector Secondary Sector Included in sector analysis? 2009 2010

AltX AltX Yes 76 67

Basic Resources Basic resources – Forestry & paper Yes 4 4

 Basic resources – Industrial metals Yes 8 8

 Basic resources – Mining Yes 48 52

Financial Banks Yes 7 7

 Debt – Corporate debt Yes 1 1

 Development capital Yes 5 5

 Financial services – General financial Yes 20 20

 Financial services – Real estate Yes 26 26

 Insurance – Life insurance Yes 7 7

 Insurance – Non-life insurance Yes 4 3

 JSE Africa Yes 1 1

 Other securities Yes 1 1

 Preference shares Yes 4 4

 Venture capital Yes 6 4

Industrial Automobiles & parts Yes 2 2

 Chemicals Yes 5 5

 Construction & materials Yes 21 21

 Oil & gas producers Yes 3 3

 Personal & household goods – Household 
goods

Yes 1 1

 Personal & household goods – Leisure 
goods

Yes 2 2

 Personal & household goods – Personal 
goods

Yes 1 1

 Personal & household goods – Tobacco Yes 1 1

 Technology – Technology hardware & 
equipment

Yes 2 2

 Travel & leisure Yes 11 11

Services Industrial goods & services – Electronic & 
electrical equipment

Yes 10 9

 Industrial goods & services – General 
industrials

Yes 11 11

 Industrial goods & services – Industrial 
engineering

Yes 5 5
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Main Sector Secondary Sector Included in sector analysis? 2009 2010

 Industrial goods & services – Industrial 
transportation

Yes 7 7

 Industrial goods & services – Support 
services

Yes 16 15

 Technology – Software & computer 
services

Yes 15 15

Food Food & beverage – Beverages No 4 4

 Food & beverage – Food producers No 15 15

Health care Health Care – Health care equipment & 
services

No 2 2

 Health Care – Pharmaceuticals & 
biotechnology

No 3 3

Media Media No 6 5

Retail Retail – Food & drug retailers No 4 4

 Retail – General retailers No 18 18

Telecommunications – Fixed line 
telecommunications

No 1 1

 Telecommunications – Mobile 
telecommunications

No 3 4

Total companies 
listed

  387 377
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Sector Market Capitalisation 2009 2010 % of Total 2009 % of Total 2010
Mining  1 240 171  1 959 623 33.40% 35.23%
Banking  305 805  579 296 8.24% 10.41%
Personal goods  465 755  496 619 12.54% 8.93%
Beverages  231 687  374 640 6.24% 6.73%
Telecommunication  243 463  316 223 6.56% 5.68%
Insurance  136 182  235 994 3.67% 4.24%
Industrial goods & services  130 810  212 289 3.52% 3.82%
Retail  199 908  211 215 5.38% 3.80%
Oil & Gas  170 766  198 596 4.60% 3.57%
Personal & household goods  14 793  182 798 0.40% 3.29%
Media  70 447  136 354 1.90% 2.45%
Real estate  107 205  111 762 2.89% 2.01%
Food  63 865  94 892 1.72% 1.71%
Construction & materials  60 785  77 671 1.64% 1.40%
General financial  55 928  66 536 1.51% 1.20%
Base metal processing  46 365  51 855 1.25% 0.93%
Pharmaceuticals  25 367  45 277 0.68% 0.81%
Forestry & paper  23 945  44 417 0.64% 0.80%
Health care  26 141  39 702 0.70% 0.71%
Investment instruments  20 445  32 405 0.55% 0.58%
Technology  16 259  31 172 0.44% 0.56%
Travel & leisure  19 308  25 976 0.52% 0.47%
Chemicals  13 869  21 748 0.37% 0.39%
AltX  13 922  12 248 0.37% 0.22%
Other securities  9 074  1 775 0.24% 0.03%
Automobiles & parts  828  1 210 0.02% 0.02%
Venture capital  187  397 0.01% 0.01%
Development capital  120  73 0.00% 0.00%
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About PricewaterhouseCoopers

PricewaterhouseCoopers provides industry-
focused assurance, tax and advisory services to 
build public trust and enhance value for its clients 
and their stakeholders. More than 161 000 people 
in 153 countries across our network share their 
thinking, experience and solutions to develop fresh 
perspectives and practical advice.

PricewaterhouseCoopers Human Resource 
Services

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