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Introduction Engaging with shareholders

In short

• The remuneration committee needs to engage with investors directly, and continuously, 
regarding the remuneration policy and implementation report. A cursory conference call 
after the AGM does not constitute meaningful engagement.

• Remuneration committee chairpersons should demonstrate that they fully understand the 
remuneration policy and how it is linked to the company’s business strategy, and not rely 
heavily on remuneration consultants or executive management.

• When conducting benchmarking, there should be a sanity check on the quantum of the 
fees/pay packages after the benchmarking exercise has been completed.

• Non-executive directors should only receive additional fees in exceptional circumstances, 
and their roles and responsibilities should be clearly documented and understood.

• There is no real difference between financial and non-financial performance conditions – all 
performance conditions inevitably have an impact on the company’s financial results.

• Investors spend a lot of time attempting to turn remuneration into a value creation tool.

PwC’s People and Organisation team hosted a round table event for major South African 
institutional investors and governance institutions to gauge their views on the state of 
executive pay in South Africa. While some expressed hope that remuneration governance 
had made significant progress over the past few years, others were dismayed at the current 
state of executive pay, and called for stronger remuneration committees. The observation was 
made that remuneration is one of the leading areas of concern among global asset owners, 
and asset managers are expected to play a greater role in developments in this area.

Representatives at the round table included heads of environmental, social and governance 
(ESG), investment analysts, and representatives of governance bodies such as the United 
Nations Principles for Responsible Investment. They voiced the official views of their 
respective constituencies, as well as their experiences engaging with companies on 
remuneration-related matters in the relatively new King IV™  era. This is what they had to say.

What is ‘meaningful engagement’, 
anyway?

Investors made it clear that the practice of using 
teleconferences to engage with shareholders 
regarding the remuneration policy or implementation 
report has had unintended consequences, and is 
not supported. Large institutional investors usually 
engage with the companies beforehand, and will 
explain their reasons for voting against or abstaining 
from voting on remuneration-related resolutions. 
Therefore, they do not deem it necessary to 
engage in a post-annual general meeting (AGM) 
teleconference.

Alternative methods of engaging with shareholders, 
such as one-on-one meetings with the top ten 
shareholders (in person, via teleconference 
or videoconference), roadshows and written 
correspondence (emails or letters) are more 
acceptable. That said, the method of one-on-one 
engagement should be tailored to the specific 
investor’s preference, as a face-to-face meeting 
may not always be practical. The teleconference 
forum (for multiple investors) may be more 
appropriate for investors with smaller shareholdings.

The suggestion was made that pre-AGM 
engagement (written or face-to-face) with a 
company’s top ten investors should be made 
compulsory, and companies should thereafter revert 
to the shareholders with proposed solutions to the 
concerns raised during the process. These solutions 
can be shared with the relevant investor in a private 
forum after the AGM (see above). The company’s 
response should also acknowledge where they have 
chosen not to address feedback on a particular 
aspect of the remuneration policy / implementation 
report, along with reasons for not doing so. 

Continuous engagement with shareholders is key – 
a brief teleconference or superficial engagement a 
month before the AGM is insufficient. 

One of the suggestions was that a company that 
receives a dissenting vote of 25% or more of the 
shareholders should create an electronic, access-
controlled engagement system for dissenting 
shareholders to make their submissions on the 
resolutions; and that comments from these 
shareholders should be submitted on this platform 
within a fixed period of time after the AGM.

The use of proxy advisors by institutional 
investors was called into question. While the 
recommendations of these advisors may be taken 
into account by some investors as a reference 
point, they do not necessarily follow these 
recommendations without question.

Why the CEO should wait in the car

The engagement, whether written or face-to-
face, should be conducted by the chairperson 
of the remuneration committee, not the chief 
executive officer (CEO) or chief financial officer 
(CFO). The executive directors often conduct the 
engagement session with the investors, rather than 
the remuneration committee chairperson (who 
should rightfully do so). This is frowned upon, due 
to the inherent conflict of interest associated with 
an executive director motivating his or her own 
pay structures. A remuneration committee chair 
that does not engage with shareholders may face 
a vote from some shareholders against his or her 
reappointment to the board.

The remuneration committee chair should 
demonstrate an understanding of the company’s 
remuneration structures, and properly illustrate how 
the remuneration policy is linked to the company’s 
overall business strategy.
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The role of the remuneration 
committee

Investor voting: The remuneration 
policy / implementation report

Time to enter the spotlight

The question was raised whether remuneration committees (particularly in listed companies 
below the Johannesburg Stock Exchange (JSE) Top 40) fully understand their role. 

It was agreed that remuneration committees should not place an over-reliance on the use of 
external remuneration consultants. A proposal for changing the remuneration policy should 
be put forward to shareholders after it has been properly considered and adopted by the 
remuneration committee, and not based solely on the word of remuneration consultants. The 
remuneration committee chair should also be present at the AGM to answer any questions 
raised regarding remuneration, as part of his or her accountability to the shareholders.

There was consensus that remuneration committee members should be required to undergo 
proper training in order to fully understand their roles, and that this should form part and 
parcel of their fiduciary duties. 

There was some acknowledgment that a remuneration committee member who is not 
considered sufficiently knowledgeable of his or her role should be removed or not re-elected, 
as they are not fulfilling their fiduciary duty. 

The point was made that investors and external consultants get more involved in matters 
relating to remuneration because remuneration committees are not seen as being effective 
enough. An emphasis was placed on encouraging the development of stronger, more 
independent non-executive directors.

Who cares if a bad remuneration 
policy is well implemented?

The question was raised whether a vote against the 
remuneration policy should automatically equate 
to a vote against the implementation report. Some 
investors are of the view that if they are unsatisfied 
with the previous year’s policy, they will not support 
the implementation report in the following year. 

Again, the reasons for voting against one of the 
remuneration-related resolutions will be explained 
to the company before the AGM. Interestingly, 
some investors were of the view that the two 
votes go hand in hand, and if they vote against 
one remuneration-related resolution, they will 
automatically vote against the other in order to make 
their dissatisfaction clear to the company.

Transaction fees, and golden handshakes (the latter 
of which are sometimes packaged as a mutually 
agreed separation agreement) paid by a company 
in a particular year will usually lead to a negative 
vote against the implementation report. Similarly, if 
the implementation report includes awards made 
or vested in terms of an unsupported long-term 
incentive (LTI), some investors will vote against the 
implementation report.

Remuneration Committee members should 
be required to undergo proper training in 
order to fully understand their roles, and 
this should form part and parcel of their 
fiduciary duties.
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Benchmarking: Executive and 
non-executive director pay

Non-executive director fees 

Numbers don’t lie...

When it comes to benchmarking, there should be a sanity check on the quantum of the fees 
/ pay packages after the benchmarking exercise. Peer group benchmarking has become 
problematic, as companies themselves are rapidly diversifying. If it is necessary to select a 
peer group, the question becomes whether it is wide enough. 

When assessing a selected peer group, some investors assess the complexity of the 
company versus its peers, based on its market capitalisation, the size of its operations, 
and its specialisation. Cost of living adjustments are important, particularly for companies 
with international exposure. The use of different currencies when paying international non-
executive directors is also important, particularly where they do the same job as their local 
counterparts.

The remuneration package for executives should be strongly weighted towards variable 
pay. Guaranteed pay should be set at the median or lower quartile, and paying at the upper 
quartile is only justifiable when the company’s level of performance is commensurately high.

Why all the additional meetings?

Ad-hoc fees are becoming increasingly popular, and 
some investors believe these amount to little more 
than consulting fees. Furthermore, it is not entirely 
clear what these fees are paid for. 

However, where there is a large crisis in the 
company (through no fault of the non-executive 
directors), which requires a significant investment of 
time from the non-executive directors to resolve, an 
additional fee is justifiable. In these circumstances, 
remuneration committees should engage with 
investors ahead of the AGM and request their 
approval of the fee (and its justification).

Clear policies around non-executive director 
fees should be developed, which acknowledge 
the evolving role of the board chair and the non-
executive director respectively, and the need 
for non-executive directors to become more 
involved. All-inclusive fees should encompass 
the non-executive director’s entire workload and 
responsibilities. 

While the all-inclusive model is not necessarily 
perfect (as it does not acknowledge that some 
non-executives work harder than others), per-
meeting fees sometimes act as somewhat perverse 
incentives to create more meetings or do more 
consulting work. 

The roles and responsibilities of non-executive 
directors should be clarified, either by a formal 
policy or in an appropriate level of detail within their 
letters of appointment – clear definitions would help 
resolve any debate about whether or not fees for 
‘additional meetings’ are justified.

Additional fees should not be payable to non-
executive directors for attending training – while 
investors acknowledge that companies benefit from 
properly skilled directors, they should not be paid 
for upskilling themselves.
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Performance conditions

Is there any real difference between financial and non-financial performance 
conditions?

Final comments

Regarding the selection of non-financial 
performance conditions, some investors try not to 
be too prescriptive and leave it to the company to 
determine appropriate metrics, taking into account 
the relevant industry and sector. Some investors 
feel that non-financial performance conditions 
centred on race and gender transformation must be 
included in a balanced scorecard.

Regarding short- and long-term incentives, some 
non-financial conditions are measurable in both the 
short and long term. These should be credible and 
(to the extent possible) objectively measurable, and 
to the extent that they are subjectively assessed, 
the application of qualitative assessments should be 
disclosed in sufficient detail. 

The point was made that ultimately, there is 
no real difference between financial and non-
financial performance conditions – all performance 
conditions inevitably have an impact on the financial 
results of a company. Non-financial performance 
conditions should lead to the creation of long-term 
sustainable value for the company.

It was observed that in some companies, it 
is difficult to see how they performed against 
their own key performance indicators (KPIs). 
Furthermore, some of these measures are very 
vague, making it difficult for investors to measure 
them independently. These conditions run the risk of 
being perceived as giving executives a ‘free lunch’, 
as a portion of the incentive concerned vests based 
on the achievement of unclear objectives, or targets 
that are too easily reached. In addition to improving 
disclosure in this regard, companies should also 
clarify the quality of execution of these non-financial 
objectives.

Variable pay that is subject to relative performance 
conditions should not fully vest at median 
performance, as this undermines the principle of 
pay for performance.

The point was made that while the focus is placed 
on executive pay, the pay conditions for lower-
income employees are equally important, and these 
employees should be paid a decent salary.

Share option and share appreciation right plans are 
not supported by some investors.

While minimum shareholding requirements are 
favoured by some shareholders, their enforceability 
and effectiveness are sometimes questioned. 
Some investors strongly support their use and 
effectiveness in prohibiting executives from selling 
off their vested LTIs.

Non-financial 
performance 
conditions 
should lead to 
the creation 
of long-term 
sustainable 
value for the 
company.

Some investors believe the legislative framework 
around directors is not strong enough to hold them 
to account, and is hard to enforce. The question 
arose whether there was room in South Africa to 
introduce a governance code similar to the Dutch 
Code of Corporate Governance, which could 
strengthen the enforcement of good governance 
principles. 

It was also acknowledged that remuneration 
should add value, and investors spend a lot of time 
attempting to turn remuneration into a value creation 
tool. There should be a proper understanding 
in companies of how remuneration and risk are 
interrelated.

Overall, participants believe disclosure and pay 
practices have improved over the past five years, 
and that remuneration practices are moving in the 
right direction.

Although not covered in the round table in detail, the 
exercise of discretion by remuneration committees 
is being questioned by key stakeholders. Some 
investors view guided discretion as a means of 
paving the way forward, which could (if introduced) 
precipitate a fresh wave of investor activism. 
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