Remuneration
Theme Report - 3rd in a series

The increased focus and scrutiny on remuneration presents new
challenges and opportunities for companies.

In the longer term, companies adopting an appropriate approach to
remuneration stand to benefit from:

In the short-term, key challenges will come from:
● Compliance with new regulations;

●

Better corporate decision-making and positioning;

●

Better remuneration policies, following best practice guidelines,
focusing on long-term sustainable success;

●

Enhanced shareholder relations (and time savings) through
shareholder engagement on this often contentious issue;

●

More robust ESG risk management systems through the integration
of ESG performance considerations.

●

Maintaining good shareholder and stakeholder relations;

●

Managing wider reputation where there has been public outcry.

RECOMMENDATIONS FOR SHAREHOLDERS AND REGULATORS
These recommendations are aimed at supporting a company’s longterm sustainability.

Regulators should promote active dialogue between companies and
shareholders and wider stakeholders by:

Shareholders should engage with companies by:

●

Legislating for a binding (or if not possible, an advisory) “say on pay”
vote;

●

Setting appropriate guidelines to promote good remuneration
practices and disclosure;

●

Voting against unacceptable remuneration packages and calling for
and taking part in shareholder dialogue in determining
remuneration policy;

●

Requesting the detailed rationale behind actual remuneration
packages and asking for the integration of ESG issues into shortterm and long-term variable pay;

●

Working with regulators to encourage a “say on pay” vote.

●

Engaging with companies to promote detailed disclosure of
remuneration policies and systems;

●

Monitoring the remuneration practices of institutions where there is
a significant government shareholding.
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Remuneration will remain a key issue for companies, their
shareholders, regulators and wider stakeholders. While recent focus
has been on financial institutions, the issue of appropriate
remuneration frameworks for sustainable success is highly
relevant across all industries and for all shareholders. The Aspen
Institute Business & Society Program put forward the view that
short-termism is not a behaviour of a limited number of investors
and intermediaries but is also supported by investment advisers and
providers of capital, as well as corporate managers, boards and
governments.16

As companies respond to the calls of regulators and shareholders,
we hope to see remuneration policies that include shareholder
dialogue supported by good quality disclosure and remuneration
systems linked to long-term targets and integrating performance
on ESG issues. In particular, from a responsible investor
perspective, the integration of ESG issues is crucial to delivering
sustainable companies, run in the long-term interests of
shareholders and society.
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IMPLICATIONS FOR COMPANIES

T

his Eurosif theme report has been compiled with research by EIRIS. The aim of the report is to illustrate the
challenges and opportunities for companies in relation to remuneration, incentives and long-term sustainability,
and to propose recommendations for companies, policy-makers and responsible investors on this issue.

WHY REMUNERATION MATTERS
●

The aim of executive remuneration is to incentivise and reward
appropriate performance, risk management and behaviour. A welldefined remuneration policy will clearly link the terms of performance
and behaviour to the company’s strategy, continuity and long-term
stable value creation.

●

Given the strategic role of the board in ensuring the long-term
sustainability of a company for its shareholders and wider
stakeholders, it is also important that remuneration levels are such as
to “attract, retain and motivate”1 directors of the appropriate quality
and calibre required. In order to align incentives, a significant
proportion of executive directors’ remuneration should be structured
so as to link rewards to corporate and individual performance.

●

The balance between fixed or base pay and variable (short and longterm incentives) is much debated. A number of corporate governance
codes recommend that a significant proportion of remuneration
should be performance-related. Many investors, scholars and a
significant proportion of public opinion consider the capping of
performance-related pay to be appropriate. Importantly, the call for
clear, quantified and stretching targets for variable pay is a key
concern for many investors.

●

Increasingly, investors also understand the importance of
environmental, social and governance (ESG) performance in relation
to the long-term sustainability of companies and their license to
operate. Whilst this is still only the norm for a limited number of
companies, the linking of remuneration to ESG performance is
becoming more widespread, particularly in certain sectors.

A RECURRING THEME
●

Director remuneration is a recurring theme for shareholders, regulators
and wider stakeholders. While remuneration packages, especially in
the financial services industry, have attracted significant interest in
2008-2009, regulation and guidelines regarding executive
remuneration were in place in a number of countries even before the
financial crisis.

●

In Europe, inclusion of disclosure of remuneration is recommended in
financial statements.2 The European Commission (EC) recommends
that listed companies have regulatory regimes for directors’
remuneration including a remuneration policy and the disclosure of
individual remuneration of directors, stock option schemes, other
forms of remuneration and the cost of all stock incentive systems.
Requirement of a shareholder vote on remuneration policy is not
mandatory at the EU level.

●

A number of countries have embedded these recommendations into
company law or listing requirements. For example, in the Netherlands
and Sweden, boards are required to provide shareholders with an exante vote on their remuneration policy and principles. In the UK, the
2006 Company Act requires companies to disclose directors’
remuneration packages in a remuneration report as well as to provide
shareholders with an advisory ex-post vote on the remuneration
report.3 This approach is also followed in Spain. In 2005, Germany

passed the Management Board Remuneration Disclosure Act, and
specific disclosure requirements were recommended in the 2008
Cromme Review. This specified individual remuneration disclosure as
well as separate remuneration statements for the Management and
Supervisory Boards.
●

1
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In the aftermath of the current global financial crisis, remuneration
policies, and in particular the level of bonuses of senior executives
of companies and traders in the financial sector are being challenged.
However, Hewitt New Bridge Street, a remuneration consultancy,
reported that in 2008 approximately one fifth of FTSE 100 companies
paid out over 90% of the maximum possible bonuses in a year, while
the maximum potential bonus increased to 175% of salaries for the
highest paid directors.4 Furthermore, this report also found that the
median actual bonus paid, as a percentage of base salary, also
increased from less than 60% in 2003 to about 100% in 2008. This did
not match investors’ expectations that the bonuses should have been
cut in response to plummeting financial results. Additionally, the
structure of total remuneration is a target for criticism. Investors
and regulators have expressed concern that remuneration structures
may have contributed to excessive short-term, risk-taking practices in
companies and that there is a lack of focus on long-term and
sustainable growth.

Parliament of the United Kingdom, “Companies Act 2006” www.opsi.gov.uk.
Hewitt New Bridge Street “Report on FTSE 100 Directors’ Remuneration 2009”, August 2009.

Regulators
of major European companies including Shell, Porsche and Philips
Electronics.5 This has seen some positive effects. In Switzerland, there
has been a “say on pay” campaign for the second consecutive year
with a view to the 2010 annual meetings of Holcim, Novartis, Swiss
Re and Zurich Financial Services. In 2009, ABB, Credit Suisse Group,
Nestlé and UBS put their remuneration report/system to the advisory
vote of the shareowners at its annual general meeting (AGM). This
decision followed the submission by Ethos and eight Swiss pension
funds of a “say on pay” resolution on the agenda of the next AGM.6 In
the Netherlands, a number of major Dutch companies, including Aegon,
DSM, Heineken and ING Group, announced that they will submit
changes to their remuneration policy in 2010 following shareholder
engagement.

The key principles for a transparent and accountable remuneration
framework include:
● The disclosure of information on companies’ remuneration
policies (including bonus levels, severance pay, stock options and
other benefits) and the related performance targets and criteria;
●

●

●

The opportunity for a shareholder vote on the remuneration
policy at the general meeting (which is preferably binding but may
be advisory);
The disclosure of individual directors’ remuneration packages and
the prior approval of share and option schemes by shareholders.
While some progress has been made on the disclosure of board
remuneration – EIRIS data reveals that 99% of FTSE EuroFirst300
companies are disclosing board level remuneration either for
individuals or the board as a whole - there remains a wide gap
between current practice and a best practice framework;

The content of “say on pay” proposals varies. They can include
achieving a balance between fixed and variable pay and the process
of designing and implementing remuneration policies, such as bonus
payments, in the event of failure to meet targets. There is a similar
situation in the US.7 Investors there are voicing their concerns about
companies such as AIG and Citigroup that received funds from the
Trouble Asset Relief Program (TARP) and provided high levels of
executive remuneration despite their poor financial performance.
California State Teachers’ Retirement System (CalSTRS), the second
largest public pension fund in the US, also considered company
guidelines for implementing remuneration systems. These include
variable pay in accordance with long-term extra-financial targets.8

A significant part of variable remuneration should be linked to
the achievement of long-term performance objectives.

Remuneration committees
The presence of a remuneration committee with independent oversight
for setting the remuneration policy of a board is integrated into a
number of European national corporate governance codes. The terms
of reference for the committee should be clearly disclosed and will
often include the responsibility to set remuneration for all executive
directors, appoint external remuneration consultants where necessary
and monitor comparable remuneration levels. The composition and
authority of this committee play an important role in setting
appropriate remuneration.

However, despite examples of some active shareholders, a broad
spectrum of shareholders chooses not to exercise their basic
shareholder rights, or responsibilities, to vote on such resolutions.
According to Manifest, a proxy voting agency, approximately 14% of
shareholders in the FTSE 100 voted against company remuneration
plans this year. This is still low, but double last year’s average and also
the highest since new “say on pay” rules came into effect in 2003 in
the UK.9

Shareholders
A number of leading investors have integrated the consideration of
board remuneration into their corporate governance voting policies
where a separate resolution on the remuneration policy or report is
available. Otherwise they have engaged with companies on setting
the remuneration policy and its application. This provides a clear
message to the board.

In some countries companies will be more proactive in
communicating changes to remuneration policies given the potential
reputational impact and damage to investor relations. In the UK for
example, companies may often consult their largest shareholders on
controversial changes or packages in advance of the AGM. The
options available to ‘engaged’ shareholders on the issue of
remuneration vary according to country; in many jurisdictions there
are significant barriers to engagement. Table 1 provides examples of
the variety of avenues open to shareholders wishing to vote on
remuneration.

In jurisdictions where a separate resolution is not available or where
the scope of the resolution is too narrow, there has been a resurgence
of “say on pay” proposals from investors regarding the shareholders’
right to vote on executive pay. This includes both a say on overall
remuneration policy and individual executive remuneration. The
Financial Times has highlighted “say on pay” proposals for a number

Due to the scale and far-reaching effects of the global financial crisis and
the level of investor and public concern about the causes of the crisis,
remuneration has been a top priority for governments and regulators
around the world. This has led to a particular focus on incentives and the
performance-related aspects of remuneration, including proposals for
‘clawback’10 and ‘bonus-malus’, as well as the link between remuneration
and risk management. However, while there has been a plethora of
reviews and guidance, there has been very limited new regulation.
In the aftermath of the financial crisis, a number of countries
commissioned their own reviews of the crisis such as “The Walker
Review”11 in the UK which examined corporate governance in UK
banks and other financial institutions. Indeed, internationally there
has been a proliferation of proposed guidance and policy ideas. For
example, in March 2009, the EC set out best practice for directors’
pay. Some elements are consistent with existing guidelines and focus
on accountability for the levels of long-term and short-term variable
pay,12 disclosure of pension entitlements, benchmarking and
comparison of remuneration of executive directors with peer
companies in the industry. However, the EC proposals also include
stricter requirements around the process of designing and
implementing remuneration policies in order to secure accountability
and transparency regarding executive remuneration. It recommends
shareholder supervision of the process of determining executive
remuneration as well as the strengthening of disclosure

7
The American Federation of State, County and Municipal Employees (AFSCME) referred to this situation
and to a “say on pay” vote in a variety of industries including Apple, Edison International, Hain Celestial,
Honeywell, KB Homes, Pfizer, Valero Energy and Waddell & Reed Financial http ://crossbordergroup.typepad.com.
8
California State Teachers’ Retirement System (CalSTRS) “CalSTRS Executive Compensation Model Policy
Guidelines” www.calstrs.com.
9
Financial Times “Executive pay” 28 October 2009 www.ft.com.
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●

To review the factors to be measured to decide remuneration;

●

To have discretion for ‘clawback’ when personal and corporate
performance measured and used as the basis of remuneration have
been misstated;

●

To have and to exercise discretion to change the actual variable
pay to ensure the fairness of the total pay.

ESG issues are increasingly recognised as linked to companies’ longterm financial stability and value creation for shareholders and
wider stakeholders. Companies have a license to operate as long as
they benefit the wider stakeholders. It is therefore important that
ESG issues are integrated into a company’s business strategy and
as such, that remuneration is linked to successful performance
against this strategy. There are also examples of guidelines that
include the consideration of ESG performance within remuneration.
The fourth principle of the Financial Stability Forum (FSF) Principles
refers to reputational risk as one of the key risks to be considered.
Reputational risk may be reflected in diminishing intangible assets
of companies as a result of poor management of ESG issues. This is
becoming particularly true as NGOs and civil society groups operate
more globally, using the media to raise concerns around company
practice. Principle 6 of the FSF code proposes even more clearly
that “non-financial performance metrics should form a significant
part of the performance assessment process”.

The EC’s proposal is aimed at reforming the existing remuneration
culture. It also includes establishing supervisors that have power to
sanction banks that are reluctant to change their remuneration policy
in line with the proposed new requirements. It remains to be seen to
what extent these proposals are integrated into firm legislation.

General public

Types of voting
Binding

Advisory

Country

Notes

Netherlands, Norway, Sweden

The legislation in these countries requires that shareholders are given a right
to set remuneration policies and a binding vote on the approval of
remuneration policies and packages.

France, Germany, UK

France: Article L. 225-100 of the French Commercial Code allows shareholders
to file non-binding resolutions on any matters relating to the annual accounts
(including remuneration).
Germany: The Appropriateness of Management Board Remuneration Act
(VorstAG) allows major shareholders to request a non-binding “say on pay”
vote in accordance with the German Stock Corporation Act (AktG). A major
shareholder is defined as one holding 5% of total shares or a nominal value
of EUR 500,000.
UK: The Company Act 2006 states that directors must ensure that a resolution
on the remuneration policy is put to vote. Shareholders are also given the
option of a non-binding vote against directors' pay.

Spain, Switzerland

Some Spanish and Swiss companies are starting to offer a vote to their
shareholders.

12
The European Commission, “Executive remuneration: European Forum sets out best practices for
directors’ pay”, March 2009, http ://ec.europa.eu.
13
The European Commission, “Directors’ pay : Commission sets out further guidance on structure and
determination of directors’ remuneration", April 2009.

10
Clawback is ‘previously-given money or benefits that are taken back due to special circumstances.’
(www.finance-glossary.com) In this paper, it means remuneration which should be taken back due to
underperformance.
11
“A review of corporate governance in UK banks and other financial industry entities” www.hm-treasury.gov.uk.

3

Figure 1: Proportion (and number) of companies
with ESG-linked remuneration

Source: EIRIS (Sept 2009)

of the conditional grant of shares in the long-term incentive
program to the ranking of the company in the Dow Jones
Sustainability index (DJSI). The company stated that sustainability
is considered key to the long-term future of the company and that
linking part of the performance share plan to the DJSI is therefore
a logical next step in positioning sustainability at the core of the
company’s business. Despite these examples, a significant gap
continues to exist between best and current practice.

As the calls to link non-financial performance metrics to
remuneration are increasing, EIRIS has examined the extent to
which companies in the FTSE EuroFirst300 link ESG performance to
remuneration. ESG-related executive remuneration is included as
“pay and incentives for directors and/or senior managers linked to
company-wide ESG performance”. EIRIS has analysed the ESG risk
management of companies in the FTSE Eurofirst 300 index, which
consists of the largest companies by market capitalisation in
European countries.14 29% of companies have some commitment
to linking remuneration to ESG performance.

A number of financial institutions have been provided with financial
support, such as capital injections, by national governments. As this is
ultimately funded by taxpayers, there has been an unprecedented
level of public outcry where remuneration levels have remained high
in spite of poor financial performance and government support.
Examples include the public outcry regarding the remuneration of the
ex-CEO of Royal Bank of Scotland.

Table 1: Types of “say on pay” voting

Voluntary or
in response to
shareholder
resolutions

5
They include Royal Dutch Shell, Porsche Automobil Holding, Deutche Post DHL, DSM, Koninklijke
Philips Electronics, The Berkeley Group Holdings, Cable & Wireless, AstraZeneca, Provident Financial,
The Royal Bank of Scotland and Northern Rock.
6
In Switzerland where shareowners currently have no rights with regard to approving executive remuneration, Ethos, a Swiss corporate governance foundation, has led resolutions and dialogue with
companies resulting in 8 out of the 20 SMI companies (20 largest Swiss listed companies) implementing ‘Say on Pay’ votes at their annual general meetings.

LINKING REMUNERATION TO ESG PERFORMANCE

requirements.13 It also focuses on the expansion of the role and
responsibility of non-executive directors, these are given as follows:

Source: Blakes, Economist, Freshfield Bruckhaus Deringer

KEY PLAYERS AND RESPONSES

While companies may report a remuneration system linked to ESG
performance, they do not always disclose how this system is
implemented. The most common ESG indicators are health and
safety. Companies set ESG-related targets for directors’
remuneration in accordance with their business strategies. For
example one multi-utility company links their executive
remuneration with performance around employee and customer
satisfaction whilst a power generator has set performance on
climate change issues as one of the parameters for determining
directors’ variable pay. Approximately half of the companies that
link remuneration to ESG issues do not clarify which ESG areas
are linked to the remuneration. They simply use generalised
expressions such as non-financial, CR (corporate responsibility), CSR
(corporate social responsibility), ESG (environmental, social and
governance), and SEE (social, ethical and environment). Moreover,
only a few companies disclose what proportion of executive
remuneration is linked to ESG performance.

A cross-sectoral analysis shows that financial institutions are
laggards in regard to the setting of remuneration systems linked
to ESG performance. Financial institutions (including banks,
general financials and insurance sectors) account for 23% of the
FTSE Eurofirst 300 index however only 16% of financial institutions
have an ESG-linked remuneration system. Figure 1 shows the
proportion of companies within each of the three financial sectors
that link remuneration to ESG issues, as well as their average score
and the average of the FTSE Eurofirst 300. The financial sector
average is less than the average of all sectors (29%) despite indirect
risks to companies within this sector through business practices
such as lending, investment and insurance.15 One positive example
in this sector is the insurance provider Aviva (UK). Aviva links 20%
of their Annual Bonus Plan to achieving customer satisfaction and
employee engagement targets which are internally assured and
reported to the remuneration committee.

While the integration of ESG performance into remuneration
policies is generally welcomed, there are concerns that these
performance targets can be set as ‘soft targets’ thereby
guaranteeing a minimum level of bonus. As with other targets, ESG
targets should be quantified, time-bounded, verifiable and
stretching. Fuller accountability and transparency are therefore
required to enable shareholders to comment on the appropriateness
of these targets as well as all other performance-related aspects of
remuneration.

In sectors exposed to direct ESG risks, such as oil & gas, chemicals
and food production, more than half of companies have
remuneration schemes linked to performance around ESG risk
management. At the 2009 AGM of the chemical company Akzo
Nobel (Netherlands), the Supervisory Board proposed linking 50%

15
See also previous paper from EIRIS, “At risk? – How companies manage ESG issues at board level”
www.eiris.org

14
This research covers 295 companies in Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland and
the United Kingdom.
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Regulators
of major European companies including Shell, Porsche and Philips
Electronics.5 This has seen some positive effects. In Switzerland, there
has been a “say on pay” campaign for the second consecutive year
with a view to the 2010 annual meetings of Holcim, Novartis, Swiss
Re and Zurich Financial Services. In 2009, ABB, Credit Suisse Group,
Nestlé and UBS put their remuneration report/system to the advisory
vote of the shareowners at its annual general meeting (AGM). This
decision followed the submission by Ethos and eight Swiss pension
funds of a “say on pay” resolution on the agenda of the next AGM.6 In
the Netherlands, a number of major Dutch companies, including Aegon,
DSM, Heineken and ING Group, announced that they will submit
changes to their remuneration policy in 2010 following shareholder
engagement.

The key principles for a transparent and accountable remuneration
framework include:
● The disclosure of information on companies’ remuneration
policies (including bonus levels, severance pay, stock options and
other benefits) and the related performance targets and criteria;
●

●

●

The opportunity for a shareholder vote on the remuneration
policy at the general meeting (which is preferably binding but may
be advisory);
The disclosure of individual directors’ remuneration packages and
the prior approval of share and option schemes by shareholders.
While some progress has been made on the disclosure of board
remuneration – EIRIS data reveals that 99% of FTSE EuroFirst300
companies are disclosing board level remuneration either for
individuals or the board as a whole - there remains a wide gap
between current practice and a best practice framework;

The content of “say on pay” proposals varies. They can include
achieving a balance between fixed and variable pay and the process
of designing and implementing remuneration policies, such as bonus
payments, in the event of failure to meet targets. There is a similar
situation in the US.7 Investors there are voicing their concerns about
companies such as AIG and Citigroup that received funds from the
Trouble Asset Relief Program (TARP) and provided high levels of
executive remuneration despite their poor financial performance.
California State Teachers’ Retirement System (CalSTRS), the second
largest public pension fund in the US, also considered company
guidelines for implementing remuneration systems. These include
variable pay in accordance with long-term extra-financial targets.8

A significant part of variable remuneration should be linked to
the achievement of long-term performance objectives.

Remuneration committees
The presence of a remuneration committee with independent oversight
for setting the remuneration policy of a board is integrated into a
number of European national corporate governance codes. The terms
of reference for the committee should be clearly disclosed and will
often include the responsibility to set remuneration for all executive
directors, appoint external remuneration consultants where necessary
and monitor comparable remuneration levels. The composition and
authority of this committee play an important role in setting
appropriate remuneration.

However, despite examples of some active shareholders, a broad
spectrum of shareholders chooses not to exercise their basic
shareholder rights, or responsibilities, to vote on such resolutions.
According to Manifest, a proxy voting agency, approximately 14% of
shareholders in the FTSE 100 voted against company remuneration
plans this year. This is still low, but double last year’s average and also
the highest since new “say on pay” rules came into effect in 2003 in
the UK.9

Shareholders
A number of leading investors have integrated the consideration of
board remuneration into their corporate governance voting policies
where a separate resolution on the remuneration policy or report is
available. Otherwise they have engaged with companies on setting
the remuneration policy and its application. This provides a clear
message to the board.

In some countries companies will be more proactive in
communicating changes to remuneration policies given the potential
reputational impact and damage to investor relations. In the UK for
example, companies may often consult their largest shareholders on
controversial changes or packages in advance of the AGM. The
options available to ‘engaged’ shareholders on the issue of
remuneration vary according to country; in many jurisdictions there
are significant barriers to engagement. Table 1 provides examples of
the variety of avenues open to shareholders wishing to vote on
remuneration.

In jurisdictions where a separate resolution is not available or where
the scope of the resolution is too narrow, there has been a resurgence
of “say on pay” proposals from investors regarding the shareholders’
right to vote on executive pay. This includes both a say on overall
remuneration policy and individual executive remuneration. The
Financial Times has highlighted “say on pay” proposals for a number

Due to the scale and far-reaching effects of the global financial crisis and
the level of investor and public concern about the causes of the crisis,
remuneration has been a top priority for governments and regulators
around the world. This has led to a particular focus on incentives and the
performance-related aspects of remuneration, including proposals for
‘clawback’10 and ‘bonus-malus’, as well as the link between remuneration
and risk management. However, while there has been a plethora of
reviews and guidance, there has been very limited new regulation.
In the aftermath of the financial crisis, a number of countries
commissioned their own reviews of the crisis such as “The Walker
Review”11 in the UK which examined corporate governance in UK
banks and other financial institutions. Indeed, internationally there
has been a proliferation of proposed guidance and policy ideas. For
example, in March 2009, the EC set out best practice for directors’
pay. Some elements are consistent with existing guidelines and focus
on accountability for the levels of long-term and short-term variable
pay,12 disclosure of pension entitlements, benchmarking and
comparison of remuneration of executive directors with peer
companies in the industry. However, the EC proposals also include
stricter requirements around the process of designing and
implementing remuneration policies in order to secure accountability
and transparency regarding executive remuneration. It recommends
shareholder supervision of the process of determining executive
remuneration as well as the strengthening of disclosure

7
The American Federation of State, County and Municipal Employees (AFSCME) referred to this situation
and to a “say on pay” vote in a variety of industries including Apple, Edison International, Hain Celestial,
Honeywell, KB Homes, Pfizer, Valero Energy and Waddell & Reed Financial http ://crossbordergroup.typepad.com.
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●

To review the factors to be measured to decide remuneration;

●

To have discretion for ‘clawback’ when personal and corporate
performance measured and used as the basis of remuneration have
been misstated;

●

To have and to exercise discretion to change the actual variable
pay to ensure the fairness of the total pay.

ESG issues are increasingly recognised as linked to companies’ longterm financial stability and value creation for shareholders and
wider stakeholders. Companies have a license to operate as long as
they benefit the wider stakeholders. It is therefore important that
ESG issues are integrated into a company’s business strategy and
as such, that remuneration is linked to successful performance
against this strategy. There are also examples of guidelines that
include the consideration of ESG performance within remuneration.
The fourth principle of the Financial Stability Forum (FSF) Principles
refers to reputational risk as one of the key risks to be considered.
Reputational risk may be reflected in diminishing intangible assets
of companies as a result of poor management of ESG issues. This is
becoming particularly true as NGOs and civil society groups operate
more globally, using the media to raise concerns around company
practice. Principle 6 of the FSF code proposes even more clearly
that “non-financial performance metrics should form a significant
part of the performance assessment process”.

The EC’s proposal is aimed at reforming the existing remuneration
culture. It also includes establishing supervisors that have power to
sanction banks that are reluctant to change their remuneration policy
in line with the proposed new requirements. It remains to be seen to
what extent these proposals are integrated into firm legislation.

General public

Types of voting
Binding

Advisory

Country

Notes

Netherlands, Norway, Sweden

The legislation in these countries requires that shareholders are given a right
to set remuneration policies and a binding vote on the approval of
remuneration policies and packages.

France, Germany, UK

France: Article L. 225-100 of the French Commercial Code allows shareholders
to file non-binding resolutions on any matters relating to the annual accounts
(including remuneration).
Germany: The Appropriateness of Management Board Remuneration Act
(VorstAG) allows major shareholders to request a non-binding “say on pay”
vote in accordance with the German Stock Corporation Act (AktG). A major
shareholder is defined as one holding 5% of total shares or a nominal value
of EUR 500,000.
UK: The Company Act 2006 states that directors must ensure that a resolution
on the remuneration policy is put to vote. Shareholders are also given the
option of a non-binding vote against directors' pay.

Spain, Switzerland

Some Spanish and Swiss companies are starting to offer a vote to their
shareholders.
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“A review of corporate governance in UK banks and other financial industry entities” www.hm-treasury.gov.uk.
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Figure 1: Proportion (and number) of companies
with ESG-linked remuneration

Source: EIRIS (Sept 2009)

of the conditional grant of shares in the long-term incentive
program to the ranking of the company in the Dow Jones
Sustainability index (DJSI). The company stated that sustainability
is considered key to the long-term future of the company and that
linking part of the performance share plan to the DJSI is therefore
a logical next step in positioning sustainability at the core of the
company’s business. Despite these examples, a significant gap
continues to exist between best and current practice.

As the calls to link non-financial performance metrics to
remuneration are increasing, EIRIS has examined the extent to
which companies in the FTSE EuroFirst300 link ESG performance to
remuneration. ESG-related executive remuneration is included as
“pay and incentives for directors and/or senior managers linked to
company-wide ESG performance”. EIRIS has analysed the ESG risk
management of companies in the FTSE Eurofirst 300 index, which
consists of the largest companies by market capitalisation in
European countries.14 29% of companies have some commitment
to linking remuneration to ESG performance.

A number of financial institutions have been provided with financial
support, such as capital injections, by national governments. As this is
ultimately funded by taxpayers, there has been an unprecedented
level of public outcry where remuneration levels have remained high
in spite of poor financial performance and government support.
Examples include the public outcry regarding the remuneration of the
ex-CEO of Royal Bank of Scotland.

Table 1: Types of “say on pay” voting

Voluntary or
in response to
shareholder
resolutions

5
They include Royal Dutch Shell, Porsche Automobil Holding, Deutche Post DHL, DSM, Koninklijke
Philips Electronics, The Berkeley Group Holdings, Cable & Wireless, AstraZeneca, Provident Financial,
The Royal Bank of Scotland and Northern Rock.
6
In Switzerland where shareowners currently have no rights with regard to approving executive remuneration, Ethos, a Swiss corporate governance foundation, has led resolutions and dialogue with
companies resulting in 8 out of the 20 SMI companies (20 largest Swiss listed companies) implementing ‘Say on Pay’ votes at their annual general meetings.
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requirements.13 It also focuses on the expansion of the role and
responsibility of non-executive directors, these are given as follows:

Source: Blakes, Economist, Freshfield Bruckhaus Deringer

KEY PLAYERS AND RESPONSES

While companies may report a remuneration system linked to ESG
performance, they do not always disclose how this system is
implemented. The most common ESG indicators are health and
safety. Companies set ESG-related targets for directors’
remuneration in accordance with their business strategies. For
example one multi-utility company links their executive
remuneration with performance around employee and customer
satisfaction whilst a power generator has set performance on
climate change issues as one of the parameters for determining
directors’ variable pay. Approximately half of the companies that
link remuneration to ESG issues do not clarify which ESG areas
are linked to the remuneration. They simply use generalised
expressions such as non-financial, CR (corporate responsibility), CSR
(corporate social responsibility), ESG (environmental, social and
governance), and SEE (social, ethical and environment). Moreover,
only a few companies disclose what proportion of executive
remuneration is linked to ESG performance.

A cross-sectoral analysis shows that financial institutions are
laggards in regard to the setting of remuneration systems linked
to ESG performance. Financial institutions (including banks,
general financials and insurance sectors) account for 23% of the
FTSE Eurofirst 300 index however only 16% of financial institutions
have an ESG-linked remuneration system. Figure 1 shows the
proportion of companies within each of the three financial sectors
that link remuneration to ESG issues, as well as their average score
and the average of the FTSE Eurofirst 300. The financial sector
average is less than the average of all sectors (29%) despite indirect
risks to companies within this sector through business practices
such as lending, investment and insurance.15 One positive example
in this sector is the insurance provider Aviva (UK). Aviva links 20%
of their Annual Bonus Plan to achieving customer satisfaction and
employee engagement targets which are internally assured and
reported to the remuneration committee.

While the integration of ESG performance into remuneration
policies is generally welcomed, there are concerns that these
performance targets can be set as ‘soft targets’ thereby
guaranteeing a minimum level of bonus. As with other targets, ESG
targets should be quantified, time-bounded, verifiable and
stretching. Fuller accountability and transparency are therefore
required to enable shareholders to comment on the appropriateness
of these targets as well as all other performance-related aspects of
remuneration.

In sectors exposed to direct ESG risks, such as oil & gas, chemicals
and food production, more than half of companies have
remuneration schemes linked to performance around ESG risk
management. At the 2009 AGM of the chemical company Akzo
Nobel (Netherlands), the Supervisory Board proposed linking 50%

15
See also previous paper from EIRIS, “At risk? – How companies manage ESG issues at board level”
www.eiris.org
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This research covers 295 companies in Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland and
the United Kingdom.
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Regulators
of major European companies including Shell, Porsche and Philips
Electronics.5 This has seen some positive effects. In Switzerland, there
has been a “say on pay” campaign for the second consecutive year
with a view to the 2010 annual meetings of Holcim, Novartis, Swiss
Re and Zurich Financial Services. In 2009, ABB, Credit Suisse Group,
Nestlé and UBS put their remuneration report/system to the advisory
vote of the shareowners at its annual general meeting (AGM). This
decision followed the submission by Ethos and eight Swiss pension
funds of a “say on pay” resolution on the agenda of the next AGM.6 In
the Netherlands, a number of major Dutch companies, including Aegon,
DSM, Heineken and ING Group, announced that they will submit
changes to their remuneration policy in 2010 following shareholder
engagement.

The key principles for a transparent and accountable remuneration
framework include:
● The disclosure of information on companies’ remuneration
policies (including bonus levels, severance pay, stock options and
other benefits) and the related performance targets and criteria;
●

●

●

The opportunity for a shareholder vote on the remuneration
policy at the general meeting (which is preferably binding but may
be advisory);
The disclosure of individual directors’ remuneration packages and
the prior approval of share and option schemes by shareholders.
While some progress has been made on the disclosure of board
remuneration – EIRIS data reveals that 99% of FTSE EuroFirst300
companies are disclosing board level remuneration either for
individuals or the board as a whole - there remains a wide gap
between current practice and a best practice framework;

The content of “say on pay” proposals varies. They can include
achieving a balance between fixed and variable pay and the process
of designing and implementing remuneration policies, such as bonus
payments, in the event of failure to meet targets. There is a similar
situation in the US.7 Investors there are voicing their concerns about
companies such as AIG and Citigroup that received funds from the
Trouble Asset Relief Program (TARP) and provided high levels of
executive remuneration despite their poor financial performance.
California State Teachers’ Retirement System (CalSTRS), the second
largest public pension fund in the US, also considered company
guidelines for implementing remuneration systems. These include
variable pay in accordance with long-term extra-financial targets.8

A significant part of variable remuneration should be linked to
the achievement of long-term performance objectives.

Remuneration committees
The presence of a remuneration committee with independent oversight
for setting the remuneration policy of a board is integrated into a
number of European national corporate governance codes. The terms
of reference for the committee should be clearly disclosed and will
often include the responsibility to set remuneration for all executive
directors, appoint external remuneration consultants where necessary
and monitor comparable remuneration levels. The composition and
authority of this committee play an important role in setting
appropriate remuneration.

However, despite examples of some active shareholders, a broad
spectrum of shareholders chooses not to exercise their basic
shareholder rights, or responsibilities, to vote on such resolutions.
According to Manifest, a proxy voting agency, approximately 14% of
shareholders in the FTSE 100 voted against company remuneration
plans this year. This is still low, but double last year’s average and also
the highest since new “say on pay” rules came into effect in 2003 in
the UK.9

Shareholders
A number of leading investors have integrated the consideration of
board remuneration into their corporate governance voting policies
where a separate resolution on the remuneration policy or report is
available. Otherwise they have engaged with companies on setting
the remuneration policy and its application. This provides a clear
message to the board.

In some countries companies will be more proactive in
communicating changes to remuneration policies given the potential
reputational impact and damage to investor relations. In the UK for
example, companies may often consult their largest shareholders on
controversial changes or packages in advance of the AGM. The
options available to ‘engaged’ shareholders on the issue of
remuneration vary according to country; in many jurisdictions there
are significant barriers to engagement. Table 1 provides examples of
the variety of avenues open to shareholders wishing to vote on
remuneration.

In jurisdictions where a separate resolution is not available or where
the scope of the resolution is too narrow, there has been a resurgence
of “say on pay” proposals from investors regarding the shareholders’
right to vote on executive pay. This includes both a say on overall
remuneration policy and individual executive remuneration. The
Financial Times has highlighted “say on pay” proposals for a number

Due to the scale and far-reaching effects of the global financial crisis and
the level of investor and public concern about the causes of the crisis,
remuneration has been a top priority for governments and regulators
around the world. This has led to a particular focus on incentives and the
performance-related aspects of remuneration, including proposals for
‘clawback’10 and ‘bonus-malus’, as well as the link between remuneration
and risk management. However, while there has been a plethora of
reviews and guidance, there has been very limited new regulation.
In the aftermath of the financial crisis, a number of countries
commissioned their own reviews of the crisis such as “The Walker
Review”11 in the UK which examined corporate governance in UK
banks and other financial institutions. Indeed, internationally there
has been a proliferation of proposed guidance and policy ideas. For
example, in March 2009, the EC set out best practice for directors’
pay. Some elements are consistent with existing guidelines and focus
on accountability for the levels of long-term and short-term variable
pay,12 disclosure of pension entitlements, benchmarking and
comparison of remuneration of executive directors with peer
companies in the industry. However, the EC proposals also include
stricter requirements around the process of designing and
implementing remuneration policies in order to secure accountability
and transparency regarding executive remuneration. It recommends
shareholder supervision of the process of determining executive
remuneration as well as the strengthening of disclosure

7
The American Federation of State, County and Municipal Employees (AFSCME) referred to this situation
and to a “say on pay” vote in a variety of industries including Apple, Edison International, Hain Celestial,
Honeywell, KB Homes, Pfizer, Valero Energy and Waddell & Reed Financial http ://crossbordergroup.typepad.com.
8
California State Teachers’ Retirement System (CalSTRS) “CalSTRS Executive Compensation Model Policy
Guidelines” www.calstrs.com.
9
Financial Times “Executive pay” 28 October 2009 www.ft.com.

2

●

To review the factors to be measured to decide remuneration;

●

To have discretion for ‘clawback’ when personal and corporate
performance measured and used as the basis of remuneration have
been misstated;

●

To have and to exercise discretion to change the actual variable
pay to ensure the fairness of the total pay.

ESG issues are increasingly recognised as linked to companies’ longterm financial stability and value creation for shareholders and
wider stakeholders. Companies have a license to operate as long as
they benefit the wider stakeholders. It is therefore important that
ESG issues are integrated into a company’s business strategy and
as such, that remuneration is linked to successful performance
against this strategy. There are also examples of guidelines that
include the consideration of ESG performance within remuneration.
The fourth principle of the Financial Stability Forum (FSF) Principles
refers to reputational risk as one of the key risks to be considered.
Reputational risk may be reflected in diminishing intangible assets
of companies as a result of poor management of ESG issues. This is
becoming particularly true as NGOs and civil society groups operate
more globally, using the media to raise concerns around company
practice. Principle 6 of the FSF code proposes even more clearly
that “non-financial performance metrics should form a significant
part of the performance assessment process”.

The EC’s proposal is aimed at reforming the existing remuneration
culture. It also includes establishing supervisors that have power to
sanction banks that are reluctant to change their remuneration policy
in line with the proposed new requirements. It remains to be seen to
what extent these proposals are integrated into firm legislation.

General public

Types of voting
Binding

Advisory

Country

Notes

Netherlands, Norway, Sweden

The legislation in these countries requires that shareholders are given a right
to set remuneration policies and a binding vote on the approval of
remuneration policies and packages.

France, Germany, UK

France: Article L. 225-100 of the French Commercial Code allows shareholders
to file non-binding resolutions on any matters relating to the annual accounts
(including remuneration).
Germany: The Appropriateness of Management Board Remuneration Act
(VorstAG) allows major shareholders to request a non-binding “say on pay”
vote in accordance with the German Stock Corporation Act (AktG). A major
shareholder is defined as one holding 5% of total shares or a nominal value
of EUR 500,000.
UK: The Company Act 2006 states that directors must ensure that a resolution
on the remuneration policy is put to vote. Shareholders are also given the
option of a non-binding vote against directors' pay.

Spain, Switzerland

Some Spanish and Swiss companies are starting to offer a vote to their
shareholders.

12
The European Commission, “Executive remuneration: European Forum sets out best practices for
directors’ pay”, March 2009, http ://ec.europa.eu.
13
The European Commission, “Directors’ pay : Commission sets out further guidance on structure and
determination of directors’ remuneration", April 2009.

10
Clawback is ‘previously-given money or benefits that are taken back due to special circumstances.’
(www.finance-glossary.com) In this paper, it means remuneration which should be taken back due to
underperformance.
11
“A review of corporate governance in UK banks and other financial industry entities” www.hm-treasury.gov.uk.
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consists of the largest companies by market capitalisation in
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risks to companies within this sector through business practices
such as lending, investment and insurance.15 One positive example
in this sector is the insurance provider Aviva (UK). Aviva links 20%
of their Annual Bonus Plan to achieving customer satisfaction and
employee engagement targets which are internally assured and
reported to the remuneration committee.

While the integration of ESG performance into remuneration
policies is generally welcomed, there are concerns that these
performance targets can be set as ‘soft targets’ thereby
guaranteeing a minimum level of bonus. As with other targets, ESG
targets should be quantified, time-bounded, verifiable and
stretching. Fuller accountability and transparency are therefore
required to enable shareholders to comment on the appropriateness
of these targets as well as all other performance-related aspects of
remuneration.

In sectors exposed to direct ESG risks, such as oil & gas, chemicals
and food production, more than half of companies have
remuneration schemes linked to performance around ESG risk
management. At the 2009 AGM of the chemical company Akzo
Nobel (Netherlands), the Supervisory Board proposed linking 50%
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Remuneration
Theme Report - 3rd in a series

The increased focus and scrutiny on remuneration presents new
challenges and opportunities for companies.

In the longer term, companies adopting an appropriate approach to
remuneration stand to benefit from:

In the short-term, key challenges will come from:
● Compliance with new regulations;

●

Better corporate decision-making and positioning;

●

Better remuneration policies, following best practice guidelines,
focusing on long-term sustainable success;

●

Enhanced shareholder relations (and time savings) through
shareholder engagement on this often contentious issue;

●

More robust ESG risk management systems through the integration
of ESG performance considerations.

●

Maintaining good shareholder and stakeholder relations;

●

Managing wider reputation where there has been public outcry.

RECOMMENDATIONS FOR SHAREHOLDERS AND REGULATORS
These recommendations are aimed at supporting a company’s longterm sustainability.

Regulators should promote active dialogue between companies and
shareholders and wider stakeholders by:

Shareholders should engage with companies by:

●

Legislating for a binding (or if not possible, an advisory) “say on pay”
vote;

●

Setting appropriate guidelines to promote good remuneration
practices and disclosure;

●

Voting against unacceptable remuneration packages and calling for
and taking part in shareholder dialogue in determining
remuneration policy;

●

Requesting the detailed rationale behind actual remuneration
packages and asking for the integration of ESG issues into shortterm and long-term variable pay;

●

Working with regulators to encourage a “say on pay” vote.

●

Engaging with companies to promote detailed disclosure of
remuneration policies and systems;

●

Monitoring the remuneration practices of institutions where there is
a significant government shareholding.

Eurosif wishes to acknowledge the support and direction provided by the Remuneration Report Steering Committee:
CM-CIC Asset Management
Ethos Foundation
Groupama Asset Management

CONCLUSIONS

Henderson Global Investors
MACIF Gestion

Remuneration will remain a key issue for companies, their
shareholders, regulators and wider stakeholders. While recent focus
has been on financial institutions, the issue of appropriate
remuneration frameworks for sustainable success is highly
relevant across all industries and for all shareholders. The Aspen
Institute Business & Society Program put forward the view that
short-termism is not a behaviour of a limited number of investors
and intermediaries but is also supported by investment advisers and
providers of capital, as well as corporate managers, boards and
governments.16

As companies respond to the calls of regulators and shareholders,
we hope to see remuneration policies that include shareholder
dialogue supported by good quality disclosure and remuneration
systems linked to long-term targets and integrating performance
on ESG issues. In particular, from a responsible investor
perspective, the integration of ESG issues is crucial to delivering
sustainable companies, run in the long-term interests of
shareholders and society.

PhiTrust Active Investors
Robeco
Société Générale Gestion

This sector report has been compiled by:

La Ruche • 84 quai de Jemmapes • 75010 Paris, France
Tel: +33 1 40 20 43 38
contact@eurosif.org • www.eurosif.org

16

The Aspen Institute Business & Society Program, “Overcoming Short-termism: A Call for a More
Responsible Approach to Investment and Business Management”, www.aspeninstitute.org

80-84 Bondway • London • SW8 1SF
+44 (0) 20 7840 5700
clients@eiris.org • www.eiris.org
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IMPLICATIONS FOR COMPANIES

T

his Eurosif theme report has been compiled with research by EIRIS. The aim of the report is to illustrate the
challenges and opportunities for companies in relation to remuneration, incentives and long-term sustainability,
and to propose recommendations for companies, policy-makers and responsible investors on this issue.

WHY REMUNERATION MATTERS
●

The aim of executive remuneration is to incentivise and reward
appropriate performance, risk management and behaviour. A welldefined remuneration policy will clearly link the terms of performance
and behaviour to the company’s strategy, continuity and long-term
stable value creation.

●

Given the strategic role of the board in ensuring the long-term
sustainability of a company for its shareholders and wider
stakeholders, it is also important that remuneration levels are such as
to “attract, retain and motivate”1 directors of the appropriate quality
and calibre required. In order to align incentives, a significant
proportion of executive directors’ remuneration should be structured
so as to link rewards to corporate and individual performance.

●

The balance between fixed or base pay and variable (short and longterm incentives) is much debated. A number of corporate governance
codes recommend that a significant proportion of remuneration
should be performance-related. Many investors, scholars and a
significant proportion of public opinion consider the capping of
performance-related pay to be appropriate. Importantly, the call for
clear, quantified and stretching targets for variable pay is a key
concern for many investors.

●

Increasingly, investors also understand the importance of
environmental, social and governance (ESG) performance in relation
to the long-term sustainability of companies and their license to
operate. Whilst this is still only the norm for a limited number of
companies, the linking of remuneration to ESG performance is
becoming more widespread, particularly in certain sectors.

A RECURRING THEME
●

Director remuneration is a recurring theme for shareholders, regulators
and wider stakeholders. While remuneration packages, especially in
the financial services industry, have attracted significant interest in
2008-2009, regulation and guidelines regarding executive
remuneration were in place in a number of countries even before the
financial crisis.

●

In Europe, inclusion of disclosure of remuneration is recommended in
financial statements.2 The European Commission (EC) recommends
that listed companies have regulatory regimes for directors’
remuneration including a remuneration policy and the disclosure of
individual remuneration of directors, stock option schemes, other
forms of remuneration and the cost of all stock incentive systems.
Requirement of a shareholder vote on remuneration policy is not
mandatory at the EU level.

●

A number of countries have embedded these recommendations into
company law or listing requirements. For example, in the Netherlands
and Sweden, boards are required to provide shareholders with an exante vote on their remuneration policy and principles. In the UK, the
2006 Company Act requires companies to disclose directors’
remuneration packages in a remuneration report as well as to provide
shareholders with an advisory ex-post vote on the remuneration
report.3 This approach is also followed in Spain. In 2005, Germany

passed the Management Board Remuneration Disclosure Act, and
specific disclosure requirements were recommended in the 2008
Cromme Review. This specified individual remuneration disclosure as
well as separate remuneration statements for the Management and
Supervisory Boards.
●

1

3

2

4

Financial Reporting Council, “The Combined Code on Corporate Governance” www.frc.org.uk.
The High Level Group of Company Law Experts “A Modern Regulatory Framework for Company Law in
Europe” http ://ec.europa.eu.

1

In the aftermath of the current global financial crisis, remuneration
policies, and in particular the level of bonuses of senior executives
of companies and traders in the financial sector are being challenged.
However, Hewitt New Bridge Street, a remuneration consultancy,
reported that in 2008 approximately one fifth of FTSE 100 companies
paid out over 90% of the maximum possible bonuses in a year, while
the maximum potential bonus increased to 175% of salaries for the
highest paid directors.4 Furthermore, this report also found that the
median actual bonus paid, as a percentage of base salary, also
increased from less than 60% in 2003 to about 100% in 2008. This did
not match investors’ expectations that the bonuses should have been
cut in response to plummeting financial results. Additionally, the
structure of total remuneration is a target for criticism. Investors
and regulators have expressed concern that remuneration structures
may have contributed to excessive short-term, risk-taking practices in
companies and that there is a lack of focus on long-term and
sustainable growth.

Parliament of the United Kingdom, “Companies Act 2006” www.opsi.gov.uk.
Hewitt New Bridge Street “Report on FTSE 100 Directors’ Remuneration 2009”, August 2009.
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IMPLICATIONS FOR COMPANIES

T

his Eurosif theme report has been compiled with research by EIRIS. The aim of the report is to illustrate the
challenges and opportunities for companies in relation to remuneration, incentives and long-term sustainability,
and to propose recommendations for companies, policy-makers and responsible investors on this issue.

WHY REMUNERATION MATTERS
●

The aim of executive remuneration is to incentivise and reward
appropriate performance, risk management and behaviour. A welldefined remuneration policy will clearly link the terms of performance
and behaviour to the company’s strategy, continuity and long-term
stable value creation.

●

Given the strategic role of the board in ensuring the long-term
sustainability of a company for its shareholders and wider
stakeholders, it is also important that remuneration levels are such as
to “attract, retain and motivate”1 directors of the appropriate quality
and calibre required. In order to align incentives, a significant
proportion of executive directors’ remuneration should be structured
so as to link rewards to corporate and individual performance.

●

The balance between fixed or base pay and variable (short and longterm incentives) is much debated. A number of corporate governance
codes recommend that a significant proportion of remuneration
should be performance-related. Many investors, scholars and a
significant proportion of public opinion consider the capping of
performance-related pay to be appropriate. Importantly, the call for
clear, quantified and stretching targets for variable pay is a key
concern for many investors.

●

Increasingly, investors also understand the importance of
environmental, social and governance (ESG) performance in relation
to the long-term sustainability of companies and their license to
operate. Whilst this is still only the norm for a limited number of
companies, the linking of remuneration to ESG performance is
becoming more widespread, particularly in certain sectors.

A RECURRING THEME
●

Director remuneration is a recurring theme for shareholders, regulators
and wider stakeholders. While remuneration packages, especially in
the financial services industry, have attracted significant interest in
2008-2009, regulation and guidelines regarding executive
remuneration were in place in a number of countries even before the
financial crisis.

●

In Europe, inclusion of disclosure of remuneration is recommended in
financial statements.2 The European Commission (EC) recommends
that listed companies have regulatory regimes for directors’
remuneration including a remuneration policy and the disclosure of
individual remuneration of directors, stock option schemes, other
forms of remuneration and the cost of all stock incentive systems.
Requirement of a shareholder vote on remuneration policy is not
mandatory at the EU level.

●

A number of countries have embedded these recommendations into
company law or listing requirements. For example, in the Netherlands
and Sweden, boards are required to provide shareholders with an exante vote on their remuneration policy and principles. In the UK, the
2006 Company Act requires companies to disclose directors’
remuneration packages in a remuneration report as well as to provide
shareholders with an advisory ex-post vote on the remuneration
report.3 This approach is also followed in Spain. In 2005, Germany

passed the Management Board Remuneration Disclosure Act, and
specific disclosure requirements were recommended in the 2008
Cromme Review. This specified individual remuneration disclosure as
well as separate remuneration statements for the Management and
Supervisory Boards.
●

1

3

2

4

Financial Reporting Council, “The Combined Code on Corporate Governance” www.frc.org.uk.
The High Level Group of Company Law Experts “A Modern Regulatory Framework for Company Law in
Europe” http ://ec.europa.eu.

1

In the aftermath of the current global financial crisis, remuneration
policies, and in particular the level of bonuses of senior executives
of companies and traders in the financial sector are being challenged.
However, Hewitt New Bridge Street, a remuneration consultancy,
reported that in 2008 approximately one fifth of FTSE 100 companies
paid out over 90% of the maximum possible bonuses in a year, while
the maximum potential bonus increased to 175% of salaries for the
highest paid directors.4 Furthermore, this report also found that the
median actual bonus paid, as a percentage of base salary, also
increased from less than 60% in 2003 to about 100% in 2008. This did
not match investors’ expectations that the bonuses should have been
cut in response to plummeting financial results. Additionally, the
structure of total remuneration is a target for criticism. Investors
and regulators have expressed concern that remuneration structures
may have contributed to excessive short-term, risk-taking practices in
companies and that there is a lack of focus on long-term and
sustainable growth.

Parliament of the United Kingdom, “Companies Act 2006” www.opsi.gov.uk.
Hewitt New Bridge Street “Report on FTSE 100 Directors’ Remuneration 2009”, August 2009.

