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Remuneration themes for 2010

The latter months of 2008 and entire year of 2009 has witnessed a marked 

increase in the attention and focus created on remuneration amongst 

media commentators, statutory authorities, regulatory bodies and external 

stakeholders

•• Global financial crisis and role remuneration has playedGlobal financial crisis and role remuneration has played

•• The flood of guidelines on governance and industry regulationThe flood of guidelines on governance and industry regulation

•• Myriad of schemes and complexity in configurationMyriad of schemes and complexity in configuration

•• Declining executive payDeclining executive pay
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The buildup to the global financial crisis
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Sep 15 2008

Lehman Brothers files for 

bankruptcy protection
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Spotlight on remuneration
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2008 & 2009 US Banking bonuses
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2008 Avg =

R/$ 8.25
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How do South African financial services 

bonuses compare against international 

counterparts ?

USA : Avg = R390k

UK : Avg = R130k RSA : Avg = R70k
18% of USA

54% of UK
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Governance guidelines and frameworks

• Principles published 2 April 2009Financial Stability Forum 
(FSF)

• Recommendations published             
30 April 2009

Commission of 
European Union (EU)

• Final Rules published                    
August 2009

Financial Services 
Authority (FSA)

• Publication due on 1 September 2009
King III

• Replacement schedule 14 effective 15 
October 2009

JSE Listing 
requirements

• Compensation Principles published 
January 2010Basel II
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FSF (Financial Stability Forum)

• The FSF published its principles for sound compensation principles on 2 April 2009 and it has been endorsed 

by the G20 leaders at their summit in London (South Africa included)

• The FSF has subsequently been re-established as the Financial Stability Board to strengthen its effectiveness 

as a mechanism for national authorities, standard setting boards and international financial institutions in the 

interest of financial stability

I : Effective 
governance of 
compensation

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

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

3. Staff engaged in financial and risk control must 
be independent, have appropriate authority, and 
be compensated independently and 
commensurate with their role

II. Effective alignment of 
compensation with 
prudent risk taking

4. Compensation must be adjusted for all types 
of risk

5. Compensation outcomes must be symmetric 
with risk outcomes

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

7. The mix of cash, equity and other forms of 
compensation must be consistent with risk 
alignment

III. Effective supervisory 
oversight and engagement 
by stakeholders

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

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

Group Risk bonuses to be based 

on separate drivers

Group Risk bonuses to be based 

on separate drivers

Stakeholders need to be able to 

evaluate the quality of support for 
the firms strategy and risk posture

Stakeholders need to be able to 

evaluate the quality of support for 
the firms strategy and risk posture

Supervisors should include compensation 

practices in their  risk assessment of firms

Supervisors should include compensation 

practices in their  risk assessment of firms

The firm should be able to explain the rationale for its 

mix which will depend on employee position and role

The firm should be able to explain the rationale for its 

mix which will depend on employee position and role

Compensation systems should link the size of the 

bonus pool to the overall performance of the firm

Compensation systems should link the size of the 

bonus pool to the overall performance of the firm

The same short-run profit should 

not generate the same 
compensation if the risks are 
different

The same short-run profit should 

not generate the same 
compensation if the risks are 
different

Variable compensation payments should be deferred 

according to the applicable realization period

Variable compensation payments should be deferred 

according to the applicable realization period

The principles need to become ingrained 

over time into the culture of the entire 
organisation

The principles need to become ingrained 

over time into the culture of the entire 
organisation

Compensation outcomes, risk measures and 

outcomes should be regularly reviewed

Compensation outcomes, risk measures and 

outcomes should be regularly reviewed
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EU (European Union)

• On 14 December 2004, the commission adopted a recommendation (2004/913/EC) fostering an appropriate regime for the 

remuneration of directors of listed companies

• On 15 February 2005, the commission adopted a recommendation (2005/162/EC) on the role of non-executive or supervisory 

directors of listed companies

• On 30 April 2009, the commission adopted a recommendation (2009/385/EC) complementing the two previously mentioned 

recommendations

PAGE 9

http://www.sara.co.za/


FSA (Financial Services Authority)
• The FSA published policy statement 09/15 “Reforming remuneration practices in financial 

services” in August 2009, after receiving feedback on its earlier consultation paper CP09/10 on 

the same topic

• The FSA expects changes to policies and procedures should be fully in place by 1 January 2010 

and be effective from that date (certain contractual obligation may require a transitional 

adjustment period until 31 December 2010)

• A remuneration committee should exercise independent judgement, be able to demonstrate that decisions are 
consistent with the firms financial situation and be responsible for approving and reviewing the remuneration  
policy

Remuneration Principle 1 : Role of bodies responsible for 
remuneration policies and their members

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

• A firms risk management and compliance functions should have appropriate input in setting remuneration 
policy for other areas

Remuneration Principle 2 : Procedures and risk and compliance 
function input

• Remuneration for employees in risk management and compliance functions should be determined 
independently of other business areas and be based on principally on metrics for those functions 

Remuneration Principle 3 : Remuneration of employees in risk and 
compliance functions

• Assessment of financial performance used to calculate bonus pools should be based principally on profits

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

Remuneration Principle 4 : Profit based measurement and risk-
adjustment

• When the performance-related component of an employee’s remuneration is a significant part of his total 
remuneration, the assessment process should be designed to ensure assessment is based on longer-term 
performance

Remuneration Principle 5 : Long-term performance measurement

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

• Non-financial metrics should include adherence to effective risk management and regulatory compliance
Remuneration Principle 6 : Non-financial performance metrics

• The measurement of performance for long-term incentive plans, including those based on the performance of 
shares should take into account future risks

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

• It is good practice for the fixed component of an employee’s remuneration to be a sufficient proportion of their 
total remuneration to allow for a fully flexible bonus policy

Remuneration Principle 8 : Remuneration structures

• Revenue based 

measures and quality of 
business

• Revenue based 

measures and quality of 
business

• Proportion and magnitude 

of performance related 
component

• Proportion and magnitude 

of performance related 
component
• Averaging and deferral• Averaging and deferral

• Risks associated with 

EPS and TSR boosting 
(e.g. leverage)

• Risks associated with 

EPS and TSR boosting 
(e.g. leverage)

• Guaranteed 

bonus likely to 
be inconsistent

• Guaranteed 

bonus likely to 
be inconsistent
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King III Code on corporate governance

• The King III code on good corporate governance in South Africa will be 

published on 1 September 2009, which will contain principles with significant 

implications for executive remuneration and disclosure

143. Factors affecting company performance, 

but outside the control of executives, and 

to which they have made no 

contribution should not be taken into 

account. At lower levels in the company 
the effect of outside factors should be 

less.

174. Companies should provide full disclosure of executive and 

non-executive directors’ remuneration on an individual 

basis, giving details as required in the Act of base pay, 

bonus, share-based payments, granting of options or 

rights, restraint payments and all other benefits (including 
present values of current awards). Similar information 

should be provided for the three mostly highly-paid 

employees who are not directors in the company.

168. To align shareholders’ and executives' interests, vesting of share 

incentive awards should be conditional on the achievement of 

performance conditions. Such performance measures and the 

reasons for selecting them should be fully disclosed.  They should 

be linked to factors enhancing shareholder value, and require 

strong levels of overall corporate performance, measured 

against an appropriately defined peer group or other relevant 
benchmark where annual awards are made.  If performance 

conditions for share-based incentive schemes are not met, they 

should not be re-tested in subsequent periods. Where performance 

measures are based on a comparative group of companies, there 

should be disclosure of the names of the companies chosen.

160. Shareholders should approve in advance all long-

term incentive schemes whether share-based 

or not and any substantive changes to existing 

schemes.

170. When companies face the risk of losing key employees, 

remuneration policies to retain them may be adopted. 

Incentive schemes to encourage retention should be 

established separately, or should be clearly 

distinguished, from those relating to reward performance 
and should be disclosed in the annual remuneration report 

voted on by shareholders.
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JSE Listing requirements

• Schedule 14 of the JSE listing requirements, “Requirements for share incentive schemes”,  applies to all 

schemes involving the issue of equity securities (including options) and is effective from 15 October 2009

• The rules apply to schemes for companies at listed company level and also apply to schemes of all 

subsidiaries of issuers which provide for the issue of equity securities in the listed holding company
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Basel II compensation principles
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• PRINCIPLE 1: The firm’s board of directors must actively oversee the compensation system’s design and operation. The compensation system should 
not be primarily controlled by the chief executive officer and management team. Relevant board members and employees must have independence and 
expertise in risk management and compensation

• PRINCIPLE 2: The firm’s board of directors must monitor and review the compensation system to ensure the system operates as intended. The 
compensation system should include controls. The practical operation of the system should be regularly reviewed for compliance with design policies and 
procedures. Compensation outcomes, risk measurements, and risk outcomes should be regularly reviewed for consistency with intentions

• PRINCIPLE 3: Staff engaged in financial and risk control must be independent, have appropriate authority, and be compensated in a manner that is 
independent of the business areas they oversee and commensurate with their key role in the firm. Effective independence and appropriate authority of 
such staff are necessary to preserve the integrity of financial and risk management’s influence on incentive compensation.

I. Effective 
governance 

of 
compensati

on

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

• PRINCIPLE 5: Compensation outcomes must be symmetric with risk outcomes. Compensation systems should link the size of the bonus pool to the 
overall performance of the firm. Employees’ incentive payments should be linked to the contribution of the individual and business to such performance. 
Bonuses should diminish or disappear in the event of poor firm, divisional or business unit performance.

• PRINCIPLE 6: Compensation payout schedules must be sensitive to the time horizon of risks. Profits and losses of different activities of a financial firm 
are realised over different periods of time. Variable compensation payments should be deferred accordingly. Payments should not be finalised over short 
periods where risks are realised over long periods. Management should question payouts for income that cannot be realised or whose likelihood of 
realisation remains uncertain at the time of payout.

• PRINCIPLE 7: The mix of cash, equity and other forms of compensation must be consistent with risk alignment. The mix will vary depending on the 
employee’s position and role. The firm should be able to explain the rationale for its mix.

II. Effective 
alignment 

of 
compensati

on with 
prudent 

risk-taking

• PRINCIPLE 8: Supervisory review of compensation practices must be rigorous and sustained, and deficiencies must be addressed promptly with 
supervisory action. Supervisors should include compensation practices in their risk assessment of firms, and firms should work constructively with 
supervisors to ensure their practices conform with the Principles. Regulations and supervisory practices will naturally differ across jurisdictions and 
potentially among authorities within a country. Nevertheless, all supervisors should strive for effective review and intervention. National authorities, 
working through the FSF, will ensure even application across domestic financial institutions and jurisdictions

• PRINCIPLE 9: Firms must disclose clear, comprehensive and timely information about their compensation practices to facilitate constructive 
engagement by all stakeholders. Stakeholders need to be able to evaluate the quality of support for the firm’s strategy and risk posture. Appropriate 
disclosure related to risk management and other control systems will enable a firm’s counterparties to make informed decisions about their business 
relations with the firm. Supervisors should have access to all information they need to evaluate the conformance of practice to the Principles.

III. Effective 
supervisory 

oversight 
and 

engagement 
by 

stakeholders
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07, 08 & 09 changes to executive pay
• Many media publications are reporting lower levels 

of executive pay for 2008 than for 2007

• There are however some conflicting reports which 

suggest otherwise

Best Practice and Remuneration Report

June 2009
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Many different compensation plans
• Most large listed organisations now operate a number of different long and short term variable compensation 

plans

• The same trend has occurred in South Africa in the last 5 years, where prior to 2004 the two schemes in 

operation were almost exclusively a Share Option Plan and a Discretionary Annual Bonus Plan

LongLong--term term 

incentive incentive 

plansplans

Incremental 

Value

Absolute

Value

Share Based Non-share based

Share 

Options

• May acquire 

offer for 
payment of 

strike price

• Typically vest 
in 3-5 yrs and 
expire 5-10 yrs

• Usually 

settled by 
issuing new 
shares

Share 

Options

• May acquire 

offer for 
payment of 

strike price

• Typically vest 
in 3-5 yrs and 
expire 5-10 yrs

• Usually 

settled by 
issuing new 
shares

Share Appreciation Rights 

(SARs)

• Participants receive benefit 

above the strike price 
(spread benefit)

• May be equity or cash 

settled

• Vesting and exercise 

similar to options

• Currently more prevalent in 
RSA due to lower dilution 
and better tax efficiency for 

cash settled arrangements

Share Appreciation Rights 

(SARs)

• Participants receive benefit 

above the strike price 
(spread benefit)

• May be equity or cash 

settled

• Vesting and exercise 

similar to options

• Currently more prevalent in 
RSA due to lower dilution 
and better tax efficiency for 

cash settled arrangements

Forfeitable shares

• Mechanism identical to Restricted Shares but 
delivery granted up front with forfeiture clauses

Forfeitable shares

• Mechanism identical to Restricted Shares but 
delivery granted up front with forfeiture clauses

Performance Shares (PSPs)

• Mechanism identical to Restricted Shares but with 
additional Corporate Performance Targets  which  

additionally determine vesting

Performance Shares (PSPs)

• Mechanism identical to Restricted Shares but with 
additional Corporate Performance Targets  which  

additionally determine vesting

Restricted Shares (RSPs)

• Free company shares granted

• Subject to continued employment over typically a 3 
year period before vesting

• Dividends and voting rights from date of offer

Restricted Shares (RSPs)

• Free company shares granted

• Subject to continued employment over typically a 3 
year period before vesting

• Dividends and voting rights from date of offer

Restricted Share Units (RSUs)

• Mechanism identical to Restricted Shares but cash 
settled

Restricted Share Units (RSUs)

• Mechanism identical to Restricted Shares but cash 
settled

Outperformance 

plans are highly 
geared with little 
or no vesting for 

only real growth, 
but many 

multiples vesting 
(typ up to 3 x) for 
outperformance 

against stretch 
targets

ShortShort--term incentive plansterm incentive plansShortShort--term incentive plansterm incentive plans

CoCo--investment plansinvestment plansCoCo--investment plansinvestment plans

Deferral plansDeferral plansDeferral plansDeferral plans

Cash Deferral Plans

• Forced deferral of a percentage 
of absolute or incremental bonus 

amounts  with potential forfeiture

• Typ 6-36 months with interest

Cash Deferral Plans

• Forced deferral of a percentage 
of absolute or incremental bonus 

amounts  with potential forfeiture

• Typ 6-36 months with interest

Performance Unit Plan (PUPs)

• Participants granted a number of 
units vesting over typically 2-4 

years

• Unit value or the number of units 
vary based on performance 

criteria over the vesting period

Performance Unit Plan (PUPs)

• Participants granted a number of 
units vesting over typically 2-4 

years

• Unit value or the number of units 
vary based on performance 

criteria over the vesting period

Long-term EVA/EP Schemes

• A percentage of incremental EVA/EP 
accumulates into a fund

• Performance always measured relative to prior 

year and negative variances decrease the fund

• A percentage of the fund liquidates annually

Long-term EVA/EP Schemes

• A percentage of incremental EVA/EP 
accumulates into a fund

• Performance always measured relative to prior 

year and negative variances decrease the fund

• A percentage of the fund liquidates annually

Cash Retention Schemes

• A fixed cash amount is awarded

• Payment may be made up front with payback 
clauses or paid only at end of period (typ 1-3 yrs)

Cash Retention Schemes

• A fixed cash amount is awarded

• Payment may be made up front with payback 
clauses or paid only at end of period (typ 1-3 yrs)

Share Based Deferral Plans

• Compulsory deferral into a share 
price linked instrument

• Most often a 3 yr vesting period 

with fault termination forfeiture

Share Based Deferral Plans

• Compulsory deferral into a share 
price linked instrument

• Most often a 3 yr vesting period 

with fault termination forfeiture

Matched Share Scheme (MSS)

• Voluntary contribution of bonus 
earned or other security typically 

into equity 

• Investment matched at end of 
typ 3 year vesting period on ratio 

of 0.5 :1 up to 2:1

Matched Share Scheme (MSS)

• Voluntary contribution of bonus 
earned or other security typically 

into equity 

• Investment matched at end of 
typ 3 year vesting period on ratio 

of 0.5 :1 up to 2:1

Co-investment plan (CIP)

• Typical in private equity 
arrangements 

• Leveraged plans have a loan 

arrangement in place

• Investment in shares or more 
leveraged convertible or 
preference shares

Co-investment plan (CIP)

• Typical in private equity 
arrangements 

• Leveraged plans have a loan 

arrangement in place

• Investment in shares or more 
leveraged convertible or 
preference shares

Discretionary bonus plan

• No structured plan or specific drivers 
in place

• Total bonus payments and individual 

amounts are decided annually on a 
discretionary basis

Discretionary bonus plan

• No structured plan or specific drivers 
in place

• Total bonus payments and individual 

amounts are decided annually on a 
discretionary basis

Structured  model

• Specific financial funding drivers 
which defined total pool liability across 

full spectrum of potential results

• Non-financial sustainability drivers 
typ used to “modify” the pool

• Team and individual performance 
ratings used to “carve” the funded 

pool and distribute to participants

Structured  model

• Specific financial funding drivers 
which defined total pool liability across 

full spectrum of potential results

• Non-financial sustainability drivers 
typ used to “modify” the pool

• Team and individual performance 
ratings used to “carve” the funded 

pool and distribute to participants

Pure scorecard approach

• A maximum bonus potential is 
measured against a pre-defined 

balanced scorecard of measures

• Discretionary adjustment are 
typically made to temper the final 

bonus amounts

Pure scorecard approach

• A maximum bonus potential is 
measured against a pre-defined 

balanced scorecard of measures

• Discretionary adjustment are 
typically made to temper the final 

bonus amounts

Residual income schemes

• Residual income (EVA / EP / CFROI) 
derives pool amount

• Market benchmarking and discretion 

used for individuals

Residual income schemes

• Residual income (EVA / EP / CFROI) 
derives pool amount

• Market benchmarking and discretion 

used for individuals

Private Equity carried interest schemes

• Investment carry a compounding hurdle or 
carried interest

• Value for participants is determined as a 

percentage of the excess value generated above 
the carried interest hurdle

• Distributions typically happen on an ill-defined 
time line and align with liquidation of underlying 

investments

Private Equity carried interest schemes

• Investment carry a compounding hurdle or 
carried interest

• Value for participants is determined as a 

percentage of the excess value generated above 
the carried interest hurdle

• Distributions typically happen on an ill-defined 
time line and align with liquidation of underlying 

investments

Appreciation Unit Plan (AUPs)

• Similar to PUP but based on 
incremental appreciation

Appreciation Unit Plan (AUPs)

• Similar to PUP but based on 
incremental appreciation
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Long-term incentive plan comparisons
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Corporate Performance Targets
• There is increasing pressure from 

institutional shareholders, media and 

governance forums for the introduction of 

corporate performance targets on long-

term incentive grants
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Bonus Deferral
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• In years past some organisations would defer bonuses for reasons of

– Smoothing payout in volatiles businesses

– Retention through increasing cost of buyout

• Now the question has change into
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Typical Variable Remuneration Construct

• Bonus amounts released in the form of cash and equity
– Only a portion of bonus paid in cash (typ exec directors or large amounts)

– Cash deferral typically carries interest compensation

– Equity deferral (more common) carries 20% to 30% matching as compensation for 
time value of money

– Recoupment for material misrepresentation or non-disclosure

• Voluntary deferral schemes in fairly common use
– Matching arrangements are at least 1:1 but may be up to 3:1

• Companies using share and option based schemes
– Option based schemes more common in USA

– Share based schemes more common in UK

– South Africa has a spread of Top40 companies using both types of schemes

– Equity and cash settled schemes widely used

• Corporate Performance targets for vesting
– Common practice in UK and RSA but still uncommon in USA

– Outperformance rewarded with additional vesting (typ 50% to 300% additional units 
vesting)

– Relative TSR and EPS growth above inflation are the most common measures used
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What has changed in remuneration ?
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• The spotlight is firmly on remuneration

• Good corporate governance is on everyone’s lips

• Risk (all types including financial, operational, reputational etc) 

and it’s effect on remuneration is key

• Introduction of CPT’s

• Introduction on bonus deferral arrangements

The effect has been felt in all industries, even The effect has been felt in all industries, even 

though financial services remuneration issues though financial services remuneration issues 

may have instigated the movementmay have instigated the movement
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What will change in in the future ?
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• A simplification of the currently complex structures into

– A total remuneration pitch (all in)

– Split between fixed and variable

– Split between cash and shares

• More disclosure on CPTs / peergroup benchmarking and 

serious interrogation of the level of stretch in CPTs

• Clawback of previous deferrals

The landscape of remuneration has not yet The landscape of remuneration has not yet 

reached a new level of stability and is unlikely to reached a new level of stability and is unlikely to 

do so for the next 18 to 24 monthsdo so for the next 18 to 24 months
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Questions and comments?

http://www.sara.co.za/

