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Further to Mr Eward Davey's letter of December 2010 in response to earlier correspondence 
regarding integrity in takeover deals I would like to comment  on the further broader issues 
relating to the economic case and the corporate law for takeovers. 
At present every takeover of a British company is subsidised from the public purse if the 
purchaser has a loan from a British bank . This arises since current legislation permits tax relief 
on the interest on loans so long as the loan is made in Britain.There is no need to subsidise a 
British company taking over a British company and certainly none for subsidising a foreign one. I 
therefore propose removal of tax relief on borrowed money for company takeovers for the 
following reasons;  
 
A)       Only the banks and the company leading the takeover benefit ---the tax payers are the 
losers and existing owners disadvantaged in a hostile bid. 
  
B)      Companies should be encouraged to finance their requirements via shares and not loans 
  
C)      loans lead to over leveraging contributing to the deep  financial malaise. 
 
D)      Shareholders are locked out of the opportunity to participate in the opportunities of 
investing in their own company when favourable .            
 
 E)      77%  of takeovers are unsuccessful  (studies in 2010 )  but 100% of participating 
executives are successful pointing to salaries etc being the driver of      
            takeovers  which even further reduces the justification for subsidies 
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Executive Summary 
 
Tomorrow’s Company in partnership with the Good Governance Forum strongly welcomes the Call for 
Evidence – but we believe that it does not go far enough, and that the scope is too narrowly defined in 
terms of focussing on particular aspects of governance, specific issues and challenges and a definition of 
stewardship which is limited to the functioning of capital markets. 


In particular we welcome the new focus on Stewardship – and go on to argue that this should now be 
extended by developing the concept of the ‘Stewardship Economy’; and deepened through a rigorous 
analysis of the investment value chain, identifying key points of intervention and leverage, to shift the 
system from the dominant focus on short-term economic value, to one which reinforces and encourages 
the principles and practice of stewardship, and puts citizens and companies centre stage. 


New measures of business success increasingly focus on building economic, social and environmental 
capital.  The last wave of economic development rested fundamentally on two assumptions, that natural 
resources were abundant and talent was scarce: we argue that both of these assumptions are now wrong, 
and must be turned on their head. We have entered a new ‘long wave’ of economic development: some 
of the world’s largest businesses have come to terms with this new reality and are leading where others 
will surely follow.   
 
Government policy, in the UK and Europe must now not only recognise this very different era but also 
develop the dialogue and relationships required to create the enabling conditions so that business can be 
a force for good in creating the ‘stewardship economy’. 
 
We identify the following as the building blocks of the stewardship economy:- 


 A new primacy to value creation 


 Going beyond ‘fortress Britain’, for the UK to thrive as part of the global economy 


 An understanding of strategic and systemic risk to build resilience 


 A recognition of new underlying drivers of value creation to build long term wealth and prosperity 


 An understanding and celebration of companies as the essential engines of value creation 


 Establishing  a co-operative platform to support multi-stakeholder dialogue and bridge between 
private and public policy 


These considerations should set the context for boards and director duties, and for the role that capital 
markets should play, in providing the finance for and in service to the stewardship economy.   
 
We describe the important contribution that the concept of the Board Mandate can play in improving 
corporate governance. 
 
Finally, we must reinforce the importance of understanding the role of leadership and culture, and the 
profound impact of values in underpinning effective behaviours, as the essential bedrock of the 
Stewardship Economy. 


Responsible leadership is needed from leaders in business, government and elsewhere, to embed values, 
challenge and create appropriate behaviours – and thereby to restore trust. 


 
In this context we welcome and see as integral the initiative of the Lord Mayor of the City of London in 
his initiative to restore trust in the City, as the basis of building the preconditions for the City’s global 
success in the twenty-first century. 
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Introduction 
The Good Governance Forum discussed the Call for Evidence at our recent meeting, in discussion with Mike 
Penry of BIS.  We welcome this consultation and believe that it presents a significant opportunity for 
collaboration and engagement on issues of vital national importance, and look forward to further dialogue 
building from this submission. 


 
This paper extends the arguments and themes which we started to explore at the Forum, which are 
summarized in some detail in Appendix One.  The agenda of the Good Governance Forum, of which BIS is of 
course a member, is summarized in Appendix Two.  In so doing we also draw on the broader work of 
Tomorrow’s Company. 
 
We have been encouraged to take this opportunity to question what is missing from the Call for Evidence, 
rather than necessarily be bound by its current scope.  By responding on this basis, we hope to add greatest 
value. 
 
Let us begin by warmly welcoming the Call for Evidence and in particular the fundamental framing provided 
by ‘A Long-term focus for corporate Britain’ - this is indeed central to our future prosperity and national 
interest, and the wellbeing of future generations. 
 
The Secretary of State’s introduction begins ‘Successful companies – and the markets from which they raise 
capital – are vital for the health of the UK economy’.  He goes on, asking ‘whether the system in which our 
companies and their shareholders interact promotes long-term growth – or undermines it.’  In conclusion he 
encourages solutions ‘owned and driven by market participants, investors and companies.’ 
 
As can be seen, this overlaps powerfully with the integrated and systemic agenda of the Forum:- 
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Building the Stewardship Economy 
Tomorrow’s Company has made a significant contribution to the new thinking on stewardship which is now so 
influential in charting a policy response in the wake of the financial crisis – rejecting heavy handed regulation, 
but challenging an assumption that market mechanisms on their own will be sufficient.   
 
Our report ‘Tomorrow’s Owners: stewardship of tomorrow’s company’ helped put stewardship on the policy 
map, and, as has been acknowledged, played an important part in establishing the UK’s first stewardship 
code. 


We must therefore welcome the further interest by the UK Government in exploring what will make 
stewardship work in practice, giving detailed consideration to the relationship between corporate governance 
and capital markets.   
 
We will comment further on these issues in the next section of our submission, but first we want to challenge 
– constructively we hope – the basis of the analysis which underpins the Call for Evidence.  In many ways, we 
do not believe it goes far enough, and that the scope is too narrowly defined in terms of focussing on 
particular aspects of governance (e.g., executive pay), specific issues and challenges (eg, takeovers) and a 
definition of stewardship which is limited to the functioning of capital markets. 


Let us begin therefore by mapping out key themes and issues which it seems to us deserve far greater weight: 


Firstly, the priority we must give to value creation over value redistribution – the pressures on the incoming 
Government in terms of public finances are well understood, with the result that the policy conversation has 
focussed on cutting the public deficit and who will and won’t get what as a result. 
 
This has reinforced the emphasis of successive Governments on issues of the redistribution of value, and not 
its creation – it is as if there is an assumption that value creation will take care of itself, despite the obvious 
danger that we will end without the value to redistribute. 


There are some welcome signs that Government is more fully recognising the importance of business, but as 
we shall go on to argue, the ‘paradigm’ which unconsciously shapes public perceptions has untold impact – for 
too long we have bought into a worldview which at best takes business for granted, and this can only be 
overcome through concerted leadership, engagement and advocacy. 
 
Secondly, the need to challenge a Fortress Britain mentality reinforced by the assumption that the world 
owes us a living – value is created through complex chains of production and distribution which span the 
world, cutting across national and corporate boundaries and cultures. When the government talks about UK 
pc, it is important to make it clear that this is a concept that allows for increasing international collaboration 
and interdependence.  
 
As we have argued elsewhere, in ‘A new talent agenda for the UK’ (produced with and for the Talent & 
Enterprise Taskforce) the contrast with India and other dynamic and emerging economies is stark.  There is a 
powerful alignment between business, people, communities and the nation in building a new future together, 
a sense of rich and dynamic possibility, which drives innovation and entrepreneurship, reinforced by a strong 
national pride and common focus on modernisation, growth and prosperity.   


The contrast with the UK is stark and worrying.  We become disconnected from these processes of value 
creation at our peril.  There is a generational challenge to inspire and engage young people in particular, but 
all generations, to welcome and to want to be part of this global economy, as UK and global citizens. 
 
Thirdly, it is imperative to understand the importance of systemic and strategic risk – and the need to build 
resilience for companies, communities and countries.   
 
We now live in a world where a few people taking bad decisions can not only bring down a business – but also 
a sector, and in the ‘wrong’ combination, can threaten the economy as a whole.  Dominoes fall quickly, with 
huge knock on impacts.  Supply chains are complex and interdependent, and run the risk of being stretched to 
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breaking point 
 


It cannot assume that today’s and tomorrow’s crisis will be driven by yesterday’s issues – there is a great 
danger of closing the stable door after the horse has bolted.  Of course, we need lasting solutions to the 
problems faced by the financial sector, but the challenges of the future may well be driven by a very 
different set of pressures: for example energy shortage, water scarcity or food riots in another part of the 
world. 
 
Governments at national and regional level must develop the capability to work with business for strategic 
risk assessment, identifying ‘black swan’ risks and creating the enabling conditions to build resilience in the 
system for the future.   


 
Fourthly, the drivers of value creation are changing, once and for all – there is a great danger that policy is 
driven by the metrics of the last crisis, focussing not only on the short-term but also exclusively on narrow 
definitions of economic performance in isolation.   
 
New measures of business success increasingly focus on building economic, social/human and environmental 
capital.  The last wave of economic development rested fundamentally on  
 
A) the Washington Consensus, that unfettered free markets result in the optimum allocation of resources, and  
 
B) two underlying assumptions, that natural resources were abundant and talent was scarce: we argue that 
both of these assumptions are now wrong, and must be turned on their head. Tata, Wall-mart and Unilever in 
different ways are some of the world’s largest businesses who have come to terms with this new reality and 
are leading where others will surely follow. 


We argue for going beyond the ‘triple bottom line’ and recognising the power and significance of the’ triple 
context’ – which therefore recognises that future business success is inextricably linked with the health of 
three interdependent global systems: the global economy, the natural environment and the social and 
political system.  
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In this context we welcome initiatives such as the Economics of Ecosystems and Biodiversity (supported by the 
EU with the active involvement of the UK) which creates tools for valuing nature; and support the arguments 
of those who contend that human capital should be seen as an asset, and not just a cost, on the balance 
sheet: our conviction goes beyond metrics however, that the creation and opportunity of the new economy 


 







 
 


 7 


requires an integration of these various strands of capital to create long-term value and wellbeing, which is as 
much about mindset as it is metrics. 


Fifthly we need to see businesses as engines of sustainable value creation – of course businesses must make a 
profit, but this is not, we believe a statement of purpose; nor does it best ensure that businesses are 
successful.  This builds on our fourth point that the drivers of value creation are changing fundamentally, 
especially for large global businesses: economic value is no longer a sufficient yardstick of success though it 
remains absolutely necessary.  It therefore follows that models of future business success must change. 


 
As Mervyn King, argues, in the introduction to ‘King III’: 


 
“Because the company is so integral to society, it is considered as much a citizen of a country as is a 
natural person who has citizenship. It is expected that the company will be and will be seen to be a 
responsible citizen. This involves social, environmental and economic issues – the triple context in 
which companies in fact operate. Boards should no longer make decisions based only on the needs of 
the present because this may compromise the ability of future generations to meet their own needs. 
 


‘The success of companies in the 21st century is bound up with three interdependent sub-systems – 
the natural environment, the social and political system and the global economy. Global companies 
play a role in all three and they need all three to flourish.’  This is according to Tomorrow’s 
Company, UK. In short, planet, people and profit are inextricably intertwined” 
 
(Mervyn King is Senior Counsel and former Judge on the Supreme Court of South Africa, and Chairman 
of the King Committee on corporate governance in South Africa) 
 


Sixthly, we need to have a view of what we are going to be great at doing in the future – how in practice will 
UK plc succeed, what kind of businesses with what capabilities should shape our economic landscape.  
Critically policy needs to ask and answer ‘stewardship of what assets for which purpose - not stewardship in 
the abstract’. 


Seventhly, there is a compelling case to establish a co-operative platform to support multi-stakeholder 
dialogue between political and public policy – which should at the very least help inform private sector 
policies for investment, skill development, research and innovation and government policies to create the 
frameworks and enabling conditions to support these outcomes.  
 
National priorities have to be fully informed by business perspectives which are close up to edge of global 
competition, and business strategies have to be similarly informed by a sense of the economic high ground 
which UK plc aspires to command.  This can best be achieved by bringing together government, science, 
NGO's, local communities and business. 
 
The development of those national and sectoral frameworks of collaboration and of the institutional capacity 
to support their development is arguably the single most important contribution to the search for a more 
resilient long term stewardship and enhancement of the assets of the UK and the underpinning of wealth 
creation and well being generally. 
 
 


What all of this adds up to is our view that whilst the Call for Evidence raises important issues it 
frames stewardship far too narrowly.  Rather we argue for a different focus for policy as set out in this 
submission, which should set the context for boards and director duties, and for the role that capital 
markets should play, in providing the finance for and in service to the stewardship economy. 
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A mandate for UK plc 
The Combined Code now begins with the following simple but profoundly important statement: 


“The purpose of corporate governance is to facilitate effective, entrepreneurial and prudent 
management that can deliver the long-term success of the company” (our emphasis) 


And, in terms of the role of the Board, the statement on supporting principles states:- 


“The board’s role is to provide entrepreneurial leadership of the company within a framework of 
prudent and effective controls which enables risk to be assessed and managed.  The board should set 
the company’s strategic aims, ensure that the necessary financial and human resources are in place 
for the company to meets its objectives and review management performance.  The board should set 
the company’s values and standards and ensure that its obligations to its shareholders and others 
are understood and met.” 


The first output of the Good Governance Forum is the case for the Board Mandate.  We believe that the Board 
Mandate is an important innovation in corporate governance and are encouraged by early feedback and 
evidence of implementation. 


A mandate captures the ‘essence’ of the ‘character’ and distinctiveness of the company, in terms of: 
its essential purpose; its aspirations; the values by which it intends to operate; its attitude to 
integrity,  risk, safety and the environment; its culture; its value proposition to investors; and plans 
for development. 


 


The full case for the Board Mandate has been set out in a document published by the Forum, together with a 
toolkit for the creation of a mandate. 


We contend that many corporate failures – and the value destruction which resulted – stem from the lack of a 
clear mandate. 


The argument for the Board Mandate of course links to other key areas of policy interest:- 


a) narrative reporting – a clear Mandate should form the bedrock for narrative reporting, and in turn 


b) integrated reporting – bringing together financial and non-financial data in the context of a clear 
narrative framed by the Mandate 


c) stewardship of asset owners and managers – a clear Mandate provides the basis for clarity of 
conversation and relationship with capital markets, and a convergence with mandates operating in 
the investment chain 


d) assurance -  to move beyond regulation requires more effective assurance, the clarity and robustness 
of the process which leads to the creation of an effective Mandate can be a critical aspect of new 
assurance processes 


We would encourage Government to promote the concept of the Mandate as an important innovation in 
corporate governance which, if widely practised, would enable the themes and focus of the stewardship 
economy to be embedded within the corporate governance of our leading companies. 
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Beyond the stewardship code – deepening practice, broadening support 
In our work on stewardship we have described the following elements that need to be in place if the good 
intentions of the Stewardship Code are to be realised and are working on all these areas.   


·     Demand side – promoting awareness of stewardship and demand for stewardship approaches 
among pension beneficiaries and clients of financial services with the development of a 
stewardship charter/manifesto. We will summarise the case for stewardship in a document 
'Why Stewardship Matters', leading to the development of relevant toolkits to help each 
participant in the system to be more effective in pursuit of stewardship 


·     Supply side – work with fund managers, investment consultants and FRC to develop the idea 
of the “stewardship spectrum” thereby  developing criteria through which excellence in 
stewardship might be identified and rewarded in the market 


·     Promoting improved stewardship practices that build a better bridge between companies and 
stewardship investors through the work of the Good Governance Forum. This to include the 
board mandate (with which we are now engaging with Company Chairman) and work on board 
evaluation and nomination processes  


·     The business case – summarising the latest research evidence, to demonstrate 'Why 
Stewardship Pays' framed through the forward looking lens of risk management.  The case for 
investor stewardship is hindered by the lack of a single, accessible source of reference which 
makes the case to date in terms of performance and gives confidence to those who want to 
argue for stewardship, and gives confidence to those seeking to shape the new mindset which 
will reinforce a new understanding of value and value creation 


·     The policymakers – through our leading role in convening business and investor responses to 
this consultation on long term wealth creation as above, bringing together and championing a 
joined up view of policy measures by UK or EU that will promote the development of 
stewardship  


 
The missing link: a systems perspective on building the stewardship economy 
In our current work with CIMA and PWC looking at the corporate reporting system, Tomorrow’s Corporate 
Reporting, and why it is so hard to achieve reform, we have developed the argument that those who are in 
positions of authority do not see or own the system as a whole, and that this is a pre-condition for effective 
reporting and its reform.  Much the same applies in the case of stewardship. 
 
The case for a systems perspective is powerfully underlined by the work of systems theorists.  For example 
Donella Meadows has argued that the way to change a system is not by ‘throwing money’ at the problem – 
rather, focus on systems goals, the mindset which shapes the system arises and create the capacity to change 
paradigms.  http://www.forceforgood.com/userfiles/Leverage_Points.pdf 
 
Together with other key players, we believe the time is right for a far more rigorous systems analysis of the 
investment value chain from a stewardship perspective.  Such an analysis should be the next stage in the 
consultation being undertaken by BIS, and we would welcome the opportunity to discuss this proposal. 
 
The kind of policy recommendations which we believe might emerge would include, for example:- 
 



http://www.forceforgood.com/userfiles/Leverage_Points.pdf





 
 


 10 


a) an analysis of the impact of changes in Stock Exchange listing rules, which encourage or require 
reporting on the basis of long-term and sustainable value creation (as in South Africa) 
 


b) broadening the criteria employed by key actors such as pension fund trustees.  In South Africa, 
consultation is currently underway on a ‘Draft Code for Responsible Investing by Institutional 
Investors in South Africa’  The Code will for example require institutional investors to develop a 
policy detailing the process of assessing the investment target’s environmental, social and governance 
(ESG) fundamentals. The institutional investor must ensure that this policy is not only implemented, 
but also complied with. 
http://www.iodsa.co.za/downloads/documents/CRISACode31Augl2010_For_Public_Comment.pdf 
 


c) the incentive structures, and behaviours of key actors in the system 
 


d) encourage for a diversity of ownership models which promote and reinforce long termism – for 
example not only the John Lewis model but also the structure on which Tata is founded 
 


e) takeover policy – giving further consideration to proposals that for example the UK government could 
withhold approval for takeover by foreign companies which have not sought formal approval in a vote 
of all their shareholders. 


 
It is in this wider context that we should consider Director’s Duties – given that director’s in the UK already 
owe their duty to the company, the system conditions within which the company operates need to reinforce 
reforms which seek to promote long-term decisions by directors; such reforms which are not set in this 
systems context are unlikely to be effective. 
 
We therefore call on Government to continue to promote stewardship whilst recognising the wider 
definition of stewardship we set out, which puts companies at the centre of value creation, and creates 
the systems framework to promote stewardship across the economy. 
 
We would welcome further discussions with BIS in relation to our proposed systems analysis of 
stewardship, and the detailing of leverage points and policy actions to move from the current system to 
one which builds the stewardship economy. 



http://www.iodsa.co.za/downloads/documents/CRISACode31Augl2010_For_Public_Comment.pdf
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Appendix One 
 
Long-term focus for Corporate Britain  
Summary of Good Governance Forum discussion 
 
Introduction by Tony Manwaring 
 
David Styles (BIS) asked if Tomorrow's Good Governance Forum wished to formally engage in the call for 
evidence and submit a response. 
 
Having read the Foreword by the Secretary of State, we were encouraged by the familiar language he used. 
For example: 


 “Putting responsible shareholders back in the driving seat by giving them the information they need to 
understand the companies that they own and the power to act on it.” 


 “The paper I am issuing today is a call for evidence from across the corporate world and beyond to 
examine whether the system in which our companies and their shareholders interact promotes long-
term growth - or undermines it.” 


 
Therefore the opportunity to engage in this consultation process is hugely welcome. 
 
We are pleased to welcome Mike Penry from BIS to help us to understand the content and requirements 
better. 
 
The purpose of the discussion today is to consider some of the broader themes, recognising that individual 
forum members may want to contribute separately to the Call for Evidence. 
 
Mike Penry – Team Leader, Corporate Governance, Department for Business Innovation and Skills 
 
Overview 
 
In issuing the call for evidence, BIS are not suggesting that they have the answers; indeed they recognise that 
they may not even have posed the right questions. BIS are therefore inviting feedback on the questions as 
well. 
 
BIS / the government want to understand the ‘heartbeat’ of UK plc.  There is a need to delve down to identify 
what keeps the UK corporate markets alive and thriving. 
 
Vince Cable and Ed Davey and others including Number 10, are very interested in this agenda. They have a 
very strong personal interest; Vince Cable has been wrestling with this for several years and Ed Davey has also 
been strongly involved in this agenda.  Subject to diaries, we will try and get them to speak to this Forum. 
 
By issuing this call for evidence, the government wants to understand the key issues that will affect the 
quality of corporate governance going forward.   
 
This is being driven by: 


 Brussels who are looking at a similar agenda.  Whilst this will not drive the UK agenda it is to be noted 
 the resonance with the wider messages such as the bigger society 
 the growing emphasis on CSR 


 
There is a real sense that business matters hugely to the UK in terms of wealth creation and the relationships 
within the investment chain. These concerns are not original, but are important, and it is important to ensure 
the corporate agenda remains a fresh and we consider if the current framework is relevant / appropriate. 
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This is not to be regarded as a call for more regulation. The result may be better or less regulation. Instead it 
is focused on understanding the key issues, the best way to address them and if there are better ways of 
encouraging the right behaviour.   
 
The call for evidence closes on 14 January 2011. 
 
The Response Form 
 
The types of questions are wide-ranging. The questions on Director’s Remuneration and Takeovers are quite 
detailed.  This doesn’t mean that ministers have made up their minds.  The Takeover Panel will respond to 
the consultation and whilst their work is more specific, the government will be looking at the broader issues.  
In other areas the questions are broader.   
 
Shareholders and their role in equity markets 
 
The government is conscious of existing work that has been done in the past – eg the good work of the FRC - 
so this is not about reinventing the wheel, but there is a sense that both boards and the investment 
community need to play their part. 
 
In one of Vince Cable’s recent speeches on responsible ownership he emphasised that although there were no 
duties on shareholders within the Companies Act, they need to play their part in the wider health of the 
system. 
 
The focus on UK corporate governance places weight on the role of shareholders. But what does this mean in 
practice going forward, especially for global companies? And with such a diverse group of shareholders? A 
company cannot have unfettered discretion, but we need the best framework to hold them to account 
without impacting unduly on entrepreneurialism. 
 
On the role of the markets:  
 
There are widely differing views on the impact of short-termism. For example one view is that one should 
never underestimate how determined directors can be or how determined a board can be to do the right 
thing.  In other words, they are not swayed by short-termism or are they?  And if they are, what is the impact 
of this? How can we help boards to run companies in a long-term way? 
 
Process 
 
There will be a number of stages in the consultation. The second stage will be in spring 2010, which will 
follow up with the call for evidence with concrete proposals. 
 
So, to reiterate, BIS seeks your responses to questions as well as your views as to whether the right questions 
are being asked. 
 
The overall agenda 
 
This call for evidence is part of an overall agenda which also includes: 
 


 Narrative reporting - which is seen as a tool for shareholders and investors and an opportunity for 
boards to explain what their long-term strategy is as part of effective accountability. 


 
 Women in the Boardroom – by Mervyn Davies 


 
 Long-term prosperity 
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Forum discussion   
 
(Forum comments /questions followed by MP responses) 
 
Work already done 
 
Are you planning to bring together existing research? (taking into account academic research and, for 
example, the KPMG report on the value of takeovers?)  
 
MP response: I have been surprised at the lack of recent studies and in-depth research.  Please submit 
evidence pointing us to any relevant research or to academics or economists with whom we ought to consult. 
 
Context – the changing world 
 
In terms of long-term performance and corporate governance, we are living through a period of major 
change where China and India are of growing importance. Although we should learn from the lessons of the 
past we need to look forward as our future economy will look very different.   International Boards bring 
particular issues especially in terms of corporate governance.  
 
Context – what do we mean by Corporate Britain?  
 
The context in which we’re asking the questions presumes quite a lot. Do we mean the impact of companies 
based in the UK? Or corporate activity in the UK?   
 
For example, there are differences between a US-based company operating in the UK versus a UK registered 
company operating globally. 
 
Are we looking at Corporate Britain, or at UK quoted companies? Is it intentionally narrow? 
 
MP response: Yes, the focus is narrow.  The starting point is good governance for UK listed quoted companies.  
The ministerial focus is on plcs. 
 
 
Context – Future of the UK 
 
If you're asking businessmen to take a long-term view, they would ask if the UK will be a good place to do 
business.  They need to know the future of the UK so setting the context is important.  
 
In the original Tomorrow's Company inquiry (1993-5) we asked the question as to why the UK does not create 
or retain world-class companies. Is this one of the animated questions behind this call for evidence? Are we 
creating the conditions that promote the generation of successful companies, and who they are owned by? 
 
MP response: We accept that there are wider issues such as the capital markets & investment chain, and if 
issues do arise as a result of this consultation, such as Tax issues, they will be fed-back and dealt with. 
 
Context – links to other work and the wider context 
 
This agenda also links governance stewardship and the reporting model, but unless set in context we don’t 
get the full picture. Also the public vs private company element is critical. 
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MP response: There is also the link to long-term capital requirements and pension needs, which pushes the 
issue through to ultimate owners.  
 
So, yes we are aware of the wider context but the focus is narrow and this is recognised. 
 
 
Should we have a Mandate for Corporate Britain? 
 
We have been discussing the need for corporate mandates. In effect the UK needs its own corporate mandate 
– ie a contract between the public and private sectors in terms of planning key relationships which enable 
business to play its fullest part; a social compact issues of sustainability needs to be incorporated now. So 
there are issues which are wider than the public policy issues in the preface. There is mention in the preface 
that “the UK has well functioning capital markets…” arguably, the capital markets have demonstrated 
disfunctionality over the past few years. The context is wider than companies and investors. Companies need 
to understand the context in terms of national objectives. 
 
If we are serious about for example carbon capture and sequestration and other breakthrough developments 
we need to set out when and how this will be implemented both at a national and global level and so that  
companies can  align their priorities accordingly. 
 
MP response to Context questions: 
 
I think it would be genuinely helpful to raise these wider issues.  If the wider/broader questions are not here 
then make them – it’s important that we understand the issues - and Vince Cable will address them.  
 
Focus on additional questions rather than providing long answers to those questions given.  Don’t go narrow – 
go wider. 
 
So in summary, I would ask you to:  
 
• reflect your other concerns and questions through your answers, where possible 
• present your wider issues to the ministers so that they may reflect on these. 
 
I would point you to question 17 which enables any broader concerns to be put forward. 
 
 
 
European / Global CG agenda 
 
Appreciate that the Call for Evidence has a UK focus. However, most of corporate UK operates in a global 
market, and under many jurisdictions. Therefore they are subject to attempts to change / improve corporate 
governance elsewhere. On many fronts, whilst the UK can have an inward focus on its own regime and how 
this can be improved, there will be a concern over the initiatives of other jurisdictions, which may be sub 
optimal. There is also a concern about over regulation -- compliance is not accountability and is not a 
discharge of responsibility. Good corporate governance is about living by such principles, not rules. 
 
Tomorrow’s Company has recently been involved in discussions in Brussels, and TM was encouraged by the 
representatives of DG internal markets stating that key principles informing current policy 
discussions are that:  


 the financial markets need to be at the service of the real economy, and that  
 the real economy needs to be at the service of all European citizens.  


 
This was a strong unifying theme for all present and all cultures represented within those discussions. 
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Would this meet the test of a mandate at a country level? One aspect that is arguably missing is the value 
proposition which taps into the long-term focus for Britain.  
 
We need to understand how to bring together the right government structure and the right business model.  
If we can align everything else we get to the trust issue. Business and especially finance is profoundly 
distrusted at the moment. The GGF is searching for a better way than regulation which leads to the issue of 
trust and will provide UK companies the licence to operate in the 21st century. 
 
CSR agenda 
 
DP commented that, at a recent meeting about the CSR agenda, it was clear that CSR was misunderstood by 
many. There was a moment when everyone realised that it is a big agenda that touches everything. 
 
Old established silos prevent issues being seen in a holistic way. The same applies within companies today - 
there are issues of working across traditional boundaries. Managed economies such as China and Singapore 
can reach a shared vision very quickly. We need a shared vision otherwise we will have a sub optimal answer. 
 
Enron, arguably, took a narrow focus! The relationship between board and shareholders will only work if we 
understand the value chain, and the relationship between how directors behave and the investment chain 
and the points of tension between them. So if we had a clear UK mandate, the mapping of these 
relationships is a powerful and necessary thing to do. 
 
 
MP response: a follow up with the GGF to discuss these wider issues would be beneficial and we will attempt 
to get the ministers involved directly with the forum, subject to diary commitments. 
 
 
Corporate Governance in India 
 
When questioned about India, Anant Nadkarni (Tata) commented: we look at governance in its broadest sense 
- as an area for a better sustainable business model.  
 
When Tata was looking at sustainability and the need to reconsider the charity and CSR activities it 
undertook we identified six key enablers in three key sets of relationships: 


  
1.      the relationship between ownership and governance 
2.      combining leadership and the business model 
3.      the impact of talent and people management and the interaction with the community around us. 


 
In terms of governance, we take a deeply consensus approach. Our operational heads see sustainability as the 
bigger issue, and we recognised that we needed a broader band width. We need the value co-creation model.  
If we only examined issues at the micro level, we would miss the big picture. 
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Appendix Two 
 
Introduction to the Good Governance Forum and agenda of work 
 


This response is being sent on behalf of the members of the Good Governance Forum (GGF). 


The GGF was formed in March 2010 in response to questions raised about the effectiveness of corporate 
governance as a result of the financial crisis and the subsequent reviews by Sir David Walker and the FRC. 


We define governance as “the procedures and practice associated with decision-making, performance and 
control, which provide structures and satisfy expectations of accountability in large, mainly commercial, 
organisations”. 


The GGF brings together a number of key businesses, organisations and individuals to explore what good 
governance means, to make practical recommendations to company boards and policy makers.  


The purpose of the GGF is: 


• to develop specific ways forward following the recommendations arising from Tomorrow’s Innovation 
Risk and Governance, in particular those where input may be most valued by the Financial Reporting 
Council (FRC), the department for Business Innovation and Skills (BIS) and the participating 
companies, individuals and organisations. 


 
• to consider in detail the deeper set of issues which are strategically critical to the well being of 


companies over the longer-term. These include: 
 


- risk, innovation and governance, and how best to develop and implement good practice within boards 
in relation to these linked issues at a strategic level 
 


- the relationship between companies, their boards, and major shareholders and how that relationship 
can be strengthened through greater transparency  
 


- how in practice to define, differentiate and reward effective ‘stewardship’ by boards of all 
stakeholder interests. 


 
 
The key outcomes arise from two distinct forms of engagement: 
 


• engaging with and influencing boards, with a particular focus on the strategic effectiveness of board 
behaviours and procedures, in part through the membership of the GGF 
 


• engaging with government and other relevant bodies to influence reforms of corporate governance in 
the light of the forum’s findings and recommendations. 
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 The agenda of work of the GGF  


1. Strategy and mandate: The case for the ‘mandate’ – setting out how the Board wants the business to be 
and to be seen over time, and how it will get there – setting the framework for engagement with investors 
and guidance of the executive.  The Board’s role in framing, owning and guiding strategy – and being held 
to account for so doing. 


2. The Boardroom ‘conversation’: Understanding the different kinds of conversation that take place in the 
Boardroom.  Recognising that particular responsibility of the Board – strategy, key decisions, 
risk/innovation, compliance and audit – require a different kind of conversation.  Considering other key 
boardroom processes. 


3. Board Composition (including nomination): The qualities and competencies required; the 
‘independence’ criteria of NEDs; moving from compliance to being partners in value creation; achieving 
effective difference and going beyond the ‘tokenism’; effective and transparent recruitment, including 
discussion of the nomination process; regular review of skills; the case for ‘intelligent naivety’ and 
constructive challenge; the positive impact of adversity; the role of the FD as ‘guardian of the balance 
sheet’; the role of the CoSec and the future role of the HR profession 


4. Leadership, behaviours and culture: The role of the Chairman and the Chairman’s relationship with the 
CEO, and of the non-executive and executive team; able to leverage and effectively manage difference; 
with a clear sense of purpose and thereby understanding of how the business succeeds in creating 
sustainable value. The role of the Chairman deserves a particular focus: the route to becoming Chairman 
does not necessarily equip the individual for the role, which requires the subtle judgement combined with 
authority to hold competing views – and strong personalities – in effective balance. 


5. Development - the Chairman: Given the critical role of the Chairman, there is a need to place a 
particular emphasis on their development.  We will explore the role of coaching, mentoring and high level 
interventions to support the fullest possible development of the Chairman 


6. Development – the Board: Behavioural and other frameworks to support board performance and 
effectiveness; the importance of peer to peer coaching and support; simulation and other techniques.  
Developing a ‘felt logic’ alongside a ‘felt leadership’, able to support the particular kind of conversation 
required appropriate to board focus. 


7. Independent review and assessment: Recognising that the critical importance of the Boardroom requires 
objective, highly competent and top quality independent assessment – and discussing how best this can be 
achieved. 


8. Assurance framework: Is it practical to develop an assurance framework relating to issues of leadership 
and culture, building on the survey of ICAEW members; could such a framework be used to inform and 
support specific interventions in the areas detailed above; and could such a framework be enabled and 
encouraged through government policy? 


9. Metrics: Considering the metrics that should inform Boardroom decision making, recognising the 
importance of behavioural and cultural factors, as well as environmental and social drivers and financial 
data. 


10. Promoting good governance: Possibilities include an award scheme to celebrate best practice, or 
collaborating with those now launched; developing a toolkit of best practice. 


11. Relationship with institutional investors: To consider the various aspects of this critically important 
relationship, including the case for a more proactive involvement of institutional investors in the 
nominations process.  In so doing, to explore whether stewardship is effectively being undertaken by 
boards and other major investors in companies, and what in practice this means.   


12. Risk and Innovation: Understanding the impact of board performance on innovation and risk, recognising 
the qualities and processes needed to support innovation and manage different kinds of risk (business as 
usual vs business not as usual) 


13. Systemic risk to the industry and the economy Governance has been framed at the level of the 
company, but many businesses have an impact on the system of which they are part: what interventions 
should therefore be put in place at the level of the company, sector and national economy  


 








 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
Name: Jane Allen  
 
Organisation (if applicable): Publish What You Pay 
 
Publish What You Pay (PWYP) is a network of over 600 civil society 
organisations from resource-rich developing countries and international non-
governmental organizations working to ensure that oil, gas and mining revenues 
are used for economic development and poverty reduction.  In the UK our 
members include Oxfam, Christian Aid, ActionAid, CAFOD, ONE, Save the 
Children, Transparency International, Open Society Foundations, Tearfund, 
Revenue Watch Institute and Global Witness.   
 
PWYP welcomes the Government’s consultation into a long-term focus for 
corporate Britain, particularly the Government’s focus on promoting stability, 
improving corporate governance and addressing the needs of investors.   
 
Our submission focuses on the benefits of improving extractive industry 
transparency for the investor community, for the extractive industries themselves 
and for civil society in resource-rich countries.  We believe a requirement for 
extractive companies listed on the London Stock Exchange to report country- 
and project- specific payments to foreign governments (as has recently been 
introduced on the US SEC through the Dodd-Frank Wall Street and Consumer 
Protection Act 2010) would achieve these significant benefits. 
 
Address: Publish What You Pay, C/O Open Society Foundations, 4th Floor, 
Cambridge House, 100 Cambridge Grove, London, W6 0LE 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
X Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 







 
 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
Short-termism in equity markets could be addressed, in part, by introducing a 
requirement for companies engaged in the commercial development of oil, 
gas and minerals listed on the London Stock Exchange to disclose their 
payments to all governments on a country- and project- specific basis.  If 
investors know where companies are making payments and how much they 
are paying, it will help them value companies, evaluate regulatory, taxation, 
geo-political and reputational risks and enhance company accountability and 
governance.   Thus, such reporting requirements enable and encourage a 
longer-term investment focus in these lucrative and high-risk industries.   
 
A similar requirement has been introduced to the US Securities and Exchange 
Commission (SEC) in Section 1504 (Disclosure of Payments by Resource 
Extraction Issuers) of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (passed on July 15 2010).  This requires companies engaged 
in the commercial development of oil, gas and mining to publicly disclose, in 
their annual report to the SEC, the payments they make to the US Federal 
Government and foreign governments on a country- and project-specific 
basis.1 The SEC will make these rules effective no later than the end of April 
2011.  
 
Investors in the companies operating in resource-rich states and citizens in 
those states share a fundamental interest in transparency, improved 
governance and stability.   While investors can use the information relating to 
company payments made to governments to value companies and evaluate 
risk, civil society organisations and citizens in producing countries are able to 
use this information to scrutinise a government’s collection and use of 
revenues from resource extraction (in 2008, exports of oil and minerals from 
Africa were worth roughly $393 billion - nine times the value of international 
aid which was $44 billion). Thus, if resource-rich states properly manage their 
revenues, they will have higher and broader based economic growth that will 
increase stability and create new markets for investors and companies in an 
increasing globalised world.   
 
F&C Asset Management note the bottom-line risks for investors of the lack of 
transparency of payments in extractive industries: 
 
“Investors have a strong interest in ensuring that the oil, gas and mining 
companies in which they invest have access to resources and can operate in 


                                            
1 http://frwebgate.access.gpo.gov/cgi‐bin/getdoc.cgi?dbname=111_cong_bills&docid=f:h4173enr.txt.pdf 



http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=111_cong_bills&docid=f:h4173enr.txt.pdf





a stable and predictable business climate, especially at a time when the most 
attractive reserves are often in politically unstable regions.”2 
 
The US Social Investment Forum (SIF) and Calvert Investment Management 
explain the benefits of stock exchange transparency listing rules to investors 
in a submission to the US SEC regarding the development of the new SEC 
rules: 
 
“...the world’s exploitable conventional energy sources are receding further 
into areas where large-scale resource extraction has not taken place recently 
or in a comparable manner. Unfortunately, many of these resource-producing 
operating environments pose regulatory, taxation, political, and reputational 
risks that current reporting required of resource extraction issuers does not 
address adequately.  
 
These concerns extend to the operations of resource extraction issuers in 
relatively stable developed countries as well, because financial risks 
associated with unanticipated natural resource tax and permitting policy 
changes up to and including resource nationalization persist. Although some 
companies have taken productive voluntary steps to improve disclosures 
similar to those required by Section 1504, investors do not have access to the 
sufficiently detailed, audited, consistent, and comparable data regarding host 
government payments, such as taxes, royalties and bonuses to account for 
the risks mentioned above.”3 
 
SIF and Calvert Investment Management also explain how stock exchange 
transparency listing rules would benefit extractive companies, particularly with 
long-term projects, as a result of the increased information available to 
investors:   
 
“Section 1504 creates substantial value as a means of risk recognition and 
mitigation for both investors as well as resource extraction issuers registered 
with the Commission. The disclosure of the data required pursuant to Section 
1504 should enable investors to have enhanced confidence in management’s 
guidance regarding future production and should attract assets from long-term 
equity investors to compliant issuers, which should provide greater stability to 
an issuer’s asset base and enable management to make forward-thinking 
decisions in the interest of investors with the confidence that the outcomes of 


                                                                                                                                  
2 F&C Asset Management, REO Report, 4th Quarter, 2006: 
http://www.accpf.org.uk/investment/inv_pdf/reo4q06.pdf   
3 Letter and submission from SIF and Calvert Investments to SEC, 15 November 2010: 
http://www.sec.gov/comments/df-title-xv/specialized-disclosures/specializeddisclosures-49.pdf 
4 Letter and submission from SIF and Calvert Investments to SEC, 15 November 2010: 
http://www.sec.gov/comments/df-title-xv/specialized-disclosures/specializeddisclosures-49.pdf 
5 Letter to DG Internal Markets, European Commission, 21 December 2010, from Domini Social Investments 
LLC, Global Financial Integrity, Interfaith Center on Corporate Responsibility, Calvert Asset Management, 
Investor Environmental Health Network, Loring, Wolcott & Coolidge Trust LLC, Missionary Oblates, 
PaxWorld Management LLC, Progressive Asset Management, Trillum Asset Management  



http://www.accpf.org.uk/investment/inv_pdf/reo4q06.pdf
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those decisions will be judged over long-term investment horizons.” 4 
 
On 21 December 2010, a group of 11 investment organizations, with over $20 
billion under management, wrote to the European Commission to ask for 
country-by-country reporting by the extractive companies, and preferably all 
multinational corporations listed on a stock exchange, stating that this would: 
 
“1. Enhance the information available to us to assess risk arising within the 
corporations in which we invest;  
2. Provide us with information on the following issues, currently unavailable, but 
which would impact on our decision making processes if available:  
     a. Where corporations trade;  
     b. The relevant importance of different jurisdictional markets;  
     c. Where they do and do not pay their taxes;  
     d. Where they earn their profit;  
     e. How they structure their businesses;  
     f. How they structure their internal supply chains;  
     g. Where they allocate their resources;  
     h. Where they expose investors to geo-political risk;  
3. Assist us in making decisions on the allocation of the capital under our 
management to corporations operating in the world’s financial markets.”5  
 
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
The UK has the opportunity to create a new global standard of extractive 
industry transparency by introducing a similar transparency reporting 
requirement to the London Stock Exchange as has been introduced through 
the US Dodd-Frank Act to the SEC.   
 
The UK can further promote this new global standard by encouraging the EU 
to adopt a parallel reporting requirement for stock exchanges in all Member 
States through the EU Transparency Directive.  
 
Stock exchange transparency listing rules would benefit investors who seek 
more detailed information to evaluate risk and value companies, the UK 
Government for whom reliability of commodity supplies, energy security and 
greater stability in the resource-rich regions of the world are key strategic 
interests, and citizens in resource-rich countries (over half of the poorest 
people in the world live in resource-rich countries).   
 
This confluence of interests around greater transparency, improved 
governance and stability has already led to the development of a number of 







global standards and initiatives, as well an increasing incidence of voluntary 
disclosure by extractive companies.  Leading examples include: 
 


- Industry adoption of payment disclosure policies: Newmont Mining 
Company (US)6, Statoil Hydro (Norway)7, Talisman Energy (Canada)8, 
and Anglo Gold Ashanti (South Africa)9 publicly disclose payments on a 
country-by-country basis for all countries of operation. Rio Tinto (United 
Kingdom-Australia)10 and AngloAmerican (United Kingdom)11 disclose 
payments in a selection of countries where they operate. BHP Billiton 
committed to publishing its payments to governments in each country of 
operation at its Forum for Corporate Responsibility meeting on May 20 
2010.12 


 
- Stock exchange payment disclosure requirements: As well as the 


introduction of US SEC reporting requirements, the Hong Kong Stock 
Exchange (HKEX)13 and the Alternative Investment Market (AIM) of the 
London Stock Exchange already adopted similar country-by-country 
disclosure requirements for extractive companies in their initial listing 
application.14  


 
- Development and expansion of the Extractive Industries 


Transparency Initiative (EITI): Since its founding in 2002, the EITI has 
grown to include 33 participating countries, although only five of these 
have been deemed “compliant” to date. The introduction of stock 
exchange transparency requirements in the US and UK would 
strengthen and build upon the momentum created by the EITI in two 


                                            
6 For sample table, see: http://www.beyondthemine.com/2009/?l=2&pid=4&parent=17&id=148 
7 For sample table, see: 
http://www.statoil.com/annualreport2009/en/financialperformance/positiveimpacts/pages/overviewofactivities
bycountry.aspx 
8 For sample, see: 
http://cr.talisman�energy.com/2009/key�performance�indicators/economic�performance.html 
9 For sample, see page 53 in the report: 
http://www.anglogold.co.za/subwebs/informationforinvestors/reports09/SustainabilityReview09/f/AGA_SR09.
pdf 
10 Rio Tinto published its total tax and royalty payments to each of 13 countries where these payments 
totaled USD $10 million or more in its 2008 annual CSR report. In 2009 the number of specific country 
disclosures had increased to 18 out of 29 countries where the company had operations. Rio Tinto asserts 
that it does not make significant (material) profits in any country that is not specified in the list. For sample, 
see: http://www.riotinto.com/ourapproach/17213_socioeconomic_development_17363.asp 
11 For sample, see page 21 in the report:  http://www.investis.com/aa/docs/RTS�08�final.pdf 
12 http://www.bhpbilliton.com/bbContentRepository/docs/ourSustainabilityFramework.pdf at Page 8 mentions 
commitment to disclosing payments to government on a regional basis. See BHP Sustainability Report at 
Pages 25-26 
http://www.bhpbilliton.com/bbContentRepository/docs/sustainabilitySupplementaryInformation2010.pdf  
13 HKEX adopted a payment disclosure rule in June 2010 requiring any company with more than 25 percent 
of its assets in natural resources to disclose the payments it makes to governments at the time of its 
application to list with HKEX. See: 
http://www.hkex.com.hk/eng/rulesreg/listrules/mbrulesup/Documents/mb96_miner.pdf 
14 The AIM rules require extractive companies being listed for the first time on AIM to “disclose any 
payments aggregating over £10,000 made to any government or regulatory authority or similar body made 
by the applicant or on behalf of it, in regards to the acquisition of, or maintenance of its assets.” See Page 4 
in http://www.londonstockexchange.com/companies-and-advisors/aim/advisers/rules/guidance-note.pdf 
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ways: 1) by covering companies operating in countries unlikely to join 
the initiative, including Russia, China, Burma and Cambodia, as well as 
companies operating in countries that are unable to meet the initiative’s 
requirements; and 2) by producing complementary information to data 
produced by other companies and other countries within EITI 
processes. It is hoped that more countries will join the EITI once the 
stock exchange transparency requirements on the SEC are in force.   


 
The UK has a historic opportunity to ensure fairness and accountability in the 
oil, gas and mining industries by supporting the new US SEC transparency 
rules with parallel listing requirements for the London Stock Exchange.  This 
would level the playing field for many UK extractive companies who will soon 
have to report the information to the SEC; would help investors assess the 
risks of their investments in what are often very high-risk operating 
environments in impoverished countries with unstable governments; and 
would help to reverse the ‘resource curse’ where corruption in resource-rich 
countries too often fuels conflict, poverty and suffering instead of development.
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Why directors’ remuneration has risen so much and what can be done. 


 
 


[Response to Department for Business Innovation & Skills call for evidence: 
“A Long-term focus for corporate Britain”] 


 
 
 
1. Introduction 
 
This submission will argue that the rise in directors’ remuneration in the UK over 


recent years has been, to a large extent, an unintended consequence of institutional 


change in the governance arrangements of UK companies. The increase in disclosure 


regarding the detail of what directors are paid and the adoption of transparent 


processes by which directors’ remuneration is determined have combined to result in 


an outcome whereby the top management team of large publicly held companies are 


able to command an ever increasing portion of the quasi-rent (surplus after running 


costs) earned by those companies. 


 
This has taken place over a period during which a shift in shareholder attitudes has 


brought about an increased emphasis on shareholder value which, in turn, has 


encouraged the uptake of payment-by-results arrangements for the remuneration of 


directors. These have made the reward stream more ‘risky’ as far as the individual 


director is concerned and, in recognition of this and to compensate for risk aversion, 


the actuarial value of remuneration has increased. 


 


Runaway labour costs more generally would be expected to be held in check by 


competitive forces in the product market or, in the face of diminishing profitability, 


the market for corporate control, whereby companies are subjected to takeover.  But 


while remuneration payouts to directors are large by many measures, they do not 


present a significant issue for the UK’s larger companies.  For reasons explored 


below, the upward pressure on directors’ remuneration can be expected to continue.  


Some of the less desirable features of this trend (pay without performance, etc.) could  


in part, be remedied by a move to Career Shares – long term incentives which cannot 


be cashed out on vesting but must be held until some considerable time after the 


director has demitted office. 
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2. Remuneration of directors 
 
The remuneration of those who run large widely owned companies has long been an 


issue of concern.  Perhaps most pithily put by Galbraith (1974): 


 
“The salary of the chief executive of the large corporation is not a market 
reward for achievement.  It is frequently in the nature of a warm personal 
gesture by the individual to himself.’  


 
Adam Smith had long before voiced concern (Smith, 1776, p264), and the area has 


recently become the focus of considerable academic research concerning managerial 


power and optimal contracting (Frydman and Jenter, 2010). 


 


Director remuneration has unquestionably risen in the UK over recent years.  Using 


data taken from Manifest and focusing on the CEOs of FTSE350 companies, Charts 1 


– 4 offer various measures of this increase (all in £2009).  The narrowly based 


measure of remuneration (total cash compensation, TCC, which is essentially salary 


plus annual cash bonus) can be seen to have increased, but the dramatic increase 


occurs when one adds the increasingly important components of long term incentive, 


such as executive share options and performance share plans to form total direct 


compensation (TDC). 


 


These concepts are difficult to measure unambiguously.  In Chart 1, for example, the 


average face value at the time of award is used.  This undoubtedly over values their 


worth.  Using mean values gives particular weight to very large awards (contrast 


Chart 2 which reports median values) but, more importantly, the realised value of 


these rewards is subject to performance conditions. Failure to satisfy these conditions 


will deprive the director of considerable benefit.  Charts 3 and 4 report the realised 


values as observed.  Even here, however, the problems do not disappear, as the 


realisation of the reward from such long term incentives generally occurs only three 


or four years after the award, and linking this to observed performance may create 


further ambiguities. 


 


But Charts 1 – 4 do suggest a strong rise in remuneration over the past 15 years.  


Chart 5 makes some heroic assumptions and splices two quite distinct data series 
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together to demonstrate just how marked the change has been over the longer period.  


Unfortunately, no information was available in the older (DTI Companies Accounts)  


data concerning long term incentives.  Period to 1984 this is unimportant but (as will 


be discussed below) share options became immediately popular following the 1984 


Finance Act, and the period 1985–1995 is particularly poorly represented here.  


Nevertheless, the picture is clear – directors of large UK companies (as represented 


here by CEOs) are now paid at levels markedly higher than enjoyed by the 


counterparts in earlier times. 


 


Furthermore, this rise occurs during a period in which the top rate of personal taxation 


has fallen:  from 83% to 60% in 1989; to 40% in 1986; although recently (2010/11) 


back up to 50%.  It is true that changes to National Insurance Contributions  and 


pension tax allowances have offset this somewhat, but compared to 1970s and 1980s 


directors now enjoy significantly lower personal taxation.  This makes the rise in 


gross remuneration paid to directors all the more remarkable. 


 


Those arguing that this rise in directors’ remuneration owes to an abuse of managerial 


power (Bebchuk and Fried, 2002), whereby a powerful CEO or top management team 


are pulling the wool over the eyes of the company’s gullible non-executive directors 


in order to be awarded overly generous awards, need to explain how this could occur 


over a period when corporate governance has become ever more scrutinised and 


regulated (see below). 


 


Those who view the boardroom as a classic nexus of the principal–agent problem 


(Jensen and Murphy, 1990) are on slightly firmer footing, in the sense that the rise in 


directors’ remuneration is coincident with a rise in shareholder-value movement 


wherein institutional investors have become more demanding in terms of company 


performance and have promoted payment by results as a remedy to the perceived 


agency problem of misaligned interest between the owners of the company and its 


senior officers.  But, again, the rise in directors’ remuneration continues unabated 


long past any reasonable adjustment period to accommodate such changes. 


 


Some other labour market based explanations face similar difficulties. Tournament 


theory, which sees the remuneration of directors much as the prizes in a sports 
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tournament, and therefore reflecting as much earlier efforts as current performance 


(O’Reilly et al., 1988; Main et al., 1993), cannot explain why this effect gets stronger 


over time.  


 


There are some market-based explanations that retain traction in explaining recent 


trends, but these are best understood in the context of the changed institutional 


environment.  It is the argument of this paper that the institutional changes set in train 


starting with the Cadbury Report (1992) provide the essential key to understanding 


developments in this field1.  The following section introduces these changes and 


offers an argument of how they led to a rise in directors’ remuneration. 


 


 
 
3. Changes in the way directors remuneration is determined in the UK 
 
3.(i) – changes in process 
 
With the advent of the Companies Acts (1967) companies in the UK were required to 


publish the emoluments (roughly, salary plus bonus) of the chairman and, if different, 


the highest paid director. But it was not until the Cadbury Report (1992) that any 


recommendations were made regarding the operation of a remuneration committee to 


oversee the process by which these amounts were set.  In fact, the concept of a 


remuneration committee was not much discussed before that time (see Chart 6 for a 


time series of articles in the Financial Times mentioning this concept in). And, 


although most companies had a process in place, a study (Main 1992) of practice in 


1989/90 found that only 30% of large companies listed the membership of its 


remuneration committee in its annual report. An executive presence on such 


committees was more common than not (Chart 7).  


 


In relatively quick succession, the Cadbury Report (1992), Greenbury Review (1995), 


Hampel Report (1998), the Combined Code (1998, now the UK Governance Code), 


Directors’ Remuneration Report Regulation (2002), and the Higgs Report (2003) 


resulted in a transformation of this process by prescribing the extent of reporting and 


standards of conduct (mostly under the UK’s ‘comply or explain’ self-regulatory 
                                                 
1 Similar changes in terms of disclosure in the USA can be traced to (SEC,1983) although there the 
institutional setting is quite different. 
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approach).  While this has mainly concerned reporting and process, representative 


bodies of institutional investors – most importantly the NAPF (1984) and ABI (1987) 


have issued a series of guidelines which have shaped the design of directors’ pay. 


 


For the first time, Cadbury (1992) introduced the recommendation that there be a 


remuneration committee and that is should comprise wholly or mainly non-executive 


directors.  As Chart 7 (Main and Johnston, 1992,1993a) indicates this was a marked 


departure for the UK.  Very soon, with further prompting from the Combined Code 


(1998), essentially all large UK companies operated independent remuneration 


committees.  The near total compliance with these rules makes it difficult to construct 


a robust test of the effectiveness of this arrangement in terms of holding directors’ 


remuneration in check.  It is worth mentioning, however, that in a pre-Cadbury study 


Main and Johnston (1993) found that in their sample of 220 companies surveyed in 


1990 it was the 30% declaring they had a remuneration committee remuneration that 


were observed to have remuneration a significant 15% higher than could be explained 


by size, performance and so on.  This effect, which is key to the argument developed 


in detail below, can be interpreted as owing to the legitimacy afforded to those 


making the pay decision – constituted as they were in a transparent remuneration 


committee. 


 


In a related interview study conducted with executive directors from 24 of these 


companies2 between October 1992 and March 1993, there was no sign of any 


resistance to the changes that were by then afoot.  All welcomed clarity as to how the 


remuneration decision should be taken.  In hindsight, however, it is now noticeable 


how different the remuneration arrangements of these executives were as compared to 


those enjoyed by their counterparts today.  Most had only modest amount of long 


term incentive – in the form of executive share options, usually to the value of four 


times current cash pay. Nor did they seem particularly driven by concerns of 


remuneration, one commenting that his teenage children were much more acquainted 


with the valuation of his stock options than he himself.  On the other hand 19 of the 


                                                 
2 Executive directors interviewed included Malcolm Bates (GEC); Sir Denys Henderson (ICI); Peter 
Davis (Reed International); Lord Young of Graffham (Cable & Wireless); Sir Alick Rankin (S&N); 
Peter Salisbury (M&S). 
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24 had contracts of at least three years duration – something that was also destined to 


change. 


 


In contrast, a more recent set of interviews, this time in 2006 and with some 22 non-


executive directors who sit on the remuneration committees of FTSE350 companies, 


found that the process of setting directors’ remuneration was much more charged 


(Main et al, 2008). The picture revealed was far from the stereotype of compliant 


remuneration committee delivering rich rewards in return for modest performance 


hurdles, as typified by the cartoon in Economist (20-05-2006) representing the 


remuneration committee as two compliant pinstriped non-executives proffering bags 


of cash to an overweight executive while holding a performance bar low to the ground 


for the executive director to easily step over.   


 


By contrast, it was found that a substantial effort is spent by remuneration committee 


members in designing remuneration to link to company performance.  Considerable 


reliance is placed on remuneration consultants for market intelligence regarding 


current practice in other comparator companies. Furthermore, remuneration 


committee members find themselves pulled two ways – between the top management 


team and the shareholders (to whom, following the DRR 2002,  they are accountable 


in the form of a vote on remuneration report at each AGM).  Two quotations from 


Main et al. (2008) serve to illustrate the tension with executive directors: 


 


“Life is one long negotiation with our chief executive. We have a thrusting, 
dynamic young man who has thrusting, dynamic ideas of remuneration.” 


 
“He claimed he wanted the team to benefit but, when it got down to it, he was 
the only one in the team.” 


 
And, as to the awareness of the scrutiny by shareholders, also from Main et al. (2008): 
 


“How is this going to look in the annual report when the institutions crawl 
over it?” 


 
“Normally I am happy to put my head over the parapet but not in 
remuneration.  I would be slightly cautious as I don’t want to be castrated by 
the ABI.” 
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Of course, at the end of the day, determining remuneration through a remuneration 


committee remains a human process subject to all the cognitive biases and social 


influence effects to which people are prone.  Research in the USA (O’Reilly et al. 


1988, 2010; Main et al., 1995) has demonstrated a range of such effects in the context 


of the remuneration (compensation) committee, including the fact that the level of pay 


to which outside directors sitting on the remuneration committee are accustomed in 


their own companies can influence their decisions, as can reciprocity effects of having 


been appointed by the incumbent CEO, or similarity effects between the CEO and the 


remuneration committee member. 


 


But, the argument being developed in this paper is not that the remuneration 


committee is in itself the problem.  With all its human frailties, the evidence (Main et 


al. 2008) seems to point to the remuneration committee making a good effort to do the 


right thing.  The argument here is that in these efforts, and indeed, owing to the 


awareness of the transparency of the process and of the scrutiny and accountability of 


the outcome, the remuneration committee finds itself trapped in an institutional 


isomorphism of practice (DiMaggio and Powell, 1983), whereby the practice of others 


becomes a guide as to what should be done.  In conjunction with what is essentially a 


prisoners’ dilemma in setting the level of remuneration, this results in an increasing 


level of directors’ remuneration.  These ideas will be developed in more detail below, 


but first it is necessary to look in more detail at the development of remuneration 


design over recent years. 


 


 
 
3(ii) – Changes in Design  
 
Of course, the imperfection of corporate governance at the top of a company due to 


information asymmetries or human failings is exactly why payment mechanisms that 


formulaically tie performance to reward are so appealing in this context.  Such 


arrangement can also reveal underlying assumptions regarding human motivation.  As 


Pfeffer (1998) ironically expresses it: 


 
"The image of workers in these models is somewhat akin to Newton's first law 
of motion: employees remain in a state of rest unless compelled to change that 







 9


state by a stronger force impressed upon them - namely, an optimal labor 
contract." 


 
But one need not accept the causal interpretation of payment by results as favoured by 


principal-agent theorists (Jensen and Murphy, 1990).  Such an arrangement also 


affords an ex-post justification for any reward delivered as directors’ remuneration, 


thus easing the subsequent dialogue with shareholders.   


 


Charts 1 through 5 above offer an insight to the rise in empirical importance of such 


arrangements – particularly in the form of executive share options and performance 


share plans (the difference between TCC and TDC in those Charts).  The information 


on such components of reward are only available in Chart 5 from 1995 onwards but, 


in fact, these started to gain prominence as of the 1984 Finance Act which provided 


generous tax incentives for remuneration delivered in the form of executive share 


options (initially limited in value to four times emoluments, but soon extended in use 


in spite of the subsequent withdrawal of most tax advantage in the 1988 Budget). 


Chart 8 demonstrates the sharp rise in uptake in share options schemes following the 


1984 Finance Act.  The fall off in popularity in the later period was, in part, due to the 


nudge given by the Greenbury Report (1995) towards the adoption of performance 


share plans (see below). 


 


One issue related to the move to increase the amount of “pay at risk”, i.e., dependent 


on performance, through this increased use of share-based long term incentive plans 


was that the director might, in all probability, value such an award at less than its 


expected (or actuarial) value (Hall and Murphy, 2002).  Chart 9 attempts to 


demonstrate this point by representing the equivalent package to a given amount of 


base pay as having a higher expected value when performance related pay in included 


– compensating for the risk-aversion of the director.  The pie has to be bigger. 


 


In an attempt to demonstrate the increased variability in realised remuneration, Chart 


10 contrasts the Lorenz Curve for FTSE 350 CEOs in 1996 versus 2007.  Recall, that 


if remuneration was distributed equally across the CEOs then 10% of CEOs would 


earns 10% of total remuneration, 20% would earn 20%, and so on – the Lorenz Curve 


would form the diagonal line in this rectangle.  The further from this diagonal the 


more unequal is the distribution.  As Chart 10 demonstrates, inequality had increased 
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by 2007.  Winners win big, but losers also lose more.  This can be seen as a 


consequence of the tightening of performance conditions imposed on long term 


incentives during the period. 


 


Pressure from institutional shareholders, mainly through Guidelines issued by the ABI 


but also through rating mechanisms of the Proxy voting advisory schemes such as 


IVIS, had successfully encouraged firms to increase the severity of the performance 


conditions that attach to the vesting of long term incentives.  For example, in the case 


of share options, the possibility of ‘re-testing’ (trying again in a later year) was 


eliminated.  Performance criteria were encouraged to be relative to a comparator peer 


group, with no pay out for below median performance and no cliff-vesting (so when 


vesting began it would not be in full but at a lower level, say 30%).  Full vesting was 


only to be for upper quartile performance. 


 


Charts 11 and 12 offer a further insight into this variability in remuneration.  Chart 11 


summarizes the Lorenz curves of realised TDC for each year between 1995 and 2008 


by presenting their respective Gini Coefficients (the nearer to 1.0 the greater the 


inequality as, in terms of Chart 10, the coefficient measures the ratio of the area 


between the diagonal and the curve divided by the total area below the diagonal).  


This can be seen to rise over the period.  In Chart 12 the respective coefficient of 


variation is computed.  This is the standard deviation of remuneration in the year 


divided by the mean.  Although more noisy, this too demonstrates a general drift 


upwards. 


 


Directors’ remuneration has become more risky as it has increasingly depended on 


relative performance.  Allowing fully for the influence of shared-based long term 


incentive schemes, the pay performance relationship in the boardroom has risen over 


recent years (Main et al., 1996; Conyon and Murphy (2000); Conyon et al., 2010).  It 


is not as high as found in the USA, where share linked remuneration is more 


aggressively deployed, but must go part way to explaining the increase in overall level 


of remuneration (see Chart 9). 


 


Another indication of inequality can be found in the ‘pay-slice’ taken by the CEO.  


This is the share of the total remuneration going to the executive directors which is 
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awarded to the CEO.  Over the period of Chart 13, this is seen to rise from just under 


one quarter to nearly one third.  This is consistent with the notion of the CEO as the 


corporate saviour (Khurana, 2002), and also with models that portray CEO 


remuneration as the prize resulting from winning a tournament played over a career 


(O’Reilly et al., 1988, Main et al., 1993).  But, again, it is difficult to reconcile with 


the observed fact that the CEO career, although typically brutally short, has not 


changed much over the period of increasing director remuneration. Chart 14 reports 


by year the median (and lower and upper quartile) length of career enjoyed by those 


FTSE350 CEOs who terminate their career between 1993 and 2009.  The overall 


median is 4.3 years and it does not seem to have changed much over the period.  If 


there is a tournament going on then it does not seem to have become more intense. 


 


So, it can be argued that some of the increase in directors’ remuneration has been to 


compensate for the increased risk involved in accepting a component of remuneration 


that it performance based in this way.  But as the relatively less risky annual or cash 


based component (TCC) of remuneration has also increased, it is questionable if this 


is the whole story.  It is also necessary to examine the reaction to the new institutional 


procedures now encompassed in the remuneration committee.  


 


 
3(iii) – Changes in Institutional Forces  
 
While many plausible explanations of the level of directors remuneration have been 


offered above, no strong contender has emerged that will explain the continuing 


increase in the level of remuneration.   


 


One claim that has attracted considerable support in the USA (Gabaix and Landier, 


2008) is that companies are simply becoming bigger and, with that increase in scale, 


the productive potential and remuneration of the top management team is increasing 


(with implications for the remuneration of the executive directors). An examination of 


the FTSE100 over recent years shows that the growth in scale – as measured by 


turnover or by market capitalisation (see Chart 15) – may be sufficient to explain the 


movement of annual cash remuneration (TCC), but inadequate to explain the 


movement in the broader measure of remuneration that includes realised gains from 


long term incentives such as share options and performance share plans.  
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In the decade or more since the Greenbury/Hampel reviews, institutional pressure 


(much of it channelled through the ABI) has brought the remuneration committee into 


the ascendancy (and with it the role of the remuneration consultant).  Pressure for 


change has been channelled through remuneration committees and, by and large, 


remuneration committees have delivered. 


 


When service contracts for directors were deemed to be too long, they were, 


following a campaign eloquently spearheaded by Alastair Ross Goobey, reduced to an 


effective maximum one year. This is a remarkable change.  Contract lengths of a 


rolling three years had been the norm.  Main (1993) found 19 if the 24 directors 


interviewed in 1992 to have a contract of three years duration.  Such contract lengths 


would now be unthinkable. 


 


Similarly, in terms of pay design, when the Greenbury Report (1995) made a positive 


reference to performance share plans: 


 
“..schemes along these lines may be as effective, or more so, than improved 
share option schemes in linking rewards to performance” 


 
from literally nowhere the use of performance share plans in the FTSE100 had risen 


to 84% by 2005 (Booker and Wright, 2006). 


 


Also, when the same Report promoted relative performance metrics: 


 
“Consideration should be given to criteria which reflect the company’s 
performance relative to a group of comparator companies in some key 
variables such as shareholder return (TSR)”  


 
by 2005 some 86%  of the FTSE100 were utilising relative TSR as a performance 


metric. 


 


It has been argued elsewhere (Main et al., 2008) that placed very much in the 


spotlight and finding themselves between the executive directors (with whom they 


work on a regular and ongoing basis) and the shareholders and their representative 


bodies (to whom, following the DRR 2002 they are accountable at the AGM in the 


form of a vote on the remuneration report) most remuneration committees fall back on 
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an isomorphism of practice (Scott, 2001).  Facing a decision (what remuneration 


arrangements to set) where the uniqueness of each situation ensures that a clear 


answer is lacking, remuneration committees look around to see what others are doing.  


This offers them with the legitimacy they desire. 


 


There have been arguments regarding the extent to which remuneration consultants 


cause higher remuneration (Conyon et al., 2009; Voulgaris, et al., 2010). These 


studies often confuse the role of auditor with that of remuneration consultant.  The 


latter, of course, lacks the ‘sign-off’ power enjoyed by auditors and any causal 


interpretation placed on their presence is consequently suspect.  But remuneration 


consultants certainly play an important role in allowing remuneration committees to 


assess what current practice is in each sector.  Guided by this information, it is 


therefore easy for there to emerge an isomorphism (or at least similarity) in practice. 


In this way the zero vesting below median and full vesting only at upper quartile 


quickly becomes the norm – even though this leaves any incentive, as such, effective 


only over a remarkably narrow range of achievement. 


 


Of course, the post-Cadbury improvement in disclosure is exactly what allows 


remuneration committees to pay such assiduous attention to each other’s actions. Add 


to this the major difference between labour markets and product markets – namely 


that paying slightly more than the market clearing rate is not always an expensive 


error, and it is possible to see the dynamic that has led to escalating levels of 


directors’ remuneration.  


 


First, to clarify the statement regarding paying in excess of the market clearing rate in 


labour markets.  Here, the concept of efficiency wages is useful (Akerlof and Yellen, 


1986).  When employment involves activities that are not easily monitored and where 


productivity is dependent on the consummate cooperation of the employees, then 


paying what is perceived to be generous levels of remuneration can induce a sufficient 


improvement in performance on the part of the employee as to make such apparent 


generosity ‘efficient’ – in the sense that any extra remuneration is paid for by 


consequent higher productivity on the part of each employee, who feels valued. 
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The boardroom is an obvious setting for such thinking.  Indeed in our interview study 


of remuneration committee members (Main et al., 2008) when we asked whether 


thought was given to paying less, the response was that this would be a false economy 


– given the serious disruption and expense that would ensure were there to be  either 


turnover among directors or if these key employees were to become dissatisfied 


regarding the way they were being treated on remuneration (as opposed to those at 


other companies – whose treatment is, of course, now highly transparent).  In this 


logic, erring on the side of generosity is only wise – this is especially true in larger 


companies where the amounts under discussion, although significant, are relatively 


modest when set against the activities of the enterprise as a whole. 


 


This leaves the remuneration committee confronting something of a Prisoners’ 


Dilemma (Axelrod, 2006) as illustrated in Table 1.  Here the remuneration committee 


makes its decisions without yet knowing how other remuneration committees will 


decide.  In reality, of course, there is a variation in the remuneration cycle, but this 


stylisation serves to illustrate the point.  It can be seen from Table 1 that it is always 


the best policy to err on the side of generosity.  If no one else does, then one’s own 


executive directors will be well pleased and the committee can always attempt to 


realign remuneration next time around if this generosity in not returned in the form of 


higher productivity by the directors. If other companies are similarly generous, of 


course, then one would have been a fool to do otherwise oneself, as the consequences 


of ‘holding the line’ when everyone else drifts up is to leave one’s own executive 


directors feeling particularly aggrieved, which can be a costly state of affairs.  While 


the extent of labour mobility at this level is often overstated, the possibility certainly 


cannot be ruled out.  And even without exits of senior directors to other companies, 


the ensuing period might produce unnecessary and distracting boardroom tensions.  


The dominant strategy is to err on the side of generosity. 


 


This, rather than the much quoted ‘upper quartile’ strategy, may be the root cause of 


the upward drift in directors’ remuneration.  It is axiomatic that if every remuneration 


committee tries to set their remuneration levels in the same upper quartile, there will 


be a marked upward drift in remuneration.  The reality, however, is that each 


company has its own relevant comparators and an appropriate choice leaves that 


particular upper quartile to be neither inflationary nor deflationary.  Of course, 
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problems, can arise when directors are allowed to influence the choice of comparators 


(Porac et al., 1999), so this possibility should not be entirely ruled out. 


 


The key problem, however, seems to be rooted in three things: the desire to be seen to 


do the right thing and hence mimic the practice of other companies in terms of 


remuneration levels and design; the ready availability of information thanks to 


improved disclosure; and the bias in decision making which makes it individually 


rational (although collectively irrational) to err on the generous side in setting 


remuneration arrangements for executive directors.  In small companies in highly 


competitive product markets the impact on overall wage costs would quickly rein in 


this upward bias.  With very large companies where the levels of directors’ 


remuneration, while large, represent but a small fraction of overall labour costs, this is 


not going to happen anytime soon. 


 


The next section suggests a possible improvement that will at least remove some of 


the less desirable aspects of the current situation. 


 
 
 
4. What can be done?  Career Shares. 
 
 
The obvious solution to the situation sketched above is to introduce a measure of 


coordination across the various actors (remuneration committees).  But, as recent 


efforts in terms of bankers’ bonuses have demonstrated, this is extremely difficult to 


arrange in an unregulated labour market. 


 


Career Shares offers a second best solution that at least ensures that what long term 


remuneration is paid out is actually related to performance delivered to shareholders 


in a sustained way.  At the moment, long term incentive schemes tend to run for three 


years after which time, subject to the surpassing of the relevant performance hurdles 


(as discussed above), the directors are free to cash in their vested shares and invest the 


proceeds elsewhere (diversifying away from what is an over exposure to the fortunes 


of the one company).  This is shown over a typical director’s career in Figure 1.   
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Recent efforts have been made to ensure that at least some of these shares are 


retained, to allow directors to accumulate a required holding of shares in the company 


of around the value of one or two times the director’s salary. But this is a modest and 


limited effort. The bulk of equity vesting from long term incentive schemes is free to 


be sold off at the director’s discretion.  This leads to situations where an early 


promising run of performance turns sour – only after the director has been rewarded.  


Or it may be some time after a director leaves the company that owing to either poor 


succession planning or a failure of long term strategy the company’s performance 


falters badly, but the retired director has already cashed in his or her gains.  Under the 


Career Shares proposal (see Figure 2) there would be a requirement to hold on to all 


vested shares until some period following exit from the company – some (Bebchuk 


and Fried, 2009; Bhagat and Romano, 2009) have recommended a period as long as 


10 years after vesting or four years after retirement. 


 


Such an arrangement provides a longer term horizon on pay for performance – and 


encompasses a mechanism for settling up or clawing back reward for what turns out 


to have been illusory or non-sustained increases in performance.  There is an 


automatic “clawback” for any performance that turns out not to have been sustained.  


At the same time, the arrangement rewards due attention being paid to succession 


arrangements.  It is also commendably transparent and easy to understand by both 


shareholders and directors.  The latter are offered a clear “line of sight” between their 


performance and reward (Main et al., 2010). 


 


Table 2 demonstrates the advantages of this arrangement.  With no need to use what 


some directors find to be the obfuscating arrangement of relative performance, the 


Career Shares arrangement rewards the director for sustained good performance.  


Consistently poor performance is unremittingly punished by “holding their feet to the 


fire” in making them continue to hold onto all company shares – even as they 


continue to perform poorly.  On the other hand, there is a forgiving element that is 


absent in conventional schemes.  This works by allowing earlier poor periods of 


performance to be compensated for by later outstanding performance (thus redeeming 


the value of the shares that vested during lean times). As previously discussed, for 


early performance that later turns sour there is an automatic settling up as the value on 


those early vesting shares plummets. 
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The second part of Table 2, rehearses these possible outcomes from the perspective of 


someone who has already left the company. Their final reward depends on how the 


company is faring several years after their exit.  Strategies put in place during their 


career must, therefore continue to deliver.  Successor holders of their post (and the 


rest of the top management team) must also continue to perform well.  Otherwise 


earlier reward is automatically clawed back  These are all desirable aspects of any 


long term incentive scheme – and features that were felt to be absent in several cases 


following the recent financial crisis. 


 


While simplest if applied to restricted shares (share awards made where vesting is 


conditional merely on staying with the company for a given number of years, usually 


three), the approach can also be applied to the now more common executive share 


options or performance share plans, where vesting is conditional on the attainment of 


certain performance targets, again usually after three years. In both cases, while the 


shares would vest as normal, there would be a restriction against cashing in until the 


much later period – what Murphy (2010) has termed transferability restrictions. 


 


Chart 16 simulates the working of such arrangements in the case of Sir James Crosby 


during his time (and afterwards) at HBoS.  This is a simulation that does not reflect 


how Sir James was actually rewarded.  It assumes a yearly grant of £100k of HBoS 


shares (in £2009) and illustrates the outcomes that would ensue under four scenarios:  


Restricted Shares; Career Shares; Performance Shares; and Performance Share_plus – 


which add the career shares feature to the shares that vest under a performance share 


plan3.  Vested Share that are cashed in (under the Restricted Shares and Performance 


Shares plans) are assumed invested in the FTSE AllShare index and all values are in 


£2009.    The first part of Chart 16 reminds readers of the relative performance of 


HBoS over the period and the second part clearly demonstrates the power of Career 


Shares to claw back reward as performance fails in the period following Sir James’ 


exit from the company. 


 
                                                 
3 For Performance Shares, the assumed performance conditions require total shareholder return (TSR) 
to be above the median of the FSTE AllShare for the relevant period.  Vesting starts at 30% and full 
vesting occurs for upper quartile performance.   
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Chart 17 describes a similar simulation for Lord Simpson and GEC/Marconi (a case 


of company failure), and Chart 18 describes the simulation results for Sir Richard 


Greenbury and Marks & Spencer (used here as an example of imperfect succession).  


In both of these simulations, the power of the Career Shares approach to adjust the 


directors’ remuneration in the light of long term performance is clear – as is the 


failing of alternative arrangements to achieve this outcome. 


 


Of course, there are some issues that would need to be addressed were the Career 


Shares approach to be adopted.  Long-serving directors whose companies have been 


successful will end up carrying a high valuation of shares. In such cases, late-career 


decisions have growing significance and there may be a greater avoidance of risk than 


is in shareholder interest.  This may demand some early release to the director of 


accumulated value. Considerations of tax may also require the director to be allowed 


to cash in some vested shares, although the company may agree to meet such tax 


liabilities as part of the remuneration scheme. 


 


In case of takeovers, it is not always possible to implement the “career+x years” 


cashing in condition.  But when shareholders have voted for the takeover, then they 


have implicitly agreed to draw a line under the previous company’s existence and, in 


such cases, cashing in would not be inappropriate.  In cases of a management 


recommended share-based takeovers, it may create a positive signal if the incumbent 


directors in the target firm (if they are stepping down) agree to continue to hold 


equivalent shares in the new company through the usual restriction period before 


cashing in.  


 


Some directors may complain that their earnings are being locked up, but as long-term 


incentives are only part of overall remuneration (say around one-third) and as levels 


of remuneration are generally high then it is unlikely that consumption patterns will 


be severely crimped by such a Career Shares arrangement.   


 


In terms of levering the maximum pay-performance connection from a given amount 


of expected remuneration, it is hard to better performance shares (or, indeed, 


executive share options with similar performance hurdles).  But these lack 


transparency and line of sight for the both the director and the shareholder.  Most 
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importantly, they also fail to connect remuneration with long term performance in a 


comprehensive way.  Career Shares or variants of that arrangement are certainly 


worth considering as an improved long term incentive. 


 
 
 
 
5. Conclusion 
 
 
Directors’ remuneration has increased markedly in recent years.  There are some 


plausible economic explanations of why this has occurred – mainly that an increased 


emphasis on shareholder value and the related move to performance related pay has 


placed more remuneration at risk and required a higher expected value of award to be 


made to directors.  But institutional change has also been responsible and may 


continue to be responsible for increasing remuneration levels among directors of the 


UK’s largest companies.   


 


This is because the presence of abundant information on what and how rival 


companies are paying their directors is coupled with a remuneration committee that 


now finds itself at the centre of a highly visible task of determining directors’ 


remuneration. Caught between providing the directors of the company with 


remuneration arrangements that leave them satisfied in the light of what they see rival 


companies doing, and being accountable to shareholders at the next AGM, the 


remuneration committee tends to revert to an isomorphism of practice and mimics 


what others are seen to be doing.  Because of the essentially Prisoners’ Dilemma 


aspect of such decisions, they err on the side of generosity.   


 


In a playing out of the law of unintended consequences, directors’ remuneration in 


large UK companies is set to continue to drift upwards in the near future. As 


discussed above, the situation can at least be improved somewhat by recommending 


the use of Career Shares as long term incentives. 


 


There was a time when commentators used to lament the poor earning prospects 


afforded in the private sector as compared to the public sector.  The statistics 


introduced above suggest that this is no longer the case.  From this perspective, the 
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quality talent attracted into this labour market should be increasing  as the expected 


rewards increase. 


 


The downside occurs when John Dunlop’s (1966)  wage contours start to distort 


remuneration levels more widely – where high wage levels among executive directors 


start influencing wages elsewhere in the enterprise.  For example, were the 


remuneration levels in investment banking to start to influence the remuneration 


arrangement of commercial bankers in the same company.  Such occurrences need to 


be guarded against through the vigilance of remuneration committees (now tasked 


with a wider brief; FRC,2010), institutional investors, and commentators more 


generally. 
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Chart 1 


 
Average (mean) award of pay over time in FTSE 350 companies 


 
[TCC represents total current remuneration in terms of base pay, annual bonus etc. 
 TDC represents total direct remuneration which adds to TCC the face value of the 
option grants and performance share grants made in the year.] 
 
 


£0


£500,000


£1,000,000


£1,500,000


£2,000,000


£2,500,000


£3,000,000


1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Year


C
EO


 P
ay


 (£
20


09
)  


   
   


   
   


.


TCC TDC  
 
 
Note: 
Source: Manifest 
- FTSE 350 under-represented in sample for the years 1995 (N=145) and 2007 (N= 
129) 
- All values in £2009 
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Chart 2 
 


Average (median) award of pay over time in FTSE 350 companies 
 
[TCC represents total current remuneration in terms of base pay, annual bonus etc. 
 TDC represents total direct remuneration which adds to TCC the face value of the 
option grants and performance share grants made in the year.] 
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Note: 
Source: Manifest 
- FTSE 350 under-represented in sample for the years 1995 (N=145) and 2007 (N= 
129) 
- All values in £2009 
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Chart 3 


 
Average (mean) award of pay over time in FTSE 350 companies 


 
[TCC represents total current remuneration in terms of base pay, annual bonus etc. 
 TDC represents total direct remuneration which adds to TCC the face value of the 
gains from option grants and performance share grants realised in the year.] 
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Note: 
Source: Manifest 
- FTSE 350 under-represented in sample for the years 1995 (N=145) and 2007 (N= 
129) 
- All values in £2009 
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Chart 4 
 


Average (median) award of pay over time in FTSE 350 companies 
 
[TCC represents total current remuneration in terms of base pay, annual bonus etc. 
 TDC represents total direct remuneration which adds to TCC the face value of the 
gains from option grants and performance share grants realised in the year.] 
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Note: 
Source: Manifest 
- FTSE 350 under-represented in sample for the years 1995 (N=145) and 2007 (N= 
129) 
- All values in £2009 
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Chart 5 
 


Average (mean) award of pay over time in large UK companies 
 
[TCC represents total current remuneration in terms of base pay, annual bonus etc. 
 TDC represents total direct remuneration which adds to TCC the face value of the 
option grants and performance share grants made in the year.] 
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Chart 6 
 


Financial Times articles on 'Remuneration Committees' 
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The results of a year-by-year search in the FinancialTimes for articles containing a 
reference to remuneration committees, using Lexis.  
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Chart 7 


 
1990 Study of Remuneration Committees in largest UK Companies (N=220) 


 
[Results from a survey of the UK's largest companies in 1990, using Annual Reports 
from 1989/1990] 
 


a) Percentage of companies reporting existence of remuneration committee in 
annual report: 


 
 
b) Number of executives reported serving on remuneration committee (N=67 
Committees) 
 


 
 
Source:  Main  and Johnston (1992, 1993).  N= 200 companies. N= 67 Remuneration 
Committees. 
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Chart 8 


 
 
 


  
 
 
 
 
Source:  Data provided by Towers Perrin and updated by reference to annual Manifest 
Reports. 
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Chart 9 
 


Need for increased expected value of remuneration package to compensate for 
risk aversion on the part of the director 
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Chart 10 


Lorenz Curve for Realized total remuneration of FTSE350 CEOs 
 


Lorenz (TDC - realised) - 1996 versus 2007


0


0.1


0.2


0.3


0.4


0.5


0.6


0.7


0.8


0.9


1


0
0.0


3
0.0


6
0.0


9
0.1


2
0.1


5
0.1


8
0.2


1
0.2


4
0.2


7 0.3 0.3
3


0.3
6


0.3
9


0.4
2


0.4
5


0.4
8


0.5
1


0.5
4


0.5
7 0.6 0.6


3
0.6


6
0.6


9
0.7


2
0.7


5
0.7


8
0.8


1
0.8


4
0.8


7 0.9 0.9
3


0.9
6


0.9
9


% of CEOs        .


%
 o


f T
ot


al
 R


ew
ar


d 
   


   
   


   
.


diagonal 1996 2007  
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Chart 11 


Gini coefficients over time for distribution of total realised remuneration among 
FTSE350 CEOs 


 
Gini Coefficient (FTSE350) over time
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Chart 12 
 


Coefficient of Variation (standard deviation divided by mean) over time for 
distribution of total realised remuneration among FTSE350 CEOs 
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Source:  Computations by author using Manifest data 
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Chart 13 


 
Median Pay Share (CEO Pay divided by pay of all executives) over time for 


distribution of total realised remuneration among FTSE350 CEOs 
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Source:  Computations by author using Manifest data 
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Chart 14 
 


Length of Completed Tenure as CEO 
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Table 1 


 
The Prisoners’ Dilemma representation of the Remuneration Committee 


decision 
 
 
 
 


 
Rival Company 


 


 


 
Resist upward 


pressure 
 


 
Yield to upward 


pressure 
 


 
Resist upward 
pressure 


 
(2, 2) (4, 1) 


This 
Company  


Yield to upward 
pressure 
 


(1, 4) (3, 3) 


 
 
Adapted from Sandy Pepper (2006, p24) 
 
1: Pay above market but small expense rewarded by attract/retain/motivate outcomes 
2: Pay going rate – same as everyone else, and can compete effectively in market for 
talent 
3: All pay going rate but higher rate brings no advantage as end up same as everyone 
else (but more expensive) 
4: Pay below going rate which results in high cost in attract/retain/motivate outcomes 
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Chart 15 


 
Growth of Size of Company versus Reward 
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Computations by author using Manifest data in conjunction with DataStream. 
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Figure 1 


 
Conventional vesting pattern 
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Figure 2 
 


Career Shares Vesting and cashing-in pattern 
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Table 2 


Career Shares in operation 
 
 
i) Career holding requirement 
 
  


Late career: 
under-perform 


 


Late career: 
out-perform 


Early career: 
under-perform 
 


Hold their feet to the fire Forgiveness 
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ii) Post Career holding period requirement 
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Chart 16: HBoS Group 
Counterfactual Simulation: Sir James Crosby and HBoS 
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Chart 17 


Counterfactual Simulation: Lord Simpson and GEC/Marconi 
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Chart 18 


Counterfactual Simulation: Sir Richard Greenbury and Marks & Spencer 
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Abstract 


Manuscript Type: Technical 


Purpose: A technical exploration of the empirical ramifications of adopting the 
Career Shares approach to long term incentives (Bebchuk and Fried, 2009; Bhagat 
and Romano, 2009) that has emerged from the discussion of the structure of incentive 
pay in the light of the recent financial crisis (FSA, 2009; G-20/FSB, 2009; Walker 
Report, 2009).   
 
Approach: This paper simulates the impact of such a design of long term incentives 
in the context of those FTSE350 CEOs whose careers terminated between 1993 and 
2008.    
 
Findings: Career Shares automatically introduce a ‘settling-up’ effect and a ‘claw-
back’ effect to adjust for later periods of poor performance.  


Research limitations: Comprehensive coverage and comparability across companies 
is gained by assuming equal treatment in terms of design of incentive plan. 


Practical implications: Some consideration would have to be given to mid-career 
wealth release for long serving successful CEOs. 


Social implications: Remuneration/Compensation committees would need to adjust 
the overall remuneration package in the light of tax and risk bearing consequences 
that would follow. 


Originality:  This represents the first attempt to confront an interesting and promising 
theoretical idea (Career Shares) with empirical data that reflects the actual careers 
followed by a group of CEOs. 


 
KEYWORDS: 
 
Corporate Governance; Claw-back; Long Term Incentives; CEO Career. 
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Introduction 


 
The role of incentive pay has emerged as among the chief suspects in most analyses 


of the causes of the recent financial crisis.  Criticism has focused less on the size of 


the rewards at stake and more on the short time horizon between recorded 


performance and payout.  In response to this perception, the G-20 encouraged the 


cross-national adoption of remuneration standards in the financial sector as laid out by 


the Financial Services Authority (FSA, 2009) and the Financial Stability Board (FSB, 


2009).  These added to the momentum already given in some countries to the reform 


of remuneration in this area (e.g., by the Walker Review, 2009, in the UK).  In all of 


this, the essential thrust is towards deferring the majority of bonus payments, using 


significant vesting periods for incentive pay, and ensuring greater provision for 


clawback in the event of disappointing completed performance.  Although aimed 


specifically at the financial sector, it is widely expected that these influences will 


affect executive remuneration practice more widely. 


In the USA, in addition to signing up to the G20-backed reforms, efforts were 


made to contain the level of incentive payments in those companies covered by the 


Troubled Asset Relief Program (TARP) by limiting incentives to one-third of the 


annual remuneration received by executives (US Treasury, 2009).  This limit could be 


exceeded if the incentive was in the form of Restricted Shares not vesting until after 


all outstanding TARP obligations had been met.  One of the innovations emerging 


from this experience was the separation of vesting and transferability – a feature 


similar to what will be described below in terms of Career Shares vesting and being 


able to be cashed in (Murphy, 2010).  The overall thrust of reform is towards deferred 


payments with deferral involving periods of significant length. 
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Reflecting these policy initiatives, two academic contributors to the debate 


have offered a new perspective on incentive pay by suggesting that incentive 


alignment could be improved by moving from a typical three-year vesting period 


towards a significantly longer arrangement.  Bhagat & Romano (2009) recommend 


that long term incentive awards should not vest until two to four years after the last 


day in office (retirement or other exit from the firm).  Bebchuk & Fried (2009) 


suggest that it would be sufficient to have a pre-agreed extension period after vesting 


before the executive is permitted to cash-out the majority of the award (whether 


options or Restricted Shares) – the authors allude to a period of 10 years after vesting.  


Both papers point to a range of companies that have used similar practices in the past 


(Boeing, Citigroup, Exxon Mobil, Goldman Sachs, Merrill Lynch).  


Such delayed vesting or delayed cash-out arrangements not only ensure that 


executives build and ever increasing stake in their company as their time in post 


lengthens, but also guarantee an automatic ‘claw back’ effect, as subsequent poor 


performance reduces the value of earlier incentive awards before they can be cashed 


out, or realised.  The automatic or programmed nature of this approach also makes it 


difficult for the executive to manipulate the timing of the exercise of options and/or 


the release of corporate news so as to advantage themselves (Bebchuk et al., 2009; 


Lie, 2005; Lomax, 2008).   


To investigate the empirical scope of such an approach, this paper applies a 


variant of these proposals (Career Shares) in the context of the actual completed 


career histories recorded by CEOs in the UK FTSE350 during the period 1993-2008.  


These actual career histories (start-dates and end-dates) are utilised in conjunction 


with each company’s performance as recorded in the London Stock Price Database 


(LSPD).  The following section discusses the theoretical underpinnings of the 
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approach.  There is then a section that introduces the data and explains the 


calculations made in arriving at the results presented.  The results themselves are 


available in a separate section, and the paper ends with a discussion of the policy 


ramifications of these results and a brief conclusion. 


 


 


 


Incentive pay and career performance 


 


The use of pay-for-performance for executives was originally seen as a remedy for the 


principal-agent problem (Jensen & Meckling, 1976) that arises when the professional 


management of a company lacks both an adequate ownership stake in the company 


and effective direct supervision (i.e., in most widely held public companies).  


Delivering part of executive pay in the form of equity instruments (shares or options), 


which do not vest to the executive (pass into ownership) until a time some years in the 


future, creates a beneficial alignment of interest between the executives and the 


owners.   


Initial analysis of the arrangements in place for CEOs in the USA (Jensen & 


Murphy, 1990) produced estimates of the pay-performance connection that were seen 


as empirically too modest to support this as a realistic view of executive pay – leading 


the authors to suggest that CEOs were paid more like bureaucrats (according to the 


size of their company) than anything else. But the shareholder-value movement of the 


1980s and various tax considerations  (Murphy, 2002) caused companies to adopt a 


more aggressive use of executive share options, Restricted Shares, and Performance 


Shares, enabling later studies to demonstrate that the predicted pay-performance 


effect was empirically significant (Hall & Liebman, 1998;  Hall & Murphy, 2000).  


Bebchuk & Grinstein (2005) report that the performance related component of 
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executive pay in the USA grew from 37% in 1993 to 57% by 2003.  Conyon et al. 


(2009) report that much of the USA-UK difference in the level of CEO pay can be 


explained by the higher amounts of equity pay used in the USA.  But even in the UK 


the use of incentive pay in the board room has increased markedly.  Following what 


was interpreted as critical comment in the Greenbury Report (1995) concerning the 


use of executive share option schemes, companies moved to adopt Performance Share 


plans.  Booker & Wright (2006) report their adoption in 52% of FTSE100 companies 


by 1999, rising to 84% by 2005.  Some of these companies replaced their option 


schemes with Performance Share plans, others utilised both.  Gregory-Smith (2009) 


reports that in 2005 incentive pay accounted for over 50% of median executive 


remuneration in his sample of FSTE350 boards. 


Statistical studies of the effectiveness of boards in linking the pay of their 


executives to company performance continue to record mixed results.  Meta studies 


based on the large numbers of papers in the area (Tosi et al., 2000; Rost & Osterloh, 


2009) fail to find a  significant connection.  Given the aggressive expansion of the use 


of equity-linked CEO pay, these results appear surprising and have recently been 


challenged by Clementi & Cooley (2009), Core & Guay (2010), and Nyberg et al. 


(2010) who emphasise the importance of including all of the CEO’s equity in the firm 


(prior unvested grants as well as current grants) and of getting the timing right 


between the realisation of the share and option gains on the one hand, and 


performance over the period covered by such grants on the other. 


While there may remain a number of critics who doubt the efficacy with 


which share-based rewards are administered in the boardroom, seeing the process as 


being hostage to managerial power (Bebchuk & Fried, 2004), the overwhelming 


importance of this component of pay suggests that the career vesting proposals 
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discussed here (Bebchuk and Fried, 2009; Bhagat and Romano, 2009) have a key role 


to play in the design of executive pay.  The extension of vesting, or more precisely 


cashing-in restrictions on incentive shares clearly suggests the following hypothesis: 


Hypothesis 1: Career vesting of incentive share awards will enhance the ex-


post reward of more successful CEOs and reduce the reward of less successful 


CEOs. 


 


Chart 1(i) reveals the logic of Career Shares in schematic form.  Outstanding 


performance throughout a career results in ‘reward’, as shares are cashed out at an 


appreciated price.  Poor early performance followed by further later career 


disappointment results in an effect we label ‘holding their feet to the fire’ as any 


shares that vested early in the career are required to be held through further periods of 


disappointing performance rather than being free to be cashed in, as would be the case 


with Restricted Shares.  The bottom left diagonal entry reveals a ‘settling-up’ effect as 


shares that may have been worth a lot after an early period of good performance see 


their value fall owing to subsequent poor performance.  The reverse effect is seen in 


the top right box where a ‘forgiveness’ effect is achieved, whereby shares that vested 


early at a poor price see their value recover as the share price rebounds owing to 


superior performance later in the career. 


------------------------------ 


                                               Insert Chart 1 about here 


                                               ------------------------------ 


 The second part of Chart 1 records similar effects, but this time 


contrasting the overall performance during the career with the outcome in the period 


immediately after retirement or exit from the company.  It is here that problems of ill 


considered succession or imperfect strategy can manifest.  The results are similar to 
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those discussed above, but here we label the effect ‘clawback’ to emphasise the post-


career aspect of the adjustment wherein what was initially a high reward is revised 


downwards in the light of subsequent disappointment.  This leads to Hypothesis 2: 


Hypothesis 2: By extending the cashing-in restriction of Career Shares to 


cover a period subsequent to the exit of the CEO from the company, an 


automatic clawback of reward can be effected that reflects any disappointing 


outcome experienced. 


 


To keep the focus on the question of career-length vesting, only grants of 


shares will be considered in the following calculations.  The relative role of shares 


versus options in the recent financial crisis is still being debated, but early evidence 


seems to suggest that the distinction between shares and options played little or no 


role in engendering excessive risk taking (De Young, 2009; Fahlenbrach & Stultz, 


2009; Suntheim, 2010). In the basic Career Shares approach, no additional 


performance condition would be imposed other than remaining in employment.  As a 


variant here, however, career vesting will be assessed in the context of a relative 


performance hurdle (total shareholder return, TSR), an arrangement that has become 


common for Performance Shares in the UK.  This variant (requiring vested shares not 


to be cashed in until the end of the career, or later) will be labelled Career 


Shares_Plus.  In each of the variants, it is hypothesised that the pay-performance 


connection will be enhanced: 


Hypothesis 3: Career vesting of incentive share awards produces a pay-


performance relationship that is stronger than conventional three-year vesting 


patterns in either Restricted Shares or Performance Shares. 


 


Details on data and estimation are given in the following section.  
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Data preparation and calculation 


 


The sample comprises all CEO careers ending between 1993 and 2008 at companies 


that were in the FTSE350 during that period. Even if the company subsequently drops 


out of the index, it is still maintained in the sample. All CEO departures from these 


companies are recorded, and the original start-date of that CEO is identified.  Interim 


CEOs are ignored, as are any careers lasting less than 6 months.  In the resulting 


1,448 CEO careers, the typical length is remarkably brief, with an overall median of 


4.1 years and mean of 5.4 years. At all times, however, there are long serving CEOs 


observed in this sample – the longest completed career observed is 34 years long, but 


in no year does the maximum tenure of an exiting CEO fall below 16 years. 


The London Share Price Database (LSPD) is used to identify the performance 


of the company over the duration of each CEO career (and potentially for up to 4 


years following the exit of the CEO, if the company maintains a listing for that length 


of time).  To investigate the scope for pay incentives (and long term incentives, in 


particular), the rewards resulting from each CEO’s career performance are computed.  


To facilitate comparability, the incentive scheme in question is assumed to take the 


form of an annual award of Restricted Shares and to follow the same pattern in all 


companies.  In each year, it is assumed that the CEO is awarded £100k worth of 


equity (at £2008), with a normal vesting period of three years.   


Restricted Shares are assumed to vest and, under the conventional approach, 


be cashed in at the prevailing share price at the end of the three-year life of each 


tranche.  To add an alternative context, however, it is also possible to subject such 


vesting to a relative performance condition (‘Performance Shares’ as opposed to 


simply ‘Restricted Shares’).  The condition used here is that the company’s total 


shareholder return (TSR) over the period should at least match the median of the 
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FTSE All-Share over the corresponding period for any vesting to take place.  Vesting 


starts at 30% for median performance and rises to 100% for upper quartile 


performance (again in terms of the FTSE All-Share constituents), with pro-rata 


vesting for positions between.  This arrangement is representative of many currently 


in place at FTSE companies. 


Vesting is computed by reference to the total shareholder return of the 


company over the appropriate period, as found in the LSPD.  This implicitly assumes 


that the executive is awarded dividends arising from unvested shares (a now common 


practice – lest the CEO allow such considerations to influence dividend policy).  For 


Restricted and Performance Shares, it is also assumed that, on exit from the CEO 


position (for whatever reason), all outstanding unvested shares vest pro-rata to the 


period served.  Thus, exiting one year into the life of a recently granted three-year 


tranche would result in  the quantum of shares at stake being reduced to one-third and, 


where performance conditions were in force, the company’s performance would be 


gauged relative to the FTSE All-Share over the year just completed (but with the same 


conditions relating to median performance etc.). 


It is then relatively straight forward to compute the difference in outcome 


between the standard three-year vesting  and the ‘career + n-months’ vesting of 


Career Shares (where ‘n’ is the number of months post exit during which the cashing 


in of incentive shares is prohibited).  The remaining challenge is to make the resulting 


numbers comparable by reducing each to the equivalent measure of worth in £2008.  


The first issue to confront is that the two approaches to vesting (every three years 


versus career vesting) result in executive reward being realised at different times.  


Under the conventional approach vesting leads to realised gains on an annual basis 
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throughout the CEO career.  In the second approach, all shares (no matter when 


granted) are cashed-out at the end of a ‘career + n-month’ period. 


This timing issue is dealt with by compounding the gains realised in the first approach 


at a rate representing the opportunity cost of the funds. The rate used is the return 


realised by the FTSE All-share index over the corresponding period.  This is taken to 


represent the opportunity costs of funds, and is used to compute the present value of 


realised gains under conventional vesting, computed through to the ‘career + n-


month’ cash-out date allowed for Career Shares under the Bhagat & Romano (2009) 


proposal. 


 


 


Findings 


 


For each CEO, there are several distinct possible arrangements of long term incentive 


explored here.  The focal arrangement will be labelled Career Shares and, as 


described above, involves the CEO receiving an annual award of unvested shares 


which cannot be cashed in until, variously, the end of the CEO’s career or some 12, 


24, or 48 months after that termination.  This is contrasted  with a similar annual 


award of Restricted Shares (with a three-year vesting period).  A further comparison 


pair is created by considering the Career Shares approach in the context of 


Performance Shares.  This results in with what we label Career Shares_Plus, where 


the shares that would vest, subject to the performance hurdle, at the end of each three-


year vesting period are held until the ‘career plus n-month’ cashing out point.  This 


can be contrasted with the more traditional award of Performance Shares (again with 


a three-year vesting period). 
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Table 1 reports the difference between rewarding with Restricted Shares and 


with Career Shares.  To aid comparability, the comparison is restricted to CEOs with 


roughly the same length of tenure in the job (between three and six years on 


completion of CEO career; 447 CEOs in total).  The table divides CEOs by whether 


or not performance in their first year in office was above median FTSE350 TSR.  


Their final year in office is assessed in a similar way.  This results in four groupings 


of CEOs. 


 


The impact of the settling up effect is clear, with CEOs who start out well but 


end up badly receiving on average £112,944 less under Career Shares than under 


Restricted Shares.  Similarly by holding their feet to the fire Career Shares reduce the 


average payout to consistently poorly performing CEOs by £59,064, as shares that 


might otherwise have been cashed out are required to be held through what is a 


further period of disappointing performance. This compares with the predictions of 


Chart 1(i).  Both the forgiving effect (+£45,451) and the reward effect (+£48,137) 


demonstrate how Career Shares maintain an incentive to perform through to the end 


of the career.  The analysis of variance F-statistics show that the final-months effect is 


the statistically significant driver of the outcome. 


------------------------------ 


                                               Insert Table 1 about here 


                                               ------------------------------ 


The same exercise can be repeated in terms of Performance Shares and Career 


Shares_Plus.  The results are displayed in Table 2.  The overall conclusions remain 


unchanged, although the size of the impact of the Career Shares_Plus aspect of long 
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term incentive design is more muted as the overall reward is reduced in magnitude 


owing to the performance conditions imposed. 


------------------------------ 


                                               Insert Table 2 about here 


                                               ------------------------------ 


To examine the empirical impact of the post-career restriction on cashing out 


company shares, Table 3 examines the impact of such a restriction on the valuation of 


Career Shares.  The restriction period here is two years. The Table divides CEOs by 


those who out-performed the FTSE during their career and whose companies went on 


to out-perform the FTSE in the 24 months following their exit from the company.  


The clawback effect imposed on those CEOs whose good career performance is let 


down by a post exit period of underperformance can be seen to average -£198,316.  


This outweighs the upper left cell average result of £91,845 (holding their feet to the 


fire), as the stakes here were already low, given that these CEOs had already recorded 


a disappointing career.  In the right hand column, the forgiveness effect can also be 


seen (£195,980), as strong post-exit performance restores the fortunes of those who 


otherwise might have taken little away.  We will discuss below whether this effect is 


always merited. 


------------------------------ 


                                               Insert Table 3 about here 


                                               ------------------------------ 


Finally, Figure 1 uses the results from the entire sample to plot (where the 


firms survived long enough) the impact of the post-exit restriction period on the value 


of realised reward.  The data are examined post exit at +12-months, +24-months, and 


+48-months respectively.  Figure 1 splits firms by whether they have realised a 
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positive TSR from the CEO’s exit to the point of observation, and reports the 


percentage impact that the delayed cashing in period has had on the value of their 


holdings.  The power of the clawback effect is apparent (with continuing 


underperformance resulting in mounting loss of reward – reaching a median -42% for 


companies recording a negative return at the end of four years), but the result is 


enforced by the rising value of the successful firms (where the median reward rises by 


+24%, through +37% to +58% by the end of the fourth year).  There is both a carrot 


and a stick in this incentive effect. 


 In a final examination of the workings of Career Shares, Table 4 reports the 


observed pay-performance sensitivities from a series of simple regressions of the 


logarithm of reward from long term incentives on the observed total shareholder 


return over the period (the career, or the career plus the extended restriction period).  


In all cases, the coefficients are statistically significant and the Career Shares version 


produces a stronger pay-performance relationship.  More importantly, however, the 


difference between the coefficients is always statistically significant as measured by a 


Chi-squared test set in a seemingly unrelated regressions framework (Cameron & 


Trivedi, 2009, p156). The conclusion form these results is that the Career Shares 


aspect of long term incentives consistently improves the strength of the pay-


performance relationship.  This is true whether the context is that of Restricted Shares 


or Performance Shares. 


------------------------------ 


                                               Insert Table 4 about here 


                                               ------------------------------ 
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Discussion 


 


The results above demonstrate that the restriction on cashing-out of equity-based 


remuneration can have a quantitatively significant impact on the final reward enjoyed 


from a CEO’s career.  The arrangement ensures certain features that are generally 


seen as desirable in an incentive scheme.  These include a ‘settling up’ effect whereby 


the value of rewards vesting on the strength of early promising performance is 


reduced to reflect any subsequent reversal in fortunes of the company.  There is also a 


‘holding their feet to the fire’ aspect whereby the inhibition against cashing out early 


rewards ensures that continuing poor performance has a compounding effect on those 


early rewards.   On the other hand, the ‘forgiveness’ effect means that a disappointing 


early period can always be compensated for through subsequent outstanding results.  


The potential of early incentives remains in force throughout the career.  Finally, 


those who perform well continuously throughout their career will receive a fulsome 


reward at career’s end. 


Extending the inhibition on cashing out of share awards through to a period 


after exit from the firm further enforces these results and also ensures that a 


subsequent failure in performance, owing to a poorly arranged succession or to a 


strategy that goes off the rails, will lead to a clawback of reward. 


One claim that is  made for the Career Sh ares approach is th at it rem oves the 


endogeneity of tim ing of the release of com pany news and/or the granting of equit y 


related incentives. Yerm ack (1997) & Lie (20 05) both drew attention to suspicious  


activity around option grant days. Subsequent SEC investigation proved this to be the 


case and reporting requirem ents were tig htened up (Herron & Lie, 2007; Lomax, 


2008).  But this m ay be an overstated clai m, as well organised and publicised award 
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and vesting schemes of any type should be immune from this criticism – it is a matter 


of governance. 


The approach adopted above ignores an important effect illustrated by Booker 


& Wright (2006) and Main et al. (2008) who demonstrate the significant difference to 


eventual vesting that a few days can make in the choice of the defining dates for a 


performance period.  This observation reflects the general finding of Acker & Duck 


(2007) and Dimitrov & Govindaraj (2007), referred to as the ‘reference day’ effect.  


The results reported above might have been very different for particular companies 


had our timing of share performance measurement commenced on a different day of 


the month.  It is less likely, however that the overall results would have been much 


different taken over a sample of the size used here. 


The Career Shares arrangement does satisfy the Core & Guay (2009) critique 


that the timing of the pay event and the period of performance measurement are 


frequently mismatched.  Save for the extension beyond the end of the CEO career, 


pay and performance are exactly matched.  And, of course, the period immediately 


following exit from the firm can be viewed as reflecting some aspects of the CEO’s 


performance while in office. This is, of course, the advantage of taking the whole-


career perspective offered by Career Shares. 


Several further issues regarding the robustness of the Career Shares approach 


remain and these merit highlighting. First, the reward achieved by a disappointing 


CEO may be resurrected if a successor CEO quickly turns the company around.  The 


same criticism can, of course, be made regarding any takeover premium enjoyed by a 


failing company that is subject to acquisition.  To the extent that the CEO has some 


influence in choosing a successor – customary, at least for internal succession – the 


arrangement provides an effective incentive to choose wisely.  On the other hand, 
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career vesting will raise the stakes as to the timing of voluntary exit from the CEO 


position (say, into retirement) and this may provoke precipitously early exits or overly 


delayed departures.  


The Career Shares approach works by exposing the CEO to substantially more 


risk as to the company’s performance and this can be expected to require 


compensation in the form of higher base pay or salary.  There may also be tax 


consequences when Restricted Shares vest and yet must be carried through to the 


designated period some years after demitting the CEO position.  Again the company 


may well be required to compensate the executive for this liability (albeit with the 


possibility of claiming this back at the end of the process), or at least allow a partial 


cashing out of the CEO’s incentive shares to meet tax liabilities.  


One further issue concerns long serving CEOs who also tend to be among the 


better performing CEOs - otherwise they would have been long since let go (Gregory-


Smith et al., 2009).  Long service CEOs will therefore tend to benefit 


disproportionately from career vesting.  This is, possibly, no more than it should be, 


but remuneration committees will be required to explain significantly larger cashing-


out events than are currently observed and for these individuals some early release of 


accumulated wealth may be appropriate.   


Career vesting introduces increasing amounts of risk into the CEO’s wealth 


prospects.  Whether caught by a cyclical downturn or by long term sectoral decline, 


the CEO is exposed to an unwelcome increase in uncertainty.  Companies may be 


required to compensate for this in the form of higher base salary.  For longer serving 


CEOs, boards may need to be aware that decision making in later career may be 


influenced by such large amounts of accumulated wealth at risk in the company’s 


shares.  Thus, while the final payout to underperforming CEOs may be reduced in 
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such arrangements, those more successful and longer serving CEOs will see their final 


payout increase considerably.  While much of this will be compensation not only for 


performance but also for the extra risk born, shareholders may look askance at such 


enlarged payouts.  Although four years may be empirically too long a period to fairly 


add to the CEO’s career-vesting arrangements (owing to the vagaries of the business 


cycle), two years may be a reasonable extension. 


While the Career Shares approach has much to commend it, there remain a 


considerable number of complications that await early adopters.  But the over all 


contribution of the three hypotheses examined above: the career balancing of reward 


and performance; the potential for post-career clawback and adjustment; and the 


overall strengthening of the pay performance relationship – represents a very 


powerful contribution. It is an incentive arrangement with which most shareholders 


will be able to identify and which all will find transparent.  
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Chart 1 


Career Shares in operation 
 
 
i) Career holding requirement 
 
  


Late career: 
under-perform 


 


Late career: 
out-perform 


Early career: 
under-perform 
 


Hold their feet to the fire Forgiveness 


Early career: 
out-perform 
 


Settling-up Reward 


 
 
 
 
 
 
ii) Post Career holding period requirement 
 
 


Post career: 
under-perform 


 
Post career: 
out-perform 


 
Balance of career:  
under-perform 
 


Hold their feet to the fire/ 
Claw-back Forgiveness 


Balance of career: 
out-perform 
 


Claw-back Reward 
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Table 1 


Impact of Career Shares versus Restricted Shares for CEOs with careers 
between 3 and 6 years in length 


 
 Outperform s 


FTSE median over final 12 months 
 


Outperforms  
FTSE median over 
initial 12 months 


 
No (under-perform)


 
Yes (out-perform)  


ALL 


    
No (under-perform) -£59,064 £45,451 -£6,356 
Yes (out-perform) -£112,994 £48,137 -£37,300 
ALL -£85,911 £46,696 -£21,239 
  
F(2,444) = 33.85 [0.00]; initial 12 months effect F(1,445) = 2.57 [0.11]; final 12 
months effect F(1,445) = 64.15 [0.00]; 
Averages: Restricted Shares = £548,127;  Career Shares = £526,887 
For CEOs with a career lasting between 3 and 6 years. 
 
 
 
 
 
 


Table 2 
Impact of Career Shares_Plus versus Performance Shares for CEOs with careers 


between 3 and 6 years in length 
 
 Outperform s 


FTSE median over final 12 months 
 


Outperforms  
FTSE median over 
initial 12 months 


 
No (under-perform)


 
Yes (out-perform)  


ALL 


    
No (under-perform) -£30,824 £16,526 -£6,945 
Yes (out-perform) -£96,504 £33,166 -£35,589 
ALL -£63,521 £24,236 -£20,722 
 
F(2,444) = 17.19 [0.00]; initial 12 months effect F(1,444) = 2.70 [0.10]; final 12 
months effect F(1,444) = 31.00 [0.00]; 
Averages: Career Shares_Plus = £331,635;  Performance Shares = £352,358 
For CEOs with a career lasting between 3 and 6 years. 
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Table 3 
Average outcome of Career Shares – with 24 month post-career restriction 


 
 


 Outperform s 
FTSE median over post-career 24 months 


 


Outperforms  
FTSE median over 
career 


 
No (under-perform)


 
Yes (out-perform)  


ALL 


    
No (under-perform) -£91,845 £195,980 £ 37,383 
Yes (out-perform) -£198,316 £390,813 £54,168 
ALL -£141,949 £283,655 £45,130 
 
   
F(2,270) = 47.61 [0.00];  Career effect F(1,270) = 0.34 [0.56];  Post career effect 
F(1,270) = 95.08 [0.00]. 
For CEOs with a career lasting between 3 and 6 years and whose companies are still 
publicly traded 2 years after the exit the firm. 
 
 


Table 4 
 


Coefficients from simple regression of log-reward against period total shareholder 
return (TSR) 


 
        
Post-Career 
Restriction 


Regression 
Coefficient on TSR 


  Regression Coefficient on 
TSR 


 


 Restricted 
Shares 


Career 
Shares 


chi2(1) 
[prob.] 


Performance 
Shares 


Career 
Shares_Plus 


chi2(  1) 
[prob.] 


00_months 0.935*** 1.021*** 119.47 
[0.00] 2.571*** 2.632*** 44.55 


[0.00] 
       


12_months 0.806*** 1.024*** 398.44 
[0.00] 2.167*** 2.309*** 150.72 


[0.00] 
       


24_months 0.744*** 1.019*** 475.91 
[0.00] 1.945*** 2.132*** 204.59 


[0.00] 
       


48_months 0.695*** 1.031*** 493.31 
[0.00] 1.746*** 1.975*** 220.29 


[0.00] 
        


 
 N = 1482;  legend: * p<.1; ** p<.05; *** p<.01 
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Figure 1
Post-career claw-back effect of Career Shares
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A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
Name: James C Paterson 
 
Organisation (if applicable): Risk assurance and board effectiveness 
consultant  


 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
X Other (e.g. consultant or private individual) 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
Thr  iee nitial points can be made: 


1) Most boards, in my experience, aspire to have both a long and short‐term 
focus.  Whilst  many  boards  will  seek  to  have  a  long‐term  view,  in  my 


t experience  the  expression  “withou a  short‐term  there will  be  no  long‐
term” sums up the daily challenge many face. 


2) Boards will  try  hard  to  satisfy  the  needs  of  both  short‐term obligations 
and  long‐term aspirations, by advocating a  “both / and” mindset,  rather 
than  an  “either  /  or” mindset.  I would  expect  you  to  hear  a  number  of 
statements  that  it  is  quite  possible  to  pursue  short  and  long‐term goals 
without  difficulty.  In  my  experience  though,  the  extent  to  which  this 
“both/and”  approach  can  be  easily  achieved  by  the  majority  of 
organisations  is  a  crucial  point.  There  are  many  anecdotes  (often 
discussed  in corridors and around  the coffee machine) of  senior  leaders 
making  short‐term  decisions  at  the  expense  of  the  long‐term. Whether 
this has a foundation in fact is a crucial issue that – to my understanding – 


 has  not  been  definitively  researched  or  practical  pointers/indicators
established one way or the other (beyond very obvious examples). 


3) The  extent  to  which  espoused  aspirations  and  desires  (e.g.  to  be  long‐
term  oriented)  are  actually  translated  into  a  true,  impactful  behaviour 
over a period of  time  is a key  issue.   Examples of boards having made a 
series  of  specific  long‐term  decisions  (e.g. major  investments)  does  not 
necessarily mean the company  is truly  long‐term oriented across all key 
areas.  Criteria  such  as  Investors  in  People  awards  and  other  CSR 







measures might offer some insights in this regard, but they are likely only 
o  be  indicators  of  the  overall  position  for  the  company  (but  far  better 
han nothing).  
t
t
 


The work of Hofstede is also worth noting. There is strong research to support 
the assertion that the UK has a tendency to be more short-term than other 
countries.  
 
http://www.andrews.edu/~tidwell/HofstedeLongTerm.html 
 
http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/long-term-
orientation/ 
 
Although the cultural characteristics Hofstede uses are not identical with 
short-term/long-term in business terms, they set a cultural back-drop which 
may permeate many UK business practices 
 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
There will be many stakeholders who value the ability to invest for a short 
period of time and get a good return; others are looking for longer-term 
returns (e.g. many pension funds) and would likely be concerned with 
judgements that favour the shorter-term at the expense of the longer-term.  
 
Of course, how one can measure/validate when an organisation is/is not 
sacrificing the long-term for the benefit of the short-term (and equally that any 
short-term short-falls will be made up in the long-term) remains the key issue. 
Analysts and investors I have spoken refer to the insight and credibility of 
senior leadership responses on key strategic issues as one litmus test. How 
this “gut feel” of management capability could be robustly translated into 
constructive tips for senior leaders in UK Plc is something that should be 
considered, but this advice needs to go beyond the superficial and general, so 
that practical examples can be offered. Moreover, a focus on good practices, 
for all its advantages runs the risk of missing crucial “blind spots” that might 
be undermining the long-term viability of the organisation in other ways. 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Remuneration practices immediately come to mind, and progress appears to 
be occurring step by step. 
  
At a corporate level, tax incentives for investors could also be considered to 



http://www.andrews.edu/%7Etidwell/HofstedeLongTerm.html

http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/long-term-orientation/

http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/long-term-orientation/





penalise short-term buy/sell strategies whilst favouring longer-term investment 
strategies. Correctly structured this may be able to be constructed in a broadly 
revenue neutral manner. 
 
Recent moves to improve the incentives for R&D may help, but for some 
MNCs this could simply result in a reallocation of funds from one territory to 
another, with no overall step up in R&D for the corporation as a whole.  
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
There has been an inevitable talent war looking for those capable of running 
organisations effectively, which was probably bound to lead to remuneration 
increases faster than salaries for other employees.  
 
However, there is a risk that “self-justification” bias may have encouraged 
senior executives and their advisors to seek increases at the higher end of a 
given range, leading, over time, to a growing gap.  Non-executives on 
remuneration committees must clearly be asked to show greater diligence in 
their oversight, but the role of a code of good practice for UK Plc (akin to the 
latest FSA code on remuneration) could play a role in helping to dampen 
excess in this regard. Whether a cap on bonuses / remuneration would really 
help is a moot point, and would likely be best addressed by looking at the 
objective evidence / research into this question.  
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
There appears to be limited reference to academic research in the 
consultation paper. I hope that a good balance of opinions are sought with 
regard to this consultation, including those from academia, since their insights 
are likely to be evidence based and less susceptible to biases that can – 
inevitably - arise from self-interest. 


 
I would be happy to discuss any points further. 
 
Yours faithfully, 
 
James C Paterson 


 








 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
 
Name: marie-louise clayton 
 
Organisation (if applicable): 
 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
tick Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 
 



http://www.bis.gov.uk/consultations
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
Boards have different time horizons at different times. This question is 
too inaccurate to really answer.  
In general Boards have a long term view in relation to their own 
corporate existence – ie they want to be there at the end of the 9 year 
term. The question is do they run the business to be survive every 3 
year cycle or to thrive in the long term? Boards are incentivised by 
shareholders and remuneration and newsflow to focus on 3 year bites. 
Most Boards have a 3 year plan – virtually none do beyond that.  
Boards do not have a longer horizon because that is not how their 
active/high profile shareholders want them to behave, the tax system 
does not reward long horizon behaviour, neither does remuneration. 
We have to recognise that the system we have does not encourage long 
termism in any way and stop being surprised. If we want a longer term 
approach  
1.we must change the systems around shareholding : 
Separate the markets for the provision of long term capital from the 
markets that wish to   speculate on volatility. 
2. Incentivise steady growth – reinvestment perhaps- r and d – by tax 
differentiation. 
3. change rem policies 
 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 







 
No comment 
 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
Significant impact. The speculative nature of some share holders/ 
betters works directly in opposition to the interests of other 
shareholders such as pensions, private holders etc. This is also bad for 
the company as it is constantly confused as to which group it is trying 
to deliver to. And of course the group can change very quickly. The 
company needs to raise funds in a stable environment – this is not the 
case. 
We must separate the two markets and define corporate governance as 
appropriate for each market.  
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
No comment 
 
 
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
No comment 
 
 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
No comment 
 
 
 
 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
Yes there is a significant element of interest in only the short term 
movement of a share price.  Yes it is a problem as the purpose of the 
capital markets is to provide a source of long term capital to a business 
which is rewarded by dividends and growth in share price driven by 
business success. A business planning for that deliverable is very 
different from one planning to drive short term share price variation. 
There is a conflict. 
As stated earlier I think there needs to be 2 markets each with 1 type of 
capital. A mezzanine equity concept. 1 market is long term ‘old 
fashioned’ equity as we know it and it has rules on short term trading 
etc. Dividends go to that market. The other market is for speculators and 
is more similar to a bond market.  
The governance rules need to be different for each market ( not the 
reporting rules).  
 
 
 
 
 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
Perhaps to offer tax incentives for length of holding – eg tapering relief.  
Encourage by tax favouring script dividends.  
 
 
 
 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 







Comments 
 
No comment 
 
 
 
 
 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
No comment 
 
 
 
 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
The increase has been driven by the use of benchmarking, publication, 
banking salaries, weak boards, self interest and weak fund managers. 
What has not been commented on is that the financial sector which 
represents large shareholders was at the vanguard of high salaries so 
why would they challenge the salaries of the directors when that just 
added justification for their own excess. It is very very simple what 
happened.  
No they are not appropriate. The only appropriate driver is to attract the 
best person for the job for the lowest sum. 
 
 







 
 
 
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
None 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
No – not really as most shareholders with a voice are also directors in 
another role and therefore have no interest in curbing what will become 
a useful precedent for them. 
 
 
 
 
 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 







 
 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
We are managing the outcome not the problem here.  
Please see final remarks. 
 
 
 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
Yes – in general 
 
 
 
 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
no 
 
 
 
 
 
 
 







Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
Yes – in relation to remuneration 
I think we are focusing on the wrong things here. Packages will cease to 
rise but will not drop except in relative terms. We need to encourage the 
change in thinking around senior salaries by requiring a percentage of 
amounts paid over £x to be paid by the company into a training scheme 
or new recruit scheme focused on the bottom 20% of salary earners.  
The idea of something like this would be to address the organisational 
imbalance by requiring spend on junior positions – it would create jobs 
– maybe not useful jobs but it would seed the organisation with new 
talent – it would discourage the overseas outsourcing etc. 
It would also help focus the shareholders on the senior pay packages 
because for every £ over X that goes out there would be the same spend 
on  internal recruits/training. 
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A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
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Adam Gray 
Long-term Focus Consultation 
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EC2R 5AA 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
  Investor or investment manager 
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 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
The definition of “long-term” varies between different businesses in different 
sectors. For example, companies in the retail sector may have a long-term 
focus that lasts for a couple of years whilst research-based pharmaceutical 
companies have a long-term focus that lasts 5 to 10 years. 
 
Therefore, LGIM believes that a Board’s long-term focus should reflect the 
company’s strategy and sector and how it is expected to generate 
“sustainable” value for investors. 
 
Furthermore, in some cases, it may not be appropriate for Boards to have a 
long-term focus as the survival of the Company is dependent on a shorter 
time frame. Examples of these situations include times of financial and 
economic stress (e.g. short-term liquidity obstacles) or a business turn-
around. 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
The Companies Act 2006 provides a mechanism by which companies can 
access information regarding the legal ownership of company shares.  
 
However, this is easily accessible up to the nominee account level. After this 
point, getting full and up-to-date information relating to the ultimate 
beneficiaries of the shares becomes less transparent and more complicated.  
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 







 
The UK equity market has become more globalised which has resulted in 
more international ownership of shares. This has also led to the UK equity 
market becoming more fragmented, reducing our corporate governance 
influence on UK Plc companies. 
 
Whilst UK institutions are subject to local best practice (e.g. UK Corporate 
Governance Code and UK Stewardship Guidelines), overseas companies can 
choose not to comply with these principles. These institutions tend to follow a 
global policy which has a different view on corporate governance (e.g. 
international investors may choose not to exercise their voting rights).   
 
As a result, best practice standards could be reduced and could vary between 
companies. 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
There are various types of engagement methods that LGIM utilises which are 
dependent on the size of the Company, its location and the issue to be 
discussed. 
 
As one of the largest passive investment managers in the UK market, LGIM 
engages in extensive dialogue with companies as we do not have an option to 
divest from a Company if performance is not satisfactory. In addition, LGIM 
exercises its stewardship responsibilities by casting votes at General 
Meetings which may be a direct consequence of failure by a company to 
address key issues. 
 
LGIM has often found that the most effective forms of engagement take place 
in private and are face-to-face meetings (both individually and collectively). 
This may not be suitable for meetings with companies based overseas. 
Therefore, LGIM will often hold telephone conference calls to discuss 
important issues with international companies. 
 
In addition, the most effective forms of engagement occur where there is input 
from both parties which have resulted in a common understanding. As a 
result, changes may take place or further action may be taken before final 
decisions are made.  
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
In LGIM’s case, we feel that we have strong dialogue with our in-house fund 
managers. Regular meetings are held with both the passive and active equity 
functions. The corporate governance department is also seated near these 
respective departments. 
 
Due to the internal structure of the investment business, there may be occasions 
where conflicts arise. To tackle these issues, the Corporate Governance 
department has a well established conflicts of interest policy.  
 
(http://www.lgim.com/corporate_governance_and_responsible_investment.shtml)
 
There are also further safeguards within LGIM including a compliance function 
that monitors our investment activities and Chinese walls. 
 



http://www.lgim.com/corporate_governance_and_responsible_investment.shtml





   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
As an institutional investor, LGIM has a fiduciary duty to clients to exercise its 
voting rights responsibly. The right to vote is a basic privilege of share 
ownership and a fundamental tool used by investors to signal support or 
dissatisfaction with management actions. Therefore, voting can be seen as a 
basis for communication with companies. 
 
LGIM has provided public disclosure on UK voting since 2008. However, this 
information has been of limited public interest and the initial start-up costs 
appear to outweigh the benefits derived from its disclosure on the website.  
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
Short-termism in equity markets creates volatility. Whilst this should not be a 
problem as it is a feature of stock markets, too much can have negative 
effects on the value of stock prices and may pressure the management of 
companies to take unnecessary risks to restore stability. However, it should 
be noted that different sectors and different markets have their own definitions 
of what is considered to be short-term. 
 
In addition, although performance benchmarks are reviewed annually, 
reporting by fund managers is done on a quarterly basis which implies that 
their focus is in the short-term, which may be misleading. Therefore, a greater 
understanding by asset owners on the way their fund managers perform and 
how this performance is reported needs to be observed in balance with the 
long-term view. 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
LGIM believes it is difficult to encourage long-term focus in UK equity 
investment decisions because different investors have different investment 
horizons. In addition, pension fund managers match a client’s portfolio to its 
liability which varies. For example, if a pension scheme is about to mature, 
short-term performance is required and vice versa. Therefore, a greater 
understanding between asset owners and fund managers needs to be 
developed to ensure that mandates are clearly stated and transparent.  
 
Another approach to encourage the market to focus on long-term 
performance is to ensure that remuneration arrangements are linked to long-
term value creation. By doing this, it ensures that investment decisions are 
made based on the consequences in future years. 
 
Amendments on rules and regulation (e.g. Accounting requirements) also 
need to be made to ensure greater transparency. 
 
 
 







Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
LGIM acknowledges that there is an agency problem in the investment chain 
between fund managers and principal asset owners. 
 
The UK Stewardship Code is one way of addressing this conflict by allowing 
investment mangers to provide more transparency on their activities and 
better informing principal asset owners of the way they discharge their 
responsibilities. 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
LGIM believes that there may be some argument for increased transparency 
with regards to the remuneration of fund managers and their mandate 
investment targets as this is not public knowledge. However, the way it is 
communicated needs to be taken into consideration to ensure no 
confidentiality rules are breached. 
 
There is also limited public disclosure regarding the proportion of performance 
fees linked to fund managers pay.  
 
However, as this is linked to the performance of the fund, the main area for 
further transparency should be to ensure that incentives are appropriately 
benchmarked and challenging performance targets are set. Focus should not 
be solely on quantum levels because the size of the funds differs and fund 
managers are more likely to receive significant bonuses only when above 
average performance has been achieved. 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 







 
The main reasons for the increases in directors’ remuneration that LGIM has 
experienced are retention, benchmarking, recruitment, motivation for the 
completion of a successful transaction or strategy, and taking on additional 
responsibilities  
 
In our experience, most of the increases have been caused by benchmarking 
exercises conducted by remuneration consultants. Furthermore, globalisation 
has increased the size of businesses and has placed more emphasis on the 
retention of key employees. 
 
LGIM believes that remuneration should be linked to a sustained improvement 
in a Company’s performance, but there have been only a few incentive 
schemes which have time scales which extend beyond 3 years. 
 
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
LGIM believes that a Company’s Remuneration Committee should be 
comprised of independent Non-Executive Directors. 
 
However, if a Remuneration Committee believes that it would benefit from the 
input of other parties, these individuals can attend Remuneration Committee 
meetings by invitation. This may include remuneration consultants, 
shareholders, Unions or employees. LGIM supports this approach because it 
allows the Remuneration Committee to gain access to different resources 
without experiencing any conflict with the associated parties. 
 
Ultimately, the Remuneration Committee should make the final decision and 
be held to account for their choices. Therefore, it is up to the independent 
Non-Executive Directors to ensure that compensation is linked to long-term 
performance and aligned with shareholders’ interests. 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
LGIM feels that shareholders’ effectiveness to hold companies to account 
over pay varies on a case by case basis. A number of factors need to be 







considered including different shareholdings of investors, the Company’s 
location, size and performance. The issues which are linked to total 
remuneration include: performance conditions, shareholder dilution from 
incentive schemes and directors’ contract length are examples of issues that 
have been addressed over recent years. 
 
LGIM believes that it is best practice to put to shareholder approval additional 
areas of pay such as significant discretionary payments. This provides more 
transparency and enables shareholders to express concerns before awards 
are granted. 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
LGIM feels that greater transparency on director’s pay will benefit 
shareholders and enable them to better judge the link between pay and 
performance.  
 
LGIM is particularly supportive of a results-based approach to remuneration 
disclosure whereby companies state clearly and in a comparable manner, the 
short/long-term targets set for Executive Directors, to what extent they have 
been achieved during the performance period and the resulting pay out. In 
addition, there needs to be a stronger explanation from companies on the 
reasons for choosing benchmark and how this data was verified. 
 
With regards to disclosure on annual bonus payments, companies should 
disclose how the ‘basket of performance targets’ decided by the 
Remuneration Committee, links to the overall corporate strategy and its 
objectives. This may not necessarily be linked to the short-term but 
investment in the business for longer term prosperity. In addition, non-
financial measures should be taken into consideration as it could affect the 
Company’s sustainability. 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 







 
 
Comments 
 
LGIM believes that Boards do understand the long-term implications of 
takeovers as it their legal duty to look after the interests of all investors. 
Furthermore, although there are a few contentious takeovers that occur during 
a year, it should be noted that the majority are by mutual agreement. 
 
However, one element which could be improved in this area is ‘transparency’ 
and communication to shareholders on the benefits of the transaction. For 
example, with regards to the proposal by Prudential Plc to acquire AIA, the 
circular document to shareholders was 936 pages. Every investor cannot be 
expected to examine and consume this amount of information without 
adequate explanation by the company. 
 
In addition, corporate transaction fees charged by investment banks should 
also be examined carefully as this is a cost to the Company and taken on by 
investors.  
 
Therefore, companies need to be clearer on the benefits and risks of the 
transaction in order for shareholders to better understand and judge the long-
term implications of the deal. 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
If shareholders of an acquiring company were invited to vote on all takeover 
bids, this would be very costly for investors. 
 
LGIM feels that the current Listing Rules which requires ‘Class Tests’ to be 
performed in order to categorise and highlight financial transactions is an 
appropriate tool of investor protection. Currently, a Class 1 transaction (where 
by a 25% materiality threshold is exceeded) is at the correct level to judge the 
significance of a transaction. Therefore, the regime in place is appropriate. 
 
However, direct communication from acquiring companies to shareholders is 
always welcomed in order to debate the benefits and costs of the transaction 
being proposed. 
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 







 
Comments 
 
Whilst corporate governance is a focus for mainly equity holders who have 
voting rights, debt holders should also be taken into consideration when 
examining financial transactions. 


 
 
 








 
Adam Gray 
Long‐term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 


23 December 2010


 
Dear Mr Gray 


A Long‐Term Focus for Corporate Britain Call for Evidence Response.  


I am writing  to you  regarding  the Department  for Business,  Innovation and Skills’ Call  for 
Evidence on the review into ‘A Long Term Focus for Corporate Britain’.   


The questions outlined in your Call for Evidence focus on the relationship between markets 
and the corporate behaviour of shareholder plcs, and are therefore not directly applicable 
to  the  John  Lewis  Partnership’s  (JLP)  employee‐owned  business model. However,  at  this 
early stage  in the development of your agenda we are keen to explore the opportunity to 
broaden the review’s scope to consider the role of alternative business models in delivering 
a long‐term focus for corporate Britain.  


Employee  ownership  (EO)  has worked  for  JLP  for  80  years  and we would  like  to  see  it 
reflected  in mainstream  debates  about  growth,  innovation  and  skills  particularly  at  this 
critical juncture in our economic history. We believe employee ownership has a role to play 
in  building  an  economy  in which  employees  and  others  have  a  real  stake,  and  in which 
success is judged not just by short‐term returns but by long‐term sustainable performance. 
 
We have set out below what we hope  is a useful contribution, based on our own business 
practices, and the evidence base supporting the performance of the EO sector in the wider 
UK economy.  
 
Please  let me know  if we  can provide you with any additional  information, or whether  it 
would be helpful  for you to meet  in person with any of my colleagues to talk more about 
JLP’s business model. 
 
Yours sincerely 
 


 
 
 
 


Charlie Mayfield 
Chairman 


 
 
 







 
 
 
John Lewis Partnership Response  to BIS Call for Evidence: A Long‐Term Focus for 


Corporate Britain 
December 2010 


 
Context 
 
The John Lewis Partnership  
 
The  John  Lewis  Partnership  (JLP)  is  the  largest  employee  owned  company  in  the  UK, 
operating 30  John Lewis  shops across  the UK, 231 Waitrose  supermarkets and our online 
sales  platforms.  Unlike  PLCs,  the  value  of  the  JLP  business  is  held  in  a  Trust.  The 
beneficiaries of  that Trust are every one of  the 70,000 employees of  the  company, all of 
whom  are  called  Partners  to  reflect  their  status within  the  business.  They  each  take  an 
equitable  annual  share  the profits  that  their work  generates,  and  influence management 
decisions through a number of democratic bodies.  
 
Employee Ownership 
 
The UK Employee Ownership (EO) sector is currently worth £25 billion annually, equivalent 
to 2% annually of UK GDP, and is a growing force in the wider economy.   
 
In  2009,  JLP  sponsored  a  major  piece  of  research  with  Cass  Business  School  into  the 
economic performance of EO businesses:  
http://www.employeeownership.co.uk/download/MTE3 
 
The Employee Ownership Association  also  commissioned Matrix Evidence  to undertake  a 
review of the evidence base concerning the benefits of EO as a business model, which was 
published in March this year. The full report is available here: 
 http://www.matrixknowledge.com/evidence/wp‐content/uploads/2010/03/EOA‐report.pdf 
 
The evidence contained in these 2 reports underpins the points made below. 
 
 
Points specifically relevant to BIS Call for Evidence:  
 
Employee owned business models contribute to a long‐term, sustainable economy 
 
Relevant questions in consultation response:  


o Question 1: Do UK boards have a long‐term focus – if not, why not? 
o Question 3: What are the implications of the changing nature of UK share ownership 


for corporate governance and equity markets 
o Question 7: Is short‐termism in equity markets a problem and, if so, how should it be 


addressed? 



http://www.employeeownership.co.uk/download/MTE3

http://www.matrixknowledge.com/evidence/wp-content/uploads/2010/03/EOA-report.pdf





o Question  15: Do  boards  understand  the  long‐term  implications  of  takeovers,  and 
communicate the long‐term implications of bids effectively? 


 


 The  structure of EO businesses –  in which management are accountable  for  long‐
term performance  to employees as opposed  to external shareholders, aligning  the 
long‐term  interests  of  staff  and  management  –  means  that  executive  decision‐
making is less prone to chasing rapid growth and short‐term profitability than the plc 
model,  instead  focusing  on  the  long‐term  sustainability  of  the  business.  This 
approach does not prohibit risk‐taking, nor does  it mean businesses such as JLP do 
not raise capital in order to fund growth. It simply means that these decisions do not 
expose the business to unacceptable levels of risk for the sake of immediate gain on 
behalf of external shareholders.  
 


 The  fact  that  EO  businesses  are  not  reliant  on,  nor  answerable  to,  external 
shareholders means  they are not exposed  to  the variability of  the equity markets, 
and are protected against unwanted acquisition scenarios such as the Kraft takeover 
of Cadbury in early 2010.  


 


 EO businesses have outperformed the market during the downturn and have a lower 
risk of business  failure.  EO businesses  generally outperform non‐employee‐owned 
businesses whose  employees  have  neither  a  stake  in  ownership  nor  the  right  to 
participate  in decision‐making. EO businesses  are  also  shown  to be more  resilient 
through tough economic times, with greater stability over business cycles and faster 
rates of employment. This leads us to conclude that EO businesses could provide the 
one of the cornerstones of sustainable long‐term economic growth within the wider 
economy, and help protect against vulnerability to future economic crises 


 
 


JLP’s Partnership culture encourages sustainable business performance  
 
Relevant questions in consultation response:  


o Question  2:  Does  the  legal  framework  sufficiently  allow  the  boards  of  listed 
companies to access full and up‐to‐date  information on the beneficial ownership of 
company shares? 


o Question 4: What are the most effective forms of engagement? 
o Question 11: What are the main reasons for the increase in directors’ remuneration? 


Are these appropriate? 
 


 JLP pride ourselves on the strength of our  internal ‘Partnership culture’  in which all 
Partners  are  treated  as  genuine  co‐owners  engaged  in  a  shared  enterprise.  The 
benefits  of  our  approach  include  increased  productivity,  greater  staff motivation, 
high  levels  of  staff  engagement with management  decision‐making,  low  levels  of 
staff absenteeism, and high levels of individual staff well‐being.   


 


 We  operate  in  an  environment  of  openness  and  transparency  and  our  partners 
possess a constitutional right to knowledge and information about the organisation’s 
objectives and performance and any difficult decisions which need to be taken.   







 


 Our  approach  to  governance ensures  that  the management  is held  to  account by 
Partners. We have a ‘Partnership Council’ which embodies our democratic structure. 
Representing Partners as a whole, most of  its members are elected by Partners,  its 
main  role  is  to engage with  the management,  to  influence policy and  to make key 
governance  decisions.   The  Chairman  appears  before  the  Council  twice  a  year  to 
report  and  answer  questions  on  his  running  of  the  Partnership.  It  is  possible  for 
Partners, through the Council, to sack the Chairman (though this has not happened 
to date).  
 


 The relationship between staff and management within JLP is also an equitable one.  
For  instance, we pay our Partners an annual bonus.   We aim to distribute a similar 
dividend to the FTSE 100 long term average market dividend yield of 3 per cent per 
annum, although typically in recent years it has been significantly greater than that. 
Pay reflects the different contribution of each Partner, but is fair and proportionate. 
Our bonus is the same rate of pay for all Partners, from the Chairman to the newest 
checkout assistant in Waitrose. Also, the Chairman’s salary is capped to prevent it 
exceeding an amount greater than 75 times that of the average  non‐management 
salary.  
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INTRODUCTION 


We welcome the opportunity to respond to 
the call for evidence. Pensions & Investment 
Research Consultants Ltd (PIRC) has been 
an independent adviser to pension funds and 
other institutional investors for over 20 
years.  PIRC’s clients have combined assets in 
excess of £1.5 trillion and include some of the 
largest pension funds, asset management 
companies and insurance companies in the UK 
and overseas. Together, they comprise a diverse 
group of institutional investors with long-term 
liabilities and broad fiduciary duties.  


PIRC undertakes company research on 
corporate governance and corporate social 
responsibility issues at public companies, and 
provides advice to clients on proxy voting 
strategies and other active shareowner 
initiatives. Our comments are based on two 
decades of practical experience, which inform 
our views on the strengths and weaknesses of 
disclosures, governance structures, and the 
interaction of statute, regulation and codes of 
practice. 
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PIRC’S RESPONSE TO THE CONSULTATION 


Overview 


PIRC very much welcomes this consultation. We believe that ensuring that the UK 
investment chain leads to decision making that gives full weight to the longer term is 
crucial if we are to have a healthy economy and one that is rebalanced following the 
global economic and financial crash. 


Many previous governments have looked at this area and have taken steps that they 
believed would help. The fact that the Coalition government is coming back to it is a 
sign that the issues simply do not go away. If there was ever a time to act it is now as 
Britain needs to find ways of being prosperous without relying too much on one or two 
sectors. 


Of course there are some who believe that all talk of problems in the investment chain 
system are misguided or, more subtly, that any steps to overcome any issues have in 
themselves too many offsetting disadvantages. A form of risk averse decision making 
can ensue. 


In addition the strong belief in efficient markets may lead one to think that all 
information is being optimally used – and so if people are taking short term decisions to 
the determinant of the longer term there would be opportunities for far sighted market 
players to get involved and make profits. However recent events have seriously dented 
academic, let alone popular, views as to the efficiency of financial markets in all 
circumstances. And such a view puts a very low weight on the negative externalities to 
society of any tendency to short termism. 


It is in the nature of the subject that is very hard to get convincing and irrefutable 
evidence that any changes suggested would improve things let alone by how much. 
Opponents of change have often used this as a way of arguing – successfully – against 
rocking the boat.  


We believe that there are a number of places where things are self-evidently not 
working as well as they could and we draw attention to them below. In many of them it 
is hard to see that putting them right could have disastrous side effects or even cause 
much in the way of bureaucratic or administrative cost. In these areas the burden of 
proof must be on those who do not want to see action taken.  


There are others where the arguments are more finely balanced but we feel that they 
must be on the agenda.  


In the annex we give short responses to the precise questions asked in the 
Consultation document. However, our main contribution is set out in the next sections 
on how we see the current system and how it could be improved to encourage good 
decision making that helps bring a long term focus for business in Britain. That in turn 
leads to a number of specific proposals based on our experience as to how the 
government could improve things. 


We have not covered the waterfront but have focused on areas where our experience 
gives us particular insights. 
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1. The aim of the ‘Investment Chain’ 


 
But the most important threat to the economic role of the listed public company is the 
growing dissatisfaction of managers and investors with their relationship. Investors and 
companies have become closer in the past two decades, but in a dysfunctional way. 
Analysts focus not on business strategy but on anticipating what the company will 
announce. Companies manipulate that process to present their affairs in the most 
flattering light. 
 


John Kay 2004
1 


 
Much of the money that is invested in our companies comes from pension funds. In 
theory they are looking at long term returns since that is the nature of their liabilities. 
They have trustees to oversee their investment strategy. Rather than act directly they 
hire fund managers who make the investments based on research and other factors. 
Meanwhile, at least in theory, the company responds to the desires of its owners by 
making decisions that give a good long term return.  Their board designs incentives for 
the management that push them towards such returns – as well as to being efficient 
and profit maximising. If shareholders feel that their returns can increase if the company 
can be taken over or take over someone else then they can make that happen.     


All in all, this chain should lead to what everybody wants. In particular we should end up 
with firms searching for investments and strategies that maximise profits over time 
(discounted cash flow as some call it) rather than putting undue weight on profits in the 
short term. 


In practice there are problems at every stage of this chain and the net result is that 
many believe that short termism – the desire to maximise short run returns irrespective 
of the impact on longer run value and returns – is rife.  


As the TUC put it in its Investment Chains report in 2006: 


Put simply, shareholders often respond negatively to short-term difficulties, or lower 
than expected profits. This attitude makes it difficult for companies to make long-term 
investment decisions, regarding skills, innovation and research and development, 
because of the fear, real or imagined, that high, upfront, short-term costs will scare 
away investors.2  


Although it is not exactly the same in the USA, a US study in 2006 noted rather 
chillingly that: 


In a recent survey of more than 400 financial executives, 80 percent of the respondents 
indicated that they would decrease discretionary spending on such areas as research 
and development, advertising, maintenance, and hiring in order to meet short-term 
earnings targets and more than 50 percent said they would delay new projects, even if 
it meant sacrifices in value creation.3 


It is very hard to categorically prove short termism exists in the sense that long term 
opportunities for growth and innovation are not taken. Various authors have tried to get 
at this by comparing rates of R&D, of investment and innovation in the UK and other 
countries with similar systems to those where more ’patient’ capital is available. This 
sort of comparison does seem to leave a case to answer even if not definitive.4 


                                                      
1 http://www.johnkay.com/2004/07/14/why-a-long-term-approach-is-best-for-companies 
2 http://www.tuc.org.uk/extras/investmentchains.pdf 
3 Breaking the Short-Term Cycle, CFA Centre for Financial Market Integrity/Business Roundtable Institute for 
Corporate Ethics, 2006 
4 Capital Choices: Changing the Way America Invests in Industry, Council on Competitiveness and Harvard 
Business School, Washington, DC, June, 1992. 
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However we strongly believe that areas where we can see that potential incentives to 
short termism can be altered, they should be. Some of these will seem marginal and 
people may say they are not worth the bother and upheaval especially as the results 
are uncertain and there may be unforeseen side-effects to the system. But if one thinks 
of an investment chain, then it is clear that a good marginal change in several places 
has the potential to change the way the whole chain works substantially. 


2. The pension funds  


At PIRC we operate on a daily basis with the very start of the chain, namely the 
beneficial owners, the shareholders. The more we can get them focused on the issue of 
long termism the greater the possibility that the whole chain will work.  


Presently there is a tendency for them to pass on their responsibilities down the chain 
rather than feel ‘ownership’ of the issue. Whilst a number of local authority pension 
funds take a more active and involved role in the stewardship of companies, primarily 
through the Local Authority Pension Fund Forum, this is rare. In our experience most 
private sector pension funds simply delegate authority to their asset managers. Those 
asset managers in turn report very little client interest in their stewardship activities.  


We believe two steps could make a difference here – helping to shift the mind-set at 
least a little. 


First, we propose that pension fund trustees are required to produce an annual, 
public review of how they have applied their responsibilities as owners over the 
year.  


In particular we would want this to relate to the Stewardship Code, so bringing pension 
fund trustees within its gambit at least in an informal way. This could be facilitated by 
amending the relevant Myners Principle on Responsible Ownership, which requires 
updating in any case to refer to the Stewardship Code. In addition funds could be 
required to amend their SIPs to facilitate such a review.  


Second, and more radical, we propose that the Government formally define 
fiduciary duty as it applies to institutional investors’ Stewardship activities.  


In addition to giving real force to the Stewardship Code, this could enshrine and make 
explicit some of the more implicit recommendations of the original Myners Review. 
Certainly there is a pressing need to make clear, once and for all, that there is a 
fiduciary duty for institutional shareholders to act like good owners.5 


These proposals arguably matter even more given that we are seeing a move towards 
defined contribution (DC) pension provision amongst companies and away from defined 
benefit (DB) schemes.  


The pressure on asset managers for short-term performance may increase with this 
shift. In a DB scheme the trustees can, in theory at least, seek to look at performance 
over the longer term, and the scheme sponsor, in theory at least, shoulders the 
investment risk. In contrast in a DC scheme the member bears all the investment risk, 
with poor returns resulting in smaller pensions. But in terms of timescales, they have 
only their working life during which to save. As such, in theory, they may not feel they 
have time to wait for poor performance to turn around and hence may be more inclined 
than a trustee to replace a poorly-performing asset manager.  


In practice it appears that a significant amount of ‘switching’ does not occur, even when 
there has been a loss of confidence, such as during the financial crisis.6 Indeed, the 
‘inertia’ of members of DC scheme members is one of the factors that informed the 
design of NEST.   
                                                      
5 See John Bogle’s speech for further exploration of this idea.  http://johncbogle.com/wordpress/wp-
content/uploads/2009/03/iacompliance1.pdf 
6 See for example, The Market Crisis and Investor Behavior: Are Investors Panicking?, a presentation by 
Shlomo Benartzi to the ABI Economics and Research Conference 2009 
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Nonetheless, the obsession with relatively short-term performance is marked in the 
retail fund management sector compared to its institutional counterpart. There is an 
inherent danger that DC members may ‘herd’ when faced with a poorly-performing 
manager of their retirement savings.  


Turning to stewardship, it seems likely that the market pressure on asset managers to 
take their ownership responsibilities seriously will be much weaker in a DC world. Asset 
managers may respond to pressure from trustees representing hundreds of millions of 
pounds worth of assets. Pressure from individuals with savings in the thousands seems 
likely to be less effective. 


All this means that bringing in countervailing incentives to try to ensure that short 
termism is held in check makes even more sense than before. 


3. Knowing who your shareholders are 


Companies are often criticised for not trying to have a good dialogue with their 
shareholders, but this is particularly difficult if the firm does not know who their 
shareholders are.  


Clearly this has become more difficult these days both because of the fact that many 
more shareholders are not British and because share ownership turnover has 
increased. Indeed in recent times we have seen the rise of high frequency share trading 
underpinned by computer algorithms - which clearly make engagement hard!  


At present boards can make requests to know who their shareholders are through the 
Companies Act 2006. However this is clumsy and takes time. It can also set up 
unwanted incentives – in that to make a deliberate decision to request such information 
may be taken to signal that something is going wrong. 


In past times it may have been argued that there was a prohibitive cost to shareholders 
in letting the company know they have bought into know this. But with electronic 
communications the marginal cost must be very low. 


We therefore propose in future that there is compulsory disclosure of 
shareholder ownership. 


We do not expect such a change to be revolutionary in its effects or to lead 
automatically to engagement, but it opens the door to a more open and transparent 
system and the possibility of different strategies from both shareholders and the 
company. 
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4. Knowing how the shareholders vote 


For the investment chain to work properly it is best if everybody knows how 
shareholders are exercising their ownership rights. This is not only transparent and so 
enhances accountability but allows different players to see trends emerging.  


We therefore propose compulsory disclosure of voting records.  


We know that there have been many attempts to increase disclosure  through voluntary 
means but as the data we have collected shows, it has not managed to make 
disclosure the automatic reflex. In 2009 PIRC undertook a sweep of voting disclosures 
by UK asset managers to try and establish how voting rights were exercised at UK-
listed banks in the years up to and including the financial crisis (enclosed separately). 
The table below sets out the proportion of data on voting we were able to collect out of 
the total sought, across the four years analysed.  


 
Data sought and obtained on shareholder voting at UK-listed banks 2006-2009  
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The arguments against such disclosure have always been weak. There is an 
assumption that it is much better for dialogue to happen privately and behind closed 
doors. To do anything else unsettles markets and leads to conflict. But there is no 
reason that such pressure cannot and would not continue if the way the shareholders 
ultimately voted was public. Indeed it might well promote such dialogue.    


We note there is further support for mandatory voting disclosure at the European level. 
The EC summary of responses to its recent Green Paper found that: “The vast majority 
of respondents that provided an answer to this question are in favour of mandatory 
disclosure of voting policies and records by institutional investors. They consider that 
such disclosure would have a positive impact on the awareness of investors, optimise 
investment decision of ultimate investors, facilitate issuers' dialogue with investors and 
encourage shareholder engagement.”7 


                                                      
7http://ec.europa.eu/internal_market/consultations/docs/2010/governance/feedback_statement_en.pdf 
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5. Asset managers  


Pension funds delegate much of their decision making to asset  managers and so many 
people look to them for the source of short termism.  


A fundamental critique of investment analysis has been developed by Alfred Rappaport. 
He warns that even though investment professionals believe that discounted cash-flows 
(DCF) are in theory the right model for valuations, because such analysis is time-


consuming and speculative, a focus on short-term earnings has come to dominate
8
. 


This tendency is accelerated because of the way that they are rewarded and judged.  


The heart of the usual criticism is that they are, or at least feel that they are, assessed 
in practice on how they do in the short term not the long term. Although one might think 
it a useful tool for transparency and a way of getting over the inherent principal-agent 
problems, it is strongly argued that quarterly reporting has forced asset managers to 
make decisions to ensure that these 3 monthly reports look good irrespective of the 
longer term. Many asset mangers feel that their job will depend on this, and indeed few 
have contracts that insulate them from that – ie last for several years irrespective of 
short term returns.  


Asset managers themselves have reported that the pressure for short-term 
performance can lead them to increase their exposure to companies they consider 
overvalued, for fear of recording relatively lower returns.9  


This area clearly does need change but it is one of the harder areas to find an 
unambiguously positive change. We would not suggest banning quarterly reporting 
since the transparency and accountability it gives has value. What we want is to 
encourage asset managers to resist the extreme pressure of maximising returns each 
quarter without risking pension funds being trapped for a prolonged period with a asset 
manager who is clearly underperforming.  


There have been previous attempts to do something about this. The Myners Review’s 
solution to the perceived problem was to clarify the understanding between fund 
managers and their clients about time horizons and the length over which performance 
would be measured.  


The Review stated that: “Funds should provide fund managers with clarity about the 
period over which their performance will be judged – and hold to that under the terms of 
the contract, unless clearly abnormal circumstances arise.”10  


It is not clear, however, that this recommendation has either been effectively 
implemented, or that it has resulted in changed behaviour. Research carried out by the 
DWP on the implementation of the Myners principles found that many schemes had not 
made clear to their asset manager(s) that they would not be sacked early for 
underperformance,11 though subsequent NAPF research painted a more optimistic 
picture.12 


Clearly it is key that asset managers who balance the short and long term correctly are 
appointed and that requires trustees to look out for the right things. Therefore we 
believe it is important that trustees think carefully about how they structure asset 
management mandates. This might include consideration of trading costs – both which 


                                                      
8 The Economics of Short-Term Performance Obsession, Alfred Rappaport, Financial Analysts Journal, 1 May 
2005 
9 See for example Chris Cheetham’s paper, The role of institutional investors in the boom and bust, featured 
in Boom and Bust: the equity market crisis – Lessons for asset managers and their clients, European Asset 
Management Association, 2003 
10 See pages 88-89, Institutional investment in the UK: a review, HMT, 2001 
11 The Myners Principles and occupational pension schemes, volume 2 of 2, DWP Research Report 213, 
page 115, 2004 
12http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/~/media/Documents/NAPF%20Policy%20Docu
ments/0016_Institutional_investment_in_the_UK_six_years_on_0107.ashx 
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party incurs them and the extent to which the offset gains from turning over stock – and 
the way that asset managers are rewarded. 


We propose that asset management firms provide investors with more 
information about their incentive structures to enable this. 


There are dangers in going further, towards absolute limits on portfolio turnover, as this 
may have perverse outcomes. Our instinct however is that we are likely to need to go 
further if we want to underpin long termism and look to bring in something closer to a 
requirement to act differently rather than just an ‘understanding’. This should include 
insisting that a certain percentage of any fee structure for clients as well as the asset 
manager’s internal bonus arrangements relate to long term returns. But before taking 
that step we think more information is required. 


We propose that independent research is undertaken into investment 
management contracts. This should encompass the structure of financial 
incentives used by asset management firms and the impact these have on asset 
manager behaviour and performance.  It could also consider whether mandate 
design could mitigate short-term pressure in the investment chain. This research 
should be conducted with urgency.  


6. Directors’ pay - remuneration committees 


The way directors’ pay is set has consequences – especially as it sets up the incentives 
that in theory they respond to. But it also determines what level of remuneration our 
‘captains of industry’ obtain, which has social and ‘political’ consequences. Indeed it 
may be argued that the attempts to give proper incentives to good behaviour has not 
worked and that various long term incentive programmes in fact just give lots of money 
to senior management and achieves very little beyond that.  


A recent study for the Coalition government found that “in 2009 median pay for FTSE 
100 chief executives has risen to 88 times UK median earnings....up from 47 times in 
2000” and more surprisingly that “chief executive pay for Britain’s leading listed 
companies rose by around eight times between 1986 and 2010.. an even faster rate of 


increase than in the US over a comparable period’.
13


   


There is surprisingly little evidence that the extremely high pay – relative to the average 
worker – has achieved that much and at least some evidence that it has achieved little 
at all including some from LSE14 and from the recent Hutton report on public sector 
pay.15 The argument that high pay is needed to attract the best and stop good British 
mangers from being lured abroad is also hard to substantiate and it is well known that 
the strongest correlation of the size of the overall pay packet is the size of the company. 


Remuneration committees are key to pay setting and despite reforms of their make up 
to keep them more independent, the trends in pay do not seem to have altered.  


As PWC put it in their 2009 Review of Executive Compensation:  


Many institutional shareholders believe there is a tenuous link between pay and 
performance. The shareholder perception is that incentives ratchet up each year in line 
with annual benchmarking while incentive design and performance measures chop-
and-change depending on management’s expectation of them paying out (or 
not).Underlying these perceptions is a feeling that remuneration committees are not 
being tough enough and exercise poor discretion that always favours executives. 


 
                                                      
13 Hutton Review of Fair Pay in the public sector: interim report; December 2010, HM Treasury 
14 http://www2.lse.ac.uk/newsAndMedia/newsArchive/archives/2009/06/  
15 Hutton Review of Fair Pay in the public sector: interim report; December 2010, HM Treasury,  especially 
chapter 3 
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We believe that one of the reasons for this is a tendency for like-minded individuals to 
reinforce each other’s existing views, and push them further. More detail on how this 
works was set out in a recent PIRC paper16 where we made the following observations 
about its applicability to corporate governance based partly on the work of Cass 
Sunstein: 


.. he argues that [the tendency to reinforcement] would back the argument for 
independent representation on boards, with independent non-executives providing a 
challenge to group-think. But the point could be applied specifically to remuneration. 


For example, it has long been argued by some that remuneration committees are too 
clubby, as those that sit on them are often directors of other companies too. Sunstein’s 
book [Going to Extremes] provides some theoretical weight to this argument. Typical 
remuneration committee members are likely to think that large rewards are necessary 
to recruit and retain the best executives. Put in a room together discussing this issue 
they seem likely to reinforce these views and push them even further.   


Cranfield researchers also looked at this issue recently via a survey and concluded that 
often “companies used performance-related pay because their peers did, and because 
that legitimised them in the eyes of the establishment”.17 Group think indeed! 


One step worth taking is therefore to try to break up this group think.  To do this we 
propose a number of options be examined. The last two are more speculative and are 
put forward in that spirit. 


First, change the information remuneration committees have to consider when 
setting top pay. For example, companies should be required to consider 
information on internal pay ratios. 


Second, change the composition of remuneration committees a little in order to 
challenge group think. The objective would be to extend membership to those 
who might hold different views, this might include employees, representatives of 
the public, institutional shareholders and so on.   


Third, change the remit of the committee so that they have to justify with 
evidence the results of their previous actions in terms of levels and bonus 
schemes and its effects on performance. 


Fourth, tighten the remuneration reporting requirements. This could include 
discussion of the effectiveness of remuneration policy, and how pay across the 
company is taken into account. 


                                                      
16 Pay and behaviour: PIRC Client Briefing / August 2010 
17 https://dspace.lib.cranfield.ac.uk/handle/1826/962 
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7. Directors’ pay – making voting more effective 


 
Most CEOs champion the goal of maximizing shareholder value but without embracing 
the essential determinant of value—risk-adjusted, long-term cash flows. Instead, they 
are obsessed with Wall Street’s earnings-expectations machine and short-term share 
price. Sacrificing the company’s long-term prospects to meet quarterly earnings 
expectations in an attempt to temporarily boost the stock price represents the antithesis 
of sound shareholder-value management. A driving force for such behavior can usually 
be traced to executive compensation schemes. 
 
In the early 1990s, as corporate boards endorsed shareholder value, they became 
convinced that the surest way to align the interests of managers and shareholders was 
to make stock options a large component of executive compensation. By the end of the 
decade, stock options accounted for more than half of total CEO compensation in the 
largest U.S. companies. Options and stock grants also constituted almost half the 
remuneration of directors. But short-term thinking and earnings obsession did not 
decrease; they increased. 
 
Alfred Rappaport, The Economics of Short-Term Performance Obsession18 


 
There have been many attempts to get a better handle on directors’ pay. The 
introduction, from the 2003 season, of a shareholder advisory vote on remuneration 
was intended to improve oversight (and presumably restraint). In analysis we carried 
out with Railpen, PIRC concluded that the introduction of the vote had been positive in 
terms of enhancing company-shareholder engagement over remuneration.19  


However the introduction of the vote has not halted the growth in what we consider to 
be excessive executive reward. We consider this is in no small part due to the supine 
stance adopted by both individual institutions and their representative bodies. 
According to our most recent analysis, votes against remuneration reports hit a low in 
2008. In 2009 there was a significant spike in opposition, but in 2010 voting has almost 
returned to pre-crisis levels.20 Despite the opportunity to vote it is clear that many 
shareholders still do not exercise this right effectively.  


In more detail, many institutions appear to have taken the view that the only issue to 
consider in remuneration policy is performance linkage. The scale of rewards has been 
largely ignored, providing that ‘challenging’ performance criteria are attached to them. 


This whole agenda has been give extra importance following the financial crisis where it 
has been argued that having the wrong incentives via pay leads to action (excessive 
risk taking) that produces short-term profits but can be near-fatal if things go wrong. We 
therefore believe it is important that the vote that shareholders have on remuneration 
carried real weight. 


We propose that the advisory vote on company remuneration reports should 
become binding.  


However this will only be effective if shareholders themselves are accountable for how 
they exercise their ownership rights. Therefore in addition, as noted earlier, we propose 
that public voting disclosure should be made mandatory. 


Many of the changes suggested in the Walker Review and FSA Remuneration Code 
that seek to restructure reward in order for it to incentivise long-term performance are 
useful. 


                                                      
18 Financial Analysts Journal Volume 61 • Number 3  
Available at http://www.expectationsinvesting.com/TCO/EconomicsofShortTerm.pdf 
19 Say on Pay: Six Years On, PIRC/Railpen, 2009. 
http://www.pirc.co.uk/sites/default/files/documents/SayonPay.pdf  
20 To end June 2010 the average oppose vote on a remuneration report resolution at a UK-listed company 
was approximately 6%. In the 2009 season the average oppose vote was 17.5%, PIRC data. 
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We propose that the case for implementing the measures suggested by Walker 
and the FSA in other sectors is thoroughly examined.  


The case against this is that banking and financial services are a special case in that 
the externalities from a failure of governance (especially over pay) are so clear that 
there is a case for such interfering in pay. 


There is something in this. However we think that if such measures are brought in for 
banks and seem to work without causing too many problems then they would be a 
useful addition to pay setting in the whole of our corporate sector.  


7. Company takeovers 


It is often argued that the fear of takeover leads managers to focus on the short term, 
the short term movements of the share price and therefore leads to a bias towards 
short termism. Some have argued previously that if there is a problem then this is in the 
way that directors perceive (perhaps wrongly) what shareholders expect of them, not a 


reflection of actual investor activity.
21


 Nonetheless if the perception of hostile investor 
reactions affects board behaviour in this way this should still be a matter of concern. 


We support the need for an open and thriving market for corporate control to ensure 
that managers do not pursue their own aims at the expense of shareholder interests 
and that pressure for efficiency is always present.   


But given that most evidence suggests that takeovers are rarely in the long run interest 


of the acquiring firm, it is hard to argue that markets work efficiently here.
22


 There is 
therefore a strong case for making the process of company takeovers a little harder so 
that more thought and care is taken about the decision. By putting a bit of ‘sand in the 
wheels’ we can achieve this. 


The Takeover Panel has recently proposed some new measures including that 
potential buyers would have to make a firm offer within four weeks of announcing an 
approach and disclose information on financing, and that  there should be additional 
disclosure of financial and legal advisers’ fees related to mergers. These measures 
may help and the best policy now may be to see how they play out. But our suspicion is 
that they will not go far enough. 


We therefore propose that the situation is reviewed in 3 years and meanwhile 
analysis is made of three options: 


– The introduction of a minimum holding period before shareholders are able 
to vote on deals 


– The requirement that acquiring firms give their shar eholders a vote on all 
proposed takeover deals 


– The case for raising the threshold for a successful takeover to two thirds of 
shareholders, a ‘super majority’ for such a profound change in the status of a 
firm and one that is similar to the threshold found in many other 
organisations for significant changes to fundamental characteristics and 
control.  


 
 


                                                      
21 See for example, Short-Termism on Trial, IFMA, 1990 
22 See for example Beating the Bears, KPMG, 2002, and Which Deals Create Value?, LAPFF, 2007  
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8. Information on company strategy and longer term plans 


Many of the problems that run through the investment chain and lead to short termism 
come from companies being unclear about where they are heading in the long to 
medium term, and how current performance relates to that. Of course those down (or 
up) the chain then need to respond to that information intelligently, but if they do not 
have it then they will naturally resort to giving undue weight to evidence about very 
short term performance.   


A report by a panel of investors, asset managers, and corporate issuers in the US 
under the banner of the CFA Institute23 concluded that a way to reduce dependence on 
quarterly earnings guidance was to:  


“Improve communications and transparency: More meaningful, and potentially more 
frequent, communications about company strategy and long-term value drivers can 
lessen the financial community’s dependence on earnings guidance.” 


This links in many ways to the narrative reporting consultation24 that BIS is currently 
carrying out and to which PIRC has previously responded.  


Financial performance needs to be seen against the longer term business plan. This is 
naturally helped by a shift from quarterly to annual guidance, something that has some 
momentum in the US.25 As the CFA puts it:  


“This would offer skilled analysts and asset managers an opportunity to differentiate 
themselves and add value by conducting insightful research and building superior 
valuation models for their clients.”  


On the other hand if the company can produce appropriate, high quality performance 
information on a frequent basis then the tendency to base everything on quarterly 
earnings guidance will lessen.  


In any case broker research needs to be improved and focused more on the longer 
term. The Business Review needs to be very clear on where the company is heading. 
Plain language is needed rather than legal or accounting terminology.  


None of this is helped by what the FRC pointed out recently - that bid prospectuses 
often do not correlate well with companies’ own strategy statements.26 It concluded: 


“Overall, the results were disappointing. In some cases it was difficult to identify the 
required accounts disclosures and in other cases the information provided in the 
business review and the audited accounts was either insufficient or inconsistent. Nearly 
all the companies included in the study gave a logical and seemingly comprehensive 
account of the reasons and expected benefits of the acquisitions in their business 
reviews. However, we were able to find a coherent and consistent link between the 
information in the business review and the intangible assets recorded for only four 
transactions. Furthermore, we concluded that none of the descriptions of the factors 
giving rise to goodwill in the audited accounts was informative.” 


Overall there is a lot that can be improved on the communications front.  


We propose that the Government convene a group of issuers, investors and 
other stakeholders to explore these issues. This group come forward with new 
proposals on how to improve information provision to enable all parties to have a 
greater focus on the long term.  


                                                      
23 Breaking the Short-Term Cycle (2006), CFA Centre for Financial Market Integrity/Business Roundtable 
Institute for Corporate Ethics, Discussion and Recommendations on How Corporate Leaders, Asset 
Managers, Investors, and Analysts Can Refocus on Long-Term Value 
24 http://www.bis.gov.uk/Consultations/the-future-of-narrative-reporting-a-consultation 
25 CFA op cit claims that in 2006 43% gave only annual guidance 
26 http://www.frc.org.uk/publications/pub2206.html 
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ANNEX 


Responses to Consultation Questions  


The Board of Directors  


 
1. Do UK boards have a long-term focus – if not, why not?  


They often try to but are pulled in many different ways. Various different elements of the 
system – from broker analysis to focus on short-term relative investment performance 
to the structure of remuneration – create a culture that does not encourage long-
termism.   


2. Does the legal framework sufficiently allow the boards of listed companies to access 
full and up-to-date information on the beneficial ownership of company shares? 


No. While they can request such information this is a cumbersome and unnecessary 
burden on companies. We therefore believe that they should have it as a right.   


Shareholders and their role in equity markets  


 
3. What are the implications of the changing nature of UK share ownership for 
corporate governance and equity markets?  


This makes engagement harder due to foreign ownership and much shorter holding 
periods on average. However it also means that we need to work harder to make sure 
that long termism is not sidelined.  


4. What are the most effective forms of engagement?  


Good relations between shareholders and company are desirable. This requires 
information, the right incentives and trust. It also needs to be forced to some extent. In 
our experience of company engagement, face-to-face meetings are critical.   


5. Is there sufficient dialogue within investment firms between managers with different 
functions (i.e. corporate governance and investment teams)?  


This is improving, but in our experience there is still a disconnect in some investment 
institutions. In addition we would draw attention to the potential danger from ‘integration’ 
of governance within the investment process, which has become something of an 
article of faith.  


The dangers are two-fold. On the one hand if the investing institution really does 
integrate governance into investment decision-making, there is a concern that asset 
managers might be encouraged to sell out of companies where they have concerns, 
rather than engage. On the other hand, and perhaps more likely, the result of 
‘integration’ will be that portfolio managers have a greater influence over, say, voting 
decisions. In our experience where this is the case - unless the portfolio manager has 
some knowledge and understanding of governance - this can lead to support for 
management even where there are questionable structures or policies because the 
manager likes the company and its management. This appears to be symptomatic of 
the ‘halo effect’.27   


 


 


                                                      
27 http://www.mckinseyquarterly.com/The_halo_effect_and_other_managerial_delusions_1928 
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6. How important is voting as a form of engagement? What are the benefits and costs 
of institutional shareholders and fund managers disclosing publically how they have 
voted?  


Voting is not the only form of engagement but getting the voting framework right also 
encourages the kind of dialogue that we want to be seeing behind the scenes. We are 
concerned that asset managers in particular often seek to counter pose voting and 
engagement when they are part of the same process. As a result some asset managers 
seek to make much of assurances (sometimes of the vaguest kind) given to them by 
companies in ‘exchange’ for not voting against. We have found that that this can 
hamper successful engagement. For example in our experience of facilitating the Local 
Authority Pension Fund Forum’s engagement with Marks & Spencer over a major 
breach of the Corporate Governance Code, we found the voting decisions of some 
asset managers weak in the extreme. 


We are also concerned that this type of behaviour by asset managers leads to a 
distortion of the signalling function of voting. If investors vote for a resolution despite 
having significant concerns this deprives the wider market of important feedback. We 
would also pose the question whether companies abuse the supine nature of some 
institutions’ voting, granting flimsy concessions in order to secure support.   


We believe there is also a significant accountability gap here, as comprehensive and 
independent analysis of voting behaviour is not available in the UK (in marked contrast 
to markets in which disclosure is mandatory2829). This is something that BIS itself could 
consider undertaking. We have enclosed our own attempt at such analysis with this 
submission. 


From a pure accountability and transparency point of view we believe that public 
disclosure on voting should become statutory.  But in addition it would help make those 
people who are in effect acting on behalf of the ultimate owners, think harder about 
their decisions and will we believe enhance the possibility of the long term being given 
due weight. The burden of proof must fall heavily on those who oppose this step to 
argue that the burden is excessive and/or that the behavioural consequences would be 
detrimental to long termism.   


7. Is short-termism in equity markets a problem and, if so, how should it be addressed?  


As we have been clear above we think that there is extensive short termism in equity 
markets and we have given ideas as to how to tackle this. 


8. What action, if any, should be taken to encourage a long-term focus in UK equity 
investment decisions? What are the benefits and costs of possible actions to encourage 
longer holding periods?  


We believe there is some merit in the idea of loyalty dividends. Under this system a 
company could offer increased dividends for long-term investors. Such a system has 
the benefit that it would financially advantage long-term ownership (probably only 
slightly) without either preventing investors from selling out or compromising the ‘one 
share one vote’ principle. 


It is clear that extending holding periods alone will not necessarily lead to any change in 
behaviour. However it would tilt the playing slightly in favour of ‘ownership’ over trading, 
which we believe is desirable in its own right. It may also lead investors to make more 
long-term assessments of companies’ prospects.   


 


                                                      
28 Mutual Funds Votes on Say-on-Pay at ‘bailout banks’, FundVotes, 2008. 
http://www.fundvotes.com/downloads/BailoutBanks_2008MFSayOnPayVotes_20081016.pdf 
29 Proxy Voting by Canadian Mutual Funds, SHARE. http://www.share.ca/research-reports/proxy-
voting/proxy-voting-surveys-by-mutual-funds/  
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9. Are there agency problems in the investment chain and, if so, how should they be 
addressed?  


The investment chain is riddled with principal-agent problems at virtually every step as 
we have outlined above. We have also given possible solutions.  


10. What would be the benefits and costs of more transparency in the role of fund 
managers, their mandates and their pay?  


Transparency on mandates and pay would all help. However we may need to go further 
than mere transparency as we suggest above. 


Directors’ Remuneration  


 
11. What are the main reasons for the increase in directors’ remuneration? Are these 
appropriate?  


It is very hard to see this being a consequence (or cause) of improved performance or 
indeed due to an intense market for management skills. We see much of it as a product 
of poor decision-making by remuneration committees (particularly resulting from group 
think) and a lack of pressure for restraint (beyond notional performance linkage) from 
shareholders. 


12. What would be the effect of widening the membership of the remuneration 
committee on directors’ remuneration?  


We think that research into group decision-making30 points clearly to the potential flaws 
in current remuneration committee membership. Mixing up the membership might help 
challenge group think in a useful and positive way. We fail to see how it could do any 
harm. We believe that  BIS should active explore these issues, and the potential 
benefits of widening committee membership. 


13. Are shareholders effective in holding companies to account over pay? Are there 
further areas of pay, e.g. golden parachutes, it would be beneficial to subject to 
shareholder approval?  


With honourable exceptions, shareholders in general have been poor at holding 
companies to account over remuneration for a whole variety of reasons. As noted 
previously, it has seemed almost a point of principle to not take a view on the overall 
level of reward, provided there is a link to performance. 


PIRC has advocated the introduction of an advisory vote on a ‘heads of terms’, a 
summary of directors’ contract provisions to minimise potential rewards for failure. 
However this is only likely to be an effective reform if shareholders exercise the right 
intelligently. For this to happen investors themselves need to be accountable for their 
activity, which necessitates mandatory disclosure of voting data. 


14. What would be the impact of greater transparency of directors’ pay in respect of:  


� linkage between pay and meeting corporate objectives  


� performance criteria for annual bonus schemes  


� relationship between directors’ pay and employees’ pay?  


Transparency is currently very much in vogue. On behalf of the taxpayer the 
government is rightly demanding it in the public sector: it is now virtually impossible for 


                                                      
30 For example Going To Extremes and Why Societies Need Dissent. 
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anyone to be paid more than the prime minister and there is full transparency on many 
jobs that are by city standards very poorly paid. The Hutton Review is exploring for the 
Government the introduction of a 20:1 bottom-to-top pay ratio in the public sector. We 
believe it would appear inconsistent if the Government did not also support at least the 
disclosure of similar information in public companies.   


We see transparency as therefore potentially very useful and the arguments against 
would need to be very powerful and arguments made that the side effects were 
powerful here while not being so in the public sector. 


But care needs to be taken. In the small world of those who currently set director pay 
transparency has tended to lead to bidding up so that their directors are paid in the top 
quartile of pay for directors.  


In addition we do need proper analysis of information so that it is used to hold 
management to account. Just publishing information is of no use unless boards and 
external groups are evaluating it.  


Takeovers  


 
15. Do boards understand the long-term implications of takeovers, and communicate 
the long-term implications of bids effectively?  


Long termism is not as often as it should be a prime motivation for a takeover. Often 
short-term benefits – including crude cost reduction and competition reduction – take 
precedence.  


There is not enough explanation of the strategy that the acquiring firm intends to take 
beyond this to allow shareholders to properly assess the potential transaction. 


16. Should the shareholders of an acquiring company in all cases be invited to vote on 
takeover bids, and what would be the benefits and costs of this?  


There is a strong case for the shareholders in acquiring companies having to vote –
though this is complicated when they are listed overseas. Nonetheless this should be 
given proper consideration.  


Other  


17. Do you have any further comments on issues related to this consultation? 


As we have made clear, the whole investment chain has to be considered as one and 
so reform in all places of the chain are worthwhile. The pressing need to rebalance the 
UK economy and make long termism the dominant mood means that we must resist 
those who argue for the caution of the status quo. Of course we need good evidence 
and analysis and need to consider possible offsetting and unintended effects of change. 
But we cannot let such arguments prevent innovation. There is a strong case for 
change in a number of areas as we have argued and we support the Secretary of State 
for Business, Innovation and Skills in his bid to undertake reform.  
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 Executive Summary 
This is the TUC’s eighth annual fund manager voting survey. The survey is 
intended to give trustees information on how various fund managers exercise 
voting rights in relation to controversial issues at company AGMs, and provide an 
insight into voting and engagement processes. We intend to repeat it on an annual 
basis. 


Once again this year’s survey provides ample evidence of the variation in voting 
stances taken by institutional investors. At one end of the spectrum a small group 
supported between 70% and 80% of all management resolutions, even in this 
sample of ‘controversial’ proposals. At the other end, a number supported less 
than 40%.  


Pay remains a dominant issue. Remuneration reports represent the resolution 
respondents say they are most likely to oppose management over, and it is the 
most commonly-cited subject of engagement activity. However there is a split in 
how willing investors are to vote against management. Over half the sample 
supported less than a third of the remuneration reports on which votes were 
sought, but a handful voted for over 60%.  


Looking at voting on ESG issues, respondents were more inclined to vote for or 
abstain on a resolution addressing animal welfare than one drawing attention to 
employment rights. However it does appear that some investors are engaging with 
companies over employment issues, perhaps in part due to increased union 
activity such as involvement in the filing of shareholder resolutions.   


The large majority of respondents now disclose some level of voting data publicly, 
but the extent, frequency and duration of disclosure vary significantly. The TUC 
is concerned that these differing approaches make it very hard to undertake 
meaningful comparisons. 


The large majority of respondents stated that client interest in voting and 
engagement activity had risen, with most agreeing that the financial crisis had 
played a part in this. However to date questions about ownership activity have 
only rarely formed part of the beauty parade process.  
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Key facts about the 2010 survey 
The response rate is higher than last year, although the number of responses is 
slightly lower. This is because the survey was sent to a lower number of 
organisations than last year (partly because of mergers in the fund manager 
sector). In 2009, 23 investment organisations took part in the survey in some way, 
with 29 not responding. This year, we again received full or part responses from 
22 organisations out of a total of 45 to whom the survey was sent, while 23 failed 
to respond or take part.  


Overall, just under 49% of the target group provided some sort of response. Last 
year just under 40% provided some sort of response. The response rate is 
comparable to that of recent years, but still significantly lower than in earlier 
years: 45% provided some sort of information in 2008, 42% in 2007, 61% in 
2006, and 68% in 2005. 


Only 20 organisations provided responses on both sections of the survey – on 
voting records and policies and processes. The total number who provided voting 
records this year matches the 20 received last year and compares to 21 in 2008, 
25 in 2007, 26 in 2006, and 28 in 2005.  


A further two provided responses to Section Two bringing the total number who 
provided information on policies and processes to 22. 


There is a clear divide amongst investors in their willingness to challenge 
management. At one end of the spectrum, four respondents supported over 70% 
of management proposals on which voting decisions were sought. At the other 
end, five respondents supported less than 40% of management proposals.    


Remuneration continues to be the area of most investor opposition, with three 
quarters of respondents voting against more than half of those remuneration 
reports for which voting decisions were sought. Respondents also indicate that 
remuneration is one of the main focuses of engagement activity. 


The large majority of respondents say that client or beneficiary interest in their 
voting engagement activity has increased, with many agreeing that the events of 
the financial crisis have driven this. 


Over four out of five (18 out of 22) of survey respondents now make at least 
some voting data publicly available, though the level, frequency and duration of 
disclosures vary considerably. Most also report on engagement activity to clients, 
though only a small minority report on such activity publicly.  


The survey will be distributed to the TUC’s Member Trustee Network covering 
1,000 pension fund trustees. 
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Introduction and background 
This is the eighth annual survey of the voting policies and practices of leading UK 
institutional investors undertaken by the TUC. This year’s report is published 
during a period of ongoing change in the field of corporate governance, with the 
role of shareholders within it subject to competing views.  


As we noted in the introduction to last year’s survey, the events of the financial 
crisis have resulted in significant scrutiny of the role of institutional shareholders 
in governance. There is a widespread belief that shareholders failed to engage 
effectively with financial institutions in which they invested, and that this 
contributed to some of the governance failures at those institutions.  


The public policy emphasis last year was very much on how to encourage 
shareholder engagement in order to prevent or mitigate future governance 
failures, with the former City minister Lord Myners particularly active in this 
area. Despite the change of government, the broad outlines of this agenda are still 
clear. For example, the Financial Reporting Council (FRC) recently published the 
Stewardship Code for institutional investors1, which attempts to encourage 
shareholders to take their ownership responsibilities seriously. The new 
administration has given public support to these initiatives, and has even 
suggested the possibility further extensions to the rights of shareholders in order 
to facilitate engagement.2  


What is notable about debate around these issues in 2010 has been an increased 
level of scepticism about the future of a shareholder-focused approach to 
governance. It is notable that the recent European Commission Green Paper on 
the governance of financial institutions questions whether shareholder control of 
companies is “realistic”.3 At the same time both Lord Myners4 and FRC chief 
executive Stephen Haddrill5 have both argued that unless institutional investors 
begin to act as responsible owners, there is a danger that policymakers consider 
alternative models of oversight.  


Whilst trade unions would prefer a more employee-oriented corporate governance 
regime, we also recognise the reality of the corporate governance system that 
exists in the UK. Therefore, whilst we have regularly put forward proposals for 
alternative approaches to governance, we have also sought to play a positive role 
in making the UK’s existing system work better, both in its own terms and in 
terms of promoting workers’ interests. 


                                                 
1 http://www.frc.org.uk/corporate/investorgovernance.cfm 


2 For example, the ongoing BIS consultation on narrative reporting asks whether there should be a 


shareholder advisory vote on Business Reviews. 


3 http://ec.europa.eu/internal_market/company/docs/modern/com2010_284_en.pdf 


4 http://www.efinancialnews.com/story/2010-06-17/myners-corporate-governance-yale 


5 http://www.frc.org.uk/press/pub2291.html 
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The purpose of this survey is to provide trustees with information on how their 
fund managers exercise ownership. This is intended to increase the level of 
accountability in this area and also in part to provide a commercial incentive for 
fund managers to take these issues seriously. The TUC has also held numerous 
events for trustees on corporate governance and responsible investment to 
encourage them to devote attention to these issues.  


Nonetheless the TUC and its affiliates do not consider that the shareholder-
oversight approach to governance is the only legitimate one, or that it is the only 
model that could function in the UK market. As we noted in our response to the 
FRC’s consultation on the Stewardship Code:  


“[T]he proposed stewardship code provides a last chance for a corporate 
governance system that relies so heavily on shareholder engagement as an 
essential part of the monitoring system of corporate Britain. If implementation of 
the stewardship code does not lead investors to show that they are willing and 
able to play the role in corporate governance that has been ascribed to them, it 
will be a clear and irrefutable sign that the system itself needs to change.”6   


In previous years we have detailed the asset management industry’s reluctance to 
voluntarily embrace transparency in relation to one of the core aspects of its 
ownership activity – shareholder voting. Despite the publication by the 
Institutional Shareholders Committee of a framework document on this issue in 
2007 there are still numerous asset managers that publicly disclose little, if any, 
voting data.  


Based on our experience of the issue, the TUC is therefore cautious of expecting 
the industry and its representative bodies to bring about a real change in voting 
disclosure on the basis of best practice principles alone. We welcome the FRC’s 
role in respect of the Stewardship Code, as this should at least provide some sort 
of independent oversight of asset manager practice.   


The TUC supports the introduction of the Stewardship Code, although we do 
believe that it needs to be strengthened in some areas. We will encourage union 
member who are member-nominated trustees to ensure that their asset managers 
are living up the standards set out in it. We also look forward with interest to the 
FRC’s review of progress in respect of the Code to be carried out in 2011.  


However, we believe that as an area of public policy work this should be seen as 
the final opportunity for the current UK model of shareholder primacy. If the 
evidence from the UK’s experience with the Stewardship Code is that there is not 
a significant change in the extent and effectiveness of shareholder engagement, 
then the TUC would support a proper exploration of alternative approaches.   


 


                                                 
6 http://www.tuc.org.uk/economy/tuc-17971-f0.cfm 
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The survey 
The survey consisted of two sections. The first asked for voting and engagement 
records on a range of items at AGMs from July 2008 to December 2009. This 
year the TUC has extended the period for which voting decisions were sought. 
This is in order to bring the survey into line with the calendar year in future. 
Hence the 2011 survey will look at voting decisions from January 2010 to 
December 2010.   


As a result of the extended period used, the number of individual resolutions on 
which voting decisions were sought has also increased. A list of the resolutions 
can be found in Section One.  


The second section featured a set of questions about the policies of institutional 
investors. The questions and summary of responses can be found in Section Two 
of the report. 


Process 


The voting survey and a covering letter were sent out to fund managers with a 
deadline of 23d July for responses. Follow up calls were made to ensure that 
questionnaires had been received.  


Response 


A total of 16 fund managers provided responses to the survey including voting 
data. They were: Aviva Investors; AXA Investment Managers; Baring Asset 
Management; CCLA; Co-operative Asset Management; F&C Investments; 
Fidelity International; Henderson Global Investors; Hermes Equity Ownership 
Services; JP Morgan Asset Management; Lazard Asset Management; M&G 
Investments; Newton; Scottish Widows Investment Partnership; Standard Life 
Investments; State Street Global Advisors. 


The TUC believes that by disclosing voting decisions these managers have set a 
standard for others. We welcome the commitment of these managers to 
transparency and hope trustees also recognise the willingness of these managers to 
be open and accountable. 


The TUC has again this year also received information from some of the larger 
pension funds including the Universities Superannuation Scheme, Railpen and 
British Airways Pensions Investment Management. We are very grateful to those 
pension funds which responded to the survey. 


Of the two voting agencies asked for voting recommendations, PIRC Ltd provided 
a full response. 


Once again this year a number of survey respondents only provided answers to 
Part Two of the survey. A total of 23 organisations failed to respond or declined 
to take part in the survey. A list of the organizations surveyed and the nature of 
their responses can be found in the Appendix. 
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Reading the results 


As we continue to stress, trustees should be aware that there is not always a ‘right’ 
way to vote on issues covered in the section on voting records. Investors may well 
be able to give a reasonable justification for voting in favour of a controversial 
item where an abstention or a vote against may have seemed more appropriate. 
Votes in favour of management proposals should not necessarily be seen as a 
failure to engage properly with investee companies and raise legitimate concerns 
with incumbent management. 


That said, the TUC believes that over a range of issues, clear differences emerge 
between managers over the exercising of voting rights. Notably this year’s survey 
includes voting decisions on a number of shareholder resolutions on 
environmental, social and governance issues. The votes on these issues reveals 
differing stances taken by institutions.  


The information provided in the survey suggests that there is indeed a range of 
stances taken by fund managers. We hope the information provided will help 
trustees to take informed decisions on fund managers’ relationships with investee 
companies. 


We have included information on engagement activity relating to the votes 
covered in the survey. The number of respondents providing information on this 
has increased from eight in 2009 to ten this year, which the TUC welcomes. 
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Section one - Voting and Engagement Records 


Introduction 


Section one of the survey asked respondents how they voted and engaged on 
issues at company meetings in 2008 and 2009, listed below. 


 
Company  


 
Date of meeting  Resolution (resolution number) 


A & J Mucklow 
Group Plc 


11 Nov 2008 EGM Approve Rule 9 Waiver (2) 


Amec Plc 13 May 2009 AGM Approve the Remuneration Report (3) 
Ashmore Group Plc 29 Oct 2009 AGM  Approve Rule 9 Waiver (10) 
Bellway Plc 16 Jan 2009 AGM  Approve the Remuneration Report (8) 
BH Global Ltd 18 June 2009 AGM Re-elect Talmai Morgan (7) 
BHP Billiton Group 
(GBR) 


23 Oct 2008 AGM Elect Mr S Mayne as a Director of BHP Billiton Plc (17) 


Elect Mr S Mayne as a Director of BHP Billiton Limited 
(18) 


BP Plc 16 April 2009 AGM Approve the Remuneration Report (2) 


Brown (N) Group 
Plc 


26 Feb 2009 EGM Amend the N Brown Group Plc unapproved discretionary 
Share Option Scheme (4) 
Amend the N Brown Share Option Plan (3) 


Caledonia 
Investments Plc 


23 July 2009 AGM Authorise the company to make political donations (17) 


Capital Shopping 
Centres Group Plc 


7 July 2009 AGM Issue shares with pre-emption rights (8) 


Chime 
Communications 
Plc 


13 May 2009 AGM Re-elect Paul Richardson (7) 


Davis Service 
Group Plc 


28 April 2009 AGM Approve the Co-Investment Plan 2009 (7) 


Derwent London 
Plc 


27 May 2009 AGM Re-elect Mr J.C. Ivery as a director (7) 


Ferrexpo Plc 
 


12 June 2009 EGM Elect Mr Gennadiy Bogolyubov (1) 
Elect Mr Gregory Gurtovoy (2) 


Gem Diamonds Ltd 2 June 2009 AGM Allot relevant securities (8) 
Hays Plc 12 Nov 2008 AGM Approve the Remuneration Report (3) 
Headlam Group Plc 26 June 2009 AGM Approve the Remuneration Report (7) 
Helical Bar Plc 22 July 2009 AGM Approve the Remuneration Report (10) 


Re-elect Mr C G H Weaver (3) 
Heritage Oil Plc 18 June 2009 AGM Issue shares with pre-emption rights (8) 
Home Retail Group 
Plc 


1 July 2009 AGM Approve the Remuneration Report (2) 


IG Group Hldgs Plc 7 Oct 2008 AGM Approve the Directors' Remuneration Report (7) 
To re-elect Mr Nat le Roux (3) 


International Ferro 
Metals 


12 Nov 2009 AGM Approve the Remuneration Report (1) 
Disapply pre-emption rights (6) 


Investec Plc 7 Aug 2008 AGM Issue shares with pre-emption rights (37) 
Issue Investec Plc shares for cash (38) 
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Company  
 


Date of meeting  Resolution (resolution number) 


Place 10% of the unissued shares of Investec Limited under 
its directors' control (18) 
Issue Investec Limited shares for cash (21) 


13 Aug 2009 AGM To re-elect Ian Robert Kantor (3) 
Issue shares with pre-emption rights (34) 


Jardine Lloyd 
Thompson  


30 April 2009 AGM Approve Rule 9 Waiver (12) 


JKX Oil & Gas Plc 3 June 2009 AGM Approve authority to increase authorised share capital (10) 
Kofax Plc 5 Nov 2009 AGM Renew the Kofax 2000 Share Option Plan for two years (8) 


Approve the Remuneration Report (2) 
Lamprell Plc 11 June 2009 AGM Approve the Remuneration Report (2) 
Marks & Spencer 
Group  


8 July 2009 AGM Requisitioned resolution from LAPFF (16) 


Marstons Plc 23 Jan 2009 AGM Re-elect Miles Emley as a director (6) 
Mears Group Plc 3 July 2009 EGM To approve amendments to the rules of the Mears Group 


2007 Special Incentive Plan and the terms of the Option (1) 
Micro Focus Intl 
Plc 


24 Sept 2009 AGM Approve the Remuneration Report (3) 


Mitchells & Butlers 
Plc 


29 Jan 2009 AGM Approve the Remuneration Report (2) 
Issue shares with pre-emption rights (6) 
Issue shares for cash (7) 


MJ Gleeson Group 
Plc 


12 Dec 2008 AGM Issue shares with pre-emption rights (7) 
11 Dec 2009 AGM Re-elect Dermot Gleeson (4) 


Mondi Plc 7 May 2009 AGM Issue shares with pre-emption rights for Mondi plc (19) 
Issue shares with pre-emption rights for Mondi plc (20) 


Morse Plc 28 Oct 2008 AGM Approve the Remuneration Report (8) 
National Express 
Group Plc 


27 Nov 2009 EGM Increase limit on the maximum nominal amount of shares 
that may be allotted from £13,000,000 to £40,000,000 (1) 
Issue shares with pre-emption rights (2) 


Old Mutual Plc 7 May 2009 AGM Issue shares with pre-emption rights (6) 
Photo-Me 
International Plc 


29 Oct 2008 AGM Elect John Lewis (6) 
Elect Hugo Swire (7) 
Approve political donations (8) 
Issue shares (9) 
Issue shares for cash (10) 
Authorise Share Repurchase (11) 
Elect Serge Crasnianski (12) 


Provident Financial 6 May 2009  Approve the Remuneration Report (2) 
Punch Taverns 14 Jan 2009 AGM Approve the Remuneration Report (3) 


16 Dec 2009 AGM Approve the Remuneration Report (3) 
Rio Tinto Group 
(GBP) 


15 April 2009 AGM Re-elect Sir Rod Eddington (5) 


Royal Bank Of 
Scotland  


3 April 2009 AGM Approve the Remuneration Report (2) 


Royal Dutch Shell 
Plc 


19 May 2009 AGM Approve the Remuneration Report (2) 


RPC Group Plc 23 July 2008 AGM Re-Elect Mr Wilbraham (5) 
Approve RPC Group 2008 Performance Share Plan (10) 


Smith & Nephew 
Plc 


30 April 2009 AGM Approve the Remuneration Report (2) 


Ted Baker Plc 16 June 2009 EGM Approve Rule 9 Waiver (1) 
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Company  
 


Date of meeting  Resolution (resolution number) 


Tesco Plc 27 June 2008 AGM Shareholder resolution concerning chicken welfare (17) 
3 July 2009 AGM Amend existing 2004 Discretionary Share Option Plan (21) 


Shareholder resolution (23) 
The Vitec Group 
Plc 


19 May 2009 AGM Issue shares with pre-emption rights (11) 


Thomas Cook 
Group Plc 


19 Mar 2009 AGM Approve the Remuneration Report (2) 


Wolfson 
Microelectronics 
Plc 


20 May 2009 AGM Approve the Remuneration Report (2) 


Xstrata Plc 5 May 2009 AGM Approve the Remuneration Report (2) 
Yell Group Plc 24 July 2009 AGM Approve the Remuneration Report (2) 


 
The following section provides two sets of data. First, all voting decisions or 
recommendations obtained are collated in a single table, to enable easy 
comparison. Second, the records of individual respondents which provided both 
voting and engagement data are provided in full.   
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y*  X     


Amec Plc 13/5/09  Remuneration Report  Y*  X     
Ashmore Group  29/10/09  Rule 9 Waiver  Y*  X     
Bellway Plc 16/1/09  Remuneration Report  Y  X  2  1 
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y*  X     
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X  1   


Elect Mr S Mayne   X  1   
BP Plc 16/4/09 Remuneration Report  Y   X 1   


Brown (N) Group  26/2/09  Amend Option Scheme  Y*  X     
Amend the Share Option Plan   X     


Caledonia Investments 23/7/09  Political donations Y*  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y*  X      
Chime Communications  13/5/09 Re-elect Paul Richardson  Y*  X     
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y*  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y*  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y*  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y* X      
Hays Plc 12/11/08  Remuneration Report  Y  X   1  
Headlam Group  26/6/09  Remuneration Report  Y X   1   
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y  X     
Re-elect Mr C Weaver         


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y*  X     
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X   1  
IG Group Hldgs  7/10/08  Remuneration Report  Y* X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y*  X  1   


Disapply pre-emption   X  1   
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y* X      
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y* X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y* X      
Kofax Plc 5/11/09  Renew Share Option Plan  Y*  X     


Remuneration Report  Y*  X     
Lamprell Plc 11/6/09  Remuneration Report  Y*  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y* X    1  
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X   1   
Mears Group Plc 3/7/09  Amend Incentive Plan  Y*  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y*  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y* X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y* X      
11/12/09  Re-elect Dermot Gleeson  Y* X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y* X      
Issue shares with pre-emption rights  Y* X      


Morse Plc 28/10/08 Remuneration Report  Y*  X     
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  Y* X      


Elect Hugo Swire  X      
Political donations  X      
Issue shares  X      
Issue shares for cash   X     
Share Repurchase   X     
Elect Serge Crasnianski   X     


Provident Financial 6/5/09  Remuneration Report  Y*  X     
Punch Taverns 14/1/09  Remuneration Report  Y  X  1   


16/12/09  Remuneration Report  Y  X  1   
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X  1  1 
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X  1  1 
Royal Dutch Shell  19/5/09  Remuneration Report  Y*  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y 


 
X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y* X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y  X  1   
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y   X 1 1 1 


3/7/09  Amend Option Plan  Y X   1   
Shareholder resolution on labour rights  X  1  1 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y* X      
Thomas Cook  19/3/09  Remuneration Report  Y*  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y   X 1   
Xstrata Plc 5/5/09  Remuneration Report  Y*  X     
Yell Group Plc 24/7/09  Remuneration Report  Y  X   1  


 
 
NB: for meetings where there is an asterix (*) in the ‘Interest held at meeting date’ 
column, this highlights that Aviva Investors only had a passive holding (index and core 
funds only) at the meeting date. Hence, there are a number of occasions where we did 
not support the resolution but didn’t engage because we did not have an active 
position. 
 
Also, in order for us to ensure our engagement process in as efficient as possible, we 
very frequently email companies with our views or concerns on specific issues rather 
than writing letters. Hence, included in the ‘number of letters’ column are our emails to 
companies. 
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y  X     
Bellway Plc 16/1/09  Remuneration Report  Y  X  1 1  
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y X      


Elect Mr S Mayne  X      
BP Plc 16/4/09 Remuneration Report  Y  X   1 1 


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X  1   
Amend the Share Option Plan   X  1   


Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X      
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y X      
Elect Mr Gurtovoy  X      


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  N       
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  N       
Re-elect Mr C Weaver         


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X      
Home Retail Group Plc 1/7/09  Remuneration Report  Y   X 2 1  
IG Group Hldgs  7/10/08  Remuneration Report  N       


Re-elect Mr Nat le Roux        
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  Y X      
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X      
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report         
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X    1 2 
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X     1 
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X     1 


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights   X      


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y  X    1 
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y   X  2 2 
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X  1 2 3 
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X    2 
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y X    1 1 
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X    2 


3/7/09  Amend Option Plan  Y  X  1 1 1 
Shareholder resolution on labour rights  X  1 1 1 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y  X  1   
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X  1   
Xstrata Plc 5/5/09  Remuneration Report  Y  X   1 1 
Yell Group Plc 24/7/09  Remuneration Report  Y   X 1   
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       
Amec Plc 13/5/09  Remuneration Report  Y  X     
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  Y  X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X     
Amend the Share Option Plan   X     


Caledonia Investments 23/7/09  Political donations Y  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  N       
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  N       
Re-elect Mr C Weaver  N       


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y  X     
Home Retail Group Plc 1/7/09  Remuneration Report  N       
IG Group Hldgs  7/10/08  Remuneration Report  Y  X     


Re-elect Mr Nat le Roux   X     
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) N       
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X      
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X      
Marstons Plc 23/1/09  Re-elect Miles Emley  Y  X     
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  N       
Issue shares with pre-emption rights  N       


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  N       
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y   X    
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  N       
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y  X     
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X     


3/7/09  Amend Option Plan  Y  X     
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  N       
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  N 
      


Amec Plc 13/5/09  Remuneration Report  N       
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  N       
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X    1 


Elect Mr S Mayne   X    1 
BP Plc 16/4/09 Remuneration Report  Y  X     
Brown (N) Group  26/2/09  Amend Option Scheme  N       


Amend the Share Option Plan        
Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y  X     
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  N       
Re-elect Mr C Weaver  N       


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  N       
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X     
IG Group Hldgs  7/10/08  Remuneration Report  N       


Re-elect Mr Nat le Roux        
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) N       
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y  X  1  1 
Marstons Plc 23/1/09  Re-elect Miles Emley  Y  X     
Mears Group Plc 3/7/09  Amend Incentive Plan  *       
Micro Focus Intl  24/9/09  Remuneration Report  N       
Mitchells & Butlers Plc 29/1/09  Remuneration Report  N       


Issue shares with pre-emption rights        
Issue shares for cash        
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  N       
Issue shares with pre-emption rights  N       


Morse Plc 28/10/08 Remuneration Report  Y X     1 
National Express  27/11/09 Increase limit on shares to be allotted  N       


Issue shares with pre-emption rights        
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  N       
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  N       
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  N       
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y  X     
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X     


3/7/09  Amend Option Plan   X      
Shareholder resolution on labour rights  X  1   


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  N       
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X  1   
Yell Group Plc 24/7/09  Remuneration Report  N       


 
* No receipt of general meeting from custodian. BAPIML investigating. 
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  N       
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  N       
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X  n/a n/a n/a 


Elect Mr S Mayne   X  n/a n/a n/a 
BP Plc 16/4/09 Remuneration Report  Y  X  n/a n/a n/a 


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  N       
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  N       
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  N       
Re-elect Mr C Weaver  N       


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  N       
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X  n/a n/a n/a 
IG Group Hldgs  7/10/08  Remuneration Report  N       


Re-elect Mr Nat le Roux        
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X   n/a n/a n/a 


Issue shares for cash  X   n/a n/a n/a 
Place unissued shares under directors' control  X   n/a n/a n/a 
Issue shares for cash  X   n/a n/a n/a 


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) N       
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X   n/a n/a n/a 
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  N       
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  N       
Mitchells & Butlers Plc 29/1/09  Remuneration Report  N       


Issue shares with pre-emption rights        
Issue shares for cash        
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  N       
Issue shares with pre-emption rights  N       


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  N       


Issue shares with pre-emption rights        
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  N       
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  N       
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  N       
Royal Bank Of Scotland  3/4/09  Remuneration Report  N       
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X  n/a n/a n/a 
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y  X  n/a n/a n/a 
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X   n/a n/a n/a 


3/7/09  Amend Option Plan  Y X   n/a n/a n/a 
Shareholder resolution on labour rights X   n/a n/a n/a 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  N       
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X  n/a n/a n/a 
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y   X  1  
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  Y  X   1 1 
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X   1  


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y X      
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y   X  1  
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y   X  1  
Headlam Group  26/6/09  Remuneration Report  Y  X   1  
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y   X  1  
Re-elect Mr C Weaver    X   1  


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  N       
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  N       


Re-elect Mr Nat le Roux        
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  Y  X   1  
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report         
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X    1 1 
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X      
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y  X   1  
Mitchells & Butlers Plc 29/1/09  Remuneration Report  N       


Issue shares with pre-emption rights        
Issue shares for cash        
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  X      


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X   1  
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X   1  
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X   1 1 
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y   X  1  


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y  X   1  
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y   X    


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights   X 1   


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  N       
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X   1  
Xstrata Plc 5/5/09  Remuneration Report  N       
Yell Group Plc 24/7/09  Remuneration Report  Y  X   1  


 







 26 
 


F&C Asset Management 
Company  


 
Date of 
meeting 


 Resolution  


In
te


re
st


  h
el


d?
  Y


/N
 Vote Contact with the 


company  


  Fo
r 


    A
ga


in
st


 
  W


ith
he


ld
 


  Ph
on


e 
ca


lls
 


L
et


te
rs


 


M
ee


tin
gs


 


A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y X    1  
Ashmore Group  29/10/09  Rule 9 Waiver  Y X    1  
Bellway Plc 16/1/09  Remuneration Report  Y  X  2 1  
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X    1  
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X   1  


Elect Mr S Mayne   X   1  
BP Plc 16/4/09 Remuneration Report  Y X    2 2 


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations Y X    1  
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y X    1  
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X    1  
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y X    1  
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X   1  
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X   1  
Elect Mr Gurtovoy   X   1  


Gem Diamonds  2/6/09  Allot relevant securities  Y   X  1  
Hays Plc 12/11/08  Remuneration Report  Y  X   1  
Headlam Group  26/6/09  Remuneration Report  Y   X  1  
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X    1  
Re-elect Mr C Weaver  Y X    1  


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X    1  
Home Retail Group Plc 1/7/09  Remuneration Report  Y X    2  
IG Group Hldgs  7/10/08  Remuneration Report  Y X    1  


Re-elect Mr Nat le Roux  X    1  
International Ferro Metals 12/11/09  Remuneration Report  Y  X   1  


Disapply pre-emption   X   1  
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X    1  


Issue shares for cash  X    1  
Place unissued shares under directors' control  X    1  
Issue shares for cash  X    1  


13/8/09 Re-elect Ian Kantor  Y X    1  
Issue shares with pre-emption rights  X    1  


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X    1  
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X    1  
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X   1  


Remuneration Report  Y  X   1  
Lamprell Plc 11/6/09  Remuneration Report  Y X    1  
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y   X 1 1  
Marstons Plc 23/1/09  Re-elect Miles Emley         
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X   2  


Micro Focus Intl  24/9/09  Remuneration Report  Y  X   1  


Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X    1  
Issue shares with pre-emption rights  X    1  
Issue shares for cash  X    1  
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X    1  
Issue shares with pre-emption rights  Y X    1  


Morse Plc 28/10/08 Remuneration Report  Y X    1  
National Express  27/11/09 Increase limit on shares to be allotted  Y X    1  


Issue shares with pre-emption rights  X    1  
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X    1  
Photo-Me International  29/10/08  Elect John Lewis  Y X    1  


Elect Hugo Swire  X    1  
Political donations  X    1  
Issue shares  X    1  
Issue shares for cash   X   1  
Share Repurchase  X    1  
Elect Serge Crasnianski  X    1  


Provident Financial 6/5/09  Remuneration Report  Y   X  1  
Punch Taverns 14/1/09  Remuneration Report  Y X    1  


16/12/09  Remuneration Report  Y   X 1 1  
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X    1 2 
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X   1  
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X   2  
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X    1  


Approve Share Plan  X    1  
Smith & Nephew  30/4/09  Remuneration Report  Y X    1  
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y  X   1  
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y   X 1 1 2 


3/7/09  Amend Option Plan  Y   X 1 1 1 
Shareholder resolution on labour rights   X 1 2 1 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y X    1  
Wolfson Microelectronics 20/5/09  Remuneration Report  Y X    1  
Xstrata Plc 5/5/09  Remuneration Report  Y   X  1  
Yell Group Plc 24/7/09  Remuneration Report  Y  X   1  
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y X 
 


     


Ashmore Group  29/10/09  Rule 9 Waiver  Y X      
Bellway Plc 16/1/09  Remuneration Report  


Y  
X 
 


    


BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X      
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y X      
Amend the Share Option Plan  X      


Caledonia Investments 23/7/09  Political donations Y X      
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y X      
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X      
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y X      
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y X      
Headlam Group  26/6/09  Remuneration Report  Y  X     
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X      
Re-elect Mr C Weaver  Y X      


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y  X     
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y X      
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X      
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X     


Remuneration Report  Y  X     
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y   X 


(Ab
stai
n 


sub
mitt
ed) 
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Marstons Plc 23/1/09  Re-elect Miles Emley  Y 
 


X      


Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      


MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  Y X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y  X     
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  Y X      


Elect Hugo Swire  X      
Political donations  X      
Issue shares  X      
Issue shares for cash   X     
Share Repurchase  X      
Elect Serge Crasnianski  X      


Provident Financial 6/5/09  Remuneration Report  Y X      
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y  X     
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X     
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X      


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights  X      


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X     
Xstrata Plc 5/5/09  Remuneration Report  Y X      
Yell Group Plc 24/7/09  Remuneration Report  Y X      
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X      


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y X      
Bellway Plc 16/1/09  Remuneration Report  Y  X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y  X     
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y X      


Brown (N) Group  26/2/09  Amend Option Scheme  Y X      
Amend the Share Option Plan  X      


Caledonia Investments 23/7/09  Political donations Y  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X      
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y   X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      


Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  Y X      
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X      
Re-elect Mr C Weaver  Y X      


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X      
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption  X      
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor   X      
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  Y    X    


Remuneration Report  Y   X    
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X      
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X      
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y X      
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights   X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y   X    
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y X      
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  Y     
Royal Dutch Shell  19/5/09  Remuneration Report  Y  Y     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X* X* X*    


3/7/09  Amend Option Plan  Y  X     
Shareholder resolution on labour rights  X* X*    


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y X      
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  Y X      


 
* Shares were voted according to individual portfolio manager views, which included 
more than one voting position.  
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X      


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y X     1 
Bellway Plc 16/1/09  Remuneration Report  Y  X  2 2 1 
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X*  1  2 


Elect Mr S Mayne   X*     
BP Plc 16/4/09 Remuneration Report  Y X      


Brown (N) Group  26/2/09  Amend Option Scheme  Y X   2   
Amend the Share Option Plan  X      


Caledonia Investments 23/7/09  Political donations Y  X  1   
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X      
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y X   1 1  
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X   1   
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X*  1 1 1 
Elect Mr Gurtovoy   X*     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y X   1 1  
Headlam Group  26/6/09  Remuneration Report  Y X   1   
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X   1   
Re-elect Mr C Weaver  Y X      


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y  X  1   
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y  X   1  


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y X     1 
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X   1 1  
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X  1   


Remuneration Report  Y  X     
Lamprell Plc 11/6/09  Remuneration Report  Y  X  1 1 1 
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y   X*  1 1 3 
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X   2   
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X   2  
Micro Focus Intl  24/9/09  Remuneration Report  Y X   1 1  
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  Y X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y X   1   
National Express  27/11/09 Increase limit on shares to be allotted  Y X    1  


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X   1   
Photo-Me International  29/10/08  Elect John Lewis  Y X      


Elect Hugo Swire  X      
Political donations  X      
Issue shares  X      
Issue shares for cash   X  1   
Share Repurchase   X  1   
Elect Serge Crasnianski   X*     


Provident Financial 6/5/09  Remuneration Report  Y  X  1 1 1 
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y X      
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X    2 1 
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X  1 1  
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X  1   
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X*  1  1 


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights  X*  2  2 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y  X  1   
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X  1 1  
Xstrata Plc 5/5/09  Remuneration Report  Y X   2 1 1 
Yell Group Plc 24/7/09  Remuneration Report  Y X      


 
* We voted against these shareholder resolutions but in favour of management. 







 34 
 


 
JP Morgan Asset Management 


Company  
 


Date of 
meeting 


 Resolution  


In
te


re
st


  h
el


d?
  Y


/N
 Vote Contact with the 


company  


  Fo
r 


    A
ga


in
st


 
  W


ith
he


ld
 


  Ph
on


e 
ca


lls
 


L
et


te
rs


 


M
ee


tin
gs


 


A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y  X     
Ashmore Group  29/10/09  Rule 9 Waiver  Y  X     
Bellway Plc 16/1/09  Remuneration Report  Y X      
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X     
Amend the Share Option Plan   X     


Caledonia Investments 23/7/09  Political donations Y X      
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y  X     
Re-elect Mr C Weaver     X    


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X      
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X     
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y X      


Disapply pre-emption  X      
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor    X     
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y       
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y  X     
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y X      
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
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Issue shares for cash  X      
MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       


11/12/09  Re-elect Dermot Gleeson  N       
Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      


Issue shares with pre-emption rights  Y X      
Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y X      
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y  X     
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X     
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X    1  
Ted Baker Plc 16/6/09  Rule 9 Waiver  N  X     
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X     


3/7/09  Amend Option Plan  Y  X  1   
Shareholder resolution on labour rights       


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  N       
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  Y X      
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  N       
Headlam Group  26/6/09  Remuneration Report  Y  X     
Helical Bar Plc 22/7/09  


 
Remuneration Report  N       
Re-elect Mr C Weaver  N       


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X      
Home Retail Group Plc 1/7/09  Remuneration Report  N       
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption  X      
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y  X     
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  Y X      


Remuneration Report  Y X      
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  N       
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  N       
Issue shares with pre-emption rights  N       


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  N       


Issue shares with pre-emption rights        
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y X      
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  N       
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X      


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  N       
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X      


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y   X    
Bellway Plc 16/1/09  Remuneration Report  Y   X 1  1 
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y X      


Brown (N) Group  26/2/09  Amend Option Scheme  Y   X    
Amend the Share Option Plan    X    


Caledonia Investments 23/7/09  Political donations Y   X 1   
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y X      
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y X      
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y   X    
Elect Mr Gurtovoy    X    


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y X      
Headlam Group  26/6/09  Remuneration Report  Y   X    
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X      
Re-elect Mr C Weaver  Y X      


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y   X    
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y X      
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y   X    
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X     


Remuneration Report  Y  X     
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y  X     
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X      
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X  1   
Micro Focus Intl  24/9/09  Remuneration Report  Y   X    
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  Y X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y X      
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  Y   X    


Elect Hugo Swire    X    
Political donations    X    
Issue shares    X    
Issue shares for cash    X    
Share Repurchase    X    
Elect Serge Crasnianski    X    


Provident Financial 6/5/09  Remuneration Report  Y X      
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y X      
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y   X   1 
Royal Dutch Shell  19/5/09  Remuneration Report  Y X      
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X    1 


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y   X    
Wolfson Microelectronics 20/5/09  Remuneration Report   X      
Xstrata Plc 5/5/09  Remuneration Report   X      
Yell Group Plc 24/7/09  Remuneration Report     X    
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y  X     
Ashmore Group  29/10/09  Rule 9 Waiver  N       
Bellway Plc 16/1/09  Remuneration Report  Y  X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y X      


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations Y  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y  X     
Re-elect Mr C Weaver  Y  X     


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  N       
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X     
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  N       


Disapply pre-emption        
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X      
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  N       


Issue shares with pre-emption rights        
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  Y  X     


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y   X    
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X      


3/7/09  Amend Option Plan  Y  X     
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X     
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  Y  X     
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X   * * * 


Amec Plc 13/5/09  Remuneration Report  Y  X     
Ashmore Group  29/10/09  Rule 9 Waiver  Y X      
Bellway Plc 16/1/09  Remuneration Report  Y  X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y  X     
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y   X    
Amend the Share Option Plan    X    


Caledonia Investments 23/7/09  Political donations Y  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y  X     
Chime Communications  13/5/09 Re-elect Paul Richardson  Y  X     
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y   X    
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  Y   X    
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y   X    
Re-elect Mr C Weaver  Y   X    


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y X      
Home Retail Group Plc 1/7/09  Remuneration Report  Y   X    
IG Group Hldgs  7/10/08  Remuneration Report  Y  X     


Re-elect Mr Nat le Roux   X     
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y   X    


Issue shares for cash    X    
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y  X     
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X      
Kofax Plc 5/11/09  Renew Share Option Plan  Y X      


Remuneration Report  Y  X     
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X      
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X      
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y   X    
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y   X    


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  Y   X    


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y  X     
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  Y X      


Elect Hugo Swire   X     
Political donations  X      
Issue shares  X      
Issue shares for cash   X     
Share Repurchase  X      
Elect Serge Crasnianski    X    


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  Y  X     


16/12/09  Remuneration Report  Y  X     
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X     
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y  X     


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y  X     
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X      


3/7/09  Amend Option Plan  Y X      
Shareholder resolution on labour rights X      


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X     
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  Y  X     


 
* PIRC aims to contact all companies in order to provide them with an opportunity to 
comment on our analysis and proposed voting recommendations. We typically have 
contact by email or phone. This often affects the final recommendations we make.  
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X 
 


     


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y X      
Bellway Plc 16/1/09  Remuneration Report  Y 


  
X     


BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y  X     
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X     
Amend the Share Option Plan   X     


Caledonia Investments 23/7/09  Political donations Y  X  1  1 
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  Y X      
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y   X    
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y X      
Elect Mr Gurtovoy  X      


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  N       
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y  X     
Re-elect Mr C Weaver  Y  X     


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y  X     
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X     
IG Group Hldgs  7/10/08  Remuneration Report  Y  X     


Re-elect Mr Nat le Roux   X     
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y  X     
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X      
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y   X    
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X     


Remuneration Report  Y   X    
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X   1  1 
Marstons Plc 23/1/09  Re-elect Miles Emley  Y X      
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y  X     
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y  X     
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y  X  1  1 
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y  X     
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y X   1  1 


3/7/09  Amend Option Plan  Y  X     
Shareholder resolution on labour rights   X    


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  N       


Amec Plc 13/5/09  Remuneration Report  Y X      
Ashmore Group  29/10/09  Rule 9 Waiver  Y X      
Bellway Plc 16/1/09  Remuneration Report  Y   X    
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  N       
Amend the Share Option Plan        


Caledonia Investments 23/7/09  Political donations Y   X    
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  N       
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X      
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  N       
Hays Plc 12/11/08  Remuneration Report  Y X      
Headlam Group  26/6/09  Remuneration Report  Y X      
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X      
Re-elect Mr C Weaver   X      


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  N       
Home Retail Group Plc 1/7/09  Remuneration Report  Y X      
IG Group Hldgs  7/10/08  Remuneration Report  Y X      


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y  X     


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights  N       


Issue shares for cash        
Place unissued shares under directors' control        
Issue shares for cash        


13/8/09 Re-elect Ian Kantor  N       
Issue shares with pre-emption rights        


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) N       
JKX Oil & Gas Plc 3/6/09  Increase share capital  N       
Kofax Plc 5/11/09  Renew Share Option Plan  N       


Remuneration Report  N       
Lamprell Plc 11/6/09  Remuneration Report  N       
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y   X    
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  N       
Micro Focus Intl  24/9/09  Remuneration Report  Y X      
Mitchells & Butlers Plc 29/1/09  Remuneration Report  N       


Issue shares with pre-emption rights        
Issue shares for cash        
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  N       
Issue shares with pre-emption rights  N       


Morse Plc 28/10/08 Remuneration Report  N       
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  N       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y X      
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  N       
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X      
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y   X    
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  N       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y X      
Ted Baker Plc 16/6/09  Rule 9 Waiver  N       
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X     


3/7/09  Amend Option Plan   X      
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y X      
Wolfson Microelectronics 20/5/09  Remuneration Report  N       
Xstrata Plc 5/5/09  Remuneration Report  Y X      
Yell Group Plc 24/7/09  Remuneration Report  N       
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y X   0 0 0 


Amec Plc 13/5/09  Remuneration Report  Y X   1   
Ashmore Group  29/10/09  Rule 9 Waiver  Y X   1   
Bellway Plc 16/1/09  Remuneration Report  Y   X 1 1  
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  N       
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X  2 2 1 


Elect Mr S Mayne   X  2 2 1 
BP Plc 16/4/09 Remuneration Report  Y  X  1 2 1 


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X  1 3  
Amend the Share Option Plan   X  1 3  


Caledonia Investments 23/7/09  Political donations N       
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  N       
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y   X 1 0 0 
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y X   0 0 0 
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  N       
Elect Mr Gurtovoy        


Gem Diamonds  2/6/09  Allot relevant securities  Y X   0 0 0 
Hays Plc 12/11/08  Remuneration Report  Y X   2 0 0 
Headlam Group  26/6/09  Remuneration Report  Y X   0 0 0 
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y X   1 0 0 
Re-elect Mr C Weaver  Y X   1 0 0 


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y   X 1 0 0 
Home Retail Group Plc 1/7/09  Remuneration Report  Y X   1 0 0 
IG Group Hldgs  7/10/08  Remuneration Report  Y X   0 0 0 


Re-elect Mr Nat le Roux  X   0 0 0 
International Ferro Metals 12/11/09  Remuneration Report  Y   X 1 0 0 


Disapply pre-emption    X 1 0 0 
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X   0 0 0 


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y X   0 0 0 
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y X   0 0 0 
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X   1 0 0 
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X  1 1 0 


Remuneration Report   X   1 1 0 
Lamprell Plc 11/6/09  Remuneration Report  Y  X  1 1 0 
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y  X  1 0 0 
Marstons Plc 23/1/09  Re-elect Miles Emley  N       
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X  1 0 1 
Micro Focus Intl  24/9/09  Remuneration Report  Y   X 1 1 0 
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X   0 0 0 


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  N       
11/12/09  Re-elect Dermot Gleeson  N       


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X   1 0 0 
Issue shares with pre-emption rights   X   1 0 0 


Morse Plc 28/10/08 Remuneration Report  Y X   2 0 0 
National Express  27/11/09 Increase limit on shares to be allotted  Y X   0 0 0 


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X   0 0 0 
Photo-Me International  29/10/08  Elect John Lewis  *       


Elect Hugo Swire        
Political donations        
Issue shares        
Issue shares for cash        
Share Repurchase        
Elect Serge Crasnianski        


Provident Financial 6/5/09  Remuneration Report  Y  X  1 2 0 
Punch Taverns 14/1/09  Remuneration Report  N       


16/12/09  Remuneration Report  Y  X  1 0 0 
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y X   0 0 0 
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y X   1 0 0 
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X  0 1 0 
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  *       


Approve Share Plan        
Smith & Nephew  30/4/09  Remuneration Report  Y X   0 0 0 
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y X   0 0 0 
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X  1 0 0 


3/7/09  Amend Option Plan  Y X   0 0 0 
Shareholder resolution on labour rights  X  0 0 0 


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  N       
Thomas Cook  19/3/09  Remuneration Report  Y  X  0 1 2 
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X  3 0 0 
Xstrata Plc 5/5/09  Remuneration Report  Y  X  1 0 0 
Yell Group Plc 24/7/09  Remuneration Report  Y  X  1 0 0 


 
* Minimal holding in 1 tracker – not voted. 
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A & J Mucklow  11/11/08  Rule 9 Waiver  Y  X     


Amec Plc 13/5/09  Remuneration Report  Y  X     
Ashmore Group  29/10/09  Rule 9 Waiver  Y  X     
Bellway Plc 16/1/09  Remuneration Report  Y  X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan  Y X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne Y  X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report  Y  X     


Brown (N) Group  26/2/09  Amend Option Scheme  Y  X     
Amend the Share Option Plan   X     


Caledonia Investments 23/7/09  Political donations Y  X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights  N       
Chime Communications  13/5/09 Re-elect Paul Richardson  Y  X     
Davis Service Group  28/4/09 Approve the Co-Investment Plan  Y  X     
Derwent London  27/5/09  Re-elect Mr J.C. Ivery  Y  X     
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov  Y  X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities  Y X      
Hays Plc 12/11/08  Remuneration Report  Y  X     
Headlam Group  26/6/09  Remuneration Report  Y  X     
Helical Bar Plc 22/7/09  


 
Remuneration Report  Y  X     
Re-elect Mr C Weaver  Y  X     


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights  Y  X     
Home Retail Group Plc 1/7/09  Remuneration Report  Y  X     
IG Group Hldgs  7/10/08  Remuneration Report  Y  X     


Re-elect Mr Nat le Roux  X      
International Ferro Metals 12/11/09  Remuneration Report  Y   X    


Disapply pre-emption    X    
Investec Plc 7/8/08  Issue shares with pre-emption rights  Y X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor  Y  X     
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12) Y  X     
JKX Oil & Gas Plc 3/6/09  Increase share capital  Y X      
Kofax Plc 5/11/09  Renew Share Option Plan  Y  X     


Remuneration Report  Y  X     
Lamprell Plc 11/6/09  Remuneration Report  Y  X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF  Y X      
Marstons Plc 23/1/09  Re-elect Miles Emley  Y  X     
Mears Group Plc 3/7/09  Amend Incentive Plan  Y  X     
Micro Focus Intl  24/9/09  Remuneration Report  Y  X     
Mitchells & Butlers Plc 29/1/09  Remuneration Report  Y X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights  Y X      
11/12/09  Re-elect Dermot Gleeson  Y X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Issue shares with pre-emption rights  Y X      


Morse Plc 28/10/08 Remuneration Report  Y  X     
National Express  27/11/09 Increase limit on shares to be allotted  Y X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights  Y X      
Photo-Me International  29/10/08  Elect John Lewis  Y X      


Elect Hugo Swire  X      
Political donations  X      
Issue shares  X      
Issue shares for cash   X     
Share Repurchase  X      
Elect Serge Crasnianski  X      


Provident Financial 6/5/09  Remuneration Report  Y  X     
Punch Taverns 14/1/09  Remuneration Report  Y X      


16/12/09  Remuneration Report  Y X      
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington  Y  X     
Royal Bank Of Scotland  3/4/09  Remuneration Report  Y   X    
Royal Dutch Shell  19/5/09  Remuneration Report  Y  X     
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham  Y X      


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report  Y  X     
Ted Baker Plc 16/6/09  Rule 9 Waiver  Y  X     
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare  Y  X     


3/7/09  Amend Option Plan  Y  X     
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights  Y X      
Thomas Cook  19/3/09  Remuneration Report  Y  X     
Wolfson Microelectronics 20/5/09  Remuneration Report  Y  X     
Xstrata Plc 5/5/09  Remuneration Report  Y  X     
Yell Group Plc 24/7/09  Remuneration Report  Y X      
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A & J Mucklow  11/11/08  Rule 9 Waiver   X      


Amec Plc 13/5/09  Remuneration Report     X    
Ashmore Group  29/10/09  Rule 9 Waiver   X      
Bellway Plc 16/1/09  Remuneration Report    X     
BH Global Ltd 18/6/09  Re-elect Talmai Morgan   X      
BHP Billiton Group  23/10/08 Elect Mr S Mayne   X     


Elect Mr S Mayne   X     
BP Plc 16/4/09 Remuneration Report   X      


Brown (N) Group  26/2/09  Amend Option Scheme   X      
Amend the Share Option Plan  X      


Caledonia Investments 23/7/09  Political donations   X     
Capital Shopping Centres  7/7/09  Issue shares with pre-emption rights   X      
Chime Communications  13/5/09 Re-elect Paul Richardson     X    
Davis Service Group  28/4/09 Approve the Co-Investment Plan     X    
Derwent London  27/5/09  Re-elect Mr J.C. Ivery     X    
Ferrexpo Plc 
 


12/6/09  Elect Mr Bogolyubov    X     
Elect Mr Gurtovoy   X     


Gem Diamonds  2/6/09  Allot relevant securities   X      
Hays Plc 12/11/08  Remuneration Report    X     
Headlam Group  26/6/09  Remuneration Report   X      
Helical Bar Plc 22/7/09  


 
Remuneration Report     X    
Re-elect Mr C Weaver     X    


Heritage Oil Plc 18/6/09  Issue shares with pre-emption rights   X      
Home Retail Group Plc 1/7/09  Remuneration Report   X      
IG Group Hldgs  7/10/08  Remuneration Report     X    


Re-elect Mr Nat le Roux    X    
International Ferro Metals 12/11/09  Remuneration Report    X     


Disapply pre-emption   X     
Investec Plc 7/8/08  Issue shares with pre-emption rights   X      


Issue shares for cash  X      
Place unissued shares under directors' control  X      
Issue shares for cash  X      


13/8/09 Re-elect Ian Kantor     X    
Issue shares with pre-emption rights  X      


Jardine Lloyd Thompson  30/4/09  Rule 9 Waiver (12)  X      
JKX Oil & Gas Plc 3/6/09  Increase share capital   X      
Kofax Plc 5/11/09  Renew Share Option Plan   X      


Remuneration Report   X      
Lamprell Plc 11/6/09  Remuneration Report    X     
Marks & Spencer  8/7/09  Requisitioned resolution from LAPFF   X      
Marstons Plc 23/1/09  Re-elect Miles Emley   X      
Mears Group Plc 3/7/09  Amend Incentive Plan     X    
Micro Focus Intl  24/9/09  Remuneration Report     X    
Mitchells & Butlers Plc 29/1/09  Remuneration Report   X      


Issue shares with pre-emption rights  X      
Issue shares for cash  X      
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MJ Gleeson Group Plc 12/12/08  Issue shares with pre-emption rights   X      
11/12/09  Re-elect Dermot Gleeson   X      


Mondi Plc 7/5/09  Issue shares with pre-emption rights   X      
Issue shares with pre-emption rights   X      


Morse Plc 28/10/08 Remuneration Report    X     
National Express  27/11/09 Increase limit on shares to be allotted   X      


Issue shares with pre-emption rights  X      
Old Mutual Plc 7/5/09  Issue shares with pre-emption rights   X      
Photo-Me International  29/10/08  Elect John Lewis   X      


Elect Hugo Swire    X    
Political donations  X      
Issue shares  X      
Issue shares for cash  X      
Share Repurchase  X      
Elect Serge Crasnianski    X    


Provident Financial 6/5/09  Remuneration Report    X     
Punch Taverns 14/1/09  Remuneration Report     X    


16/12/09  Remuneration Report    X     
Rio Tinto Group  15/4/09  Elect Sir Rod Eddington     X    
Royal Bank Of Scotland  3/4/09  Remuneration Report   X      
Royal Dutch Shell  19/5/09  Remuneration Report     X    
RPC Group Plc 23/7/08  Re-Elect Mr Wilbraham     X    


Approve Share Plan  X      
Smith & Nephew  30/4/09  Remuneration Report     X    
Ted Baker Plc 16/6/09  Rule 9 Waiver   X      
Tesco Plc 27/6/08  Shareholder resolution on chicken welfare     X    


3/7/09  Amend Option Plan   X      
Shareholder resolution on labour rights  X     


Vitec Group Plc 19/5/09  Issue shares with pre-emption rights   X      
Thomas Cook  19/3/09  Remuneration Report    X     
Wolfson Microelectronics 20/5/09  Remuneration Report    X     
Xstrata Plc 5/5/09  Remuneration Report    X     
Yell Group Plc 24/7/09  Remuneration Report   X      
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 Voting analysis – by investor 
The section below presents the data obtained by Part 1 of the survey graphically. 
In all cases the graphs are presented in a way that lists investors in terms of the 
number or proportion of votes cast for a particular type of resolution to aid 
comparison. However it should be noted that in figures 12 and 14 – which cover 
shareholder proposals - a vote ‘for’ these resolutions will typically be a vote 
‘against’ management.  


1. Voting on remuneration reports – by number 
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2. Voting on remuneration reports – by proportion 
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The first two graphs look at shareholder voting on remuneration, often the most 
controversial topic at company AGMs. Figure 1 sets out way respondents voted 
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on all remuneration reports at companies in which they hold stock. Figure 2 
expresses the same data in terms of proportionate split between votes for, against 
and abstains. It is notable that there is a wide divergence in the stance taken by 
respondents. At one end of the spectrum three respondents supported 60% or 
more of the remuneration reports on which votes were sought. At the other end, 
four respondents supported less than 10% of the remuneration reports on which 
votes were sought, and two did not support any. The median level of support for 
remuneration reports was 27% by proportion. It should be noted that the 
remuneration reports for which voting decisions were sought were those that 
attracted the highest level of opposition in the period under consideration, so the 
low level of support is to be expected.   


3. Voting on incentive schemes and amendments – by number 
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4. Voting on incentive schemes and amendments - by proportion 
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Figure 3 sets out way respondents voted on all resolutions resulting to incentive 
schemes at companies in which they hold stock, with Figure 4 expressing the same 
data in proportions. Once more there is a wide divergence in the stance taken by 
respondents. A number of respondents supported all resolutions on which voting 
decisions were sought, though this picture is skewed by the small number of 
actual voting decisions concerned. This may also explain why there is not a close 
match between some institutions’ position in the voting spectrum on resolutions 
dealing with incentive schemes compared to remuneration reports. 


5. Voting on director elections – by number 
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6. Voting on director elections – by proportion 
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Figure 5 sets out the way respondents voted on all director elections at companies 
in which they held stock, and Figure 6 expresses the same data in terms of a 
proportionate split between votes for, against and abstains. Once more we see 
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that some respondents are significantly more likely to vote in favour of 
management than others. Five respondents supported the election of all the 
directors where votes were sought. Four respondents supported 25% or less. The 
median level of support was approximately 63.5%.  


7. Voting on Rule 9 waivers –by number 
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Figure 7 sets out way respondents voted on all resolutions seeking Rule 9 waivers 
at companies in which they hold stock. This data is presented as actual votes only, 
given the small number of resolutions concerned. Under Rule 9 of the Takeover 
Code, an investor who acquires an interest in shares which, taken together with 
existing investments, carry 30% or more of the voting rights of a company which 
is subject to the Takeover Code, is normally required to make a general offer to 
all the remaining shareholders to acquire their shares. An investor might oppose 
this type of resolutions because they fear creeping control.  


8. Votes on resolutions relating to share capital issues – by number 
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9. Voting on resolutions relating to share capital issues – by 
proportion 
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Figure 8 sets out way the respondents voted on all issues relating to share capital 
at companies in which they hold stock, and Figure 9 expresses the same data in 
terms of proportionate split between votes for, against and abstains. The 
resolutions on which voting decisions were sought include proposals such as share 
issues and repurchases. One interesting point to note is that, when considering the 
proportionate split in voting decisions, some investors which have been more 
supportive of management in respect of remuneration policy and director 
elections are more oppositional on share capital issues. This may indicate that 
they consider these issues to have more of a direct impact on the value of their 
investments. The median level of support was just over 86% by proportion.   


10. Voting on all management resolutions – by number 
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11. Voting on all management resolutions – by proportion 
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Figure 10 and Figure 11 set out the way respondents voted on management 
resolutions in the sample (ie excluding shareholder resolutions), and again express 
the data in terms of both number and proportionate split between votes for, 
against and abstains. These graphs confirm the picture emerging from those 
preceding them of a split in approaches to voting. At one end of the spectrum, 
four respondents voted in favour of over 70% or more of management 
resolutions. At the other five actively supported less than 40% of management 
resolutions, and two 25% or less, though this is skewed by the small number of 
actual votes. The median level of support was just over 56% by proportion.     


12. Voting on shareholder resolutions on ESG issues, by number 
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Figure 12 sets out investor voting on three shareholder resolutions during the 
period under analysis which addressed environmental, social and governance 
(ESG) issues. Due to the small number of resolutions, the data is presented as 
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number of votes only. As noted in the introduction to this section, a vote for these 
resolutions is a vote against management. 


Figure 13 sets out how the different investors voted on the shareholder resolution 
initiated by Unite, which sought to draw the company’s and investors’ attention 
to the issue of employment rights for agency staff, many of whom are migrant 
workers, who work for meat-packing companies that supply Tesco. 


13. Voting on Unite resolution on labour standards in meat supply 
chain at Tesco 


For  CCLA, PIRC 


Abstain Co-op, F&C, Railpen  


Against Aviva, AXA, Barings, BA Pensions, Fidelity, Hermes, JP Morgan, 
Lazard, M&G, Newton, Scottish Widows, Standard Life,          
State Street, USS 


Other Henderson reports that shares were voted according to individual 
portfolio manager views, either abstaining or voting against.    


 
14. Voting on shareholder nominees, by number 
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Figure 14 sets out investor voting on shareholder nominees for election to the 
board during the period under scrutiny. Due to the small number of resolutions, 
the data is presented as number of votes only. As noted in the introduction to this 
section, a vote for these resolutions is generally a vote against management.  


However in the case of the proposed election of Serge Crasnianski at Photo-Me 
although the proposal was filed by a shareholder the board recommended a vote 
in favour of the nominee, who was the company’s former chief executive. The 
resolution was withdrawn before the meeting in any case, and as such votes 
relating to it are not included in this or other tables in this section.    
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15. All votes for management - by number 
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16. All votes for management - by proportion 
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The final two tables in this section, Figures 15 and Figure 16, represent all votes 
for and against management and abstentions. Here the votes for shareholder 
resolutions and for shareholder nominees (excluding the Photo-Me case) for the 
board are included, but as votes against management. Similarly votes against these 
proposals are included, but as votes with management. The data is expressed in 
terms of both number and proportionate split between votes for, against and 
abstains.  
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These graphs confirm the picture emerging from those preceding them of a split in 
approaches to voting. At one end of the spectrum, four respondents voted in 
favour of management in respect of over 70% of resolutions. At the other end of 
the spectrum, two respondents actively supported management in respect of under 
40% of resolutions. The median level of support was just over 56%.     


Voting analysis – by company 
In the following section the data obtained by Part 1 of the survey is interpreted 
from the perspective of the company rather than that of the investor. Again we 
start by considering remuneration issues. 


17. Voting on remuneration reports, by number 
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18. Voting on remuneration reports, by proportion 


0%


10%


20%


30%


40%


50%


60%


70%


80%


90%


100%


M
itc


he
lls


 &
 B


ut
le


rs
 P


lc


Pu
nc


h 
Ta


ve
rn


s 
Ja


n 
09


IG
 G


ro
up


 


Sm
ith


 &
 N


ep
he


w
 


Am
ec


 


H
om


e 
R


et
ai


l G
ro


up
 


H
el


ic
al


 B
ar


 


M
or


se
 


H
ea


dl
am


 G
ro


up
 


Ye
ll 


 


Pu
nc


h 
Ta


ve
rn


s 
D


ec
 0


9


H
ay


s 


BP
 


Ko
fa


x 


M
ic


ro
 F


oc
us


 


Pr
ov


id
en


t F
in


an
ci


al


W
ol


fs
on


 


Xs
tra


ta
 


R
BS


 


In
te


rn
at


io
na


l F
er


ro
 M


et
al


s


Th
om


as
 C


oo
k 


 


Be
llw


ay
 


La
m


pr
el


l 


  S
he


ll 


Oppose
Abstain
For


 
 


Figures 17 and 18 set out the split of votes for, against and abstentions on each 
company’s remuneration report, first in number and then by proportion.  


There are several interesting points to note. The first is that whilst two-thirds (16) 
of the remuneration reports on which we sought voting decisions achieved a vote 
for from under 50% from our sample, in practice only five of them were defeated 
at the corresponding AGM. This is understandable in cases such as Xstrata, where 
there is a large strategic shareholder, and as such it would require a large majority 
of the free float to oppose the remuneration report for it to be defeated. But more 
broadly it suggests that our sample – which is effectively self-selecting – maybe 
more likely to oppose management over remuneration issues than the market as a 
whole. This interpretation would seem to be supported by cases such as Bellway 
and Shell, where the reports were defeated but the proportionate level of 
opposition from our sample is considerably higher than that received by the 
company at its AGM. 


Arguably the most high-profile remuneration report on which voting decisions 
were sought was that of Royal Bank of Scotland, where the controversial issue 
was the enhanced pension awarded to ex-chief executive Fred Goodwin. This 
remuneration report registered the highest level of opposition to date, with a vote 
of over 90% against. This was, of course, driven by UK Financial Investments, 
which is responsible for the state’s majority holding in the bank. In our sample 
nine investors opposed the report, with five abstaining and three voting for. It is 
very likely therefore that the report would have been defeated without UKFI’s 
involvement, but the level of opposition may have been lower. 


Also worthy of note is the case of Punch Taverns, which held two AGMs during 
2009 – one in January and one in December. The level of support for the 
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company’s remuneration policy from the sample reduced sharply from 75% in 
January to 33% in December. There were two changes in the sample between the 
two dates – one manager that held in January sold out, and one that did not hold 
bought in – so the make-up was broadly similar for both meetings.  


The median level of support for a company remuneration report was just over 
30.5%.  


19. Voting on incentive schemes, by number 


0


5


10


15


20


25


RPC Group
Plc


Tesco Plc Brown (N)
Group Plc


Brown (N)
Group Plc


Davis Service
Group 


Kofax Plc Mears Group
Plc


Oppose
Abstain
For


 
 


Figure 19 sets out the split of votes for, against and abstentions by number on 
resolutions seeking to introduce or amend incentive schemes. A number of the 
companies included in this table do not appear to have disclosed voting results for 
the relevant meetings, which in some cases were EGMs. However Kofax received 
a 46% vote against the resolution at its AGM, and Tesco a 41% vote against.  


20. Voting on director elections, by number 
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Figure 20 sets out the split of votes for, against and abstentions by number on 
director elections. In certain cases voting by our sample corresponds to large levels 
of opposition at the corresponding company meeting. For example Rod 
Eddington at Rio Tinto received a 35% vote against his re-election, Mr Ivery at 
Derwent London saw a vote of 26.5% against, and Giles Weaver at Helical Bar a 
vote of 26% against. 


The median level of support was just under 64.5% by proportion. 


21. Voting on Rule 9 waivers, by number 
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Figure 21 sets out the split of votes for, against and abstentions by number on 
resolutions seeking authority for Rule 9 waivers. Ashmore Group saw the most 
opposition from our sample, and at the corresponding AGM the resolution saw a 
vote against of 25.5%. 


Figure 22. Voting on share capital issues  
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Figure 22 sets out the split of votes for, against and abstentions by number on 
resolutions relating to share capital. This table excludes those resolutions where 
all the investors in our sample supported management in order to make the table 
more useful to readers.  
 
The level of opposition shown by our sample appears to mirror concerns in the 
market as a whole. Notably at Photo-Me, two of the resolutions were defeated. 
The resolutions seeking authority to issue shares for cash and authority for a 
share repurchase were special resolutions, requiring 75% in favour to pass. They 
received 65% and 60.5% in favour in practice. At Heritage Oil the resolution 
seeking authority to issue shares with pre-emption rights recorded a vote against 
of just under 30%. 
 
23. Voting on shareholder resolutions on ESG issues 
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Figure 23 sets out the split of votes for, against and abstentions on the three 
shareholder resolutions on which votes were sought. It is notable that the 
resolution at Marks & Spencers, which addressed a more mainstream corporate 
governance issue, received much more support from the sample than the other 
two. However our sample was more inclined to support this resolution than the 
market as a whole. At the AGM the resolution achieved combined votes for and 
abstentions of just over 40%, whereas over half our sample supported it. 


The interesting point about the two resolutions at Tesco is that investors in our 
sample were more inclined to vote for or abstain on a resolution addressing 
animal welfare than one drawing attention to employment rights. The 2008 
resolution sought to encourage the company to adhere to higher standards in 
respect of the welfare of chickens. The 2009 resolution, initiated by Unite, sought 
to draw the company’s and investors’ attention to the issue of employment rights 
for agency staff, many of whom are migrant workers, who work for meat-packing 
companies that supply Tesco.  
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Notably, the overall voting results disclosed by Tesco indicate slightly different 
shareholder views. The Unite resolution at the 2009 AGM received a vote for of 
10.4%, with 6.9% abstaining. The animal welfare resolution at the 2008 AGM 
achieved a vote for of 8.9% plus 9.7% abstaining.    


24. Voting on shareholder nominees  
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The final graph Figure 24 sets out the split of votes for, against and abstentions 
on the three shareholder resolutions seeking to appoint new directors to the 
board. At both companies concerned, the large majority of respondents voted 
against, although one respondent voted for all four resolutions. None of the 
nominees were successfully appointed, although those put forward at Ferrexpo 
achieved votes in favour of 11.5%, and the nominee at BHP Billiton a vote of 
12.3% in favour. 
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Section 2 – Questionnaire on policies and processes 
 


1. Do you vote all your UK shares? 


As might be expected, all 21 respondents who answered this question indicated 
that they vote all UK shares. There were two minor qualifications. One 
respondent stated that they issued voting instructions for all UK shares, perhaps 
implying that on occasion votes weren’t delivered. A second respondent indicated 
that it did not routinely recall stock on loan in order to vote. 


Whilst exercising shareholder voting rights may be seen as fulfilling the lowest 
expectations of ownership activity, it is worth noting that there has been change 
here in a relatively short space of time. For example, responses to the TUC Fund 
Manager Voting Survey 2005 indicated that five asset manager respondents did 
not vote at a number of UK-listed company meetings where they held stock. 


2. Do you vote all your overseas shares? 


It is encouraging to note that respondents report that they are voting many of 
their overseas holdings. Nine said that they voted all overseas shares, with a 
further seven stating that they did so where practical, with share-blocking 
mentioned by many as a restricting factor. A further two respondents reported 
that they voted in certain markets, and in one case this accounted for the large 
majority of holdings and the coverage of voting activity was still being extended. 
A further two respondents stated that they voted a large proportion of overseas 
holdings, 90% in one case. Finally, one respondent reported that their voting 
outside the UK was carried out on a case-by-case basis.  


3. Do you have a set of policies on employment or labour issues 
that informs your voting and engagement with companies?  
If Y, what areas do these cover?  If possible, please provide 
copies. 


Of those respondents providing an unambiguous answer to this question, nine 
stated that they did have policies relating to employment or labour issues, and 
seven stated that they did not. In the case of the former group, it is clear that the 
extent of these policies varies dramatically. In one case it appears that the policy is 
basically a high-level principle, whilst others have detailed statements. A number 
of respondents referred to other principles that they use to inform their voting and 
engagement activity in this area. These include the Global Compact, OECD 
Guidelines for Multinationals, ILO core labour standards and the Global 
Reporting Initiative. One respondent had a focus on human capital, whilst 
another had a specific policy on trade union rights.  


4. How many companies have you engaged with on labour 
issues over the survey period? 


There was a wide variety of responses to this question. The number of companies 
engaged with ranged from over 300 to zero. Five respondents put the number of 
companies between 10 and 20. In addition a number of asset managers reported 
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that they did not have the information available. Two stated that the information 
was confidential.  


Some respondents mentioned specific companies with which they had engaged, 
including Tesco and First Group. Both companies have seen shareholder 
resolutions addressing employment issues filed at their annual meetings in recent 
years. The fact that this has led to investor engagement with those companies 
should be of interest to trade unions considering the potential benefits of capital 
stewardship work. 


Four respondents also specifically referred to engagement work around the 
Employee Free Choice Act (EFCA). EFCA is proposed legislation in the US that 
would level the playing field for trade unions seeking to organise at work. EFCA 
has been the subject of some collaborative engagement through the UNPRI, as 
some investors have sought to understand the views of UK-listed companies with 
US operations on the proposed legislation.  


 
5. Over which types of issues are you most likely to vote against 


management?  


As might be expected, remuneration was the issue that most respondents 
mentioned in terms of an issue over which they were likely to vote against 
management, although three did not mention it specifically. Board structure was 
the next most common issue, followed by capital structure issues. Notably audit-
related issues were mentioned by only three respondents.    


 


Issue Number of respondents 
mentioning it 


Remuneration reports/incentive plans 19 


Director election/board structure 17 


Capital structure issues 8 


CSR issues/reporting 3 


Anti-takeover devices 3 


Audit and auditors 3 


Political donations 2 


Reorganisations and mergers 2 


Shareholder resolutions 1 


Dividends 1 
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6. Which types of corporate governance or social responsibility 
issues take up the most time in your engagement activity? 
Are there any instances where this has affected voting 
outcomes? 


As might be expected, some of the issues over which respondents engage are the 
same as those which lead them to vote against management. Remuneration and 
board structure are again the first and second most mentioned topics. Notably 
one respondent stated that too much time is taken up with engagement over pay, 
a sentiment that anecdotal evidence suggests is shared by others. 


It is striking that environmental issues were mentioned as a significant 
engagement concern by half the sample, especially since they apparently feature so 
rarely as a voting issue. This might suggest that proposals for companies to put 
CSR reports or Business Reviews to a shareholder approval vote could be a 
helpful way to marry up these two elements of ownership activity.  


Risk management is mentioned by only a handful of respondents. This is notable 
because investors have been criticised (for example, by Sir David Walker in his 
review of bank and financial sector governance) for not engaging more effectively 
with companies over risk management prior to the financial crisis, although this 
was primarily in relation to the financial sector. 


Most respondents did not comment on the effect that engagement had on voting, 
though those that did respond stated that it did have an impact. Three specifically 
mentioned that remuneration was an area where engagement affected voting 
outcomes and two others mentioned engagement over CSR issues. The voting 
adviser respondent stated that engagement frequently affected voting.   


Issue Number of respondents 


Remuneration 18 


Board composition 15 


Climate change/environment 11 


Strategy 6 


Human capital, H&S, labour rights 4 


CSR reporting 3 


Risk management 3 


Audit and auditor 3 


Shareholder resolutions 2 


Dividends 1 


Human rights 1 
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7. If you did not fill in the parts of section 1 that relate to 
contact with the company, what were the reasons for this?  
For example, is information on company engagement not 
recorded, or is it recorded in a way that makes it difficult to 
extract numerical information on contact with the company, 
or is engagement information regarded as confidential? 


Of those respondents who provided voting data but not engagement data a 
variety of reasons were given for this. Two stated that they do not capture the 
information separately, though they did engage with companies, and one stated 
that the information was difficult to extract. A further four stated that they 
considered the information to be confidential.   


One respondent stated that they did not consider that statistics on the number of 
contacts or meetings with companies was indicative of the nature or quality of 
engagement. This is an interesting argument, since the TUC began to ask for data 
on engagement because some respondents had previously argued that voting data 
alone did not tell the whole story of investor interaction with companies.  


8. Do you report any voting information publicly? If so, please 
could you include a web address where information on your 
voting record can be found. 


Of the 22 respondents, 18 stated that they did disclose voting data in one form or 
another. 


9. If Y, do you report on: 


 Extent of disclosure 


All votes cast 9 


Oppose/abstain votes only 6 


Statistics on voting (eg, percentage 
support, abstain, oppose) only 


3 


(A further 3 provide statistics in 
addition to other disclosures) 


 


 


Is the voting 
information on the 
website updated: 


quarterly 7 


every six months 1 


annually 2 


other (please 
specify) 


Daily – 1 


Monthly – 2 


Bimonthly – 1 


No set frequency - 2 
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Over what period 
is data left on your 
website: 


indefinitely 9 


for six months 1 


for a year 3 


other (please 
specify) 


Updated quarterly - 1  


 


Responses to this question highlight the varying approaches to voting disclosure 
adopted by investors. Whilst nine respondents indicated that they disclose a full 
voting record, six disclose only votes against and abstentions, and a further three 
provide headline statistics only. Three respondents make statistics available in 
addition to a fuller voting record. 


The TUC is concerned that these differing approaches make it very hard to 
undertake meaningful comparisons. Disclosing only votes and abstentions will 
inevitably result in a skewed picture, as companies where all resolutions were 
supported are typically not registered. Headline statistics do not provide any 
information on how specific issues at particular companies are approached. 


In terms of updating their disclosures, two respondents reported doing so 
annually, one biannually, seven quarterly, one bimonthly, two monthly and one 
daily. Two stated that disclosures were updated periodically.   


 Turning to the duration of the disclosure, nine respondents said they left their 
voting data on their website indefinitely. Three indicated that the information 
remained on the website for a year, and one that it remained for six months. One 
respondent, which make headline statistics alone available, stated that their 
disclosure was updated quarterly, perhaps indicating that each new disclosure 
overwrites the previous one. 


Once again the fact that some investors remove voting data after a set period is of 
some concern, as it will make longitudinal analysis more difficult to undertake.  


10. If you do not currently report any voting information 
publicly, do you have any plans to report voluntarily such 
information in the future? 


Of the four respondents to this question, one stated that it would be disclosing its 
UK voting record by the end of 2010, and two others stated that they were 
considering their position, for example in light of the Stewardship Code. The 
remaining respondent stated that they reported to clients on voting. 


11. Do you disclose engagement activity undertaken, excluding 
voting, either to clients or publicly? If Y, do you report: 


As might be expected, the large majority of respondents indicated that they do 
report back to clients (or beneficiaries in the case of pension funds) on 
engagement activity undertaken. A small number report that they disclose 
engagement information publicly, although in some cases this seems to be limited 
in nature.   
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 Please tick as many as apply 


 To clients Publicly 


Company specific 
information? 


19 


 


6 
 


Including information on 
what issues have been 
raised with the company? 


17 
 


6 


 


Do you report the 
outcome of the 
engagement? 


15 6 


 


Other (please describe 
briefly) 


Future engagement – 1 


Engagement statistics - 1 


Engagement statistics - 1 


 


 


12. What is your perception of the level of client interest in 
voting and engagement activity undertaken on their behalf? 
Do you think client interest has been affected by the financial 
crisis? 


Of those respondents commenting on the overall level of client interest, four 
stated that it was low, one that it was low to moderate, with two stating that it 
was high. Five others stated that client interest varied, either by client, or by 
location. Notably 14 asset manager respondents and the voting adviser 
respondent stated that client interest had risen, with most agreeing that the 
financial crisis had played a part in this. Only one respondent indicated that there 
had been no increase in interest. Of the two pension fund respondents to this 
question, one stated that there was more interest in voting and engagement in the 
wake of the crisis, with the other stating there was no increase.  


13. Do you have any experience of potential clients asking about 
your voting and engagement activity during a beauty parade 
process? If Y, please give brief details. 


Eight asset manager respondents and the voting adviser indicated that they had 
experienced some interest in voting and engagement activity during the beauty 
parade process. However four indicated that this was where there was a mandate 
for this type of activity. A further respondent stated that the level of questioning 
was very basic. However one respondent stated that they believed this had been a 
differentiating factor in some pitches, and that they expected more public sector 
schemes to take this approach in future.   
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A total of ten respondents indicated that questions about voting and engagement 
had been included in RFPs, and a number commented that this was increasingly 
common. 


14. Approximately what proportion of clients retain voting rights 
themselves? 


As might be expected, most asset manager respondents to this question indicated 
that the large majority of clients, if not all, delegate voting authority to them. A 
small number indicate a sizeable number of clients retain voting authority. It is 
possible this is driven by US clients, as many US pension funds seek to direct their 
own voting with the assistance of a third-party voting adviser.  


Responses to this question are set out in the table below. 


Respondent 1 <1% 


Respondent 2 A significant majority delegate to the respondent. 


Respondent 3 20% 


Respondent 4 0 


Respondent 5 0 


Respondent 6 <5% 


Respondent 7 15% of DB clients 


Respondent 8 5% 


Respondent 9 0. Though some clients have chosen not to vote. 


Respondent 10 80% delegate voting authority. Some who do not 
delegate choose not to vote.  


Respondent 11 38.5% 


Respondent 12 0 


Respondent 13 <1% 


Respondent 14 0 


Respondent 15 Very few 


Respondent 16 <5% 


Respondent 17 Not uncommon for clients to retain authority. 


 


15. How do you deal with clients in pooled funds that wish to 
override your voting policy and issue their own voting 
instructions?  
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Six respondents stated that such a situation had never arisen. Of these, one stated 
that they would vote a proportion of the fund’s shares in line with client wishes, 
but another stated it was not possible to override the fund policy.  


Three respondents stated that they were able to apply client voting instructions to 
a pooled fund, though one stated that this may depend on the size of the mandate. 
Three respondents stated that clients were not able to override the fund voting 
policy.  


16. Do you use any third party voting advice services? To what 
extent do you follow their voting recommendations? 


Every respondent to this question indicated that they used or had access to one or 
more voting advisory service. The providers used are listed below, along with the 
number of respondents who reported using them. 


Most respondents stated that they used these services to inform their decision-
making, or provide background information, rather than relying on them to make 
voting decisions. However in a small number of cases it seems that provider 
voting recommendations play a significant role. One respondent indicated that 
they support approximately 85% of the recommendations made.     


ABI IVIS 9 


Asia Corporate Governance Association 2 


Corporate Library 1 


Glass Lewis 5 


Manifest 2 


PIRC  3 


Proxinvest 1 


RiskMetrics 11


Undisclosed 5 


 


17. Who makes the final decision (ie, portfolio manager, 
corporate governance manager etc) on votes? 


Of the 19 respondents giving a clear answer to this question, 11 stated that the 
final decision was taken by the corporate governance or responsible investment 
team, or an individual within it. Three stated that the decision was usually the 
responsibility of the portfolio manager. A further five suggested that there was a 
collective process involving both portfolio managers and governance staff, 
particularly in respect of active holdings or where there were controversial issues 
at hand.  
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Arguably responses to this question may give some credence to complaints from 
some companies that the views of portfolio managers invested in their stock often 
differ from those of the governance team.  


18. Do you have a procedure in place for monitoring the 
execution of voting instructions? Are you aware of occasions 
when your votes have not been cast as instructed? 


All respondents to this question indicated that they undertook some form of 
monitoring of vote execution, though this varied from ad-hoc checks to regular 
reviews. Six respondents indicated that they had experienced cases of voting 
failure, though usually these were cases of votes not cast, rather than being 
incorrectly cast. In addition respondents stressed that these were very rare 
occurrences.  


19. What procedures are in place in terms of exercising the 
voting rights of stock that has been lent? In how many 
instances over the survey period have you recalled stock for 
voting? Have your policies on stock lending changed as a 
result of the financial crisis? 


Of those responding to this question, the most common approach to recalling 
stock was to do so where there were contentious issues at the relevant company 
meeting. This approach was mentioned by nine respondents. A further three said 
that stock was recalled on an occasional basis. Two other respondents indicated 
that stock was recalled when there were concerns about how borrowed stock 
might be used. Examples given included using stock for naked short-selling, or 
having the specific intention to influence voting outcomes. One respondent said 
that it had a standing policy to recall stock in order to vote. 


Few respondents provided figured on how often they recalled stock during the 
survey period, but of those that did the number ranged from 4 times to twenty 
times.  


Five respondents indicated that policies relating to stock-lending had changed as a 
result of the crisis. Three stated that they had restricted their lending in respect of 
financial institutions, another stated that it had stopped lending altogether for a 
period but had recently restarted. Another respondent stated that the overall effect 
was that its level of stock-lending was much lower.    


20. Are you, or do you plan to become, a signatory of the United 
Nations Principles of Responsible Investment? 


Of the 22 respondents, 15 are already signatories, five are not and two are still 
considering whether or not to become signatories.  


21. How many staff (excluding marketing) are employed by your 
organisation to work specifically on i) corporate governance 
and ii) corporate social responsibility issues? 


Responses to this question are set out in the table below. 
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 Corporate 
governance 


CSR 


Respondent 1 7 14 (SRI team) 


Respondent 2 9 across responsible investment team 


Respondent 3 None solely dedicated to corporate 
governance and social responsibility 


Respondent 4 1 specifically on CG and CSR 


Respondent 5 3 


Respondent 6 3 3 


Respondent 7 19 


Respondent 8 4 1 


Respondent 9 1.5 3 


Respondent 10 23 


Respondent 11 5 4 


Respondent 12 3 1 


Respondent 13 None solely dedicated to corporate 
governance and social responsibility 


Respondent 14 None solely dedicated to corporate 
governance and social responsibility 


Respondent 15 2 2 


Respondent 16 35 


Respondent 17 2 


Respondent 18 1 3 


Respondent 19 1 1 


Respondent 20 7 3 


Respondent 21 4 1 


Respondent 22 5 plus 2 consultants 
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Conclusions 


The increased importance of ownership 


There are some encouraging signs of change in this year’s survey. For example, 
based on respondents’ reports, it does seem that there is an increased level of 
interest on the part of beneficiaries in the exercise of ownership. It may have 
taken a financial crisis to bring it about, but some clients, be they trustees or 
scheme members, are starting to ask more questions about how their service 
providers address these issues.  


In part this is no doubt due to developments in the policy world. Pension funds, 
along with their asset managers, are going to have to think about how they 
respond to the Stewardship Code. Responsible ownership is no longer going to be 
filed under the ‘nice to have’ heading on the trustee board agenda. As one 
investment consulting firm put it, no action is no option.1 Regardless of what 
drives the change, it does appear that we can expect to see more activity by both 
pension funds and their asset managers. 


Exactly how this develops going forward is an open question. The experience of 
the July 2000 amendment to the Pensions Act, requiring funds to state their policy 
on voting and the consideration of social and environmental issues, may provide 
some guide to the future. Although the expected stream of specialist SRI mandates 
never appeared, it did lead to asset managers dedicating more resource to 
governance and social responsibility issues. In essence it led to a market-wide 
increase in skills and capabilities. 


It is possible that the reaction to the ‘stewardship’ agenda will be the same. There 
could be a limited increase in discrete voting and engagement service mandates, 
but a general increase in the level of importance attached to these issues. If the 
level of client pressure on existing providers rises, this would create a spur for 
fund managers to devote more attention to ownership issues. 


The survey also shows some encouraging signs in relation to the perennial issue 
covered in this survey – voting disclosure. The large majority of respondents now 
disclose some level of voting data publicly, although this is a rather flattering 
picture compared to the asset management industry as a whole. The argument in 
favour of public disclosure has effectively been won, as it is now acknowledged as 
best practice in both the ISC’s guidance and the Stewardship Code. 


The challenge now is for the industry to accept that what is really required is full 
disclosure – all votes at all companies – in a standardised format. At present we 
are some distance from this ideal, but we are encouraged the FRC intends to 
review the issue of voting disclosure as part of its work around the Stewardship 
Code.   


 


                                                 
1 http://www.watsonwyatt.com/europe/media/2009-INV-00021-no-action-no-option.pdf  
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Variations in voting, similarities in engagement 


Turning to the data provided, once again this year’s survey provides ample 
evidence of the variation in voting stances taken by institutional investors. It is 
important to bear in mind that the items on which voting decisions were sought 
were resolutions that had attracted the highest oppose votes over the period in 
question. Although this is an imprecise way to pick ‘controversial’ resolutions it 
does yield a useful sample, and the extended period covered by this year’s survey 
has served to increase it. 


It is somewhat surprising, therefore, to see just how polarised investor opinion 
can be, even on ‘controversial’ issues. At one end a small group supported 
between 70% and 80% of all management resolutions, even in this sample of 
‘controversial’ proposals. At the other end, a small number supported less than 
40%. The picture is equally stark in respect of voting on remuneration, the issue 
over which most investors are most likely to oppose management. Whilst over 
half the sample supported less than a third of the remuneration reports on which 
votes were sought, a handful voted for over 60%.  


It is also clear that there is no great variation in the issues over which investors are 
engaging with companies. Respondents to the survey indicate that remuneration 
and issues around board structure are the most common subjects of such activity, 
indicating that votes against remuneration reports are not being used as an 
alternative to engagement with companies over pay-related issues, but in addition 
to engagement. 


As such, even taking into account engagement with companies in respect of the 
issues under consideration, the results obtained suggest that divergent voting 
outcomes derive from particular policy stances, whether consciously adopted or 
not. Some investors are simply more likely to vote for management than others, 
whether or not engagement has taken place.  


There might be valid reasons for such a stance. Some investors may see voting 
rights as of relatively little importance in the context of a full engagement process. 
Voting is clearly limited to the issues on the agenda of a particular meeting 
(although some investors do use the vote on the report and accounts to make 
points about other issues), whereas engagement may include a much fuller range 
of issues.   


Nonetheless trustees should at least be aware that such different positions exist, 
and consider whether the stance adopted by their managers meets their own 
expectations of what it means to be a responsible owner. We hope that the survey 
continues to aid trustees in making these kinds of judgments.  
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Appendix: circulation and response list 


Full responses received from: 


Aviva Investors 


Axa Investment Managers 


Baring Asset Management 


British Airways Pensions Investments 


CCLA Investment Management 


Co-operative Asset Management 


Fidelity International 


F&C Investments 


Henderson Global Investors 


Hermes Equity Ownership Service 


JP Morgan Fleming Asset Management 


Lazard Asset Management 


M&G Investments 


Newton Investment Management 


PIRC 


Railpen 


Scottish Widows Investment Partnership 


Standard Life Investments 


State Street Global Advisors 


Universities Superannuation Scheme 


 


The following investors responded to Section Two on policies and 
processes: 


HSBC 


RCM 
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These organisations failed to respond or declined to take part: 


Aberdeen Asset Management plc 


ABN Amro Asset Management Ltd 


Aerion Fund Management Ltd 


Baillie Gifford & Co 


Barclays Global Investors 


Blackrock 


Britannic Investment Managers Ltd 


Capital International Ltd 


Cazenove Fund Management 


Gartmore Investment Management plc 


Goldman Sachs Asset Management 


Insight Investment Management 


Investec Asset Management Ltd 


Legal & General Investment Management Ltd 


Martin Currie Investment Management Ltd 


Morgan Stanley Investment Management Ltd 


Riskmetrics Group 


Royal London Asset Management Ltd 


S G Asset Management Ltd 


Santander Asset Management 


Schroder Investment Management 


Threadneedle Asset Management Ltd 


UBS Global Asset Management Holding Ltd 
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A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
 
Name:  nigel turnbull 
 
Organisation (if applicable): 
 
 
 
 
Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
X Other (e.g. consultant or private individual) 
 


The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 



http://www.bis.gov.uk/consultations

mailto:clgconsultations@bis.gsi.gov.uk





Yes except when overcome by short term issues 
 
 
 
 
 
 
 


 
 
Question 2: Does the legal framework sufficiently allow the boards of listed companies to 
access full and up-to-date information on the beneficial ownership of company shares? 
 
Comments 
Yes 
 
 
 
 
 
 
 


 
 


Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share ownership for 
corporate governance and equity markets? 
 
Comments 
Boards need to agree long-term objectives for the managers of their pension schemes 
and not judge them on short term performance so that the managers can take a similar 
view about their investments 
 
 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
Regular one to one meetings 
 
 
 
 
 
 
 


  
Question 5:  Is there sufficient dialogue within investment firms between managers with 
different functions (i.e. corporate governance and investment teams)? 
 
Comments 
NO 
 
 
 
 
 
 
 


   
Question 6: How important is voting as a form of engagement?  What are the benefits and 
costs of institutional shareholders and fund managers disclosing publically how they have 
voted? 
 
Comments 
It is the ultimate sanction. Not helped if the stock has been lent to a third party 
 
 
 
 
 
 
 


 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how should it be 
addressed? 
 
Comments 
Greater transparency of information and knowing management sufficiently well to trust 
the sustainability of the results will overcome the downside 
 
 
 
 
 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term focus in UK 
equity investment decisions? What are the benefits and costs of possible actions to 
encourage longer holding periods? 
 
Comments 
An incentive through the tax system probably is the only effective way 
 
 
 
 
 
 
 


 
 
Question 9: Are there agency problems in the investment chain and, if so, how should they 
be addressed?   
 
Comments 
Do not have sufficient available information to be able to comment. Can understand 
the point being made about aligning fund managers bonuses to long-term achievement 
not short term performance 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in the role of 
fund managers, their mandates and their pay? 
 
Comments 







It would help management understand the likely stance to be taken by their 
shareholders 
 
 
 
 
 
 
 
 
 


Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ remuneration? Are 
these appropriate? 
 
Comments 
Global competition and the ability of people to move jobs together with Pay 
consultants advising Boards on industry levels and an expectancy that good managers 
should earn above the median 
 
 
 
 
 
 
 
 
 
Question 12: What would be the effect of widening the membership of the remuneration 
committee on directors’ remuneration? 
 
Comments 
It depends on the background of the members of the Committee and what information 
is being provided. There may be a need for the Committee to be independently advised 
rather than having to accept advice from outside advisers appointed by management 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account over pay? Are 
there further areas of pay, e.g. golden parachutes, it would be beneficial to subject to 
shareholder approval? 
 
Comments 







Not really given the chance but it is difficult to know how they can be without 
undermining the orderly process within a company 
 
 
 
 
 
 
 
 
 
Question 14: What would be the impact of greater transparency of directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
I believe that there should be greater transparency to enable the criteria and the 
achievement to be challenged.  
The relationship is an outcome which is dependent on the structure and whether 
employees are similarly rewarded 
 
 
 
 
 
 
 
 


Takeovers 
 
Question 15: Do boards understand the long-term implications of takeovers, and 
communicate the long-term implications of bids effectively? 
 
 
Comments 
Probably 
 
 
 
 
 
 
 


 
Question 16: Should the shareholders of an acquiring company in all cases be invited to 
vote on takeover bids, and what would be the benefits and costs of this? 
 
Comments 







Yes depending on the size being significant 
 
 
 
 
 
 
 


 
Question 17: Do you have any further comments on issues related to this consultation? 
 
Comments 
I believe that it is important for good governance within a company for the Company 
Secretary to be independent and to be appointed by the Chairman and non Executives 
and report to them. It is a key role in ensuring that non executives can operate 
efficiently and effectively and know sufficiently what is happening within the company. 
Additionally it is very important that companies recruit effective non executives  and 
that management understand their role and appreciate their contribution 
 
 
 
 
 
 
 
 


 
 


 








 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
Name:    Ben Mathews, Company Secretary 
 
Organisation (if applicable): Rio Tinto plc 
 
Address:    2 Eastbourne Terrace, W2 6LG 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
√ Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 







The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
Whilst we cannot speak for other UK boards, the nature of Rio Tinto's 
business necessarily requires the board to make high-end, capi tal intensive, 
long-term commitments to the Group’s operations and to the people and lands 
that are impact ed by our activities. Thi s commitment also lasts long aft er a 
mine has closed. 
 
The board of Rio Tinto, in fulfilling its role of providing leadership of the Group, 
has the ultimate responsibility for the management of the assets of the Group.  
The focus on large-scale, long life, globally-dispersed assets commences with 
the explora tion and evaluation phases and continues through development, 
operation and, finally, close-down and restoration of the sites. It can typically 
take 10 to 20 years from initial exploration through project evaluation to reach 
the stage of investment approval and operation.  Close-down and restoration 
of mining and downstream operations extends the life cycle of our operat ions 
even further. 
 
Because of the long-term nature of our activities, any decisions to invest 
and/or develop taken by the board inevitably has long-term consequences 
and the board takes these deci sions knowi ng t hat it has to stand by those 
decisions for decades.Thus, decisions taken could potentially have an 
impact on Rio Tinto’s reputation many years after the decision in question and 
this is something the board bears in mind. 
 
Therefore, at least so far as Rio Tinto is concerned, the board very much has 
a long-term focus. 


 
 







Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
A key  tenet of good governance is regular shareholder engagement.  I t is 
impossible to engage without being able t o iden tify who those  shareowners 
are.  In the UK, the statutory process which exists under section 793 of the 
Companies Act 2006 gives companies the opportunity to identify beneficial 
shareowners on request by issuers or their agents.  The process is typically 
used to identify larger shareowners so that engagement may take place.   
 
The process is subject to delay as a result of the practical  difficulties of  
identifying ownership through the custodial chain.  These delays necessar ily 
result in some disclosures being out-of-date by the time they are received.  I t 
may not, however , be possible to improve the process without significant 
systemic changes. 
 
In Rio Tinto’s case, the ability of the company to identify its beneficial owners 
is i n pract ice restricted since there are beneficial holders of shares resident 
outside of the UK and they will not always be capable of identification. 
 
Rio Tinto notes that the Stewardship Code aims to enhance the quality of 
engagement between institutional invest ors and companies but it does not 
address increased transparency on the beneficial ownership of company 
shares.   


 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
The changing nature of UK share ownership and the increasingly international 
nature of  our shareholder base (US, UK , A ustralian, and Asian Sovereign 
Wealth Funds) has led  to many conflicting needs from shareholders who are 
often from differing jurisdictions.  For example, with reference to capital 
allocation, there are conflicting requirements from shareholders: the 
Australian cont ingent expresses a preference for further investment in value 
adding growth whilst some UK investors are suggesting that share buybacks 
or a special dividend would be preferable. 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
Face-to-face m eetings between major institutional shareholders and the 
Chairman / CEO / CFO remain the most effective form of engagement. The 
Annual General Meeting is the best forum to engage with retail shareholders. 


  
 
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
The level of interaction between managers in different functions differs widely 
among investment  firms. For some, corporate governance and sustainable 
development are ‘back office’ functions and play a minor, if any, role in capital 
allocation decisions;  for others, they are integral to the decision making 
process.  
 
Rio Tinto believes that investment decisions which take into account 
sustainable development and governance criteria are generally more soundly 
based and are more likely to have tak en into consid eration a wide array of  
risks. 
 
On this basis, Rio Tinto believes that investment firms which approach 
financial and other risks in an integrated manner may have a competitive 
advantage against their peers. If so, the market should drive relative 
performance in this direction over time. 


   







Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
Voting by shareholders is the ultimate sanction and could therefore be viewed 
as the final stage in a company’s engagement with its shareholders.  Rio Tinto 
believes the vot ing outcomes in general meeting ultimately ref lect the qualit y 
of engagement between the company and its shareholders.  However, even if 
an effective engagement programme wi th key  investors  is implemented and 
the Company’s strategy is del ivered and underlying performance is sound, it  
does not au tomatically follow that  these same investor s will vote all  of their 
shareholding at the general meeting: voting is regrettably considered to be  
unimportant by some investors particularly when a company is doing well.  In 
addition, a company may experience instances of unhelpful influence, as Rio 
Tinto has, exerted through neutral voting or abstentions.  When a company is 
performing less well or is failing in the delivery of its strategy, shareholders will 
be much more inclined to take clear, decisive action.  This is ultimately 
expressed in negative voting  for shareholder resolutions.  This is entirely 
democratic and supports the vi ew that  investors with wide-ranging portfolios 
do not always have the time or resource available to them to vote shares at a 
general meeting of a company the performance of which has been 
satisfactory.  Their attention and resource  is justifiably focused on poor 
performers.   
 
Nonetheless, for Rio Tinto,  genuine engagement with int ernal and external 
stakeholders who are affected by, or have an interest in, what we do is a 
critical element of  successful business practice and, accordingly, Ri o Tinto 
undertakes an ongoing engagement with its inves tors. The prime benefit is a 
mutual understanding of objectives.  In addition, the risk of surprises in voting 
outcomes is reduced.  Nothing in the Stewardship Code will affect the 
continuation of Rio Tinto’s active engagement policy. 
 
With the gradual embracing of the Stewardship Code, inves tors will, possibly 
reluctantly, begin to disclose their voting practices publicly.  Rio Tinto believes 
that public disclosure by institutional shareholders and fund managers of how 
they vote is sound governance.  It demonstrates the fulfilment of their dut y to 
their client, the underlying investor, through the exercise of their right to vote.  
Greater levels of  disclosure of voting by institutional investors can encourage 
increased engagement with companies and may c reate “peer pressure” on 
other professional investors to vote and disclose.   For the company, as noted 
above, it is a useful indicator of investor sentiment.   


 
 







Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
Market participants have different investment horizons, from seconds to 
decades. Some commentators argue that short- termism in  equity market 
deflects invest or focus from the purpose of investing which is t o generate 
long-term wealth from f inancing companies. Others argue that short-termism 
creates equity market volatility and in turn uncertainty, risks which are likely to 
discourage long-term investors.  However, we consider that short-termism is 
not necessarily a problem.  The key question is whether t he market makes 
available capital f or new opportunities and provides a liquid and low cost 
trading platform. There is evidence that it does perform these functions.  
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Investment firms with different mandates and time horizons should not be 
incentivised to adjust their holding periods by government int ervention; this 
should be  an investment decision. For retail investors, who can suffer 
disproportionately from charges, it may be worth considering  reducing  or 
removing capital gains tax for extended holding periods.   
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
Yes.  The  investment chain can be complex. Beneficial owners of an 
investment may include pension fund trustees, mutual and life assurance 
funds, who in turn represent individual p ension fund beneficiaries, unit trust 
and other policyholders. Custodial chains can make it difficult for the 
company to identify the investor and the ability of investors to remain hidden 
is a barrier to shareholder engagement by the company.  
 
Problems arising from having large numbers of  participants in the ownership 
chain include differing priorities to voting; lack of transparency and 
accountability in the voting process, lost votes and a degree of short-termism 
amongst some investors e .g. hedge funds.  These problems may result in 







discouraging certain boards from taking a longer term view.   
 
For Rio Tinto, the issues are more of transparency and engagement.  
 
The Stewardship Code published by the FRC in July 2010 goes some way to 
addressing such issues by setting standards which require institutional 
investors to have a clear policy on voting and to disclose voting activity, 
including regular reporting to their clients or others to whom they are 
accountable, and requiring them to engage with investee companies.  
However, the application of the Code is not mandatory and we have yet t o 
see how it is applied. 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
The role of fund managers is usually explained clearly enough by investment 
firms, which market their investment performance, their strategy and the 
quality of their investment professionals as sources of competitive advantage. 
However, we consider that there is some benefit to be derived from greater 
transparency in this area.   
 
We believe that if there was greater transparency for investors of  the 
remuneration of portfolio managers, then investors would be in a better 
position to judge whether they were being rewarded appropriately for meeting 
those objectives.   
 
Fees charged by investment firms and the impact these can have on long run 
returns should be transparent, particularly for retail investors. Transparency 
has the collateral benefit of showing how modest, comparatively speaking, the 
salaries of these in industry actually are. 


 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
The incidence of pluralist boards, increasingly global companies and the 
resulting need for leaders who have the right blend of  skills and international 
experience to drive the delivery of  the company’s strategy necessitates 
market-competitive remuneration practices.    







 
The main reasons for increases in directors’ remuneration are the increasing 
calls on their time arising from the need for training, travel and site visits, 
additional duties imposed by legislation and good practice, greater liability and 
consequent risk of reputational damage.  
 
Additional f actors f or Rio Tinto’s directors is t he structural complexity of the 
Group and the regulatory compliance obligations associated with its three 
main stock exchange  listings in  the UK, Australia and the US, which add 
further challenges. 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
Remuneration packages for directors should be designed to attract, retain and 
motivate directors of the quality required to run the company successfully 
without paying more than would be necessary to do so. 
 
It is important t o have a remuneration committee which comprises individuals 
who have comprehensive knowledge and understanding of remuneration 
issues.  Rio Tinto in particular believes in the merit of  a remuneration 
committee which consists of diverse and independent non-executive directors 
who are able to draw on experience outside the Group in order constructively 
to chall enge and  help develop proposals submitted b y management (which 
are often heavily influenced by remuneration consultants).   
 
Rio Tinto is not convinced that extending the membership of the remuneration 
committee to, say, employee-nominated members, would address the issue of 
influence by remuneration consultant s on the remuneration policy of  quoted 
companies, which is more likely to be achieved  by a membership of 
experienced and independent non-executive directors. 
   
Widening the membership of the committee to employee-nominated members 
may hamper the process of determining the appropriate remuneration 
package for directors.  Whereas committees comprised of independent 
members enjoy the benefit of  impartiality, committees with  employee-
nominated members may have a narrower focus.  


 
 







Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
We would not welcome further intrusive regulation of executive remuneration. 
 
The means exist already for shareholders to be able to hold com panies to 
account over pay via their vote on Directors’ Remuneration Reports.  Although 
the vote is not binding, it is highly significant for companies, especially for Rio 
Tinto which is required to put the Directors’ Remuneration Report to 
shareholder vote both in the UK and in Australia.  An adverse vote may result 
in negative media coverage and growing dissatisfaction of  shareholders and 
institutional investors if the root cause is not seen to be addressed. In 
addition, the company could face further adverse votes, possibly affecting the 
re-election of directors, and may ultimately suffer a negative impact on the 
share price.  
 
In addition,  Principle D.2.4 of the UK Corporate Governance Code provides 
that shareholders be invited to approve all new long-term incentive schemes 
and significant changes to existing incentive arrangements.  Rio Tinto enters 
into formal and early dialogue with its major shareholders on proposed 
changes to existing remuneration arrangements for executive directors or the 
introduction of new ones. The consultations are well-received and 
demonstrate the value of engagement with shareholders. 
 
A company cannot  offer “golden parachutes” as the Companies Act 2006 
prohibits a payment for l oss of office to a director unless the payment has 
been approved by shareholders. Rio Tinto does not believe  that obtaining 
shareholder approval for any  other areas of pay  such as “golden hellos” or 
“golden handcuffs” is a workable concept.  For example, it would be 
impractical f rom a business perspective to recruit an individual and agree a 
joining bonus / incentive arrangements conditional upon a shareholder vote. 
 
Rio Tinto would not support  any form of  blanket requirement to seek 
shareholder approval for directors’ or key executives’ pay.  Limiting the 
proposal of such resolutions to the annual  cycle of AGMs  would limit the 
Group’s flexibility to hire individuals as required, whilst calling additional 
general meetings would incur additional expense.  Proper and early  dialogue 
with shareholders is the preferred solution. 


 
 







Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
Rio Tinto believes that remuneration reports, prepared in accordance with the 
provisions of the UK Corporate Governance Code and applicable 
remuneration regulations and corporate governance guidelines, already 
provide sufficient transparency of directors’ pay in the areas specified above.  
This being the case, Rio Tinto does not believe that  greater disclosure would 
be of further benefit. 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
In Rio Tints’s view, boards of listed companies do understand the long-term 
implications of takeovers, not least because their members are generally 
intelligent people with broad and relevant business and financial experience.   
 
The duty of the board is to act in the company’s best interests, the company 
being, for this purpose, its shareholders, present and future.  Generally, a  
board will have regard to a large number of  constituencies (employees, 
customers, suppliers, relevant governments and regulatory authorities among 
them) when car rying out  i ts duties.   Where the company is on  the receiving 
end of  a takeover bid however,  while the board will take other factors into 
account in deciding whether or not to recommend the bid, at the end of the 
day value will be the overriding consideration and the decision of the board to 
recommend the bid or not will ultimately come down to value. 
 
 







Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
We assume the question is referring to acquiring companies incorporated in 
the UK only and not  those incorporated overseas – i t would be inappropriate 
(and indeed not feasible) for UK law to seek to afford protections 
extraterritorially to the shareholders of overseas offerors. 
 
In relation to UK incorporated offerors, it is Rio Tinto’s view that a requirement 
that the acquiring company’s shareholders must give their approval  to a 
takeover bid is unnecessary , at least where the transaction is not significant.  
It is the funct ion and responsibility of  the board to set strategy and direction 
and to hold management to account.   It is not for shareholders t o seek to 
determine strategy or to run the company themselves.  There is an argument 
that, where the transaction concerned is sufficiently significant, shareholders’ 
approval should be sought and this is the approach taken by the FSA (as the 
UKLA) in relation to companies that have a  premium listing in the UK.   Such 
companies are required by Chapter 10 of the Listing Rules to seek 
shareholder approval before undertaking certain transactions, including a bid 
for another company  if the transaction is, using percentage ratios resulting 
from the application of the class tests set out in the annex to Chapter 10, over 
a certain size relative to the acquiring company.  The refore, i f the acquiring  
company has a premium listing in the UK and the Listing Rules so require, the 
shareholders of the acquiring company  wi ll already be asked to  vote on the 
takeover bid.  Where the acquiring company has  a premium listing but no 
shareholder approval is required by the Listing Rules, this is because the 
transaction is not sufficiently significant.  We can expect all takeovers, 
whatever their size, to be given full and careful consideration at board level on 
an economically rational basis.  To require a vote in all circumstances will 
increase the costs to a company of doing business and this seems to be 
unnecessary particularly where the transaction concerned is not material. 
 
 







Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
This consultation addresses a number of issues which have been covered by 
other recent consultations and some co-ordination between the different 
bodies calling for evidence or comments might have led to there being 
appreciably less overlap.  So f ar as the future is concerned, it  may make 
sense to allow time for the impact of proposals or developments resulting from 
these consultations to be assessed properly before further consultations are 
published. 
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SAY ON PAY: SIX YEARS ON 3


Executive summary


If shareholders need a vote on one
issue, it is executive remuneration;
as Sir Adrian Cadbury, author of
the 1992 Cadbury Report on UK
Corporate Governance: 
“Financial Aspects of Corporate
Governance”, observes:    


“Say on pay promotes dialogue
between investors and boards
and encourages investors to
engage with boards on a readily
understandable issue, where 
interests may conflict. It is also a
litmus test of how far boards are
in touch with the expectations of
their investors.”


Shareholders in UK companies
have had a mandatory resolution
to enable them to vote on a 
company’s remuneration policy
since 2002. Shareholders in US
companies are beginning to have
experience of the same resolution,
so-called ‘Say on Pay’, with the
expectation of the introduction 
of legislation to require US 
companies to provide their 
owners with a vote on the 
compensation of their executives.


The discipline of going through
the annual vote process, from the
perspective of both companies
and investors, is a valuable one. 
It enriches the understanding that
investors have of companies due
to the importance of remuneration
within corporate governance risk
analysis. It has required investors
to develop expertise on pay 
structures, and this enhances 
both the quality of corporate 
governance evaluation 
undertaken, and the overall 
engagement with companies.
Without doubt, the pay vote 
has created a challenge for 
investors, as it provides an extra
resolution at each company on
which they have to decide their


voting position. In addition, there
is a responsibility on investors to
ensure that they inform 
companies of the reasons why
they have voted a certain way 
on the remuneration report 
resolution.


Essentially ‘Say on Pay’ is part of a
larger corporate governance
process, and not an end in itself. 
It can provide a good insight into
the relationship of board members
with each other and how much
ownership the remuneration 
committee has over the 
compensation process. If a chief
executive answers questions from
shareholders on compensation
matters, one must question
whether it is the remuneration
committee which owns that
process or whether it is the chief
executive who is the ultimate 
decision maker. Such observations
have wider implications for the
underlying governance structures
of a company. 


The question of how shareholders
can engage more effectively with
the businesses that they own over
issues of remuneration is not a
straightforward one. However,
with over six years of experience
in dealing with a statutory 
advisory vote on remuneration,
shareholders in UK companies 
can provide valuable lessons for
the US market. Increasingly, with
the globalisation of investment
mandates, investors in UK 
companies are also investing in 
US companies, and will use the
analytical techniques and 
experience gained from the UK
when assessing Say on Pay 
proposals at US companies. 
Furthermore, investors with no 
experience of assessing Say on
Pay proposals can learn valuable
lessons from the UK experience. 


In this paper, we discuss the 
impact the advisory vote on 
remuneration has had in the UK in
terms of:


a) remuneration levels;  


b) the relationship between 
shareholders and companies; 


and 


c) the importance of 
remuneration as an indicator of 
the governance structures that 
underpin a company. 


Introductory Section considers the
concept of ‘Say on Pay’ in the US
market, and considers the other
markets where shareholders do
have a vote on remuneration.


Section 1 looks at the events in
the UK in the lead up to the 
remuneration vote being 
introduced in 2002.


Section 2 considers what the vote
sought to achieve in the UK.


Section 3 looks at the vote in
practice in the UK and the reasons
why shareholders vote against the
remuneration resolution.


Section 4 evaluates the impact of
the vote on executive pay overall.


Section 5 considers whether the
vote in the UK has met its 
objectives. 


Section 6 concludes, and considers
the remuneration report vote in
the context of: 


i) Pay for performance;
ii) Rewards for failure;
iii) Empowering remuneration


committees; and
iv) Shareholder activism. 


Section 7 poses considerations for
UK investors in terms of the 
experience of the last six years,
and going forward.  
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4 SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE


1) The US debate
The expected implementation of
an advisory vote on compensation
at US companies comes at an 
important juncture in the debate
about corporate governance in the
USA, and globally. By extension,
the responsibilities and actions of
both shareholders, as principals,
and board directors, as their
agents, are under much scrutiny.
The politicisation of the debate
around executive remuneration,
amidst the perception of a 
fundamentally flawed bonus 
culture and public hostility to
banking executives, has only
strengthened the need for a 
shareholder vote on compensation
- a move that we believe will serve
to enhance the rights of investors
in US companies. 


On 31 July 2009, the House of
Representatives voted 237 to 
185 to approve the Corporate and
Financial Institution Compensation
Fairness Act of 20091, which 


includes a proposal to give 
shareholders of US companies an
advisory vote on compensation.
At the time of writing, the bill had
been referred to the Committee
on Banking, Housing and Urban
Affairs in the Senate.


In February 2009, as part of 
President Barack Obama’s 
initiatives to curb executive pay, it
was announced that companies
participating in the capital access
programs could waive the imposed
compensation limit cap of
$500,000 “only by disclosure 
of their compensation and, if 
requested, a non-binding ‘say on
pay’ shareholder resolution.”2


This is an interesting quid pro quo.
The message seems to be that 
giving shareholders a vote on 
remuneration is a sign that a 
company will adopt responsible 
remuneration policies and does
not need the cap imposed. 
Effectively, the waiver of the cap
can be taken to imply that the


vote itself acts as a deterrent to
egregious pay practices. 


On 6 April 2009, in her speech 
to the Council of Institutional 
Investors Spring Conference in
Washington, Mary Schapiro, 
Chair of the Securities and 
Exchange Commission (SEC),
identified the areas of governance
reform that would be the focus of
the SEC’s immediate agenda. 
On compensation, Schapiro 
commented that improved 
disclosure “is letting a company's
owners know how their managers
and directors ensure that 
compensation does not drive 
inappropriate risk-taking.” 
She referred to a report from 
the Financial Stability Forum3,
which stated three principles for
"sound compensation practices" 
– (i) effective governance of 
compensation; (ii) effective 
alignment of compensation 
with prudent risk taking; and 
(iii) effective supervisory oversight


President Barack Obama, 
4 February 2009


“This is America. We don’t 
disparage wealth...But what gets
people upset – 
and rightfully so – 
are executives 
being rewarded 
for failure. Especially 
when those rewards 
are subsidised by US 
taxpayers.”


Introduction


1 Corporate and Financial Institution Compensation Fairness Act of 2009 (H.R. 3269) http://www.govtrack.us/congress/billtext.xpd?bill=h111-3269.
2 ‘Remarks on the Economy and Executive Pay,’ 4 February 2009, Washington, D.C.
3 ‘Principles for Sound Compensation Practices’, Financial Stability Forum, 2 April 2009.
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and engagement by stakeholders.
It is within this “oversight” role for
shareholders that having a vote on
pay comes to the fore. 


Commonly referred to as “Say on
Pay”, we believe that the advisory
vote on compensation is part of a
larger corporate governance 
reform exercise that is needed in
the USA. Together with proxy 
access and underpinned by 
majority voting, Say on Pay will 
be an important factor in 
modernising the shareholder 
experience of investing in US 
companies. Given the scrutiny
within which compensation is 
now regarded, the voices of 
dissent on Say on Pay are 
becoming increasingly diluted. 
As investors with several years of
experience in the UK market,
which introduced legislation on
giving shareholders a vote on 
pay in 20024, we believe that
these reservations are misplaced.
Some opposition may stem from 
a misunderstanding of how the 
UK regime operates and we 
hope that this paper provides a
comprehensive overview of the
UK experience to inform the 
debate about Say on Pay in the 
US market.   


By the middle of this year’s US
voting season, it was obvious the
extent to which Say on Pay is 
now part of the US corporate 
governance landscape:


• AFSCME reported that, as at 
4 May 2009, of the 29 Say on
Pay shareholder proposals that
had been voted on since the
start of the 2009 proxy season,
which asked companies for a
vote on compensation, 10 
received a majority of the votes
cast, out of for and against
votes, and the average vote
across these ten proposals was
46%; and it was expected that
around 80 Say on Pay 
shareholder proposals would 
be voted on in 2009.5


• On 5 May 2009, California
State Teachers Retirement 
System (CalSTRS) launched
their ‘Principles for Executive
Compensation’ which set out
model guidelines that they 
considered their investee 
companies should follow. 
CalSTRS requested 300 of its
portfolio companies to develop
these comprehensive executive
compensation policies and to
allow shareholders an advisory
vote on these policies6. 


• On 7 May 2009, Senator
Charles Schumer announced
plans to introduce a corporate 
governance based bill called 
the Shareholder Bill of Rights
Act 2009, which, amongst 
other enhancements to their
ownership rights, would give
shareholders a vote on 
executive pay. The bill’s aim is
clear: “to prioritise the long-
term health of (their) firms and
their shareholders”7. 


In fact, there have been 
ruminations about Say on Pay in
the USA for some time and when
AFLAC announced, in February
2007, their intention to give 
shareholders a vote on pay8, this
represented a watershed in terms
of US corporations’ general 
intransigence in providing their
shareholders with a vote. The 
inaugural vote took place at
AFLAC’s 2008 annual general
meeting where 93.1% of the
votes cast supported the 
resolution.  


In March 2007, Congressman 
Barney Frank, Chairman of the 
Financial Services Committee, 
introduced the “Shareholder Vote
on Executive Compensation Act”
in the House of Representatives.
This proposed giving shareholders
of US public companies an 
annual non-binding advisory vote
on executive compensation 
packages, as well as an additional
non-binding advisory vote if the


company awards a new golden
parachute package whilst 
simultaneously negotiating the
purchase or sale of the company9.
On 20 April 2007, this legislation
was passed in the House of 
Representatives by a vote of 
269-134. The very same day, 
then Senator Obama supported 
enactment of Say on Pay through
his introduction of a companion
bill in the Senate, which required a
shareholder advisory vote on 
executive compensation. In 2008,
in addition to AFLAC, five other
companies gave their shareholders
a vote on remuneration and all
resolutions received over 90%
support, except the vote at 
Jackson Hewitt Tax Services, which
only received a slim majority of
53.6%.


Say on Pay is becoming a reality;
and compensation has proved to
be the dominating feature of the
2009 US proxy season, with 
increasing numbers of proposals
on ‘Say on Pay’ either filed by 
investors or provided by 
companies to their shareholders.


In addition, there are ramifications
from the US government’s 
intervention in the financial sector.
555 US financial institutions 
received capital infusions via the
US Treasury's Capital Assistance
Program, a bank-share purchase
program intended to restore 
confidence in banks and get them
to lend10. This program is funded
with $250 billion of the $700 
billion Troubled Assets Relief 
Program authorized by Congress
in October 2008 via the 
Emergency Economic Stabilization
Act. One of the conditions of 
participation was restrictions on
the compensation paid including:
an annual advisory vote on 
compensation presented to 
shareholders; limits on 
compensation; a provision for the
recovery of bonuses and awards
for the top named executive 
officers (NEOs), and the next 20


4 ‘The Directors Remuneration Report Regulations 2002’, Statutory Instrument 2002 No. 1986
5 ‘Say on Pay Shareholder Proposals Garner Record Support During Tumultuous Shareholder Season’, 4 May 2009. Note that AFSCME filed the 


first shareholder proposals on giving shareholders a vote on pay in the USA.
6 ‘CalSTRS Guidelines offer Substance on Executive Pay’, 5 May 2009 (www.calstrs.com)
7 ‘Support the Shareholder Bill of Rights Act 2009’, letter from Senator Charles Schumer, 7 May 2009.
8 ‘Aflac Adopts Non-Binding 'Say On Pay' Shareholder Vote’ 14 February 2007
9 http://financialservices.house.gov/ExecutiveCompensation.html  
10Participants in Government Investment Plan: http://online.wsj.com/public/resources/documents/st_BANKMONEY_20081027.html
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most highly paid executives if 
the awards were based upon 
inaccurate statements; and a 
prohibition on 'golden parachutes'
severance awards for the NEOs
and the next five most highly paid
executives.


2) Learning from other markets
This paper will explain the
processes behind the remuneration
report regulations that exist in the
UK, which can serve as a model
for the US and other countries
considering the introduction of 
a vote on remuneration. Whilst
the differences between the
institutional landscapes of the 
US and the UK are well-known,
this does not render the UK 
experience as irrelevant when 
considering the US model.
However, the vote on 
remuneration is not unique to 
the UK; in fact, it is becoming 
a feature of governance models 
in many other countries. 


In Australia, shareholders have 
had a vote on pay since 2005, 
introduced under the Corporations
Act 2001 (Section 250R). 
The Australian experience was 
recently reviewed by the Business
Roundtable in Australia, and
Charles Macek, the chairman of
the remuneration committee at
Telstra, Australia’s major telecoms
provider, observed: “I think that
what we are hearing is that 
communication with the 
institutional shareholders has 
actually improved as a direct 
consequence of the remuneration
report and I think that’s been
without a doubt the major positive
that’s come out of that”11. 


In Europe, Sweden and Holland
have a binding vote on executive
pay and further to their initiatives
in Switzerland, shareholder group
Ethos (http://www.ethosfund.ch/)
has had success in getting some
major Swiss companies to enable
their shareholders to have a 
remuneration vote (UBS, Credit
Suisse, ABB and Nestle SA) and
legislation is currently under 
consideration by the Swiss 
parliament. Other countries are
also experiencing companies 
putting their pay to a shareholder
vote of their own volition 


(Denmark, Finland and Canada).
Shareholders in these markets are
rising to the challenge of Say on
Pay. For example, in April 2009,
the Canadian Coalition of Good
Governance (CCGG) announced
the development of an 
“Engagement and Say on Pay”
policy 12 which encourages 
shareholders to engage with 
companies on any concerns
around the remuneration policies.
In its statement, CCGG said that 
it “regards ‘Say on Pay’ 
shareholder advisory resolutions 
as an important part of [this] 
ongoing integrated engagement
process between shareholders and
boards”; clearly, an expected 
outcome of having the vote on
pay is envisaged as an 
enhancement to engagement
processes.


However, the UK provides the
largest sample of data and 
anecdotal evidence of the 
experience of having a ‘Say on
Pay’. This paper sets out the 
background to the introduction 
of the vote and we explain some
of the experiences of the 
UK in terms of having the vote.
We hope that this paper will dispel
some of the myths around the 
UK experience that are being 
used in the USA to downplay the
significance, and achievements, 
of having a vote on compensation
issues. This paper should be read
as a contribution to what sort of
structures should be in place to
allow investors in US companies 
a proper voice in the debate on
executive compensation. 


But first, it is always helpful to go
back to basics so let us remind
ourselves what the purpose of
compensation is, and why 
shareholders have an interest in 
it. One definition of the word
‘compensate’ is as follows: 


“To make satisfactory payment 
or reparation to; recompense or
reimburse.”13


Compensation is money provided
by the members of a company to
remunerate the agents elected by
the owners of the company, to
provide safe and profitable 
stewardship over the assets of the


principals. These principals are, 
ultimately, the beneficiaries of
pension funds and other savings
and investment schemes managed
by institutional investors. It seems 
unequivocal, then, that 
shareholders should have an input
into the process. This takes us to
the crux of the matter; having a
vote is not about shareholders
having control over the process;
what it is about is shareholders
having input and influence over
the process and for approving the
compensation structures that are
in place. This is a subtle, but very 
important, difference.


But why all this focus on 
compensation?


It is fair to observe that the 
corporate governance debate
sometimes appears dominated by
remuneration issues. After all,
there are many other aspects of
corporate governance (shareholder
rights, audit issues, board structure
and independence), that make up
the corporate governance risk 
profile of a company. However,
given the current economic 
climate, the focus on remuneration
has only increased.


There are other reasons, apart
from society’s general concern at
high levels of executive pay, why 
remuneration is a fundamental
focus for corporate governance.
Many shareholders take 
remuneration as a proxy for the
wider corporate governance
strengths and weaknesses of the
company. If there is confidence
that compensation plans facilitate
true alignment between the 
interests of directors and 
shareholders, this may assure
shareholders that other 
governance structures are in 
place and are working effectively.
For some fund managers, 
remuneration is also often the 
one corporate governance issue
that they will take a stance on.
Whilst they might not necessarily
take a view on quantum, they 
are very keen on alignment of 
directors’ interests with those of
shareholders and have used the
remuneration vote as a way to
raise concerns about any 
perceived lack of such alignment. 


11Business Spectator/Mercer Roundtable, 3 February 2009  http://www.businessspectator.com.au/
12http://www.ccgg.ca/media/files/guidelines-and-policies/engagement-and-say-on-pay/CCGG%20SOPP%20Final.pdf
13http://www.thefreedictionary.com 
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The context
In the UK, the onus is very much
on investors to provide oversight
of companies in respect of 
corporate governance issues. 
The Directors’ Remuneration 
Report Regulations 2002 are a
good example of how investors
have been encouraged by the UK
Government to influence 
corporate behaviour. Prior to the
regulations being introduced in
2002, the first reference to a
shareholder vote on remuneration
could be found in the 1948 
Companies Act, Table A, where it
is stated that:


“The remuneration of the 
directors shall from time to time
be determined by the company in
general meeting.”14


Looking back at the history of the
remuneration question in the UK,
a report by PIRC in 199315 noted
that appeals for pay restraint by
directors had been made at that
time by the Prime Minister, the
CBI and the Archbishop of 
Canterbury. Issues included large
golden handshakes, the structure
of executive share option schemes
and underlying pay increases that
were outstripping inflation, 
company performance and general
wage levels. 


In 1999, the Department of Trade
and Industry (DTI) - now the 
Department for Business, 
Innovation and Skills - appointed 


PricewaterhouseCoopers (PwC) 
to monitor compliance by listed
companies with the best practice
framework on directors’ 
remuneration set out in the 
Greenbury Code of Best Practice
and the Combined Code16. It is
somewhat telling that only five per
cent of companies analysed during
that period disclosed, even in
broad terms, how performance
measures related to long-term
company objectives. Only seven
of the 270 companies monitored
by PwC chose to put forward the
remuneration report for 
shareholder approval at the annual
general meeting, as recommended
by the 1995 Greenbury Report17. 
As a result of the PwC report, the
Government announced that it
would be consulting on a number
of possibilities for creating “an 
effective and more focused way in
which shareholders could influence 
directors’ pay”.18


In 2000, much of the year was
spent waiting for the 
Government’s response to its 
consultation document issued in
July 1999. This floated various
ideas for improving shareholder
oversight of the remuneration-
setting process along with 
proposals to improve reporting. 
As frustration grew amongst
shareholders over the slowness 
of the Government to report the
outcome of its July 1999 
consultation exercise, in the 
absence of any initiative from the


DTI, various investor groups took
matters into their own hands. In
March 2001, PIRC wrote to all
800 companies within the 
All Share Index asking them to put
forward a voluntary resolution
seeking endorsement for 
remuneration reports and 
notifying them that PIRC would be
advising clients to vote against
senior members of remuneration
committees where no such 
resolution was forthcoming. A few
weeks later, a group of investment
managers, co-ordinated by 
Hermes, wrote to companies 
with a similar request, suggesting
also that they might propose a
shareholder resolution on the 
matter at recalcitrant companies.
Approximately 10% of FTSE100
companies complied19.


Finally, the Directors 
Remuneration Report Regulations
(DRRR) came into force on 
1 August 2002 and applied to
companies' financial years ending
on or after 31 December 2002.
The DRRR set out what was 
required of the remuneration 
report within the reporting 
documents of a company, and also
introduced a mandatory annual
vote for shareholders on the
remuneration report for listed 
companies, in advisory form.
Listed companies are required to
put their remuneration report to
shareholders in general meeting as
a separate resolution. At the time
the regulations were introduced,
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1 The UK Say on Pay experience: 
the context and trends prior to 
the vote


14 1948 Companies Act, First Schedule, Table A, Part 1:“Regulations for Management of a Company Limited by Shares, not being a Private 
Company” Section 76 (http://www.companieshouse.gov.uk/about/tableA/comm1July48CoAct1948_P1.pdf)


15 “Directors’ Remuneration”, PIRC Limited, London, 1993. 
16 “Monitoring of Corporate Governance Aspects of Directors’ Remuneration” produced by PricewaterhouseCoopers for the DTI (1999)
17 “Directors’ Remuneration: Report of a Study Group chaired by Sir Richard Greenbury”, 17 July 1995.  
18 Speech by Stephen Byers, then Secretary of State for Trade & Industry, to the ABI and NAPF Seminar on Institutional Investors and the 


Competitiveness of British Industry, 19 July 1999.
19 PIRC Proxy Voting Review 2002, p.21
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the Government made it clear that
whilst it did not currently intend to
regulate in this area, it would do
so if necessary. In its response to
the Trade and Industry Select
Committee’s 16th Report of 
Session 2002-03, on “Rewards for
Failure”, the Government stated
that whilst it recognised best 
practice was the “preferred 
option” and that “legislation was
considered an inappropriate route
which would create unnecessary
complexity and uncertainty as well
as significant regulatory burden”,
there are consequences should the
voluntary approach fail: ”the 
Government will be monitoring
the position closely and, if need
be, will not hesitate to take the
appropriate action”.20


It is important to understand not
only the political and social 
context that led up to the 
implementation of the 
remuneration report vote 
requirements but also the practice
undertaken by companies which
fuelled the concern and the need
for a vehicle to allow shareholders
a stronger voice on remuneration
issues.


Here are some key examples:


At the turn of the millennium,
British Airways angered 
shareholders by paying their 
departing chief executive, Robert
Ayling, compensation equating to
approximately 400% of base
salary. Possibly in light of the 
controversy, the remuneration 
policy was put to a shareholder
vote at the company’s next AGM.
In the same year, as the proposed
merger between Glaxo Wellcome
and Smithkline Beecham gained
momentum, both companies were
subject to shareholder scrutiny
over the terms of the executive 
directors’ share plans, which 
allowed accelerated vesting in the
event of a merger such that
awards that were not eligible for
vesting on the merger date would
become so. As a result, at 
Smithkline Beecham Group, an
award worth approximately 20
times salary was granted to the
chief executive. PIRC therefore


recommended opposing the 
election of both chairmen of 
the respective remuneration 
committees. 


In 2001, a £2.5m payout to 
directors at Royal Bank of 
Scotland, following the NatWest
takeover, provoked a 17% vote
against the chairman of the 
remuneration committee, 
Sir Angus Grossart. 


This was eclipsed by the level of
shareholder protest at Schroders,
where the board tabled a 
resolution seeking approval for a
payment of £5 million to the 
departing chairman and ex-chief
executive, Sir Win Bischoff. The
group compensation committee
deemed the award a reflection of
his outstanding contribution 
during the group’s development
and success over a 16-year period.
However, shareholders questioned
whether such a discretionary 
payment was justified given that
company growth under Sir Win’s
guidance had been reflected in
salary and previously established
bonus and incentive schemes in
which he had participated and
been incentivised by. Coming after
the sale of its investment banking
business, many shareholders were
dismayed by another transaction
bonus which 40% of the non-
family shareholders voted against. 


Similar to prior shareholder protest
at Smithkline Beecham, in 2001
Billiton’s merger with BHP was
overshadowed by concerns about
the automatic vesting of share 
options, irrespective of whether
performance targets had been
met, on the completion of the
merger.


During 2002, 30% of companies
put their remuneration reports or
policies for shareholder approval,
up from 8% in 2001 and 3% the
year before. These proposals were
more prevalent among larger 
companies with 44% of FTSE100
companies bringing forward a 
resolution, compared to 17% of
Small Cap companies.


For the first time in the UK, in
2002, two companies were forced
to withdraw or amend their 
proposed share option schemes
due to the level of opposition. 
The first of these was Prudential
which, despite a prior consultation
process, attracted 41% opposition
for an overly complex scheme
which could have paid the chief
executive, Jonathan Bloomer, an
award of between £3m and £6m
(estimates varied) and around
90% of his salary for median 
performance. (PIRC’s proxy voting
analysis had highlighted Prudential
and advised opposition to 
shareholders.) Given Prudential’s
role as an institutional investor 
of note, the scheme was also 
portrayed as setting a benchmark
of acceptability for other 
companies. In the face of 
opposition fromvarious fund 
managers and other insurance
companies, Prudential backed
down the day before the AGM
and withdrew the share scheme. 


A week later, Selfridges amended
its share scheme proposals in 
response to a Local Authority 
Pension Fund Forum campaign
against its weak performance 
targets, a concern shared by other
institutions. The amendment 
clarified the maximum award limit
and introduced a 5% dilution limit,
although the target remained 
unchanged. The resolution was
passed but a substantial 25% 
vote was recorded against it. 
The company subsequently 
committed itself to reviewing the
scheme. 


A similar level of shares registered
opposition against the HBOS share
scheme brought to shareholders in
2002, which attracted attention 
in part due a perceived lack of 
appropriate challenging 
performance targets.


Whilst share schemes attracted
dissenting votes, major 
controversies also emanated from
other remuneration issues such as
substantial increases in basic pay
at BP, Barclays and Schroders. 
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20 House of Commons, Trade and Industry Select Committee – Third Special Report, 2 March 2004 
(http://www.parliament.the-stationery-office.co.uk/pa/cm200304/cmselect/cmtrdind/415/41504.htm)
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The trends
In the years running up to 2003,
and despite a backdrop of 
increasing regulatory pressure 
and general shareholder dismay,
companies continued to increase
all aspects of cash remuneration.
Issues of concern were by no
means limited to increases in 
cash-based remuneration, but 
also included insufficient levels 
of disclosure, the structure of 
remuneration packages, 
share-based incentive schemes
and directors’ contractual 
arrangements. 


Specific concerns at the time 
related to the lack of an upper
limit under numerous cash bonus
arrangements; one-off share
awards; inadequate disclosure of
performance conditions whether
under bonus arrangements or
share-based incentive schemes;
rolling retesting of performance
conditions; cliff vesting; and, most
of all, contract lengths and 
severance arrangements. Rolling
retesting, a common practice of
the time, meant that if a company
failed to meet performance targets
in the set timeframe (usually 
three years), the board would 
extend the test for one or more
years while also adjusting the 
performance hurdle to maintain
the same average annual 
performance target. For example,
if the old hurdle called for growth
in earnings per share of 9% over
three years, the board would raise
the new hurdle to 12% over four
years. The consequence of such
practices increased the likelihood
that awards would become 
available, thus undermining the
concept of ‘pay for performance’.


i) Trends in salary 
pre-remuneration vote 
As Figure 1 displays, average 
executive directors salaries, when
adjusted for inflation, increased in
a rapid fashion for FTSE100 and
Mid Cap companies in the years
running up to the introduction of
the remuneration advisory vote. 
When rebased to 2000, FTSE100
companies increased average 
executive salaries by 22.5% over
three years. 


Between 1999 and 2000, the 
average executive director’s salary
rose by 6.7% for the FTSE100, by
5.6% for the Mid Cap and by
8.0% for the Mid Cap. 


Between 2000 and 2001, the 
average executive director’s salary
rose by 12.8% for the FTSE100,
3.4% for the Mid Cap and 5.4%
for the Small Cap.


Pay continued to rise in 2002, with
salary increases in the FTSE350
and a rise in the overall cash 
remuneration across all indices 
despite a decrease in annual cash
bonuses and the value of exercised
share option awards. Between
2001 and 2002, the average 
executive director’s salary rose by
7.8% for the FTSE100, 12.6% for
the Mid Cap and 4.6% for the
Small Cap. 


Salary rises in each index were well
above inflation. Between 2002
and 2003, the average executive
director’s salary rose by 7.2% for
the FTSE100, 7.4% for the 
Mid Cap and 6.9% for the 
Small Cap. 
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Average executive director salaries (adjusted for inflation):
2000 - 2003
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Figure 1 (Source: PIRC)
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ii) Trends in bonus 
pre-remuneration vote 
Whilst average salaries had
increased in excess of inflation
through the same period, the 
effect of the global market 
downturn in 2001/2 manifested 
a relative drop in the level of
bonuses awarded to directors in 
2002, as Figure 2 demonstrates.
This resonated earlier for Small
Cap companies that saw bonuses
drop consecutively from 2000 to
2002. Notwithstanding the relative
drop in 2002, average cash
bonuses still increased through the
three year period by approxi-
mately 40% and 20% for
FTSE100 and Mid Cap companies
respectively. As disclosure of 
targets for directors’ bonuses 
was generally limited, it was not
possible to assess whether the 
resumption of an upward trend 
reflected better performance by 
the companies or changes in the
targets allowing them to be
achieved more readily. 
The increase in salaries and 
benefits meant that in spite of the
drop in annual bonuses, overall
cash pay continued to rise. 


Total annual bonuses (excluding
the value of share-based awards)
increased by 34% for the
FTSE100, 26% for the Mid Cap
but decreased by 12% for the
Small Cap during 2001.
On average, annual bonuses were
worth 77% of salary for executive
directors in the FTSE100, 52% of
salary for the Mid Cap, and 34%
of salary for the Small Cap. 


In 2002, annual cash bonuses 
(excluding share-based awards
and gains) for the average director  
decreased from 2001, reflecting 
overall poor market conditions.


-7.3% for the FTSE100, -17.0% 
for the Mid Cap and -13.9% 
for the Small Cap. On average,
annual bonuses were worth 66%
of salary for executive directors in
the FTSE100, 39% of salary for
the Mid Cap and 26% of salary
for the Small Cap. Between 2002
and 2003, the average executive 
director’s annual cash bonus rose
in percentage terms by 14.5% 
for the FTSE100, 16.8% for the 
Mid Cap and 20.5% for the 
Small Cap. 


When each element of cash 
remuneration is combined, ie, 
factoring in base salary, bonuses,
and benefits, the escalation over a
four-year period is striking. Using
2000 base data, Figure 3 exhibits
the percentage increase in average
combined cash remuneration 
running up to the first year of 
having a vote on remuneration in
2003. In addition, it is worth 
noting that this cuts across a 
significant market downturn in
2001. 


In the three years running up to
the remuneration vote, a 30%
drop in the FTSE AllShare Index
was accompanied by an inversely
related 30-40% increase in 
average executive total cash 
remuneration for FTSE100 and
Mid Cap companies. 
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Figure 2 (Source: PIRC)


Average executive director cash bonus: 2000 - 2003
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Figure 3 (Source: PIRC)
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iii) Trends in contracts & 
severance payment 
pre-remuneration vote
PIRC first brought shareholders’
attention to the potential 
consequences of long notice 
periods as far back as 1994 when
over 40% of executives in the
FTSE350 had contracts of three
years or longer, compared to less
than 30% of one year or less. 
One-year rolling contracts did not
become the most common form of
contract in the FTSE350 until 1998
when just over 50% of directors
had one-year notice periods 
compared to approximately 45%
on two-years’ notice. The major
change took place in 2001 when
75% of FTSE350 directors had 
one-year contracts, up from 56%
in 200021. Only 23% had a 
two-year contract down from
42% in the previous year.


In 2000, whilst contract lengths
had been declining the cash value
of compensation paid to departing
directors had increased for all 
indices over the previous two
years. Average compensation
amounts stood at around 120% 
of salary and 90% of total cash 
remuneration. Among FTSE100
companies, 40% disclosed 
liquidated damage provisions in
2000, up from 34% in 1999. 
In the Mid Cap, 29% of 
companies had liquidated damage
provisions, up from 23% in 1999.
For the Small Cap, the percentage
had fallen to 11% from 15%. 


In 2001, average compensation
amounts stood at around 130% 
of salary and 90% of total cash 
remuneration. The explanation for
the increase in compensation at a
time of shortening notice periods 
was that compensation was being 


paid for more elements of a 
director’s emoluments package
than simply salary. As the bonus
element of packages was 
increasing, this pushed up 
compensation relative to salary. 


The trend towards reducing 
executive contractual notice 
periods to one year or less 
continued during 2002. In 1994
notice periods in excess of one
year were the norm, held by 70%
of FTSE350 directors. This reduced
to 43% by 2000 and in 2002, only
16% of executive directors still
had a contract with a notice period
longer than one year. However,
despite the general reduction in
contractual notice periods over
these periods, with inclusion of
‘unearned’ cash bonuses in
compensation payments, many
paid out by companies were still
considered excessive. 
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Figure 4 (Source: PIRC)


100


90


80


70


60


50


40


30


20


10


0
1994 1996 1998 2000 2002 2004 2006 2008


Notice periods (FTSE350): 1994 - 2008


Three years 
or more


One year 
or less


Two years 


21 The Greenbury Report first recommended the reduction of contract lengths to one year or less in 1995, Greenbury Recommendations, 1995, D2; 
B10. The Hampel Committee further emphasised that boards should set as their objective to reduce directors’ contracts to one year or less, 
Hampel Summary and Recommendations, 1998, 24 and see 4.9 of the Hampel Committee deliberations. The Combined Code (May 2000), 
opined that directors’ contracts should be one year or less and again reiterated that boards should set this as an objective, Combined Code (May 
2000) B.1.7. In Schedule B, in the 2000 Combined Code, it is, in addition, specified that “Any service contracts which provide for, or imply, notice
periods in excess of one year (or any provisions for predetermined compensation on termination which exceed one year’s salary and benefits) 
should be disclosed and the reasons for the longer notice periods explained.” Finally the Combined Code of 2003 established that service 
contracts should be set to one year or less and that “if it is necessary to offer longer notice or contract periods to new directors recruited from 
outside, such periods should reduce to one year or less after the initial period.” This is the same rule included in the successive Combined Codes.


ain Language 
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i) Improving the linkage between
pay and performance
One of the key aims of the 
remuneration vote was to improve
the linkage between pay and 
performance. Many investors 
were not overtly worried about
quantum in and of itself, if large
rewards mirrored the creation of
shareholder value. Such an 
approach reflected the desire to
provide alignment of interests 
between shareholders and 
directors as a way to overcome 
the separation of ownership and
control (the principal/agent 
problem). One way in which this
would be achieved, it was argued,
was calls for better standards in 
reporting and transparency in 
respect of remuneration 
arrangements.


ii) Empowering shareholders and
improving shareholder democracy
A further aim was to empower
shareholders such that they were
in a more informed position on 
remuneration. By providing 
shareholders with a way to 
influence pay structures the 
remuneration report vote would
improve shareholder democracy 
at companies as a consequence.
Remember the UK Government’s
key aim when considering the 
introduction of a vote was to 
create “an effective and more 
focused way in which shareholders
could influence directors’ pay”22.  


The word influence is key here; in
this view the aim of the vote was
not that shareholders should
micro-manage companies by 
setting pay levels and structuring
compensation plans. Then, as
now, few shareholders had the 
appetite to get involved in the
minutiae of executive pay 
structures; indeed this was very
much the role of the remuneration
committee and what shareholders
delegate to committee members
and entrust them to do. 


The aim of the vote was to allow
companies to demonstrate how
they could align the interests of 
directors with those of the owners
by having transparent, effective
pay policies that provide incentives
to act in shareholders’ interests
over the longer term. Whilst
shareholders typically do not want
to set the detail of remuneration
policy, they should have the right
to a say on how effective they
think remuneration policy is in
achieving alignment of interests.
Shareholders have the opportunity
to influence pay policy towards
best practice and away from poor
practices, in order that such 
alignment is achieved. 


iii) Remuneration committees
Although perhaps not an explicit
aim, the introduction of the vote
was considered to create greater
focus by remuneration 
committees and for them to 
have more ownership of the 
compensation process. It would
allow them the opportunity to
demonstrate how they are 
carrying out their duties as 
agents of their principals. 


As a consequence of this, having 
a vote on remuneration would 
provide shareholders with an 
alternative to voting against 
the remuneration committee 
members and focus concern 
in one area. 


As an extension of this, the Say on
Pay resolution can be considered
as a way to ‘contain’ the concerns
which are remuneration based to
one resolution, which should be a
positive for companies. 


iv) Engagement 
A final concern was the overall
lack of engagement by 
shareholders on remuneration
policies in general. Previously, 
engagement had been primarily
driven through voting activity 
on individual share incentive plans.
This proved somewhat restrictive
for discussing remuneration 
generally, given that focus was 
on a specific scheme. Overall 
remuneration practices underpin
these schemes but it was difficult
to take a more holistic view on 
remuneration, or object to broad
remuneration policy. Addressing
incentive schemes in isolation was
somewhat limiting and often 
necessitated taking a view on the
scheme and ignoring other 
contributory factors such as salary
sizes (a multiple of which forms
the basis of incentive scheme
awards). As an extension of this, 
it was difficult for investors not to
let other remuneration practices
influence their decision on the
schemes themselves.
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2 What did the UK Say on Pay vote 
seek to achieve? 


22 Speech by Stephen Byers, then Secretary of State for Trade & Industry, to the ABI and NAPF Seminar on Institutional Investors and the 
Competitiveness of British Industry, 19 July 1999.
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In this section of the report we 
review the evidence provided by
PIRC’s annual proxy voting 
reports to give a sense of how
shareholders responded to their
newly won voting opportunity.


1) How have investors used the
vote? 
i) Voting trends in remuneration
Until 2004 PIRC reported on 
increasing opposition votes on 
remuneration report adoption at
FTSE350 company meetings 
relative to the level of support 
for share-based executive share
option schemes (ESOSs) and 
long-term incentive plans (LTIPs).
However, from 2005 to the 
present, the trend has been one 
of convergence on a stable level 
of opposition. Figure 5 shows 
that the average level of 
opposition for remuneration 
reports has fallen by 1.5% to


3.54%, whereas the average level
of opposition for LTIPs has risen 
by 1% to 4.9%.


1 Excessive Excessive  Unchallenging One-off award Unchallenging  Lack of Golden hello
payout severance payout targets targets disclosure
potential regarding 


performance 
targets.


2 Option Breach of US Lack of Excessive One-off cash Excessive Excessive
scheme for dilution limits disclosure liquidation bonus severance severance
non-executive regarding damages payout payout
director performance 


targets


3 Breach of One-off option Excessive Lack of One-off award Unchallenging Unchallenging
dilution limits award severance disclosure  targets targets 


payout regarding
performance
targets


4 Breach of US Excessive Unchallenging Golden hello One-off award Unchallenging One-off award
dilution limits severance payout targets targets


5 Breach of US Unchallenging Lack of Unchallenging Breach of Excessive Unchallenging
dilution limits performance disclosure targets dilution limits liquidation targets


conditions/excessive regarding  damages
severance payout performance 


targets
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3 The UK Say on Pay vote in 
practice 


ii) Top 5 remuneration issues year-on-year


Figure 5 (Source: PIRC)


Figure 6 (Source: PIRC)
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From Figure 6, the following 
summary trends in shareholder
voting on remuneration can be
seen:


• Protest votes regarding the
breaching of dilution limits have
declined over time as a 
reflection of more compliant
practice.


• There is an increasing focus 
on the disclosure and 
“challenging” nature of targets
after 2004, most likely in light
of increased company 
performance as economic 
conditions improved and 
higher disclosure expectations
following the introduction of
the remuneration vote in 2003.


• There has also been a growing 
intolerance towards one-off
awards, although this could also
be exacerbated by the increased
use of one-off awards to retain
and recruit talent during 
improving economic conditions.


• Particularly from 2005, there
has been a growing level of 
opposition to both one-off
awards and the level of 
potential and actual severance
payments. 


• In the wake of the financial 
crisis, early indications from the
2009 season suggest a 
significant upsurge in opposition
to remuneration reports in 
general. 


2) How have companies 
responded? 
Companies have, in some cases,
used the vote as an opportunity. 
It is worth noting that most firms
do not have egregious pay 
practices and have a good story to
tell in terms of their remuneration
practices. 


For these companies the vote has
become an opportunity to gain
shareholder endorsement of their
pay practices. Such goodwill 
serves companies well when
changes are proposed, or there is 
an issue of concern raised, in 
subsequent years.


Generally, anecdotal evidence 
suggests that there has been a
more focused engagement 
process for companies and an 
increase in engagement activity
with their owners. The role of the
remuneration committee seems 
to have been enhanced as a result
of the DRRR. From some 
investor experiences, it has forced
members of such committees 
to take ownership of the 
remuneration policy and 
structures, and it is obvious when
this is the case, and when it is not.
Whilst remuneration consultants
have their part to play in terms of 
structuring remuneration plans, 
it is the remuneration committees
who should make the decision
about whether or not a plan is 
acceptable. The remuneration 
consultants advise the committees,
but of course the committees do
not have to take their advice. 


i) Consultation
Consultation with shareholders has
been another positive outcome of
the vote process. Companies have
embraced consultation and, of
course, used it to their advantage,
though it should be clearly 
understood that undertaking 
consultation does not always
mean a ‘yes’ vote. Sometimes, an
incentive plan which does not
meet best practice criteria is 
proposed as an opening gambit. 
There will be features within it 
that companies must know 
investors will object to. Therefore,
shareholders have to be careful
not to interpret a shift from this
opening position towards best
practice as a ‘win’. The ‘revised‘
scheme could be what the 
company wanted all along, but it
had put forward a less acceptable
version initially in order to 
‘manage’ the consultation process. 


As suggested above, some 
companies apparently think that
simply because they have 
consulted, they are going to
achieve shareholder endorsement
for their remuneration policies 
and practices. In fact, some 
companies become quite 
aggravated when they have 
consulted with shareholders and
still face disagreement. But this is
the shareholders’ prerogative. 
There may always be issues that 
shareholders object to, and if
those elements are in the final 
plan arrangements, then we are
always going to vote against. 
A further point for consideration 
is that disclosing that a company
has consulted with shareholders
does not automatically infer that
shareholders have given their 
consent to the proposals. 
An additional point is to consider
the representative nature of the
bodies who have been consulted.
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ii) Defeat of the remuneration 
report vote: GlaxoSmithKline plc
Whilst not the only company to
have its remuneration report 
resolution defeated – witness the
number and level of defeats in the
2009 proxy season alone23 – the
significance of the defeat of the
remuneration report resolution at
GlaxoSmithKline (GSK) in 2003
should not be underestimated.
GSK was the first company to
have its remuneration report 
defeated by its shareholders and
this served to raise the profile of
the remuneration report resolution
and, by extension, the debate
about executive pay in general. 
As a consequence, the 
remuneration report resolution
was firmly established as a key 
aspect of the UK governance 
landscape.


The concerns at GSK related to the
golden parachute provision within
the pay arrangements for then
chief executive, JP Garnier, with 
respect to the two-year contract
provisions that GSK had agreed
with him, and the US pay 
characteristics of the pay structure,
such as a lack of performance 
linkage. 


There was 50.7% opposition to
GSK’s remuneration report vote
with another 10% of shareholders
abstaining from voting. The total
dissent of 61% made the GSK
vote the highest opposition to a 
remuneration report at a UK 
company since the advisory pay
vote was introduced. 


In response to this vote result, and
the concern expressed by a 
majority of the shareholders who
voted, the company announced a
fundamental review of all aspects
of its remuneration policy and
practices by Deloitte & Touche.


Subsequently, GSK overhauled its
remuneration plan for 2004 after
extensive consultation with 
shareholders and their pay 
consultants. The company 
continues to make changes to its
remuneration policies as its 
business evolves and in 2009, 
prior to their 2009 AGM, a further
review was undertaken by the
company in order to implement
changes to the company’s 
remuneration practices, with a
shift towards UK style packages
for their new chief executive and
their chief financial officer. 
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23 2009’s proxy season is proving unprecedented in the frequency with which companies are facing strong opposition to their remuneration 
practices (for example, on 3 April 2009, Royal Bank of Scotland was defeated by 90.4% of shareholders voting against the resolution; and on 
19 May 2009 Royal Dutch Shell saw its remuneration report resolution defeated when nearly 60% of its shareholders did not support the 
remuneration resolution. Two other companies have had the remuneration resolution defeated (Bellway plc and Provident Financial plc). 
The remuneration resolution at Amec plc and Tomkins plc have passed on minority support, ie, if abstention votes are included, the votes in 
favour were under 50% of the total votes cast.
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i) Post vote: general pay trends
Tracking levels of executive 
director salaries from 2000 to
2008, Figure 7 reflects a relatively
sharp drop in fixed-base salaries
from 2006 onwards. This is likely
explained by an apparent 
increase in variable performance
based bonus and share incentive
remuneration (see Figures 8 - 12). 
The move to a higher proportion
of performance dependant pay
can be seen as a corollary of 
increased shareholder engagement
since the introduction of the 
remuneration vote that had
equipped shareholders with a 
portal to express concerns that 
remuneration should have a
higher proportion of pay linked
specifically to the performance of 
the company and its associated 
objectives. 


The effect of the global market
downturn in 2001/2 manifested a
relative drop in the level of
bonuses awarded to directors in
2002. This resonated earlier for
Small Cap companies that saw
bonuses drop consecutively from
2000 to 2002. Figure 8 also 
exhibits a sharp increase in bonus
awards for Mid Cap companies
from 2006, which corresponds
with an associated decrease in
base salaries from 2006. These
caveats aside, over an eight-year
period, the general trend has been
for cash bonuses to increase 
significantly, with Small Cap
awards increasing by 100%, 
Mid Cap companies a shade 
under 250% and FTSE100 
companies by approximately
200%. 


16 SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE


4 What has been the impact on 
executive pay?


Figure 7 (Source: PIRC)


Figure 8 (Source: PIRC)


Average executive director salaries (adjusted for inflation): 
2000 - 2008


Average executive director cash bonus: 2000 - 2008
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Whilst a fractional drop in LTIP
gains occurred concurrent to the
nadir of the 2003 market crash,
Figure 10 indicates that the 
preceding three years had seen
salary, bonus and LTIP gains 
gradually increase as the FTSE100
index performance depreciated at
its sharpest rate. 


More intriguing perhaps is that
LTIP gains grew significantly in
2004 and 2005, when the 
retrospective preceding three-year
performance period would have
included the downturn years of
2002 and 2003. The relatively
steady 40% appreciation in index
performance from 2003 up to
2007 saw LTIP gains and bonus
awards grow approximately 300%
from 2003. 


With the exception of Small Cap
companies, Figure 9 reveals that
total cash remuneration for the
top 250 listed companies 
continued to increase through
2000 – 2002 despite the global
market crash that had affected 
the economy. This occurred
notwithstanding bonus payments
dropping in the same period, 
indicating that companies 
increased the proportion of base
salary and cash benefit payments
in the same period. 
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Figure 9 (Source: PIRC)
Figure 10 (Source: PIRC)


Average executive director total cash remuneration (adjusted for
inflation): 2000 - 2008


FTSE100 - average executive director total remuneration 
against FTSE100 Index performance: 2000 - 2008
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In a similar fashion to the FTSE100,
we can see from Figure 11 that
Mid Cap companies saw a drop in
LTIP gains concurrent to the nadir
of the 2003 market crash, 
although in the preceding year
LTIP gains had spiked with a 
considerable 350% year growth.
Mid Cap companies show some
evidence of being more responsive
to the market during 2002, 
during which bonus awards
dropped in line with trend of 
index depreciation. The market
turnaround from 2003 to 2007
which had seen the index 
appreciate approximately 80% was
met with a partially correlated rise
in bonus awards and LTIP gains.
However, in a similar vein to
FTSE100 companies, the 2005
spike in LTIP gains presents 
something of a misalignment 
between pay and performance, 
given that the preceding 
three-year performance period 
included the downturn years 2002
and 2003. Although perhaps the
most striking performance pay 
misalignment occurred during
2008, in which LTIP gains rose 
approximately 150%, bonus
awards held at 2007 levels 
and base salaries increased, over a
year in which the index returned
full circle to year 2000 levels. 


Figure 11 (Source: PIRC)
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FTSE Mid Cap – average executive director
total remuneration against FTSE250 Index performance: 
2000 - 2008
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Relative declines in bonus awards
and LTIP gains up to 2002 were
positively correlated with the 
market crash of the time, which
bottomed out a year early for
Small Cap companies, per Figure
12. The significant market 
turnaround up to 2006, which 
had seen an approximate 60% 
appreciation in index performance,
was matched with relatively 
modest growth in salary and
bonus payouts. 


However, the market turnaround
was clearly recognised by the
growth in vesting of LTIP awards
in 2007 and 2008. The only major
performance pay misalignment for
Small Cap companies is recognised
by the growth in bonus payouts
during 2007 and 2008 over a 
period in which the respective
index fell approximately 80%. 
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Figure 12 (Source: PIRC)


FTSE Small Cap – average executive director
total remuneration against FTSE250 Small Cap performance: 
2000 - 2008
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ii) Post vote: general pay trends
plotted against index performance
Rebased to 2000, Figure 13 
reveals an inverse correlation 
between the performances of the
FTSE AllShare next to the level of
total executive cash remuneration
from 2000 – 2008. The disparity is
particularly evident most recently
in 2008. Across the eight year 
period, a 30% drop in the FTSE
AllShare Index was accompanied
by an inversely related 80% 
increase in average executive total
cash remuneration for FTSE100
companies, 60% for Mid Cap 
companies and a 30% increase for
Small Cap companies.


When the respective index 
performance is extrapolated and 
inserted next to each respective 
market cap, we are able to 
compare the levels of total cash 
increases next to their specific
index performance. 


The divergence is most evident 
for the FTSE100 (Figure 14), which
saw companies increase total cash 
payments to executives by 
approximately 80% next to a 
corresponding 30% depreciation
of the FTSE100 in the same 
eight-year period.  


20 SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE


Figure 13 (Source: PIRC)


Figure 14 (Source: PIRC)


FTSE 100 total cash FTSE Mid Cap total cash


FTSE Small Cap total cash FTSE AllShare performance total cash
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For Mid Cap companies (Figure
15), a general upward trend in
total cash payments corresponded
with a stagnant slide in FTSE 
Mid Cap index performance up
until 2003, when the index 
outperformed and surpassed total
cash increases for 2005 and 2006.
This may explain the sharp 
increase in bonus payments from
2006 to 2007 for Mid Cap 
companies displayed in Figure 11.
The depreciation of the Mid Cap
index from 2006-2008 back to
2000 levels, saw total cash 
payments drop by 10% from 
2007 to 2008. 


A similar trend is exhibited by
Small Cap companies (Figure 16),
with the exception that total 
cash payments dropped in hand
with the index from 2000, and 
increased just as the index turned
in 2002. From 2002, significant
outperformance of the Small Cap
index up until 2006 was matched
with modest growth in total cash
payments. These caveats aside,
total cash payments finished up
30% whilst the respective index
finished 40% down. 
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Figure 16 (Source: PIRC)


Figure 15 (Source: PIRC)
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iii) Post vote: trend in the level 
of incentive share schemes 
introduced
From Figure 17, it appears that 
although there is a declining trend
between 2001 and 2003 in the
number of schemes introduced,
there is a positive spike between
2004 and 2006, before it returns
to a steady rate of 65 schemes per
year. The number of incentive
share schemes introduced during
the year can be explained by 
either the renewing of previous
schemes that had expired, or by
updating the remuneration 
structure to align further with best
practice. Given that this sudden 
increase follows the introduction
of the remuneration vote in 2003,
this suggests that it was a result of 
updating remuneration structures, 
in order to meet any resistance
that may have been expressed by 
shareholders in the previous year.


iii) Post vote: structure of 
remuneration: movement from 
executive share option schemes
options to long-term incentive
plans
As Figure 18 illustrates, between
2000 and 2008 there was a clear
movement away from the use of 
option schemes towards LTIP share
awards (or nil-cost options) and 
share matching schemes. This is
partly explained by the growing 
unpopularity of share option
awards following most company
share prices becoming underwater
after the slump in 2002, making
options ineffective at incentivising 
directors. From 2003, more than
half of all schemes introduced 
during the year were LTIPs as they
became normal market practice.
2003 onwards also saw a small 
increase in the number of share
matching (or bonus deferral
schemes) that were introduced,
which reversed by 2007, implying
that following the introduction of
the vote in 2003, companies were
more innovative in considering
their remuneration structure. 
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Figure 17 (Source: PIRC)


Figure 18 (Source: PIRC)


Number of incentive share schemes introduced each year –
2001 - 2008
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1) Has the introduction of the
vote met its broad objectives? 
The current economic situation
has heightened concerns about
egregious pay practices. It is 
important to note that the 
structures of investment banking
pay, where bonuses play a very
significant role, are different from
the pay policies applied to 
executive directors of other 
companies. Nonetheless, it is 
certainly true at the time of 
writing that the question of 
executive pay in general is once
again attracting much scrutiny. 


This debate is an important one
and has led to renewed focus on
pay at different levels within 
companies, and a more general
discussion about what are fair and
equitable pay policies. One area of
growing concern is the differential
between pay of the CEO 
compared to pay for the average
employee. Evidence demonstrates
that this disparity has increased
significantly in recent years. 
Therefore, a realistic appraisal is 
required of the successes and 
failures of shareholder engagement
over pay spurred by the 
introduction of the advisory vote.


There have certainly been many
positive outcomes from the 
introduction of an advisory, 
non-binding vote on 
remuneration:


• Having a vote has been 
valuable in terms of increasing
and enriching the dialogue 
between investors and the 
company. There is now a more
sophisticated debate taking
place.


• Disclosure has improved such
that shareholders now have
more transparent information
than before the regulations
were introduced. 


• The vote has provided a 
common platform to engage
with companies. It has 
improved shareholder 
democracy in terms of taking 
a view on remuneration. 


• It can be seen to have 
de-personalised the issue of 
remuneration, drawing the
focus away from remuneration
committee members generally,
and votes against directors as
members of the remuneration
committee are now used in 
extremis.


• Having a vote has focused more
attention on remuneration, and,
as a consequence, executive
compensation can be taken as 
a proxy for good governance
generally. If the compensation
policies and practices
demonstrate a strong alignment
of the interests between 
shareholders and directors, 
it can be generally inferred that
other corporate governance
structures support this 
alignment and facilitate the 
protection of the long-term 
interests of shareholders. It is
also important to observe that
there is now more focus on 
remuneration by financial 
analysts. 


2) But pay continues to go up
However, we cannot ignore that
overall pay levels continue to 
increase. Furthermore, in the 
current economic environment,
even more emphasis is being
placed on fair pay practices, the
alignment of interests and 
performance linkage. Investors will
expect awards to only become
payable for performance that has
created value and will not take
kindly to rules being pushed to 
accommodate the different 
economic environment. Witness
the defeat of the remuneration 


report at Bellway plc, in January
2009, where bonuses were paid
out to executives despite 
performance criteria not being
met; 59% of shareholders voted
against the remuneration report, 
a resounding defeat of the 
resolution24. 


The quantum question is a difficult
one; it has many facets to it, the
first being that it is quite difficult
to determine that a specific
amount is too much money. For all
the remuneration benchmarks in
existence, few commonly-utilised
metrics say simply: “this amount is
too much.” As an extension of
this, an amount is ‘too much’ 
relative to what? Through 
experience, shareholders develop
a sense of when an annual bonus
of six or seven times salary on an
annual basis is probably too 
generous. Companies, hopefully,
appreciate that as well. Most
shareholders do not have any 
issues with high levels of pay if
those high levels have been 
generated through exceptional
performance and shareholders
have experienced high levels of
value creation. Exceptional 
performance can justify 
exceptional pay, but the real 
question is whether performance 
is truly exceptional. Therefore, 
the focus has been on seeking 
performance linkage. 


Quantum cannot be considered
without a discussion on the
sources of pressure on pay levels.
One observation is that a key
pressure on executive salaries is
other executives’ salaries; this
goes back to one of the 
unintended consequences of 
remuneration reporting in that 
pay levels are now much more
transparent, together with the
structures that underpin and 
generate those pay levels.


5 Results


24 http://www.bellwaycorporate.com/pdf/RNS_AGM_results.pdf
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If there is a well-functioning 
market, this determines the ‘going’
rate for an executive director. 


Another feature is how 
remuneration at executive level is
linked to pay in other parts of the
organisation. There have been
some changes to the Companies
Act provisions in the UK, which
now require remuneration 
committees to state ‘how’ they
take into account other pay within
the organisation when setting the
pay levels for executives25. 
Certainly, when you have a pay
freeze for most of the workforce,
but the executive salaries continue
to increase, that seems quite a 
disconnected way to provide 
incentivisation for executive 
directors. 


There are also outside pressures,
but UK shareholders have, by and
large, managed to dismiss most of
these arguments:


• A few years ago there was a
perceived risk of UK executives
going to work in the USA if
they did not get US-style pay.
The reality is that there are
other reasons why people work
in the UK apart from the fact
that they do not get US-style
pay packages. 


• Subsequently, it was argued
that UK public companies
needed to offer private equity
style pay packages, to provide
enough incentive for directors
to keep companies on the 
public market. Often, there was
little acknowledgement of the
major downside risks faced by
executives in private equity-
owned businesses, which can
lead to personal bankruptcy if
the business fails. In addition,
employment prospects in the
private equity world look
slightly less attractive since the
credit crunch. 


• In 2008, companies argued that
they needed to pay one-off 
retention payments to executive
directors because none of the
long-term performance schemes
have paid out. It was recognised
that such propositions 
fundamentally undermined two
of the key purposes of effective
remuneration systems: the 
concept of pay for performance
and the alignment of interests
of shareholders and directors. 


Investors have a duty to work
through the myths and realities of
executive pay whilst being 
cognisant of the need to reward
entrepreneurial talent and risk 
taking, and foster a culture of
long-term wealth generation. It is
a fine line, and there are certainly
legitimate pressures on executive
pay. However, in terms of 
retention payments in 2009, this
seems quite a perverse argument
now. It exacerbates the concern
that companies are willing to 
overlook the most basic principle
of performance-related rewards –
if the performance criteria 
attached to awards has not been
satisfied, then awards should not
become payable, except in the
truly exceptional circumstances. 


3) Shareholders getting too 
involved
A final criticism of introducing a
shareholder vote on remuneration
is that investors will then be  
expected to get involved in the
minutiae of executive
compensation. However, this is
misconception for two principal
reasons:


• The advisory vote on pay covers
a range of compensation issues
above and beyond the structure
of incentive plans, such as
salary, pensions, and overall 
policy on compensation 
matters. For example, it is 
helpful to be able to take a view
on the level of disclosure on all
these matters Furthermore, the
vote covers practices that have
been undertaken in the year


under review, as well as 
proposals for the future, so it is
all-encompassing in terms of 
compensation practices.


The remuneration vote is an 
effective vehicle to demonstrate
general support for 
compensation policy whilst 
concerns about the actual 
mechanics of incentive plans
can be voiced through the vote
on the actual plan itself.
As many incentive plans in the
US do not have performance
targets applied, shareholders
may decide to vote against the
plans because of the absence of
performance linkage. Therefore,
a vote on pay would allow
shareholders in US companies
to demonstrate to the company
whether it is the overall pay 
policy they have concerns with,
or whether the overall policy is
generally good (and a vote in
support is registered) whilst 
voting against pay plans 
themselves, and thus confining
concerns to one area. This 
complementary approach also
works vice versa.


• Not all companies demonstrate
poor pay practices; and not all
investors will have exposure to
all companies in the USA. So it
will not be necessary for 
investors to undertake detailed
analysis of every single 
compensation plan, and 
certainly in the UK, we do not
spend extended periods on
every single FTSE company 
because for the majority of
cases, there are no issues of
concern. The egregious 
practices are what take up the
time and effort, and this is 
merited. 
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25 The new requirement for quoted companies to report in their directors’ remuneration report on how they have taken pay and employment 
conditions elsewhere in the group into account when setting directors’ pay (in paragraph 4 of Schedule 8 to the Large and Medium-sized 
Companies and Groups (Accounts and Reports) Regulations 2008) will have to be included in reports for financial years beginning on or after 
6 April 2009. See Schedule 8: Quoted Companies: Directors’ Remuneration Report - Part 2, Section 
(http://www.opsi.gov.uk/SI/si2008/draft/ukdsi_9780110806303_en_26#sch8)
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The UK’s experience of having a
resolution to enable shareholders
to vote on remuneration provides
many valuable lessons for the 
US market. Since the introduction
of the vote, engagement has been
based on a more rounded 
understanding of remuneration.
This enriches both the company
and the investor experience. 
It allows an informed debate to
take place about the nature of
compensation plans, their 
structure, the degree of alignment
garnered through the plans and
importantly, how it supports the
company’s strategy. It moves the
engagement discussion from 
simply a vote on plan details to 
a more relevant debate about 
remuneration practices in the
round. However, there is an 
important point to make here: 
the remuneration vote has 
facilitated better engagement 
with companies but the vote 
and engagement should not be
seen as mutually exclusive. 
The vote is the first tool in the
process. However, engagement
without voting is engagement
without teeth and cannot be 
taken as an alternative to voting.
They must go hand in hand.  


Pay for Performance
One of the main benefits of the
vote is that it has strengthened the
pay for performance culture; this
was one of the major drivers of
the vote’s implementation. 
Previously, performance and pay
had not been as closely related. 
Sir Christopher Hogg, Chairman of
the Financial Reporting Council
and Chairman of GlaxoSmithKline
at the time of the defeat of their
remuneration report resolution in
2003, observes: 


“The vote forced a focus on pay
for performance. It was definitely
a step in the right direction. Even
though the vote is only advisory, 
it does have an impact – boards
are not insensitive to the 
consequences of a defeat or a
high vote against and are very
aware of the message that is 
being sent by shareholders.”26


Rewards for Failure
The reduction in service contract
lengths for executive directors has
significantly reduced the risk of 
so-called ‘rewards for failure’. 
It was somewhat galling for 
shareholders to witness executives
being paid a contractual amount
equivalent to their notice period 
in order that they no longer serve
on the board of a company with
immediate effect, when the 
stewardship of the company 
under that director’s tenure had
destroyed long-term shareholder
value. However, the furore over
the pension paid to Sir Fred 
Goodwin, previously the chief 
executive of Royal Bank of 
Scotland, has reinvigorated this 
concern and turned the spotlight


on pension provisions for 
executive directors as a source of
potential ‘payment for failure’27.
Focus will now turn on the 
disclosure of pension benefits 
and the practices endorsed by
companies in terms of the pension
provision for executive directors.
Proposed UK tax changes on 
pension contributions for high
earners may well have a further
effect.


Empowering Remuneration 
Committees
Anecdotal evidence suggests that
the vote can be used as a way for
non-executives and remuneration
committee members to refuse 
unreasonable or unrealistic 
demands from executives on 
remuneration matters. The vote
has made the consequences of
pay decisions more acute for 
companies, and the responsibilities
and accountability of the 
remuneration committee have 
become more visible. Ishbel
Macpherson, Chair of the 
Remuneration Committee of
Speedy Hire plc, a UK Small Cap
company, observes: 


“As Chair of a remuneration 
committee, I value the fact that
there is an annual advisory vote
on the remuneration report at the
annual general meeting. It has
made companies more disciplined
in their approach to the reward
structure of senior executives. 
In certain companies it can 
provide a brake on demands from
a domineering executive team
and leads to greater engagement
with shareholders.”28


6 Conclusions


26 Interview with the authors of this report, 2009.
27 In early 2009, there was much public concern and debate over the arrangements for an annual pension amount of £703,000 a year to be paid to 


Sir Fred Goodwin upon his early retirement as chief executive of Royal Bank of Scotland at the age of 50. Royal Bank of Scotland is now owned 
predominantly by the UK Government after it was bailed out by taxpayers’ money. Subsequently, on 18 June 2009, the company announced that 
Sir Fred Goodwin had agreed to a reduced amount of £342,500 per annum (http://www.investors.rbs.com/news/releasedetail.cfm?
ReleaseID=397764).


28 Ibid.
rs and the 


PAS 214 Say on Pay:Layout 1  21/9/09  08:47  Page 24







Aligning interest: the significance
of remuneration 
We see Say on Pay as an 
opportunity for companies to
demonstrate how they are using
compensation structures to
achieve alignment of the interests
of directors with shareholders. 
We expect that a further 
outcome of the introduction of a
shareholder vote at US companies
will be improved, and more 
transparent, disclosure within the
Compensation Disclosure and
Analysis section of annual reports
and the Securities and Exchange
Commission has already pressed
for the use of plain English29. 
This would put shareholders in a
more informed position to make
effective and meaningful voting
decisions. There are positive 
benefits for companies in such 
developments. Most firms do 
not have egregious pay practices
and have a good story to tell. 
A vote on remuneration would
provide US companies with the
opportunity to gain shareholder
endorsement of their pay 
practices. The value of the 
goodwill created in such cases
should not be underestimated 
and often serves the company
well, especially when they are 
proposing changes, or there is 
an issue of concern on
compensation, in subsequent
years. 


Many investors see remuneration
as a proxy for good governance
generally. If there are well-
structured remuneration practices
in place which facilitate the 
alignment of interests between
shareholders and directors, this
can be an indication of a company
that pursues good governance
structures in the long-term 
interests of shareholders. 


As Sir Adrian Cadbury observes: 


“Say on Pay promotes dialogue
between investors and boards and
encourages investors to engage
with boards on a readily 
understandable issue, where 
interests may conflict. It is also 
a litmus test of how far boards are
in touch with the expectations of
their investors.”30


Shareholder activism: how active?
Given the low level of votes
against remuneration reports prior
to the current spike in opposition,
we would query whether 
shareholders in UK companies
have used the rights granted to
them effectively. As discussed 
earlier, the vote is a core element
of shareholders’ engagement with
companies. In our view, Say on
Pay will only have an impact if
shareholders are prepared to vote
against companies; furthermore,
the right to vote on remuneration
is accompanied by obligations to
engage with companies. As Ralph
Barber, group company secretary
at HSBC observes:


“Having a vote on the
remuneration report each year 
underpins institutional 
shareholders' rights and 
obligations to engage 
constructively on remuneration 
issues in the interests of the 
ultimate investors they and the 
directors serve.”31


Enshrining a right to vote on pay
for investors in US companies will
not end the debate about 
executive pay, and it will not end
examples of egregious practice. 


However, we firmly believe it will
enhance shareholder oversight
where it is currently weak, 
improve the dialogue between
companies and their investors on
remuneration, and help address
the worst practices for the benefit
of all concerned. There is nothing
for companies to fear, and much
for them, and their shareholders,
to gain.
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29 Speech by then SEC chairman Christopher Cox: 'Plain Language And Good Business' Keynote Address To The Center For Plain Language 
Symposium, 15 October 2007.


30 Ibid.
31 Ibid.
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The banking crisis has forced a 
debate about the role of corporate
governance within the financial
sector, and specifically the impact
of remuneration systems which
may have perversely incentivised
excessive risk-taking by banking
executives. This leads, in turn, to a
wider debate about how the vote
on remuneration has been utilised
since it was introduced in 2002,
and the efficacy of the powers it
has given shareholders. In this
context, three notable 
observations are: 


• The vote has not addressed the
appropriate levels of pay for
performance achieved, and we
have shown that the total 


remuneration for directors of
the UK’s largest companies 
has continued to rise rapidly.
Enhanced disclosure runs the
risk of the so-called ‘ratcheting’
effect but increased 
transparency is nevertheless
preferable to continuing opacity. 


• The difference between pay at
the top of a company and pay
for others employed in the
lower echelons of an 
organisation has generally not
been debated. This is becoming
a more pressing concern for
some investors now, and a 
requirement for such 
consideration by companies 
was introduced in the 
Companies Act 200632.


• The format of the advisory vote
on pay is being questioned; in a
recent speech, Lord Myners, UK
Financial Services Secretary,
asked whether the vote should
“continue to be advisory, or 


should it have some mandatory
element?”33


These are important considerations;
for if the purpose of the 
remuneration report in the UK is 
to remain relevant and current, 
debate must consider these 
matters. A key focus should be 
how the powers entrusted to
shareholders and directors through
the remuneration report vote 
translate into remuneration systems
that provide true alignment of the
long-term, and sustainable, 
interests, of these two parties.  
Real progress has been made in 
the UK since the vote on pay was
introduced in 2002. However, 
recent events have indicated that
the remuneration report vote 
must be underpinned by a more 
robust system of dialogue and 
engagement between shareholders
and directors, where both are 
accountable for the actions they
take.
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32 Ibid. Schedule 8: Quoted Companies: Directors’ Remuneration Report - Part 2, Section 4
33 Lord Myners, Association of Investment Companies Annual Conference, 21 April 2009.


7 A question for the UK: 
where do we go from here?


“Shareholders have had an 
advisory vote on companies' 
remuneration reports since 2002.
However, our evidence suggests
that this advisory vote has largely
failed to promote enhanced
scrutiny of, or provided an 
effective check on, remuneration
policies within the sector. 
We believe the time is now ripe
for a review of how institutional
investors with holdings in the 
financial services sector have 
exercised these rights. We expect
the Walker Review on corporate
governance in the banking 
sector to examine this issue as
part of its work.”


Banking Crisis: reforming 
corporate governance and pay in
the City, House of Commons
Treasury Committee, Ninth Report
of Session 2008-09, 12 May 2009


?
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Appendix A: Top UK remuneration-related oppose votes: 2002-2008


a) Top 5 UK remuneration-related oppose votes by company during 2002


Company Proposal Opposition Explanation


1 Prudential Adopt Prudential 41% The scheme came in for considerable criticism in terms of
executive share its total potential payout, variously estimated at between
plan £3 million and £6 million per annum for chief executive


Jonathan Bloomer, for achieving top performance. 
PIRC regarded the scheme as overly complex, with a 
reward at median performance equivalent to 90% of the 
chief executive’s salary. In the face of opposition the 
proposal was withdrawn.


2 TR European Approve the  40% Shareholders raised concern over the remuneration
Growth Trust share scheme arrangement of Stephen Peak, a non-executive director


for Stephen Peak at TR European Growth Trust, who was remunerated by 
the fund managers. The maximum award under the 
scheme was limited to 100,000 options each year with  
an overall maximum of 500,000. The options were 
subject to undisclosed performance conditions and were 
to be issued at a premium of 20% to the share price.


3 Anite Group plc Approve the 41% PIRC corporate governance analysis highlighted that a 
amendments to number of aspects of the schemes did not reflect best 
the LTIP practice, notably a lack of information on performance 
performance targets and the breach of agreed institutional dilution 
targets. limits.


4 BAE Systems plc Approve BAE 33% Most investors support the operation of SAYE schemes 
Systems SAYE that are within the accepted dilution limits of 10% in ten 
share option years because, in principle, they allow all employees to 
scheme 2002 benefit from business success. However, the high oppose 


vote was largely due to US shareholders’ opposition to 
the ‘dilutive’ nature of the proposals. 


5 BAE Systems plc Approve BAE 32% As above. 
Systems SAYE
share incentive
plan


28 SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE


PAS 214 Say on Pay:Layout 1  21/9/09  08:47  Page 17







SAY ON PAY: SIX YEARS ON - LESSONS FROM THE UK EXPERIENCE 29


b) Top 5 UK remuneration-related oppose votes by company during 2003


Company Proposal Opposition Explanation


1 GlaxoSmithKline Receive the 51% This was the first time a company’s remuneration report
plc  remuneration had been voted down as a resolute of investor sentiment 


report towards a policy which included a potential severance 
payment of up to $20m for the chief executive, 
Dr Garnier.


2 BAE Systems plc Approve the 49% The bulk of the opposition came from shareholders 
remuneration following a US proxy agency’s recommendation to 
report oppose. The recommendation was followed despite 


BAE’s employee plans being within UK institutional 
guidelines on dilution.


3 Emblaze plc Approve the 41% The Israeli-based but UK-listed group put forward a 
directors’ resolution authorising the issuing of options to its chief 
remuneration executive of up to 2.9% of the issued share capital. 


Although not required to seek authorisation under UK 
rules, Israeli law requires one-off grants to be approved 
by shareholders.


4 Shire Receive the 40% Contracts provided for a payment on termination of 
Pharmaceutical remuneration 12 months’ salary, bonus, benefits’ cash value and 
Group plc report pension contributions. £4.3m pension compensation 


payment was made to Mr Stahel. Change of control 
provisions provided for 24 months’ salary, bonus and full 
benefits (and a mitigation statement was not disclosed).


5 BSkyB plc Approve the 38% Performance criteria for LTIP and the ESOS were deemed 
remuneration insufficiently challenging and Mr Ball had a two-year 
report contract which included liquidated damage provisions as 


well as salary, bonus and benefits. 
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c) Top 5 UK remuneration-related oppose votes by company during 2004


Company Proposal Opposition Explanation


1 The Maiden Receive the 63.3% Disclosure was considered poor as the maximum awards
Group plc  remuneration for the executive share option scheme and the 


report discretionary bonus had not been disclosed. 
The executive share option scheme only had one 
performance criterion at a single vesting point, an EPS 
target of 6% real growth over three years, which was 
judged insufficiently stretching in light of brokers’ 
consensus forecast.


2 The Maiden Approve the 61.1% Proposed performance targets were not specified, other 
Group plc restricted share than being based on the company’s operating margin. 


incentive plan There was an automatic vesting of awards on a takeover.
2004


3 Aegis Group plc Approve the 49.2% Shareholder concerns centred around the contractual 
directors’ termination provisions for the chief executive which 
remuneration would grant an annual salary and an additional amount 


of unearned bonus equal to prior years’ annual bonus. 
Two other directors were also entitled to two years’ pay 
upon change of control.


4 TT Electronics plc Approve the TT 40.8% The new scheme introduced a performance hurdle of 4% 
Electronics plc EPS growth per annum against brokers’ consensus 
2004 Inland forecast of over 70% EPS growth per annum. 
Revenue The scheme also allowed full vesting at a single point. 
unapproved In addition, for each grant the target could be met in any 
company share consecutive three years in a six-year period.
option plan


5 Heywood Approve the 40.2% Performance criteria for LTIP and the ESOS were deemed 
Williams Group remuneration insufficiently challenging and Mr Ball had a two-year 
plc report contract which included liquidated damage provisions as 


well as salary, bonus and benefits. 
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d) Top 5 UK remuneration-related oppose votes by company during 2005


Company Proposal Opposition Explanation


1 United Business Approve the 77.11% The opposition vote was a reflection of sentiment 
Media plc directors’ towards Lord Hollick’s £2.5m bonus for handing over to 


remuneration the new CEO. Despite earlier protestations that he had 
“earned it” Lord Hollick offered to waive the payment 
following the vote.


2 MFI Furniture Approve the 60.47% The points of contention in the committee’s report, as 
Group plc directors’ acknowledged by the Chairman at the AGM, included 


remuneration the liquidated damages on a change in control provided 
for in executive contracts and the extension of the 
executive co-investment plan.


3 Goshawk Approve the 55.40% At the AGM Phoenix Asset Management, holding over 
Insurance directors’ 28% of the company’s stock, voted against three 
Holdings plc remuneration resolutions: the remuneration report and the re-election 


of the two non-executive directors standing from the 
remuneration committee. At the meeting, the 
remuneration report was passed on a show of hands 
even though a clear majority of proxy votes were cast in 
opposition.


4 Lonmin plc Approve  54.05% The remuneration committee paid compensation for the 
the 2004 loss of incentive awards from a previous employer, to a 
remuneration director who joined the board during the year. 
report In addition, an ex-gratia payment was made to a director 


who left the board during the year, in recognition of his 
work for the company.


5 George Wimpey Approve the 44.20% Performance targets attached to the George Wimpey 
plc remuneration LTIP were not considered sufficiently challenging by PIRC 


report and the combined awards during the year under review 
were deemed excessive.
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e) Top 5 UK remuneration-related oppose votes by company during 2006


Company Proposal Opposition Explanation


1 Croda  Approve the 51.51% The proposal met with heavy opposition due to concerns 
International plc directors’ over the performance targets attached to a long-term 


remuneration incentive plan. The chairman failed to call a poll and the 
resolution was passed on a show of hands.


2 Amvescap plc Approve the 48.41% Shareholders opposed the controversial US$9m bonus 
remuneration payment to Charles Brady, the outgoing chairman, who 
report was awarded for ‘exceptional leadership during a 


particularly difficult period in the history of the company, 
including managing an opportunistic hostile approach 
and the recruitment and transfer of succession to a new 
CEO’.


3 Abbot Group plc Approve the 46.10% PIRC pointed out serious concerns over the large awards 
remuneration of free shares granted under a new executive share 
report ownership plan, which did not have any performance 


conditions attached to it. Furthermore, the company 
provided directors with funds to cover their income tax 
and national insurance liability arising on acquisition of 
the beneficial interest in these shares.


4 Morgan Sindall Approve  41.19% PIRC was concerned over the award of the discretionary 
plc remuneration bonus of 20,000 performance shares to chief executive, 


report Paul Smith.


5 Psion plc Approve the 39.84% Specific concerns related to targets attached to the 
long-term share scheme, which were considered insufficiently challenging, 
plan and the 5% and 10% dilution limits for schemes were 


not adhered to.
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f) Top 5 UK remuneration-related oppose votes by company during 2007


Company Proposal Opposition Explanation


1 Computacenter Approve share 26.72% The degree of opposition reflected shareholder concerns 
plc option plan over the fact that the specific performance targets 


operated under the scheme were not disclosed.


2 Hays plc Approve the 24.93% The proposal met with relatively high opposition due to 
remuneration strong concerns over the guaranteed bonus, one-off 
report restricted share award and bonus replacement award 


that the new chief executive, Mr Cox was entitled to.


3 Computacenter Approve the 23.48% The focal point of concern related to the EPS targets 
plc remuneration attached to the PSP which were not considered 


report challenging given the brokers' forecasts.


4 Rank Group plc Approve  14.68% For Rank Group the same concern, as for 
remuneration Computacenter’s remuneration report, arose in relation 
report to the EPS targets attached to the PSP which were not 


considered challenging given the brokers' forecasts.


5 Compass Group Approve the 12.40% Severance payments include, in addition to pay and
plc remuneration benefits, an amount in lieu of the pension salary 


report supplement and a notional bonus of 75% of salary. 
PIRC considered this to create an unacceptable 
possibility of substantial reward for failure.


xt.xpd?bill=h111-3269.
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g) Top 5 UK remuneration-related oppose votes by company during 2008


Company Proposal Opposition Explanation


1 Hays plc Approve the 45.99% The proposal met with high opposition for the second 
remuneration year running. This reflected shareholder concerns with 
report the ‘golden hello’ arrangements for Mr Cox and the 


compensation provisions for the departing chief 
executive Mr Waxman, which included a notional 
unearned bonus. 


2 Chrysalis plc Approve the 43.25% The proposal met with high opposition due to strong 
remuneration concerns over potential and actual compensation 
report payments. Mr Riley who resigned in August 2007 


received compensation payments amounting to 
approximately 355% of base salary during the year.


3 Paragon Group Approve the 35.87% The principal concern related to the performance targets 
of Companies remuneration under the performance share and matching share plans 
plc report which were considered insufficiently challenging. 


4 BP plc Approve the 27.06% The focal point of concern related to the special retention 
remuneration awards granted to Mr Inglis and Mr Conn. In addition, 
report PIRC had significant concerns over the remuneration 


committee's decision to allow Lord Browne and 
Mr Manzoni, who left the board during the year, to  
participate fully in the 2005-2007 and 2006-2008 
Executive Directors’ Incentive Plan despite their departure.


5 Catlin Group Approve the 19.25% Shareholder opposition related primarily to concerns over 
plc remuneration the operation of performance conditions, under the 


report company’s LTIP, which were not considered challenging. 
Additional concerns related to the disclosure of the 
performance conditions themselves, which precluded a 
definitive analysis. 
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Appendix B: Reasons for opposing, abstaining, or voting for a 
remuneration report vote


The points below indicate the typical factors that are taken into account when deciding how to vote on 
remuneration reports.


Voting against:


A variety of different issues that
cause concern:


• Performance conditions have
been changed which causes
them to be easier to meet; 


• High levels of pay and there is
no real link to the performance
achieved, or to be achieved; 


• Annual bonuses continue to 
rise and salaries continue to 
increase, perhaps double digit
salary increases become a 
pattern; 


• Structural issues and overall lack
of performance linkage; 


• Performance targets do not
align with the long-term 
strategy of the company.


Voting to abstain:


• No evidence of excess and a
good level of disclosure; but
salaries have been increased
year on year and there is no 
justifiable reason as to why;


• Overall, there are no structural
issues but there is a general lack
of disclosure and there is scope
for more information to be 
disclosed and for the company
to be more transparent.


Voting in support:


• Clear disclosure of the main 
aspects of remuneration 
(ie, performance criteria, 
maximum awards, any 
departures from normal 
practices/scheme details);


• No evidence of excess; 


• Clear link between pay levels
and performance; 


• Clear alignment of the interests
of shareholders and directors
through robust remuneration
practices;


• Remuneration committee
demonstrates behaviours that
protect the interests of 
shareholders whilst offering 
pay packages and remuneration
policies which allow 
incentivisation and retention;


• Performance targets for the
long-term incentive plans do
support the long-term strategic
plan of the company.
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PIRC


PIRC is regulated by the FSA.


Railway Pension Investments Limited 
trading as Railpen Investments is 
authorised and regulated by the 
Financial Services Authority and is 
a wholly owned subsidiary of 
rpmi Limited.
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Key themes emerging from the round table for the BIS consultation on “A Long-term 
Focus for Corporate Britain” on what interventions the UK Govt could make. 


On 12th January 2011, Forum for the Future, UKSIF and the Aldersgate Group co-convened 
a round table with senior-level representatives from investment institutions and large (mainly 
FTSE 100) businesses to debate the BIS consultation “A Long-term focus for corporate 
Britain”.     


The points expressed in this document reflect the individual views of round table participants 
and are not necessarily shared by any of the organisations attending or hosting. 


 
(1) Strengthen tax incentives for long-term holding  
• There seems to have been a move away from incentives for longer-term holding through 


differing rates of Capital Gains Tax in the recent past and we should understand why.  
• Where the investment is through a fund, we need to distinguish properly between 


incentivising an individual investor to invest for the long-term, and incentivising the fund 
manager to make longer-term investments in the underlying assets.  Incentivising the 
former won’t change the investment strategy. 


• Loyalty dividends would be interesting but have created legal problems when some 
companies have tried to introduce them. 


• We are not necessarily trying to make people hold for longer.  We are trying to redirect 
the economy to invest in key areas.  This could be incentivised in other ways.  


• You need a crude financial incentive so that the short-term disbenefit of not playing the 
market on a day-to-day basis is rewarded in the longer-term.  


• It may be difficult in practice for a company to track exactly who its shareholders are. 
• Equity finance is disadvantaged in tax and this has created a move towards other assets. 


 
(2) Take care on interventions to slow down the number or frequency of transactions  
• Given that UK institutional investors are not the majority of the investors in the UK, a 


significant transactions tax could risk sending capital elsewhere. 
• You need to include externalities in trades so that the incentives to trade are different.  


Trading’s not a bad thing if you’ve taken into account all the relevant factors.  
• In some emerging markets, policies to introduce transactions taxes have resulted in a 


flow of capital out of the market. 
• Incentives for long-term holding may be a better route. 


 
(3) Undertake a wholesale review of structure of, and performance appraisal in, 


mandates 
• It is difficult for asset managers to make investments in long-term propositions showing 


lower short term returns than the alternatives, because they are reporting to clients on a 
quarterly basis. 


• We need longer-term mandates with strong get-out clauses benchmarked against growth 
in GDP and fundamentals rather than an index. 
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• The way pension funds have been regulated has contributed to short-termism in the 
market.  The minimum funding requirement for pension schemes introduced in the 1995 
Pensions Act was well-intentioned but had a completely perverse effect.  


• There is too much emphasis on the form and not enough on the substance – for 
example, pension funds ask fund managers for detailed disclosure on how they are 
approaching sustainability and claim to support that approach, but behave very 
differently in their practical decisions about mandates. 


• Asset managers are not incentivised to control transaction costs because they don’t bear 
them, so they nibble away at performance.  Pension funds need to be much more robust 
about their questions on transaction costs. 


 
(4) Require greater disclosure by pension funds on how they are engaged on long-


term thinking 
• Support the development of ratings / metrics to assess the performance of pension funds 


in this area.  
• The way the investment chain works, and the relationship and reporting between asset 


owner and asset manager creates a focus on returns not strategy.  The amendment to 
the Pension Act in 2000 [to require disclosure on management of social and 
environmental issues] was a good start but more is needed. 


• It would help to have better information on the age profile of pension funds – working 
with future beneficiaries on long-term issues will be more effective in pension funds with 
younger members than for those already in pay-out mode. 


 
(5) Create policy certainty 
• The regulatory framework favours the laggards rather than the leaders.  In all areas, 


investors need credible long-term policy frameworks including, for example, on carbon, 
on planning requirements.  


• There has to be a much clearer policy direction so that companies and investment 
managers have confidence to invest in key areas.  We have an enormous separation 
between sustainability risk and financial risk and this is compounded by a host of poor 
decisions by government that make regulatory risk huge.  


• Corporate Britain has to work in a highly political environment and the political horizon is 
very short, so politics is always changing the ground rules. There’s a paradox in asking 
businesses to take a longer term view when the fundamental ground rules change so 
rapidly.   


• Coal India recently floated quite successfully and this caused a hubbub, and there was 
less appetite for Enel’s Green Power flotation.  But this is not surprising given the 
regulatory signals.  Markets take into account the factors that are there. 


• Further policies on pricing externalities are needed. The government started the process 
on carbon and the floor price for carbon will help.  But it’s really only just started and if 
you look at other resources we’ve only just scratched the surface so more research is 
needed.  


• The UK Government will need to encourage an international response to addressing 
these issues.  


 







 


Summary of round table discussion 12th January 2011 Page 3 


 


(6) Walk the talk on procurement and public sector pensions 
• Government has to procure sustainably so that this drives more investment in 


sustainable companies. 
• Government could send some clear signals about how pension funds can be managed 


for the long-term, through the way it requires its own pension funds to be managed. 


 
(7) Require more strategic and longer-term thinking in company reporting  
• The primary focus for company reporting should be on strategy, not on returns. 
• At the moment there is very little focus on how a company is investing for long-term 


sustainability and investors tend to give very little credit for it.  
• There should be greater disclosure on how 5-year plans fit into a sustainable future. 
• The current culture is such that even in the context of a discussion on long-term trends, 


the focus reverts to the present.  
• There is work going on in the House of Lords about the role of audit, and this could be an 


important area of focus.  
• Companies need to have more resources for long-term thinking or have a platform to 


enable them to share future insights across markets so that there is more momentum 
around longer-term thinking.  


• There’s still a disconnect between sustainable investment and mainstream investment.  
Some companies are beginning to present their sustainability information in a way that 
interests mainstream investors and more work is needed in that area. 


• It would be valuable to assess how investors would rethink their fiduciary duty if 
companies were being held in perpetuity. This long-term strategic view from investors 
would then be reflected in their approach to returns and company engagement. 


• Long-term, sustainability-related KPIs need to be included in the remuneration of 
directors.     


 
(8) Consider institutional decision-making structures in Government 
• The UK Government could review and learn from the structure of ministerial 


responsibilities within other governments that have successfully adopted a more long-
term approach.  For example, in Australia the links between pensions and business are 
closer as pensions, company law and Treasury all sit within one Govt department. 


• Need to make sure that responses on the many government consultations (eg 
environmental taxation, disclosure) are tied together and coherent, both in submissions 
and in Government’s response. 


• Need to review past and future policies for their impact on long-termism.  Several drivers 
of the current short-termism are the unintended consequences of otherwise desirable 
past policies - for example on pensions.  Policies like these should be reviewed to 
identify where this has occurred and what could be done to address this.  


 
(9) Contribute to a better narrative / cultural shift 
• Tell a better story about the relevance of longer-term to our wealth and well-being. 
• Tell a better story about the relative importance of liquidity and stability, and the trade-


offs between them.  
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• We have a psychological problem in that investors feel they are expected to make deals 
and behave “as gamblers” and there is a cultural bias against longer-term strategies. 


 
(10) Provide support for collaboration on measuring and managing long-term risks 
• It’s becoming harder and harder for people to think in the long term because they know 


that black swans can happen from anywhere at any time.  They focus on the short term 
because it is easier to predict and control.  


• One powerful way to incentivise people for longer-term holding is to demonstrate that 
this does generate more robust and stable returns for investors, and this can only be 
done through more focus on fundamental long-term systemic risks. Government could 
help with research. 


• There are unforeseen risks with the management of issues like climate change but also 
water, biodiversity and other resources, and more research is needed. 


• Better assessment of long-term risks, and research into different ways of valuing them, 
would help in the integration of financial and sustainability agendas, so merits 
government support.  
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
As the consultation paper outlines, we believe that the introduction of a duty 
on directors to promote the success of the company under Section 172 of the 
Companies Act 2006 (the Act) ensures that UK boards continue to have a 
long-term focus.  The Act provides that directors much have regard to the 
likely consequences of any decision in the long term. 
 
We fundamentally believe that good corporate governance is a critical 
component for the integrity, and long term success, of companies and is 
central to the health of the economy and its stability.  Good corporate 
governance is about the board directing and controlling the company with a 
long term focus whilst balancing the expectations of its shareholders.  Boards 
are accountable to the company’s owners and must therefore account 
properly for their stewardship to ensure sound internal control.  We strongly 
believe that good corporate governance means much more than complying 
with the letter of regulations and codes and that those companies that 
holistically embrace the spirit behind them are more likely to have effective 
boards. 
 
We recognise that the time-scale of the long term focus is likely to vary 
between companies and further believe that “uncertainty” will inevitably play a 
part in this focus.  By way of example, the combined impact of the current 
regulatory changes and developments across our organisation’s footprint is 
significant and the ongoing uncertainty around many proposed or suggested 
developments does not always support a long-term view.   
 
Ultimately, a long term focus requires all participants, including the board, 
investors, analysts and others (such as the media and politicians) to create an 
environment where individuals are willing to look at, and adopt, long-term 
strategies for growth and sustainable earnings.  To incentivise the right 
investment behaviours, the interests of investors should be aligned with the 
company’s interests.  This includes long term performance incentives for 
investment managers and an emphasis on long-term, forward-looking metrics 
rather than more frequent information such quarterly reporting which can put 
pressure on companies to hit quarterly earnings targets. 
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Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
Simply put, no.  Whilst the Act and related disclosure obligations do provide a 
useful mechanism by which to access share ownership information, the 
regime is not comprehensive enough and also creates inefficiencies and 
needless costs. 
 
For example, the widespread and growing use of pooled nominee accounts 
by custodial organisations requires a greater reliance on Section 793 of the 
Act in order to uncover share ownership which is a costly, time consuming 
and error-strewn process. 
 
Furthermore, the growth in the use of Contracts For Difference (CFD), 
intended to avoid stamp duty and provide a cloak of anonymity, makes it very 
difficult for companies to get a full picture of share ownership. 
 
On a related issue, the framework is also inadequate when it comes to 
discovery of short interest which, arguably, is even more important to 
understand and where disclosure is only made during very specific situations 
such as rights issues. 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the chan ging nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
The issues around share ownership (as discussed in question 2 above) have 
made life more difficult for corporates and equity markets. The lower levels of 
visibility of share ownership and short interest means that companies have 
greater difficulty in understanding what their shareholders feel about specific 
issues and also how they vote at meetings. 
 
The internationalisation of share ownership has brought many benefits, with 
one of the most obvious being the access to new pools of capital in North 
America, Continental Europe, the Middle East and Asia. That, of course, 
means that corporate management teams have to spend more time than they 
used to travelling to meet current and potential investors. 
 
The proliferation of hedge funds and other types of boutique investors has 
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made navigating the investor landscape more complicated for issuers.  Many 
of these do not have a dedicated corporate governance resource and it is 
challenging for an issuer to establish any dialogue regarding corporate 
governance issues. 
 
Also, the polarisation of investment strategies towards either index tracking 
(cheap beta) or focused stock-picking (expensive alpha) has made life more 
difficult.  Index trackers do not always successfully integrate corporate 
governance in the overall investment decision process. 
 
Moreover, the average holding period for any given share has fallen 
dramatically over the recent years, partly driven by the increased presence of 
short term trading strategies.  High volume algorithmic trading makes it more 
difficult to understand who is trading in any given security and why. 
 
We welcome the introduction of the Stewardship Code which encourages 
institutional investors to be more active and transparent in the governance of 
companies in which they invest.  We believe that transparency, through public 
disclosure, is imperative in demonstrating and exercising accountability.  We 
would encourage the FRC to continue to review this, particularly with respect 
to the inclusion of proxy voting advisory companies under the Code (see 
question 9 for further details).   In noting that foreign investors are invited to 
adhere to the Code on a voluntary basis, we firmly believe that it is critical that 
a level playing field is maintained between UK and foreign investors in terms 
of their disclosures and voting practices.   
 
 
Question 4: What are the most effective forms of engagement? 
 
Comments 
 
There are many effective ways that issuers can engage with investors.  Each 
serves a particular purpose.  For simple dissemination of static information the 
corporate website and media channels are very effective.  
 
However, the most effective way for corporate management teams to build 
strong, long term relationships with current and potential shareholders is 
through direct personal contact by email, phone, and, most critically, in 
physical meetings. The corporate investor roadshow remains the mainstay of 
the investor relations programme though the trend is to use ever more 
efficient formats.  
 
Given the unique footprint of our organisation, we also find it very useful to 
take our top shareholders on a tour of our markets every two years, to allow 
access to regional operational management. This gives investors a unique 
opportunity to gain a deeper understanding of how the company is run from 
within.  This is particularly important given that over 60 per cent of our register 
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is represented by UK or US investors who do not naturally get to see the 
Group operating on a day to day basis 


 
We believe strongly that it is important to engage our shareholders in relation 
to our corporate governance practices as well as in relation to the investment 
proposition we offer.  Annually the Chairman hosts a Governance dinner 
where institutional investors are invited to join an open dialogue with the 
Company on its governance and management structure. The Chairman and 
the Chair of the Remuneration Committee also meet individually with 
shareholder representative bodies (such as the ABI) as well as individual 
shareholders to discuss key governance issues.  We also participate in a 
broad range of industry conferences and other investor events to ensure all 
investors seeking access to the Company have plenty of opportunities to 
engage with us.  The Chairman, Group Chief Executive, Group Finance 
Director and other members of the senior management team are regularly 
present at these investor events. 


 
Shareholder feedback is communicated to senior management within the 
Group. The Board receives a quarterly investor relations report that provides 
updates on communication activity, investor access to senior management 
and investor reactions to financial results and corporate events. 
 
Annual general meetings of shareholders are an effective form of engagement 
with shareholders since they give all holders, regardless of holding size 
(which is often the criterion which excludes some of them from ever meeting 
management on a roadshow), the opportunity to express themselves and 
seek justification for their management’s decision making. 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
Our experience is that communication between managers with different 
functions has improved significantly in recent years.  For example, those 
responsible for Environmental, Social and Governance (ESG) issues within 
institutions are now much more integrated within the mainstream investment 
decision-making process than they ever used to be and are much more likely 
to attend meetings with management teams alongside the portfolio managers 
and analysts.  In large part this trend was accelerated by the financial crisis, 
which in many ways was driven by failures in corporate governance. 
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Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
As discussed in question 4 above, voting is a very important form of 
engagement since it bestows the right to every shareholder to influence a 
decision according to their proportional interest in the company.  
 
However, the growth pooled savings schemes and consolidation in the asset 
management industry has led to a corresponding concentration of voting 
power in a small handful of institutional investors.  Thus, a small number of 
individuals now wield considerable influence over corporate Britain.  Hence, 
this is even more important to ensure that the processes by which they exert 
influence over companies are robust and appropriate. 
 
Whilst we support the introduction of the UK Stewardship Code, we believe 
that more could be done to enhance the disclosure of voting policy and 
activity.  For example, it is not always clear who makes the voting decision on 
shareholder resolutions and the extent to which a company’s corporate 
governance practices are taken into account when making voting decisions. 
 
In light of the work done by Lord Myners to identify ‘lost votes’ we believe that 
institutions should be encouraged to make the following disclosures:  
o the communication process with the investee; 
o how votes move from the beneficial shareholder through to the final voting 


submission; 
o who has the final responsibility to make the vote; 
o how proxy voting service companies (e.g. Manifest), or proxy voting 


advisory companies (e.g. ABI, PIRC, NAPF) are used; and  
o full disclosure of the communication policy with the investee company if 


logging an ‘abstain’ or ‘against’ vote. 
 
 
Question 7 : Is short-termism in equity  markets a problem and, if so, h ow 
should it be addressed? 
 
Comments 
 
Whilst there is a need for sufficient short term behaviour to drive price 
discovery, market efficiency and liquidity in equity markets, short-termism can 
be a problem owing to the growth on high frequency and momentum-driven 
trading strategies that seek to profit from the sensitivity of share prices to 
news flow.  
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This could be addressed by increasing the level of transparency on share 
ownership and most particularly short interest.  


 
Question 8: What action, if a ny, should be taken to encour age a long -term 
focus in UK equit y investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Increasing incentives to hold securities for longer periods would be sensible in 
encouraging a long term focus in equity markets. Such incentives could be 
effected through more shareholder rights for time-weighted voting or taxation 
law, but clearly the latter would have state budgetary implications. So too, 
increased regulation to curtail short term investment strategies may 
encourage the UK’s large asset management industry to move some of its 
operations abroad with the obvious impact on employment and wealth 
creation. 
 
Another action could be to consider an increase in the transactional costs of 
churning shares. 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
There are numerous agency problems in the investment chain given the 
number of agents involved and the difficulty in aligning interests within a 
regulatory framework.  
 
Firstly, the main agency issue is aligning the interests and actions of 
institutional investors with the interests of their underlying investment clients. 
A more robust and transparent framework that allows investors and 
corporates to understand how institutional investors operate, what they own 
(and what they have a short interest in), how they vote on specific issues, how 
they manage potential conflicts of interest, and how they ensure sound and 
independent governance of corporate issuers would be helpful to address 
some of the agency issues. 
 
Secondly, an agency issue may arise if interests of sell-side analysts and the 
investment banks they represent are not fully aligned with those of the buy-
side who are the recipients of the research they publish. Chinese Walls 
between research and investment banking as well as close monitoring of all 
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published research against the market activity by an independent party could 
help detect and/or eliminate some of the agency issues.   
 
Thirdly, an agency issue may arise on a corporate side, when there is a 
misalignment of interests between the board of directors of the issuer and the 
underlying shareholders.  This is best prevented through robust corporate 
governance structures and effective shareholder voting mechanisms. 
 
Fourthly, the use of proxy voting agencies can create issues in terms of the 
transparency on how the institutions use agencies to log their votes or use 
them to obtain guidance on how to vote.  We consider that it does not matter 
how good the chairman and the investor relations team may have been in 
communicating adequately with investors, if the decisions on voting shares 
are taken by proxy voting agencies then such discussions are arguably 
wasted. 
 
In referring to the Stewardship Code (the Code), we felt that the voting service 
agencies (e.g. Manifest) should have been asked to commit to the spirit of the 
Code, and that it may have been useful to have included an appendix 
providing ‘best practice’ guide for these agencies. This may include guidance 
on their minimum service level, commitment to avoiding ‘lost votes’, 
transparency on their processes, and disclosure of the institutions they vote 
for.  
 
Furthermore, we would also like to see more disclosure from the proxy voting 
advisory companies (e.g. ABI, PIRC, NAPF) including disclosure on how they 
assess companies resolutions and the basis that ‘abstain’ or ‘against’ votes 
are recommended.  They should also disclose their policy on engaging 
investee companies before they issue their voting report especially in regards 
to ‘abstain’ or ‘against’ votes. We would also like to see a list of institutions 
they represent and disclosures on the steps that they take to ensure that they 
are correctly representing their members’ views  
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
The benefits of more transparency have been addressed above. More 
transparency is needed on fund managers’ roles and their mandates, but not 
necessarily on how much they are remunerated.  What is important to 
understand is that managers are remunerated for achieving long term 
investment performance and following coherent and sound corporate 
governance policies. 
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Directors’ Remuneration 
 
Question 11 : What are the main reaso ns for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
We would question the hypothesis that there has been an increase in 
director’s remuneration, especially in relation to base salary where increases 
have not been significant over the period. 


The data in the FTSE 100 CEO average remuneration graph provided in the 
consultation paper shows that the majority of any increase is related to 
variable compensation, which itself is linked to the achievement of targets that 
provide an increase in value of the company e.g. share price or total 
shareholder return.  As such the payments are rewarding for value created in 
the business.  It is not possible to tell how expected value has been calculated 
for this purpose.   


We do not consider the role of CEO to be a good indicator of directors’ 
remuneration in general.  The average tenure of a CEO is approximately three 
years.  For this reason, when a new appointment is made a premium is paid 
for bringing someone into the position, giving way to a natural increase.  


It is also important to take into account the internationalisation of the FTSE 
100 composition.  There is now a global talent base from which senior 
employees are sourced.  The nature of companies and where they carry out 
their business has also become increasingly international. 
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Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
In order for the remuneration committee to work effectively each member 
needs to understand their role and time commitment, have a thorough 
knowledge of the business and undertake an appropriate induction to make 
appropriate decisions.  A well managed and independent remuneration 
committee is key rather than its size.  


The remuneration committee already has the remit to seek external advice 
from an array of other stakeholders including other specialist areas of the 
business (e.g. risk and control), external advisors and government groups. 


Ultimately, the remuneration committee is accountable to the owners of the 
business as determined by re-election and the “say on pay” vote that they are 
able to exercise at the Annual General Meeting (AGM). 


 
 
Question 13 : Are shareholders effective in  holding companies to account 
over pay? Are there further areas of pa y, e.g. golden parach utes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
We are not aware of any evidence that investors are calling for a greater level 
of involvement.  Shareholders are already using negative votes in increasing 
numbers to make their points heard, including rejections of the remuneration 
report at AGMs. 


There are already an increasing number of guidelines and provisions which 
give both prescriptive and informative detail on how pay is managed, 
determining how remuneration is structured.  This is particularly true in the 
financial industry. 


Our experience is that the majority of investors do not want to enter into an 
argument with management.  Ultimately, if investors are unhappy with the way 
in which policy is managed they will respond by selling their holdings. 


Engaging shareholders for approval on other areas of pay, such as golden 
parachutes, seems extremely impractical.  How this would work in practice is 
unclear, especially as termination arrangements by their nature are often 
acrimonious.  It is unlikely that it would be possible to approach shareholders 
before the compromise agreement was put in place. 
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It should also be noted that shareholders are not a homogeneous group. 
Shareholders have many motivations for holding equity and the level of 
involvement on a range of matters will be dependent upon this profile. 


We would also argue that most organisations already have due regard for 
appropriate governance and consideration to the important factors. 


 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


• linkage between pay and meeting corporate objectives 
• performance criteria for annual bonus schemes 
• relationship between directors’ pay and employees’ pay? 


 
Comments 
 
As highlighted in the average remuneration graph in the consultation 
document, the majority of directors’ total compensation is already 
performance related. 


There are already guidelines in place ensuring that there is more than 
adequate disclosure of directors’ pay.  Within this, companies already provide 
clearly articulated performance indicators of the business within their 
disclosures. 


We would suggest that the most important things to focus on in relation to 
remuneration are the principles and structure of arrangements rather than 
focusing solely on the quantum. 


Finally, there seems to be an underlying assumption that directors are the 
highest paid employees in the company.  In the majority of financial services 
companies the CEO is not the highest paid person, particularly when variable 
remuneration is factored in. 
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Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
We believe that boards do understand the long-term implications of takeovers 
and will always seek to communicate the long-term implications of bids 
effectively.  Any communication would include the compelling rationale for the 
takeover as well as an indication of the long term value it would create for 
investors.  Consistent with the Act, UK boards will also have regard to other 
stakeholders, such as employees and the local community. 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
The UK Listing Rules already required UK-listed companies to seek 
shareholder approval for major transactions and we consider that the 
threshold level at which shareholder approval is required remains appropriate 
at this time.  If companies were required to seek shareholder approval in all 
case, the cost and timescale of preparing shareholder documentation may 
outweigh the benefit of the acquisition.  
 
As an international organisation operating in over 70 countries, we recognise 
that a UK-listed company could potentially be at a disadvantage if it was 
required to obtain shareholder approval for an acquisition where a non-UK 
competitor bidder was not.  We believe that it is critical that a level playing 
field is maintained and that, if any new legislation must be introduced, it is 
done so equivalently on an international basis.  
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Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
In noting that some of the questions in this consultation overlap with those 
addressed elsewhere in other consultations, we believe that a more integrated 
and co-ordinated approach would be helpful going forward.  
 
Ultimately, there is a need for one comprehensive and consistent framework 
of “comply or explain” principles that can be applied on an international basis, 
are clear and easy to follow and which provide incentives for those who apply 
them in an exemplary manner and consequences for those who do not.  
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14 January 2011  Tel: + 44 (0)20 7283 7200 
  Fax: + 44 (0)20 7283 4119 
Mr Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
Dear Mr Gray, 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence - Response from MM&K 
 
MM & K Limited (“MM&K) is an independent firm of strategic pay and reward consultants. We have limited our 
responses primarily to those aspects that relate to remuneration, which is our main area of expertise. 
 
We think there is a problem in relation to short-termism and that your call for evidence is timely. These are 
complex problems and need careful thought. In summary, we have two key recommendations. 
 
1. Proposed changes for CEO pay disclosure 
 
We think the Directors’ Remuneration Report Regulations are not working. Remuneration Reports are 
hopelessly complex. It is difficult to see the wood from the trees. 
 
We propose changes to the reporting of remuneration so that the amounts paid to the CEO in each of the past 
five years are clearly displayed alongside a table or graph of total shareholder return (TSR) and other key 
performance indicators.  
 
If this approach were adopted, we would favour significantly reduced remuneration reporting in the annual 


report, with most of the information currently in the remuneration report being merely reported on the 
company website. This would reduce much of the clutter in the annual report and make it clearer and easier to 
read. Shareholders wishing to examine the detail of remuneration could access this via the company website. 
Hence no transparency would be lost.  
 
Currently there are too much data in annual reports and not enough information. The distinction between data 
and information is important. Our suggestions would improve the information flow to shareholders. This would 
help them understand the long-term. 
 
2. Fees paid to remuneration consultants should be disclosed 
 
In our view, the level of fees paid to some large remuneration consultants may result in a conflict of interest. 
Publishing the fees paid for remuneration committee advice and separately for other services to the company 
(in a similar way that audit fees are disclosed) would improve the transparency. 
 
Chairmen and Non-Executive Directors are strongly in favour of this proposal. Only 20% disagree. The source 
of these data is the MM&K 2011 Chairman and Non-Executive Director Survey. 308 directors - 189 chairmen 
and 119 non-executive directors - contributed to the survey.   


 
Detailed answers to your consultation questions are attached.  
 
Yours sincerely, 
 
 
Cliff Weight  
Director 
 
Attachments 
 
Appendix 1 About MM&K  
Appendix 2 Consultation response form 
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Appendix 1 - About MM&K 


 
MM&K is a leading independent consultancy specialising in the planning, design and implementation of pay and reward strategies.  


Founded in 1973, MM&K focuses on directors’ and senior executives’ remuneration, but we have added other services through 
the acquisitions of Independent Remuneration Solutions and The Share Option Centre and the launch of higher tαlent, our 
specialist recruiter of HR professionals. MM&K is owned by its employees and directors. 


Our consultants’ expertise areas include HR, share schemes, law, accountancy, tax, corporate governance, business 
management and statistics.  Our multi-disciplinary approach to remuneration is always tailored to individual client requirements.   


MM & K Limited is owned by its employees and directors. 


MM & K Limited is authorised and regulated by the FSA. 


Who We Are 


Paul Norris, Chief Executive 


Master’s graduate in Law and Barrister. Paul started his career with MWP Incentives Limited, and then spent a period in merchant 
banking before joining the buy-in team that created MM&K in 1985. He advises a number of remuneration committees on 
business-linked remuneration strategies and is experienced in the design and implementation of cash and share based incentive 
plans. 


Nigel Mills, Director 


PPE graduate and chartered accountant. Nigel joined MM&K in 1985 having spent 6 years at Price Waterhouse after graduating 
from Oxford.  He is an authority on executive and all-employee cash and equity based incentive schemes for public and private 
companies.  He also leads the Private Equity business of MM&K and is an expert on carried interest and co-investment plans for 
Private Equity houses. 


Cliff Weight, Director 


Graduate in Mathematics and Statistics from Cambridge. Cliff has over 20 years' experience as a remuneration consultant.  He 
was a Director of Independent Remuneration Solutions, which merged with MM&K in November 2006.  He specialises in advising 
companies on executive directors’ remuneration, annual and long-term incentives and non-executive directors’ fees. He is a 
regular speaker at conferences and is co-author of Tottel’s Corporate Governance Handbook, for which he wrote the chapters on 
directors’ remuneration. 


David Henderson, Non-Executive Director 


David has been Chairman of Kleinwort Benson Private Banking since November 2004.  David began his career specialising in 
personal tax and UK trusts.  He subsequently spent ten years (1974-1984) as a banker at Morgan Grenfell and, following that, 
eleven years in financial services executive recruitment with Russell Reynolds Associates before joining the Board of Kleinwort 
Benson Group plc as Personnel Director in 1995.  He was appointed Chief Executive of its private banking business in June 1997. 
David is also a non-executive director of Novae Group Plc, Price Forbes & Partners Ltd and Camp Hopson & Co. 


Allan Johnston, Non-Executive Director 


MA and Chartered Fellow of CIPD.  Allan was an Executive Director of Corus Group plc with responsibility for HR and some of the 
devolved businesses of the company until he retired from them in 2005.  He is Chairman of UK Steel Enterprise Limited and 
Chairman of the Trustees of the £9.8Bn British Steel Pension Scheme.  He is a Councillor of the City and Guilds of London 
Institute.  Specialist in all areas of HR with particular expertise in change management.  


Damien Knight, Executive Compensation Director 


Physics graduate.  After a period in construction management, Damien has followed a career in human resources and 
remuneration consulting, spanning 30 years.  Damien was a director of the Hay group where he worked for over 20 years and 
most recently Damien was Senior Consultant with Watson Wyatt.  For the past 15 years he has specialised in executive 
remuneration and has advised the remuneration committees and management of a wide range of companies in the UK and 
elsewhere in Europe, including several FTSE 100 and other major corporations. 


Michael Landon, Executive Compensation Director 


BA in Economics & Politics and MBA from London Business School.  Mike has more than 25 years of experience as a 
remuneration consultant and over this period has been at the forefront in developing innovative share and cash-based incentive 
arrangements for executives and employees generally. 


 



http://www.higher-talent.com/
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Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
Name:  Cliff Weight 
 
Organisation (if applicable): MM & K Limited 
 
Address: 1 Bengal Court, Birchin Lane, London EC3V 9DD 
 


 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
Yes, 
remuneration 
consultants 


Other (e.g. consultant or private individual) 
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
Clearly the answers vary between companies and sectors. However it should be recognised 
that UK boards are subjected to various factors that do not assist them to have a long-term 
focus: 
 


1. Their professional advisers (who include accountants, tax advisers, lawyers, 
bankers, strategy and management consultants, corporate finance advisers and 
brokers) all receive fees when companies do deals. They actively promote 
takeovers, divestments, spin-offs, mergers, reconstructions, refinancing and tax 
planning opportunities. Unlike directors, they are not subject to clawback if the deals 
they advise upon prove to be unsuccessful. As a consequence, there are far too 
many takeovers, as is evidenced by the widely reported fact that 60 to 70% of 
takeovers do not create value for the company making the takeover. 


2. Some fund managers do not have a long-term focus. As a result, when they are 
communicating with UK boards, their focus is on the short-term . Fund managers are 
assumed to represent shareholders, and so UK boards have acted in what they see 
as their shareholders’ requirements. 


3. The above are ably and enthusiastically supported by the media, who, when they 
write their stories, focus on what has changed and this inevitably has a short-term 
bias. Writing about long-term performance is not considered to be newsworthy. 


4. There are also problems in the performance measures that are used to judge 
companies’ success. There is an over-focus on performance versus budget in many 
companies. As a result, executives who are successful in negotiating lower budgets 
are rewarded when they beat their budgets. There is also a focus, in some 
companies, on meeting fund managers’ and analysts’ expectations. Such companies 
pay too much attention to short-term issues in order to satisfy the short-term needs 
of fund managers and analysts. Quarterly reporting of results adds to this short-term 
focus.  


5. One key requirement for a company to be successful in the long term is to create 
sustainable competitive advantage. This can be reflected in terms of beating 
competitors over the medium to long term. Financial operating performance 
measured relative to other companies should be reviewed by the board, but this is 
rarely done at present. (Methods to do this are available, and we are working with 
our associate company Obermatt to assist companies in the UK to do this. See 
www.obermatt.com  for more information on this subject.)  


6. Achieving a return on capital employed greater than the cost of capital employed is 
also a key to long-term success. (Hermes looks at this measure, in particular, when 
considering long-term investments.) However, changes in accounting rules mean 
that for some companies the capital employed shown in the balance sheet is not a 
true reflection of the amount of money that has been put into the company in terms 
of capital expenditure, or the cost of acquisitions. 
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Question 2: Does the legal framework sufficiently allow the boards of 
listed companies to access full and up-to-date information on the 
beneficial ownership of company shares? 
 
Comments 
 
Others are more qualified than us to respond to this question.  


 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK 
share ownership for corporate governance and equity markets? 
 
Comments 
 
Others are more qualified than us to respond to this question. 
 


 
Question 4: What are the most effective forms of engagement? 
 
Comments 
 


1. Engagements with shareholders are most effective when the shareholders have a 
significant percentage stake of the company. 


2. In contrast, attempting to engage with large numbers of shareholders with relatively 
minor stakes tends to add much less value. Our experience of this comes primarily 
from remuneration consulting, where many shareholders hold strong and different 
views about the underlying issues. As a result engaging with such a disparate group 
is highly complex. 


3. It is generally less effective to engage with short-term shareholders, except when a 
takeover bid has been announced. 


 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
Others are more qualified than us to respond to this question. 


 







Question 6: How important is voting as a form of engagement?  What 
are the benefits and costs of institutional shareholders and fund 
managers disclosing publically how they have voted? 
 
Comments 
 
Others are more qualified than us to respond to this question.  


 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
Yes. 
 


1. Financial incentives for fund managers should be changed. If we want fund managers 
to think long term (and we define long term for the large companies such as FTSE 
100 as 5 to 10 years), then much of the pay of fund managers should deferred for 
several years. The FSA has recommended that for banks, only 20% of any bonus for 
higher earners should be paid in the year to which it has been awarded and the 
remainder should be vested over 3 to 5 years. Similar arrangements could apply to 
fund managers, although there are reasons why the deferral should be even longer. 


2. Most fund managers’ performance is measured over three months, one year and 
three years. The reason for this is a commercial one. Fund managers wish to gather 
additional funds to manage (as they are income is usually a percentage of the funds 
under management). The sales and marketing team can only be successful if they 
have a successful track record to market. 


3. This pressure to perform over the short-term  is one of the reasons for the excessive 
churn which occurs in many fund managers portfolios. As noted in paragraph 4.25 of 
the consultation document, excessive churn can reduce the value of a pension fund 
by around 30%. As most of this excessive churn is between fund managers of 
different companies, this is in many cases, a zero-sum game in terms of performance, 
and is detrimental to the end customer. 


4. Paragraphs 4.23 and 4.24 of the consultation document referred to the difficulties of 
measuring performance. We have already commented on this in our answer to 
question one. We also recommend that key performance indicators and directors’ 
remuneration should be reported over a five-year period, so that shareholders can 
see the alignment of the two (or the lack thereof). 


5. In the private equity industry, the fund managers receive the majority of their variable 
remuneration in the form of carried interest arrangements. These only pay out after a 
long period, often as much a 6 to 8 years. These arrangements have been successful 
in making fund managers take a very long-term view, not only about their own loyalty 
to their company, but also in their investments. The other key aspect of the private 
equity industry is that these incentives are only paid out when a liquidity event occurs. 
They do not pay for paper profits, but only for cash returns. There are lessons to be 
learnt from private equity. 


 
 
 







Question 8: What action, if any, should be taken to encourage a long-
term focus in UK equity investment decisions? What are the benefits 
and costs of possible actions to encourage longer holding periods? 
 
Comments 
 


1. Ultimately, the value of a share for a long-term shareholder is the net present value of 
the future dividend income stream. So long-term shareholders will not be unduly 
concerned if short-term shareholders sell the shares and drive down the share price. 
Nor will they be affected if liquidity reduces and the bid offer spread rises temporarily. 
Hence we do not see any significant concerns about additional costs of actions which 
encourage longer shareholding periods (which by definition will reduce the proportion of 
shares held by short-term shareholders). 


2. We can see significant benefits of having more long-term shareholders with more of a 
long-term focus.  


3. Therefore, there is merit in the government considering enhanced dividends or voting 
rights and tax incentives for longer-term shareholders. 


 
 
 
Question 9: Are there agency problems in the investment chain and, if 
so, how should they be addressed?   
 
Comments 
 


1. Yes. We think there are agency problems in the investment chain, for the reasons 
stated above in answer to Q7. 


2. They should be addressed, partly by having more of fund managers’ pay deferred. 
 


 
 
10: What would be the benefits and costs of more transparency in the 
role of fund managers, their mandates and their pay? 
 
Comments 


 
1. Disclosure of the pay of individual star fund managers would be similar to that of football 


payers and promote much press coverage. Like football players, it would not constrain 
pay levels and would be likely to lead to further increases as high profile fund managers 
would be able to command even higher pay. However discussion of individuals’ pay 
would be a diversion from the much more important issues of promoting lower churn, 
lower costs and longer-term thinking. Hence we oppose disclosure of individual fund 
managers’ pay, other than that currently required by the Companies Act, Directors’ 
Remuneration Report Regulations and FSA disclosures. 
 
 


 
 
 
 







 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
1. The data provided on pages 25 to 29 of the consultation document refer to FTSE 100 


chief executive average remuneration. It is important to understand that the pay of 
directors of FTSE 100 companies is not representative of the rest of companies in 
corporate Britain. 


2. Pay increases in Small Cap and AIM companies over the last 10 years have been 
modest. According to the Manifest/MM & K survey salary, increases for Small Cap and 
AIM have averaged 5% per annum over the last 10 years. Total remuneration in Small 
Cap companies is twice the level of salary, and in AIM companies is 1.5 times. This is 
significantly different from the FTSE 100, where total remuneration is nearly 4 times the 
level of salary and confirms that the levels of performance-related pay in Small Cap and 
AIM companies is not excessive, nor have they grown egregiously. 


3. There is no evidence to suggest that pay levels, in general, in Small Cap and AIM 
companies are excessive. Nor has there been wide condemnation of pay in Small Cap 
and AIM companies: this is in sharp contrast to the amount of negative publicity about 
pay in FTSE 100 companies and in the large banks. 


4. Total remuneration has grown fastest in the largest companies. The biggest growth has 
been in long-term incentive awards, with many companies now using two or sometimes 
three plans, e.g. options, LTIPs and bonus matching plans. Bonus opportunities and pay-
outs have also increased significantly. Since 1998, FTSE 100 average CEO 
remuneration has grown rapidly, whilst the FTSE 100 share price index has declined: 


Figure 1: FTSE 100 Average CEO Pay - Cumulative Growth Rates (source MM&K/Manifest 
survey) 


Element 
% Growth 1998-2009 


Cumulative 
% Growth 1998-2009 


Average P.A. 


Salaries 96% 7% 


Bonus 251% 13% 


Options 33% 3% 


LTIPs 1,982% 35% 


Sub-total of Options & LTIPs 879% 26% 


Pension 309% 15% 


Total Remuneration 274% 14% 


Average UK earnings 49% 4% 


RPI 32% 2.5% 


FTSE 100 -8% -1% 


FTSE 250 76% 6% 


 


5. We do not have comparative data for FTSE 250 remuneration over the same period, but 
we believe that pay has not increased at such a fast rate as for the FTSE 100 
companies. The share price performance over the last 10 years of the FTSE 250 was 
significantly better than the FTSE 100. The FTSE 250 share price index has nearly 







doubled and the FTSE 100 one has declined 19%. The share price index excludes 
dividends, so shareholders have had a positive return, albeit a small one.)  


6. From 1998 to the end of 2009, average FTSE 100 CEO salaries rose by 96% (c. 7% p.a. 
compound) whilst their Total Remuneration went up by 274% (c. 14% p.a. compound). In 
the same period average UK average earnings went up 49%, retail prices by 32% and 
the FTSE 100 share price index fell 19%. Directors benefited significantly more than 
shareholders and employees. 


 
7. Salaries have increased more rapidly for executive directors than other employees. 


Some of the reasons were: 
 


 Salary increases of 7% p.a. did not attract shareholder criticism to 
the same extent as contract length and design features of incentive 
plans. Salary increases can usually be explained by changes in the 
role, increased scope of the company’s operations and the need to 
pay competitively. 


 Many institutions have traditionally focused on incentive plan award 
quantums as a multiple of salary, rather than looking at the amount 
in £ terms. They had neither the methodology nor the expertise to 
review total remuneration. 


 The knock-on effect to the value of pension. Many of the largest 
companies still have defined benefit pension arrangements for 
directors, often with 30th accrual rates. This makes the benefit very 
valuable - for the average FTSE 100 CEO, who is in a DB plan, the 
transfer value of the increase in pension accrued was about 80% of 
salary. 


8. Total remuneration in smaller companies has not grown as fast as in the largest 
companies. There is, however, a trickledown effect as smaller companies review their 
remuneration arrangements to ensure they remain competitive, both in amount and 
structure. The proportion of remuneration that is performance-related is noticeably less in 
smaller companies. 


 
9. Banking pay is a particular issue and needs to be addressed differently. Pay is high 


because bank profits are high, which are high because of the structure of the industry.  
This point was ably explained by Philip Augar in the Financial Times on January 11 
2011: use this link to reference the article - http://www.ft.com/cms/s/0/29c6d950-1d96-11e0-a163-


00144feab49a.html#ixzz1AqOffJE8  “Only global action can curb bonuses” in which he wrote: 
 


The UK government’s current embarrassment over banking bonuses illustrates three uncomfortable truths. 
....High bonus payments are a symptom of a problem, not its cause. The banking settlement was deficient 
because it did little to address the asymmetries in the universal banking business model. This model 
causes investment banks to jeopardise global financial stability in bad times whilst allowing bankers to cream 
off film star compensation in the good times. The global reforms have done a bit to improve financial stability 
but almost nothing to constrain the profitability that produces the bonuses. That profitability arises from a 
business model that gives banks in general and investment banks in particular the best possible view of 
global economies and markets. They are able to use this information advantage to load the dice and 
generate super-profits. This is where the bonuses come from and this is why the banking lobby worked so 
hard and so successfully to defend the model. 


 
10. The number of quoted companies is reducing. Private equity offers bigger incentives 


than small quoted companies. To retain and motivate executive directors, quoted 
companies will have to increase the amount of performance-related pay. 



http://www.ft.com/cms/s/0/29c6d950-1d96-11e0-a163-00144feab49a.html#ixzz1AqOffJE8

http://www.ft.com/cms/s/0/29c6d950-1d96-11e0-a163-00144feab49a.html#ixzz1AqOffJE8

http://www.ft.com/cms/s/0/d4f02d66-1d84-11e0-a163-00144feab49a.html

http://www.ft.com/indepth/investmentbanking





 
 
11. Four other factors influenced pay trends: 


 
 Globalisation led to executive remuneration to move closer to US 


norms. Bigger companies led the way in increasing pay. A big 
change happened around 2000. GlaxoSmithKline, Vodafone and BP 
were the bellwethers. Other companies followed in their footsteps. 


 Acquisitions of US businesses came with US executives on US style 
pay packages. In order to retain US executives, everyone’s pay 
tended to average up to US levels. 


 Private equity offers much larger rewards, often for running simpler 
businesses. 


 Many lawyers, accountants, consultants, investment bankers, hedge 
fund and long only fund managers are paid more than the executive 
directors of trading companies. 


12. This has led to remuneration inflation. There was little to restrain it:  
 


 Institutional investors set overall dilution limits for share schemes. 
They focused on excessive rewards for failure and argued for 
reduced contract lengths. They also focused on increasing the 
proportion of performance-related pay. They tried to set individual 
limits as a % of salary for share schemes, but were ignored by many 
companies which argued theirs was a special case.  


 Until recently, many institutional investors ignored salary and 
pension issues. 


 Government action was intended to increase transparency and 
increase accountability through the annual advisory vote on the 
Remuneration Report. This has failed, as there has been no 
requirement to disclose a single figure for total remuneration, so 
companies spread the data over many pages of the annual report. 
Only a very few experts can decipher what is hidden in the 16 or so 
pages of the Remuneration Committee Report. 


 Many consultants suffer from a conflict of interest. They work too 
closely with management - their recommendations favour executives 
rather than the company and its shareholders. The consultants’ fees 
are large. They also sell other consulting assignments to their 
clients. They are unwilling to make recommendations that might 
upset the CEOs and other buyers of their services. If they keep the 
CEO happy, there is a better chance of selling other work. In some 
cases the Group auditors were also the remuneration consultants. 
Many people believe that such remuneration consultants ratchet up 
pay. 


13. Another concern is the way in which some remuneration committees have operated. In 
many companies the remuneration consultants also advise management. They can be in 
receipt of fees for services to management far in excess of the fees they receive for 
advice given to the remuneration committee. For this reason, we favour the publication of 







fees paid to remuneration consultants for services to the remuneration committee, and 
separately for other services to the company.  


14. In the 2011 MM&K Life in the Boardroom survey, completed by 189 Chairmen and 119 
non-executive directors who collectively held 858 appointments), we asked if fees for 
remuneration consultants should be disclosed in the annual reports of listed companies. 
Respondents are in favour of this, with 60% agreeing or strongly agreeing, and only 20% 
disagreed. 
 
 


 


 
 
Question 12: What would be the effect of widening the membership of 
the remuneration committee on directors’ remuneration? 
 
Comments 
 


1. We can see no benefit of widening the membership of the remuneration committee to 
include people other than the chairman and non-executive directors of the company. 


 
2. What is really critical, here, is that the committee does its job well. Remuneration is an 


increasingly complex area. The committee needs to ensure that it has the necessary skill 
set to understand the issues, or that it receives appropriate independent advice. 
 


 
 
Question 13: Are shareholders effective in holding companies to 
account over pay? Are there further areas of pay, e.g. golden 
parachutes, it would be beneficial to subject to shareholder approval? 
 
Comments 
 


1. When a problem becomes apparent, there are effective mechanisms for shareholders to 
engage with companies to make their views known. In almost all cases a constructive 
dialogue occurs. 


2. However, current disclosures are in many cases not transparent. As noted in the 
consultation document, it is difficult to see the wood for the trees. Nowhere in the listing 
rules, directors’ remuneration report regulations and UK corporate governance code is 
there any requirement for the total remuneration to be added up and reported as a single 
number. (This is an SEC requirement in the USA and the UK has fallen behind in this 
respect.) The current regulations require that the total shareholder return has to be 
shown on a graph over a five-year period. We think it would be helpful if the total 
remuneration of the CEO was also shown over the same period, as this would encourage 
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remuneration committees to give an explanation of why pay had increased or decreased 
faster or slower than total shareholder return - and any other key performance indicators 
that the company chooses to report on. 


3. We do not think that any further areas of pay should be subject to shareholder approval. 
This would add to the volume of reporting and the cost thereof, without providing any 
benefit to shareholders. As noted above, there are already adequate mechanisms for 
shareholders to engage with directors and make their feelings known. There are many 
examples of where they have done this in respect of contracts and potential termination 
payments. 


 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 


1. The impact would be a reduced cost of capital for those companies which did this. 
Shareholders would have a better understanding of the company, its strategy, key 
performance indicators, how it plans to measure its future success and how it is doing to 
date. It would build trust between shareholders and directors. This would increase their 
desire to hold shares in the company, and it would also attract new shareholders. With 
higher demand for shares, the share price would increase and so the cost of capital for 
the company would fall. 


2. The second benefit would be greater harmony between directors and employees who 
could more easily understand and assess the logic behind the directors pay. The same 
might apply to suppliers and customers. 


3. It is important to recognise that merely publishing mathematical ratios will not by itself 
solve the problem. In many cases it is the reasons for the changes in the ratio which 
shed light on what is truly happening in the company. Future thinking companies will 
therefore give a useful commentary on the data. (An example might help. A company 
outsources its call centre to India and the average pay of the employees who are left 
increases: thus the ratio of directors pay to average employee pay goes down. Some 
years later, in a bid to improve customer service, the company wishes to close its 
outsource arrangement in India and opens a new call centre in Essex, and as a result the 
average pay of its employees decreases and the ratio of directors’ pay to employees’ pay 
increases. Only when the data are supported by useful commentary and interpretation 
can meaningful conclusions be drawn.) 


 
 
 
 
 







Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids 
effectively? 
 
 
Comments 
 


1. We think some are misled by advisers, who are driven by their own shorter-
term profit considerations. 


 
2. Many board members have been brought up in this culture of acquisitions and 


assume that they are in general a good thing, whereas academic research 
suggests otherwise. 


 
3. Once a takeover bid has been announced, the target’s board has a duty to 


shareholders. If the bid is at a significant premium to the pre-announcement 
price, the board's duty usually is to gain the highest maximum price for 
shareholders (and communicating the long-term implications is only part of 
the board’s role).  


 
 
Question 16: Should the shareholders of an acquiring company in all 
cases be invited to vote on takeover bids, and what would be the 
benefits and costs of this? 
 
Comments 
 


1. This has, at first sight, some appeal as it will reduce the number of takeover 
bids. 


 
2. However, it is totally impractical in a global economy. It would put UK 


companies at a huge disadvantage to international competitors. 
 
 
 
 







Question 17: Do you have any further comments on issues related to 
this consultation? 
 
Comments 
 


1. If we truly believe a long-term focus is right for Britain, Britain should have a 
tax system which encourages long-term ownership of shares.  


 
2. In respect of individuals owning shares, the previous tax regime with its taper 


relief over 10 years encouraged longer-term shareholding. The new capital 
gains tax rules have removed this incentive. 


 
3. Many individuals hold shares via pension schemes, life insurance products, 


investment bonds, unit trusts and investment trusts. Whilst the individuals will 
be seeking absolute returns, the goals of the fund managers are often very 
different, as: 


 
i. Fund managers are remunerated on how well their fund performs over 


short periods (3 months, 1 year and 3 years being the key) 
ii. Fund managers need upper quartile performance to win mandates from 


pension funds and other institutional investors; and they need top 3 in 
their sector performance to win retail business. 


iii. Fund managers receive fees as a proportion of funds under 
management, so winning new business is key (and losing business is 
potentially disastrous. The recent example of Gartmore comes to mind.). 


 
4. Individuals should be encouraged to hold shares in companies for the long 


term and not penalised for doing so. Government should consider enhanced 
voting rights for long-term shareholders and enhanced dividends (or reduce 
the tax on dividends on shares held for the long term.), or a rebate of stamp 
duty for shares held for the long term. 
 


5. Debt has tax advantages over equity as interest on debt is tax deductible and 
dividends are not. This can encourage a number of things that may not 
support a long-term perspective: 


 
i. Use of excessive leverage as a means of boosting returns on equity; 
ii. Restructuring and refinancing as a way to reduce tax; 
iii. Acquisitions as a way to boost debt and reduce tax bills and increase 


returns on equity. 
 


6. This is not an easy problem to solve, but we think it should have been part of 
the call for evidence. 
 


7. Fees for advisers on acquisitions are paid when the deal is done. Directors 
are now becoming subject to clawback with regard to their bonuses. 
Consideration should be given as to whether advisers on acquisitions should 
have the same requirement.  
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Our reference:


Dear Mr Gray


Subject: Response to Long


Thank you for the opportunity to respond on behalf of PricewaterhouseCoopers LLP (‘PwC’) to the call
for evidence on ‘A Long-term focus for corporate Britain’ (‘the consultation paper’). W
much to be gained from a thorough and pragmatic examination of the areas covered. At this stage we
have provided some initial comments on key aspects of the consultation and we have also identified a
number of ways in which we believe Pw


Basis of our response and how we can help
PwC is a leading intermediary and adviser working with ‘corporate Britain’ on many of the matters
touched on in the consultation paper. Where we have provided comments at t
on our own direct experience. We have not sought to respond on behalf of investors, companies or
other market participants though we do have access to an extensive network of contacts.


The consultation paper calls for evidence a
shareholders interact’ and whether this system ‘...promotes long
therefore very wide-ranging and sets out much preliminary background information in a relatively
short document. At the next stage of the process there will be a need to focus on specific areas
intermediaries and advisers, we are very willing to assist
gather and analyse the views of the groups with whom w


Initial comments
Q1 – Q10: Board of directors, shareholders and their role in equity markets
These areas in particular would benefit from deeper analysis in the next phase of the consultation
process – for example to distinguish the many different types of participants in the markets and their
different motivations and mandates, and to define the terms used. This, in turn, would allow more
closely focused questions to be raised. There is a serious risk that changes ari
consultation process could undermine the competitiveness of the UK corporate environment if there is
not full clarity on what is being discussed and proposed.


The main specific observation that we can make at this stage, based on direct exp
research projects, is that, everything else being equal,
reduces volatility in companies’ share prices. In outline, this is because
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term Focus Consultation
Corporate Law and Governance
Department for Business, Innovation and Skills


Response to Long-term Focus call for evidence


Thank you for the opportunity to respond on behalf of PricewaterhouseCoopers LLP (‘PwC’) to the call
term focus for corporate Britain’ (‘the consultation paper’). W


much to be gained from a thorough and pragmatic examination of the areas covered. At this stage we
have provided some initial comments on key aspects of the consultation and we have also identified a
number of ways in which we believe PwC is well placed to help in the process.


Basis of our response and how we can help
PwC is a leading intermediary and adviser working with ‘corporate Britain’ on many of the matters
touched on in the consultation paper. Where we have provided comments at t


direct experience. We have not sought to respond on behalf of investors, companies or
though we do have access to an extensive network of contacts.


The consultation paper calls for evidence about ‘...the system in which our companies and their
shareholders interact’ and whether this system ‘...promotes long-term growth


ranging and sets out much preliminary background information in a relatively
ort document. At the next stage of the process there will be a need to focus on specific areas


visers, we are very willing to assist BIS with this; we are also in a position to
gather and analyse the views of the groups with whom we work, if this would be helpful.


Q10: Board of directors, shareholders and their role in equity markets
These areas in particular would benefit from deeper analysis in the next phase of the consultation


distinguish the many different types of participants in the markets and their
different motivations and mandates, and to define the terms used. This, in turn, would allow more
closely focused questions to be raised. There is a serious risk that changes ari
consultation process could undermine the competitiveness of the UK corporate environment if there is
not full clarity on what is being discussed and proposed.


The main specific observation that we can make at this stage, based on direct exp
, everything else being equal, transparent and accurate corporate reporting


reduces volatility in companies’ share prices. In outline, this is because the greater the transparency,
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Thank you for the opportunity to respond on behalf of PricewaterhouseCoopers LLP (‘PwC’) to the call
term focus for corporate Britain’ (‘the consultation paper’). We believe there is


much to be gained from a thorough and pragmatic examination of the areas covered. At this stage we
have provided some initial comments on key aspects of the consultation and we have also identified a


placed to help in the process.


PwC is a leading intermediary and adviser working with ‘corporate Britain’ on many of the matters
touched on in the consultation paper. Where we have provided comments at this stage they are based


direct experience. We have not sought to respond on behalf of investors, companies or
though we do have access to an extensive network of contacts.


bout ‘...the system in which our companies and their
term growth – or undermines it’. It is


ranging and sets out much preliminary background information in a relatively
ort document. At the next stage of the process there will be a need to focus on specific areas. As


S with this; we are also in a position to
e work, if this would be helpful.


These areas in particular would benefit from deeper analysis in the next phase of the consultation
distinguish the many different types of participants in the markets and their


different motivations and mandates, and to define the terms used. This, in turn, would allow more
closely focused questions to be raised. There is a serious risk that changes arising from this
consultation process could undermine the competitiveness of the UK corporate environment if there is


The main specific observation that we can make at this stage, based on direct experience and past
transparent and accurate corporate reporting


the greater the transparency,
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the greater the ability of an
investing in a stock and increases
company. As the portfolio
volatility is lessened.


Recognising this, PwC has worked for many years to encourage more transparent and useful corporate
reporting. We of course contributed to the recent BIS consultation on narrative reporting, and believe
that the two consultation processes should be drawn together in this area.


Q11 – Q14: Directors’ remuneration
As intermediaries in the executive remuneration field, our perception is that non
(being the only members of the remuneration commi
‘stakeholders’ and the media and are genuinely concerned to address perceived abuses of the system,
as long as the measures proposed are workable and likely to achieve the desired effect.


From our experience and initial research, we believe that the key areas that the consultation should
focus on are:


 Linkage of reward to long
 Greater transparency over the relationship between reward and performance
 Consistency of approach to executive
 More meaningful and concise disclosure
 Improved means of dialogue between companies and shareholders.


Again, some of these may be addressed through the narrative reporting consultation process.


The question of whether companies are truly accountable to shareholders on executive pay could be
addressed through a review of the advisory nature of the annual vote on the remuneration report.
Ultimately, however, accountability depends on shareholder engagement and while the St
Code may help with this, different market participants will always have different priorities.


Q15 – Q16: Takeovers
In our view, there is further scope to improve the balance between the positions of the offeror and the
offeree, even after the changes to the Takeover Code.


We also agree with the consultation paper that there may be inherent factors that influence the actions
of offeror and offeree boards and that these can conflict with
shareholders as a whole. Examples of these factors include a tendency of offeror boards to focus on
potential synergies instead of the level of premium being paid, or the personal motivation of a director
on an offeree board who is also a significant shareholder. Such facto
but an independent view should be available to shareholders when significant transactions are
involved.


Consistent with our comments above on the positive effect of good corporate reporting on share price
volatility, we would always advocate proper, rigorous analysis of the pros and cons around bids and in
particular of the associated valuations and prospects of the target, along with transparent
communication of this information to shareholders on both sides. We woul
proposals arising from the consultation process to supplement the present safeguards in these areas.


the greater the ability of an analyst to forecast with confidence. This reduces one element of the risk of
increases the propensity of long-term investors to take a position in a


company. As the portfolio ‘churn’ of long-term investors is less than that of


Recognising this, PwC has worked for many years to encourage more transparent and useful corporate
reporting. We of course contributed to the recent BIS consultation on narrative reporting, and believe


he two consultation processes should be drawn together in this area.


Q14: Directors’ remuneration
As intermediaries in the executive remuneration field, our perception is that non
(being the only members of the remuneration committee currently) are aware of the pressure from
‘stakeholders’ and the media and are genuinely concerned to address perceived abuses of the system,
as long as the measures proposed are workable and likely to achieve the desired effect.


and initial research, we believe that the key areas that the consultation should


Linkage of reward to long-term corporate strategy
Greater transparency over the relationship between reward and performance
Consistency of approach to executive reward with group-wide remuneration
More meaningful and concise disclosure


of dialogue between companies and shareholders.


Again, some of these may be addressed through the narrative reporting consultation process.


ompanies are truly accountable to shareholders on executive pay could be
addressed through a review of the advisory nature of the annual vote on the remuneration report.
Ultimately, however, accountability depends on shareholder engagement and while the St
Code may help with this, different market participants will always have different priorities.


In our view, there is further scope to improve the balance between the positions of the offeror and the
changes to the Takeover Code.


We also agree with the consultation paper that there may be inherent factors that influence the actions
of offeror and offeree boards and that these can conflict with the long-term interests of a company’s


. Examples of these factors include a tendency of offeror boards to focus on
potential synergies instead of the level of premium being paid, or the personal motivation of a director
on an offeree board who is also a significant shareholder. Such factors are difficult to counteract fully,
but an independent view should be available to shareholders when significant transactions are


Consistent with our comments above on the positive effect of good corporate reporting on share price
we would always advocate proper, rigorous analysis of the pros and cons around bids and in


particular of the associated valuations and prospects of the target, along with transparent
communication of this information to shareholders on both sides. We would support practical
proposals arising from the consultation process to supplement the present safeguards in these areas.


analyst to forecast with confidence. This reduces one element of the risk of
term investors to take a position in a


nvestors is less than that of speculators, stock price


Recognising this, PwC has worked for many years to encourage more transparent and useful corporate
reporting. We of course contributed to the recent BIS consultation on narrative reporting, and believe


As intermediaries in the executive remuneration field, our perception is that non-executive directors
ttee currently) are aware of the pressure from


‘stakeholders’ and the media and are genuinely concerned to address perceived abuses of the system,
as long as the measures proposed are workable and likely to achieve the desired effect.


and initial research, we believe that the key areas that the consultation should


Greater transparency over the relationship between reward and performance
wide remuneration


of dialogue between companies and shareholders.


Again, some of these may be addressed through the narrative reporting consultation process.


ompanies are truly accountable to shareholders on executive pay could be
addressed through a review of the advisory nature of the annual vote on the remuneration report.
Ultimately, however, accountability depends on shareholder engagement and while the Stewardship
Code may help with this, different market participants will always have different priorities.


In our view, there is further scope to improve the balance between the positions of the offeror and the


We also agree with the consultation paper that there may be inherent factors that influence the actions
term interests of a company’s


. Examples of these factors include a tendency of offeror boards to focus on
potential synergies instead of the level of premium being paid, or the personal motivation of a director


rs are difficult to counteract fully,
but an independent view should be available to shareholders when significant transactions are


Consistent with our comments above on the positive effect of good corporate reporting on share price
we would always advocate proper, rigorous analysis of the pros and cons around bids and in


particular of the associated valuations and prospects of the target, along with transparent
d support practical


proposals arising from the consultation process to supplement the present safeguards in these areas.
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Specifically on Q16, we believe that the class tests work appropriately to determine when the
shareholders of an acquiring company sho
market. On other markets, where regulation is consciously lighter
to be welcomed but in respect of a key corporate event such as a takeover we believe this shou
preclude a proper consideration of the merits of mandatory voting at similar thresholds to the main
market.


Should you have any questions in relation to our response, and particularly if you would like to discuss
how we can assist with the process,


Yours sincerely


Sean O’Hare


Specifically on Q16, we believe that the class tests work appropriately to determine when the
shareholders of an acquiring company should vote on a takeover bid, at least in respect of the main


On other markets, where regulation is consciously lighter-touch, mandatory voting is unlikely
to be welcomed but in respect of a key corporate event such as a takeover we believe this shou
preclude a proper consideration of the merits of mandatory voting at similar thresholds to the main


Should you have any questions in relation to our response, and particularly if you would like to discuss
how we can assist with the process, please do not hesitate to contact me at the above address.


Specifically on Q16, we believe that the class tests work appropriately to determine when the
uld vote on a takeover bid, at least in respect of the main


touch, mandatory voting is unlikely
to be welcomed but in respect of a key corporate event such as a takeover we believe this should not
preclude a proper consideration of the merits of mandatory voting at similar thresholds to the main


Should you have any questions in relation to our response, and particularly if you would like to discuss
at the above address.








 
 
 
 
 
 


 
The Local Authority Pension Fund Forum (LAPFF) was set up in 1991 and is  
voluntary association of 52 local authority pension funds based in the UK. It exists to 
promote the investment interests of local authority pension funds, and to maximise 
their influence as shareholders to promote corporate social responsibility and high 
standards of corporate governance amongst the companies in which they invest. The 
Forum’s members currently have combined assets of over £90 billion. The Forum has 
taken the opportunity below to provide our view on those issues which we consider 
relevant to our activities. 
 
 
Response 


 
The Board of Directors 
1. Do UK boards have a long-term focus – if not, why not? 
 
The Forum believes that most boards do seek to have a long-term focus. However, 
anecdotal evidence from our engagement with companies suggests that many board 
members feel (rightly or wrongly) that there is considerable pressure on them to 
deliver performance in the short term.  This in part is due to the short-term mandates 
in investment management, further driven by quarterly monitoring of the performance 
of portfolios.  
 
2. Does the legal framework sufficiently allow the boards of listed companies to 
access full and up-to-date information on the beneficial ownership of company 
shares? 
 
No. Companies can obtain the relevant information, but this is not straightforward. 
LAPFF believes that there may be merit in making it easier for companies to identify 
who their beneficial owners are.  
 
 
Shareholders and their role in equity markets 
3. What are the implications of the changing nature of UK share ownership for 
corporate governance and equity markets? 
 
The headline figures on share-ownership produced by the Office for National Statistics 
(ONS) demonstrate a long-term decline in the proportion of UK equities held by 
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domestic institutional investors including pension funds.1 This reflects asset allocation 
decisions resulting from both a desire for diversification (many funds have increased 
their overseas equity holdings while reducing UK exposure) and increasing maturity of 
schemes. Over the same period there has been a significant increase in the proportion 
of UK equities held by overseas investors.  
 
In theory this means that the potential influence of domestic institutions is significantly 
lessened. But whilst this is true to some extent, we should be aware of countervailing 
factors. Voting turnout at company meetings is typically in the region of 50% to 60%, 
and the overwhelming majority of UK institutions exercise their votes, while this may 
not be the case for overseas investors. As such, domestic institutions may have 
proportionately more voting power.  
 
In addition the ONS statistics set out domestic ownership of UK equities at the 
aggregate level. At the company level it is not uncommon to find domestic institutions 
taking significant active positions in individual companies. For example, in February 
2010 the property company Grainger lost the vote on its remuneration report.2  
Disclosed holdings in the company reveal that the three largest holders were as 
follows: 
 
Schroder Investment Management  - 16.88% 
BlackRock Investment Management  - 10.17% 
Standard Life Investments    - 6.93%    
 
The voting turnout at the AGM was approximately 71%, meaning that these three 
institutions alone accounted for just under 48.5% of votes cast. Given this potential 
power, just one of these managers could surely influence board thinking. 
 
4. What are the most effective forms of engagement? 
 
This will depend to a significant degree on the issues concerned, the context and the 
attitude of the company involved. On some issues – such as pay – the use of 
shareholder voting rights can bring about change, although it is arguable that investors 
could have used these rights more effectively in the recent past. It is also important 
that companies are made aware of why shareholders reach certain voting decisions. 
Therefore companies on the Forum’s Global Focus List are always informed of both 
why the Forum has chosen to engage with them and, following engagement if 
relevant, the reasons for any votes against. 
 
In LAPFF’s experience, meeting with company representatives in person is crucial in 
bringing about change. Communicating by letter, email or phone can convey certain 
information but nuances are lost. Therefore the Forum seeks face-to-face meetings 
with companies where it has particular interests or concerns.  
 
Where companies fail to respond or do not adequately address governance or other 
investment concerns a more direct approach might be required. For example the 
Forum has filed a number of shareholder resolutions over the years, most recently at 


                                                 
1 http://www.statistics.gov.uk/pdfdir/share0110.pdf 
2 http://www.investegate.co.uk/Article.aspx?id=201002101701589793G 
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Marks & Spencer in 2009, where other forms of engagement have proved ineffective. 
The advantage of shareholder resolutions is that they can be focused on specific 
issues, and represent an escalation of engagement where the company does not 
address investor concerns substantively.  
 
However the number of shareholder resolutions filed in the UK is small. This may be in 
part because of the complexities of the filing process and the threshold of share 
ownership required. The current requirements are of either 5% or 100 shareholders 
with an average of a £100 holding each. The latter  arguably can actually make filing 
resolutions more attractive to campaign groups by mobilising supporters to buy 
shares, rather than enabling concerned institutional investors to escalate concerns to 
the AGM agenda.  Shareholder engagement could be strengthened by making it 
easier for institutional investors to file resolutions.  
 
This proposal was included in the initial draft of the Institutional Shareholders 
Committee (ISC) paper on the financial crisis which stated: “The ISC believes it would 
assist investors if it were made easier for them to table non-binding resolutions at a 
lower threshold of ownership than applies to binding resolutions.”3 
 
The proposal was inexplicably dropped from the final paper, but this may be an option 
that the Government wishes to explore.  
 
5. Is there sufficient dialogue within investment firms between managers with different 
functions (such as corporate governance and investment teams)?  
 
In LAPFF’s experience there can sometimes be insufficient dialogue between these 
two functions. For example, in our engagement with Marks & Spencer from 2008 
onwards, the Forum spent considerable time talking to investment institutions. In the 
case of one asset manager with a large active position we gained the impression that 
the portfolio manager had little interest in corporate governance. Having taken a large 
position they were going to support the company come what may, despite a major 
breach of governance best practice which was widely criticised. We do not believe the 
corporate governance officer shared this view. 
  
Clearly governance concerns are not always material, and there are different ways to 
address them in any case. Nonetheless, the Forum does not consider that recent 
history has seen the governance function within asset managers in particular given 
sufficient weight either in presenting a consistent view on an issue or in determining 
voting positions.     
 
6. How important is voting as a form of engagement? What are the benefits and costs 
of institutional shareholders and fund managers disclosing publicly how they have 
voted? 
 
We note that the ISC, which brings together a number of investment trade bodies, 
emphasised the importance of utilising voting rights in its 2009 paper on the role of 
institutional investors: 
 


                                                 
3 Initial draft of the ISC paper seen by LAPFF 
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“Where… dialogue fails to produce an appropriate response, shareholders and/or their 
agents should be prepared to use the full range of their powers including voting 
against resolutions and follow-up afterwards. The ISC considers that investors have 
on occasion been too reluctant to act in this way.”4   
 
The Forum believes that voting is a core element of engagement; importantly it has 
legal power and is quantifiable. Ultimately voting is most effective when embedded 
within a broader engagement process. 
 
LAPFF supports the public disclosure of full shareholder voting records. As we noted 
in an internal LAPFF paper published in 2009 which reviewed asset manager voting: 
“Given the apparent failures of institutional shareholders to engage effectively with 
banks in the run-up to the financial crisis, there is now surely a compelling public 
interest argument in favour of a mandatory disclosure regime.” 
 
The benefit of full disclosure is that it would facilitate the analysis of how various 
investors exercise their ownership rights. With the patchy reporting under the current 
voluntary regime this is simply not possible. LAPFF considers that the costs of making 
voting data public are negligible.  
 
7. Is short-termism in equity markets a problem and, if so, how should it be 
addressed? 
 
It is not clear what is meant by ‘short-termism’ in this case. If there has been a 
decrease in average holding period for equities, this is a potential problem for 
investors if the trading costs incurred outweigh the benefits, but it is not clear what 
responsibility the Government has for poor investment decision-making. The 
challenge is for trustees and other asset manager clients to review their investment 
mandates and design more effective arrangements if needed. 
 
It may be the case that shorter holding periods result in greater short-term pressure on 
boards, but LAPFF is not aware of any research establishing this. If such a link is 
established then the Government could give consideration to incentivising long-term 
holdings. Alternatively companies themselves could address this through dividend 
policy, for example by paying a slightly higher dividend to long-term holders. 
 
8. What action, if any, should be taken to encourage a long-term focus in UK equity 
investment decisions? What are the benefits and costs of possible actions to 
encourage longer holding periods? 
 
The benefits of longer holding periods potentially accrue to two different groups – 
companies and investors. The theoretical benefit to companies is presumably that 
longer holding periods would see them subject to less short-term pressure, though 
clearly evidence would need to be provided that this is indeed the case.  
  
For investors the theoretical benefit of longer holding periods is that this would reduce 
their costs. Again evidence would need to be provided here, as it may be the case that 


                                                 
4http://institutionalshareholderscommittee.org.uk/sitebuildercontent/sitebuilderfiles/ISCImprovi
ngInstitutionalInvestorsRoleInGovernance050609.pdf  
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the benefits of trading outweigh the costs. We note the comments of Watson Wyatt 
when it explored this question a number of years ago that for pension funds as a 
whole, an increase in trading is an increase in costs.5 It suggested that long-term (ie 
ten year) mandates were one potential solution.  
  
9. Are there agency problems in the investment chain and, if so, how should they be 
addressed?  
 
There are clearly agency relationships at various points in the investment chain, not 
just in the investor-company relationship, but also in the asset manager-client 
relationship. However whether these are agency ‘problems’ is a different question.  
 
It is possible that the principal issue to be resolved is clarity in the expectations of 
those on each side of the relationship. Investors should be clear what their time 
horizons are, so that boards can assess whether and how they can relate to them. In 
this process it should be clear that investors’ interests will vary dramatically, so boards 
need to have the freedom to balance these. Similarly the clients of asset managers 
should be clear about their investment time horizons, so that managers have a clear 
idea of how long they have to see an investment decision play out.   
  
It may be the case that both boards and asset managers are misinterpreting the 
expectations of their principals, leading to the assumption of short-term pressure 
where it may not actually exist. It is notable that previous studies of short-termism 
have suggested this.6 Greater clarity about actual expectations may therefore mitigate 
such (potentially self-imposed) pressure.  
 
10. What would be the benefits and costs of more transparency in the role of fund 
managers, their mandates and their pay? 
 
The theoretical benefits of greater transparency are presumably that this would enable 
trustees and others to identify potentially problematic arrangements. However, it is not 
clear that it is the nature of these arrangements which is responsible for short-termism 
in equity markets. If asset managers, for example, do feel (rightly or wrongly) they are 
under short-term pressure from their clients, this seems likely to persist regardless of 
the nature of their remuneration.  
  
In any event, trustees can surely construct investment mandates in any way they 
choose, including the way in which the manager is rewarded, regardless of how such 
arrangements are reported. 
 
Directors’ Remuneration 
11. What are the main reasons for the increase in directors’ remuneration? Are these 
appropriate? 
  
There are likely to be numerous factors at play. Clearly, to some extent, supply and 
demand determines the ‘cost’ of executive talent, though there may be a debate over 
whether boards favour buying in external talent over developing internal candidates. 
                                                 
5 “[Increased UK equity turnover] has enriched the broking community and impoverished the average 
pension fund.”, Remapping Our Investment World, Watson Wyatt, 2003 
6 NAPF/IMA Short-termism Study Report, September 2004 
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The peer group comparison no doubt also plays a significant part. Boards do not want 
to pay ‘below average’, perhaps in part because this might suggest that their 
executives are qualitatively also below average. This pressure is probably 
exacerbated by the use of remuneration consultants who frequently use peer group 
benchmarks. 
 
The constituent members of remuneration committees may also be a contributory 
factor. Most committee members are also directors of other companies, and are 
therefore accustomed to high pay. They seem unlikely to exert downward pressure on 
rewards because they themselves are part of the high pay culture. 
  
Finally, there appears to be no notion of restraint in most boardrooms, and this may in 
part result from the nature of the company-shareholder relationship. Boards largely 
pay directors what they wish, with shareholder pressure on them to exercise restraint 
being a minimal countervailing force. Defeats at company AGMs over remuneration 
issues are very rare, and the average level of shareholder opposition to remuneration-
related resolutions is notably very low.  
 
12. What would be the effect of widening the membership of the remuneration 
committee on directors’ remuneration? 
 
This will depend on who the new members of remuneration committees are. The two 
groups that have been mentioned in commentary on this issue are shareholder 
representatives and employee representatives. The former group are likely to have 
significantly more technical knowledge; the latter seem more likely to exert pressure to 
consider employee pay when setting remuneration policy. However these assertions 
are speculative, and therefore it may be worth the Government exploring this issue in 
more detail.  
 
LAPFF has no objection to widening the membership of remuneration committees in 
principle, provided that this does not conflict with the need for an appropriate level of 
independent representation on them. 
 
13. Are shareholders effective in holding companies to account over pay? Are there 
further areas of pay, such as golden parachutes, it would be beneficial to subject to 
shareholder approval?  
 
Anecdotal evidence suggests that there is a significant amount of engagement 
between investors and companies over pay, and indeed the Forum is often involved in 
this itself. However it is clear that the level of opposition to remuneration-related 
resolutions is, in general, low. LAPFF’s own analysis of voting by asset managers 
carried out in 2009 suggested that a number had rarely voted against management 
over pay, or indeed any other issues, at the UK’s banks. 
 
It is not clear whether this lack of opposition is because investors are not effective at 
engagement, or simply because they are content with the remuneration policies in 
place. It would require further analysis to establish why shareholders vote the way 
they do, and we would encourage the Government to undertake this.  
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14. What would be the impact of greater transparency of directors’ pay in respect of 
linkage between pay and meeting corporate objectives, performance criteria for 
annual bonus schemes, relationship between directors’ pay and employees’ pay? 
 
The Forum believes that there would be benefit in greater transparency in this area, 
particularly on the relationship between board and employee pay. In LAPFF’s public 
statement on the financial crisis we argued that “For too long, continually rising 
executive remuneration, and the widening gap between directors and other 
employees, has been treated as… somehow inevitable and therefore un-
problematic…”7 
 
Providing shareholders with more information in this area would at least enable them 
to take a view on the level of reward in context. In addition the Forum has, with the 
NAPF, called for greater transparency in relation to directors’ pensions, where again 
there is often a significant divergence between boardroom provision and that for other 
employees in the same company.8  
 
Finally, the Forum also encourages companies to provide greater information on the 
link, if any, between management of non-financial factors and remuneration. For 
example, the Forum met with BP in 2006 to persude the company to link remuneration 
with non-financial metrics, in particular as the core driver of health and safety, and had 
continued to engage with the company on this issue. Indeed promoting non-financial 
business factors as a key element of structuring remuneration has been an integral 
part of Forum research and engagement over the past four years. 
 
 
Takeovers 
15. Do boards understand the long-term implications of takeovers, and communicate 
the long-term implications of bids effectively? 
 
The Forum published a trustee guide on mergers and acquisitions in 2007 because it 
was felt that shareholders were not successful in ensuring that deals that took place 
were in shareholders’ long-term interest.9 It is impossible to comment about the 
understanding of boards in general, but it does appear that in individual cases some 
boards are not effective in their corporate M&A activity. As recent cases, such as the 
RBS acquisition of ABN Amro, demonstrate, it is dangerous for shareholders to 
assume that boards are reaching optimal decisions in respect of M&A activity.   
 
16. Should the shareholders of an acquiring company in all cases be invited to vote on 
takeover bids, and what would be the benefits and costs of this?  
 
The Forum is not opposed to this proposal in principle, and clearly this already occurs 
in certain cases. Extending the requirement for a vote to all bids would incur costs in 
respect of meetings and associated documentation. Nonetheless it would provide an 
outlet for possible concerns, in addition it would enable shareholders themselves to be 
held accountable, providing that they are required to disclose their voting decision.  
                                                 
7 http://www.lapfforum.org/pubs/press_releases/LAPFF_crisis_statement_May_09.pdf  
8 http://www.lapfforum.org/node/62  
9http://www.lapfforum.org/pubs/trustee_guides/LAPFF%20Trustee%20Guide%20Which%20deals%20
create%20value%202007.pdf  
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Other 
17. Do you have any further comments on issues related to this consultation? 
 
The Forum would strongly encourage the Government to undertake its own research 
before advancing specific policy proposals. 
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 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
In our experience UK Boards do not have a long term focus. The short to 
medium term nature of markets drives this. The recent recession has 
demonstrated this short termism also. In addition, and in the SME sector 
particularly, the demands of investors for a quick return has resulted in Boards 
having to take a short-term view in order to achieve demanded RoI, rather 
than grow the business for the future benefit of the owners, employees and 
society. 
 
A short term outlook is partly to do with the ability to predict the business 
environment, to manage the risks that can be seen and understood as 
opposed to those that can’t be seen or understood. 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
Yes, based on the evidence of the number of mergers and acquisitions 
that take place.  However, due-diligence is increasingly complex and 
promises made during the acquistion process need to be codified in 
contractual terms to prevent occurrences such as the Mars/Cadbury 
debacle in Bristol.   
 
 
 
 
 
 
 
 







Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
Based upon the evidence of the impact of recession on the personal, 
company and national wealth, stakeholders of all types will demand greater 
accountability and transparency through corporate governance processes. 
We are likely to face increased demands for employee and shareholder 
representation on boards – often a good thing -  but will need to face down 
similar demands from single issue groups, be they environmental, anti-animal 
experiment or political. 
 
 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
This depends entirely upon the structure of the organisation, its culture, the 
market(s) in which it operates, the communications and management styles 
and protocols used in the organisation and between it and stakeholders 
(including employees and other workers) and the wants and needs of 
shareholders and the timelines demanded by investors and the markets.  For 
example, a research and development firm, a FMCG business, a professional 
services organisation, a regulated healtrh business and a multi-media 
company are all different in markets, structure, culture, styles and – not least 
– in the investors they attract.  Hence, this apparently simple question has a 
complex range of answers.  
 
The short answer surely has to be that the most effective form of engagement 
is whatever most fits the business, the firm, the organisation and the market, 
including key stakeholders and regulators. One size does not fit all. For 
example, the stakeholders of John Lewis will value a particular type of 
engagement differently than say those of Barclays Bank. This is due to a 
different organisational culture and the messages and behaviours 
communicated from the top. Investor preference is both a result of such 
factors and a cause of them. 
 
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
We do not believe that there is sufficient dialogue throughout investment 
firms; in fact a number of reports in the aftermath of the recession indicated 
that they continue to operate in silos. Corporate Governance is not at the core 
of their business values, but an “add on” a tick in the right box at the end of 
the process. We believe that the right corporate governance frameworks and 
principles exist already, the problem is that such not been embedded into the 
corporate way of working – in short, an overly compliance based, tick box and 
minimalist approach has been taken rather than a behavioural approach 
which puts governance (in the broadest sense) at the core of the business, 
the firm and trhe organisation. This failure gives rise to some and certainly 
allows far more questionable behaviour, moral flexibility, a lack of ethics and 







short-termism. 
 
 
 
 


   
 
 
 
 
 
 
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publicly how they have voted? 
 
Comments 
 
Voting continues to be a vitally important, democratic principle of shared 
ownership and giving everyone a voice. Without secret ballot the possibility of 
making difficult or controversial decisions would become increasingly stuck in 
an endless round of consultation, game playing and risk of manipulation. 
 
 
 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
Yes we believe that it is. There needs to be a greater balance between short, 
medium and long term prospects with a risk/reward ratio that is not entirely 
focussed on short term gain, but also on growth and stability. This does not 
argue for increased regulation but instead for a more ethical approach centred 
on what is best for the organisation’s contributions to its owners, employees, 
stakeholders and UK plc as a whole. 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Greater tax-benefits from longer-term shareholdings.  This could include 
differential tax on dividends accruing from longer-term holdings as well as 
beneficial capital gains and inheritance tax regimes. Likewise, corporation tax 
could be reduced for companies which have a significant proportion (say, 
70%) of shareholders committed to longer-term investments – for example 
employees, pension funds and insurance houses. We consider, however, that 
increasing tax on short-term holdings and profit taking (e.g., bed and 
breakfasting) would be disadvantageous in that it would discourage 
investment and would also be difficult and costly to regulate.  
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
We believe that this adds to the lack of clarity for stakeholders. Too many 
players in a process reduce transparency and increases costs.  That said, we 
believe that the majority of longer-term investments will be made by 
employees (in our view, there is considerable benefit in all employees 
investing from the outset of their employment in the employing business), 
pension funds and insurance houses.  Investments by the latter 2 will continue 
to be largely hidden from individual shareholders but we suggest that the 
investment strategy of such major players should suffice to ensure that those 
seeking to invest via such can have as clear an idea of the ‘termism’ of the 







strategy as they do of the risks associated each investment. 


 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
This is about measures that drive the “right” and the “wrong” behaviour. If 
stakeholders can see clearly what fund managers’ mandates are, what the 
risk/reward gearing looks like, and what the ‘termism’ strategy is, they can 
have a greater understanding of the real risk of investment and the 
likely/intended payback timescale. We believe that such improved 
transparency will reduce complaints, serve to increase confidence in the 
management of investments and trust in the managers themselves. The 
overall market for investment should, as a direct result, grow 
disproportionately. 
 
Such benefical effects would, in our view, be increased still further if the costs 
of investments and the management of such are laid down transparently as a 
part of the defined strategy, so that investors could compare funds on a like-
for-like basis. 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 







 
Justification has come in the form of influence and potential profitability. This 
is not acceptable in our view; there has been a disproportionate perspective 
on the worth of some job holders which has had an inflationary effect on the 
wider market for directors’ remuneration.  We believe that no investor can 
complain if directors’ remuneration is directly and transparently linked to 
performance RoI over the term outlined in the strategy.  It is, however, utterly 
unacceptable that some CEOs and directors have been rewarded with very 
significant bonuses when their companies’ value (i.e., a negative RoI) has 
decreased. Hence, bonuses and all other forms of PrP must be tied clearly, 
contractually and transparently to owners to the delivery of sustained added-
value over time. 
 
 
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
We anticipate that the widening of the membership of remuneration 
committees, for example introducing worker representatives and/or a greater 
discussion about Total Reward would make these committees far more 
accountable, much less of the appearance of self serving entities. It would 
become increasingly difficult to pay inflated bonuses, and whilst we might still 
see large salary levels for senior people, there would be a much greater 
requirement to demonstrate the value delivered into the business by that 
person that makes them worth that salary.   
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
No, Remuneration Committees are secretive and reporting happens after the 
event. All shareholders can do is complain bitterly when reports are published 
and they realise what directors have been paid; when they consider this too 
high all they can do is say so. As we know, it is extraordinarily difficult to 
remove salary once it has been offered or in payment. If shareholders are to 
have a voice in this area, they need to be involved before a person is 
appointed. 
 







If there is to be stakeholder involvement in remuneration committees then it is 
appropriate to be discussing Total Reward, including all other aspects of the 
pay bill including incentives, bonuses, benefits and golden parachutes. 
 
Further, we question the ‘independence’ and efficacy of current ‘independent’ 
NEDs on Remuneration Committees, and we believe that companies should 
be required to advertise openly and widely for truly independent NEDs from 
backgrounds other than that of the business. 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
Greater transparency should deliver a greater correlation between Directors 
pay and corporate objective achievement, a clearer link between the 
underpinning targets of bonus scheme and corporate performance, a more 
meaningful differential between employee and directors pay.  
 
We also think that senior salary (Total Reward) should be 
 


 Subject to shareholder approval. 
 With any PrP element held in trust, linked to performance over the term 


of the investment strategy of the company and be subject to repayment 
if subsequent performance falls below a defined level.  


 
We consider that the ability of shareholders to demand repayment of 
bonuses, ‘golden parachutes’ and ‘golden bowlers’ for non-performance as 
defined and agreed contractually will on its own add greatly to investor and 
public confidence. 
 
 
 
 
 
 
 
 
 







 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
We saw from the example of Kraft And Cadbury that this cannot be the case. 
This clearly  demonstrated the negative impact on employee, shareholder and  
wider community relations when the long term implications are not fully 
understood, assessed and communicated to all who have a vested interest in 
the future of a business. 
 
 


 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
There is definitely scope for greater consultation, but this could make the 
process slower than it is already. Although shared information, better informed 
stakeholders, employees and communities would long term deliver a greater 
chance of better results, such could also provide competitors with too much 
leverage, with the result that costs would increase.   
 
On balance, therefore, we believe that shareholders ability as outlined in 14 
above to remove (and reclaim) bonuses etc for takeovers that do not add 
value to RoI will be sufficient to ensure that more careful and holistic  
consideration is given to all factors in M&As, so that investors, employees and 
stakeholders are not disadvantaged.  
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 







 
It is our belief that there are already adequate corporate governance 
framework requirements and reporting in place in UK.  The area for 
improvement is in the need to embed good governance behaviour into the 
normal way of doing business rather than seeing it as a regulatory or 
compliance requirement. Behavioural or cultural change is of course 
something that will only happen over a longer timescale, when markets are 
improving there is a very great risk that the bad times are forgotten and short 
termism again becomes acceptable behaviour. 
 
Hence, we consider that: 
 


 Better management education with a focus on good governance as a 
mechanism for increasing the likely success of business is needed. 


 Improved approach to audit with a focus on systems, risk and 
behaviour rather than on compliance and tick box 


 Reward schemes that drive appropriate behaviour, subject to the 
scrutiny and approval of stakeholders 


 
will contribute to greater transparency  and accountability for the benefit of all. 
 
Finally, we suggest that a code of behaviour for managers (such as that used 
by the Charttered Management Institute) dealing with investments, M&As etc, 
would add greatly to public confidence. 
 
 
 


 
 








 
 
 
January 14, 2011 
 
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills 
1 Victoria Street 
London 
SW1H OET 
 
Dear Mr. Gray: 
 
 We appreciate the opportunity to comment on the questions raised in the Department for 
Business Innovation and Skills consultation A Long-Term Focus for Corporate Britain.   We are 
submitting this response on behalf of the Fiduciary Duty Working group of the Network for 
Sustainable Financial Markets (NSFM), which is an international, non-partisan, non-profit 
organization comprised of financial market professionals and academics.1  NSFM was formed in 
2008 in light of the financial crisis to bring the insights of theory and practice to bear on the need 
for a more stable and inclusive financial system, one that will harness the innovative capacity of 
the financial sector for maximum economic, social and environmental good.    
 
 NSFM seeks to focus research and debate on the underlying causes of financial market 
instability and on development of fundamental reforms, informed by seven broad principles. 
Stated quite generally these are as follows.  First, the purpose of financial markets is to create 
long-term, sustainable value, which requires the efficient allocation of capital towards that goal.   
Sustainable value creation requires that hidden risks and rewards be identified and valued. A 
balance between short- and long-term views, strategies and behaviour is needed. Market 
participants must take responsibility for their actions.  Better alignment of interests throughout 
the finance supply chain is needed to reduce agency costs. Finally, in an increasingly global 
marketplace, oversight bodies must evaluate aggregated cross-border risks to protect market 
stability; hence a coordinated global approach is needed to better protect integrity of the financial 
markets. 
 
 Much of NSFM’s work to date has concentrated on the role of pension funds in the 
markets. As discussed below, there is a mismatch in many cases between pension funds’ long-
term liabilities, and their short-term investment horizon and strategies. This is a particular 
concern in light of the growing influence of pension funds in the markets, and their effects on 


                                                 
1   See http://www.sustainablefinancialmarkets.net for further details about NSFM, its participants and research to 
date. 
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corporate behaviours. We believe that this mismatch undermines beneficiaries’ interests.2  It is 
from that perspective that we respond to this consultation, and particularly to the questions set out 
in Chapter Four. 
 
 Given pension funds’ long-term liabilities and exposure to broad market returns for most 
of their earnings, we expect that well-managed funds would generally be concerned with the 
long-term profitability of the companies and economies in which they invest, which might 
provide the patient capital needed to support healthy, growing, innovative economies.3  Indeed, 
there is evidence that leading public pension funds and sovereign wealth funds understand that 
long-term challenges affect the economic well-being of their beneficiaries, and are taking steps to 
analyze and address those challenges.  For instance, the P8 in the U.K., under the leadership of 
the Prince of Wales and located at the University of Cambridge Programme for Sustainability 
Leadership, today comprises leaders from thirteen of the world’s largest public pension funds and 
sovereign wealth funds, collectively valued at $3 trillion, working together to develop actions to 
address long-term global issues, particularly climate change.4  As these funds state on the P8 
website, they take a long-term investment perspective, and given their size and the nature of their 
mandates, they are “permanently exposed to the economic and human health consequences 
increasingly imposed by climate change.”5 
 
 A number of collective initiatives among institutional investors more generally give 
further backing to the importance of taking a long-term perspective in portfolio management.  
The United Nation Environment Program Finance Initiative has developed, in consultation with 
the finance industry, Principles for Responsible Investment which provide a commitment to and 
mechanisms for the incorporation of environmental, social and governance information into 
investment decisions.6  Such information is likely to be particularly salient for identifying long-
term risks to investors’ portfolios, and, in theory, lead to more socially productive allocation of 
capital.  To date over 850 institutional investors, comprising $ 22 trillion of invested capital,  
have made commitments to use the Principles for Responsible Investment in their portfolio 
management activities.7 
 
 Notwithstanding these important initiatives amongst institutional investors recognizing 
the importance of a long-term perspective, the authors of this response agree that there is a 
problem with excessive short-term pressures on operating companies originating in capital 
markets.  Indeed, institutional investors’ portfolio turnover is often substantial, which brings 
heightened transaction costs, and often exceeds expected turnover ranges.8  Academic research 
has found that pressure on corporate managers to deliver short-term investment results has 
                                                 
2   See, in particular, Modernizing Pension Funds’ Fiduciary Duties for the Twenty-First Century, available at 
http://www.sustainablefinancialmarkets.net/2009/02/09/modernizing-pension-fund-legal-standards-for-the-21-
century/.  Portions of this Consultation Response are taken from that paper. 
3 About 75% of a typical fund's returns come from general exposure to the market (beta), not from alpha seeking 
strategies.  See Roger Ibbotson, The Importance of Asset Allocation, Financial Analysts Journal (March/April 2010) 
4 See http://www.cpsl.cam.ac.uk/leaders_groups/p8_group.aspx. 
5   Id. 
6 See http://www.unpri.org. 
7 See http://www.unpri.org/files/2010_Report-on-progress-press-release.pdf. 
8 A 2010 study by Mercer and the IRRC Institute found that 65 percent of investment strategies produce higher 
portfolio turnover and have shorter investment horizons than intended.  See "Investment Horizons- Do Managers Do 
What They Say?" at http://www.irrcinstitute.org/projects.php?project=42. 



http://www.sustainablefinancialmarkets.net/2009/02/09/modernizing-pension-fund-legal-standards-for-the-21-century/

http://www.sustainablefinancialmarkets.net/2009/02/09/modernizing-pension-fund-legal-standards-for-the-21-century/





become so strong that nearly 80 percent of chief financial officers report they would sacrifice 
future economic value to manage short term earnings so as to meet investor expectations.9  Some 
of the actions that these managers say they would take to meet analysts’ expectations include 
delaying long-term investments, reducing research and development expenditures, or eliminating 
planned  marketing campaigns.  What is particularly troubling about this research is that the 
CFOs were generally more willing to take real value-destroying economic actions to meet 
analysts’ expectations than to use accounting adjustments that would be considered proper, given 
the discretion both IFRS and U.S. GAAP provide. 
 
 The question arises , why the disparity between some institutional investors’ recognition 
of the importance of long-term considerations to their economic well-being, and the short-term, 
quarter-by-quarter pressures from the capital markets that managers in operating companies 
report?  Our response will focus on three explanatory factors we consider particularly salient: (1) 
interpretations of pension funds’ fiduciary duties that have not evolved in conjunction with 
pension funds’ evolution in the markets; (2) agency issues and conflicts of interest throughout the 
investment chain; and (3) the lack of consistent, comparable, high-quality information necessary 
to inform investors and analysts who do understand the importance of long-term risks.  We will 
discuss each factor in turn. 
 
(1) Interpretations of pension funds’ fiduciary duties that have not evolved in conjunction 


with pension funds’ evolution in the markets  
 


In considering this issue, changes in the role and influence of pension funds and other 
institutional investors should be recognized.10  Many assumptions underlying the way 
economists, policymakers and regulators have traditionally viewed pension systems no longer 
apply.  Among the most important changes are the growth of pension funds into huge pools of 
capital and the correspondingly expanded influence that pension fund management practices now 
have on the larger economy. 


 
For example, in the United States, institutional investor ownership of Fortune 1000 


companies has increased to 73 percent of outstanding equity.11  With retirement savings making 
up the largest block of those holdings, pension funds are central to health of the financial system 
and are a primary source of capital.12  In some countries, the aggregate value of pension fund 
assets even exceeds the Gross Domestic Product.13  Pension fund management practices clearly 
matter to the global economy. 
 


                                                 
9 John Graham, Campbell Harvey and Shivaram Rajgopal, “Value Destruction and Financial Reporting Decisions,” 
62 Financial analysts’ Journal 27, 27-29 ( 2006), also available at SSRN: http://ssrn.com/abstract=871215. 
10 We recognize that circumstances vary from one country to another.  Pension fund governance is not a “one size 
fits all” matter.  Nevertheless, we believe that most of the issues which fiduciaries face are similar across markets. 
11 Matteo Tonello, “The 2010 Institutional Investment Report,” The Conference Board (November 2010). 
12 Id.  Pension funds accounted for almost 40 percent of institutional investor public equity holdings in the United 
States during 2009, totaling over $10 trillion. 
13 In 2009, pension fund assets exceeded GDP in Iceland and the Netherlands.  The average pension assets-to-GDP 
ratio in 2009 for all OECD countries was 67 percent.  In the UK, it was 73 percent.  Pension Markets in Focus, Issue 
7, July 2010, OECD. 







 Interpreting fiduciary duty to be solely about return on investment, and not holistic risk 
management, is still championed by many within the investment community and those who 
advise pension fund trustees.  These interpretations are often ill-suited for the complex 
investment instruments and the market-moving amount of assets being managed by pension 
funds in the 21st century.   
 
 Fiduciaries are generally advised, based on traditional legal assumptions about pension 
funds from financial markets of the 20th century, to adhere to the same practices as are used by 
similar institutional investors.14   Copycat investment behavior is encouraged by prevailing 
interpretations of the fiduciary duty legal standard.  The result is a magnification of natural 
investor tendencies to engage in herding behavior, with pension funds pursuing the same 
strategies and investments.  Given the exponential growth in pension assets since the 1970s, this 
produces added market volatility and new risks (even to the pension funds, themselves).  In 
effect, what functioned as a “prudent expert” fiduciary standard 30 years ago has become more of 
a “lemming standard” that increases the severity of booms and busts and discourages adoption of 
improved practices that are not yet used by peers.15  Pension funds are often reluctant to pursue 
prudent strategies not being widely used by other pension funds for fear of exposure to liability 
from breach of the "lemming" standard. 
 
 We submit that one implication of the damage contributed by a legal standard interpreted so 
as to encourage lemming behavior has been the unrelenting focus on short-term results.  This 
phenomenon was examined by the investment industry's leading global authority on investor 
protection and financial market ethics, the CFA Institute Centre for Financial Market Integrity, 
and the Business Roundtable Institute for Corporate Ethics, which represents CEOs from 160 
global companies.  After engaging thought leaders from the corporate issuer, investment analyst, 
asset manager, institutional investor and individual investor communities, the study group 
concluded: 
 


  “The obsession with short-term results by investors, asset management firms, and 
corporate managers collectively leads to the unintended consequences of destroying long-
term value, decreasing market efficiency, reducing investment returns, and impeding efforts 
to strengthen corporate governance.”16 [Emphasis added.]  
 


                                                 
14 Under 29 USC §18.1104, pension funds subject to the Employees’ Retirement Security Income Act (ERISA) must 
be managed  “with the care, skill, prudence, and diligence under the circumstances then prevailing that a prudent 
man acting in a like capacity and familiar with such matters would use in the conduct of an enterprise of a like 
character and with like aims.” Under Dutch law, Pensioenwet Art 105, the term professionalism is used. In regard to 
investment policies, the conduct of a prudent person is referenced as the applicable standard (art 135). Furthermore, 
the law has delegated the interpretation of this law to the supervisory authority, the Dutch Central Bank. 
15 In the United States, little attention has been given to meaning of the ERISA introductory phrase in 29 USC 
§18.1104 which sets forth a separate, overarching requirement that fiduciaries “shall” discharge their duties “in the 
interest of the participants and beneficiaries,”  imposing an obligation that is independent from the following phrase, 
"and for the exclusive purpose of providing benefits".  [Emphasis added.]  It appears that excessive investment 
herding behaviors, obsession with short-term performance and inattention to systemic risks, raises concerns about 
compliance with the first prong of the ERISA fiduciary duty clause cited above, because such practices may not be in 
the long-term interest of participants. 
16 “Breaking the Short-Term Cycle,” the CFA Centre for financial Market Integrity and Business Roundtable 
Institute for Corporate Ethics (July 2006), available at http://www.cfapubs.org/toc/ccb/2006/2006/1.   







 That a concern with short-term results leads to value destruction has been substantiated by 
academic research.  While most mandates to asset managers are for a period of one to three years,  
performance is generally monitored on a quarterly basis against a peer/relative returns 
benchmark.  Often if a number of quarters of underperformance coincide with the end of the 
mandate, assets will be moved to a different asset manager whose last few quarters coincide with 
higher than benchmark returns.  Unfortunately this type of decision leads to the same result as 
does attempting to engage in market timing by an individual: money is lost, often on a significant 
scale.  A recently published study confirmed prior findings that institutional investors eroded 
value from changing manager allocations based on a number of quarters of results: 
 


 “By looking at the percentage difference in performance of those managers with the 
highest flows, and those with the lowest flows (by quintile), it concluded managers 
receiving contributions underperform those which experience withdrawals.  Further this 
underperformance persists over one, three and five years, and can be up to 300 basis points. 
 


Amanda White, Investor Behaviour Erodes Performance, Top 1000 Funds.com, discussing Scott 
Stewart et al., “Absence of Value” An analysis of investment allocation decisions by institutional 
plan sponsors, Financial Analysts’ Journal (2009).17     


  
 These results also raise questions about whether fiduciaries are adequately addressing their 
separate legal obligation to handle conflicting interests of different participant and beneficiary 
groups impartially (e.g., producing current income for retirees while generating future wealth for 
young participants).18  Excessive focus on short-term investment horizons, use of short-term 
benchmarks, and evaluation of portfolio managers primarily on short-term results, as well as 
inattention to risks associated with the potential long-term value destruction referenced above, 
should ring alarm bells for pension funds that are managing assets to meet liabilities extending 
out over generations.  The fiduciary duty of impartiality, which has been given little attention, 
needs to be dusted off and re-examined.19 


                                                 
17   These research results were consistent with prior findings over more than a decade, as summarized in Watson 
Wyatt, Hiring and Firing Managers, April 2006. 
18 The duty of impartiality is summarized in official comments to §79(1) of the Restatement of Trusts, Third, as 
follows: "In what might be called the 'substantive' aspects of impartiality . . . Subsection (1) directs trustees  . . . to 
make diligent and good-faith efforts to identify, respect, and balance the various beneficial interests when carrying 
out the trustees' fiduciary responsibilities in managing, protecting, and distributing the trust estate, and in other 
administrative functions."  In its Trustee Toolkit, the UK Pensions Regulator also describes the duty of impartiality. 
“As a trustee, you must consider the interests of all the classes of beneficiary covered by the trust deed and rules and 
act impartially.” 
19 The Code of Conduct for Members of a Pension Scheme Governing Body which was published by the CFA 
Institute Centre for Financial Market Integrity in 2008 also recognizes that an effective trustee will "consider the 
different types of beneficiaries relevant to each pension scheme" and "engage in a delicate balancing act of taking 
sufficient risk to generate long-term returns high enough to support real benefit increases for active participants who 
will become future beneficiaries while avoiding a level of risk that jeopardizes the safety of the payments to existing 
pensioners."  In addition, in Withers v. Teachers' Retirement System, 447 F. Supp. 1248 (SDNY 1978), when the 
Court approved a New York City public pension fund investment in New York City bonds that were being issued to 
avoid the City's impending bankruptcy, it noted: "New York law imposes an obligation on trustees to accord 
impartial treatment to beneficiaries.  It is more than evident, therefore, that the trustees of the TRS would have 
violated their fiduciary obligation had they exhausted the assets of an under funded actuarially reserved pension 
system on a single class of beneficiaries (retirees).  Their obligation, plainly, was to manage the fund so as to enable 
it to meet its obligations not only to current retirees, but also to those scheduled to retire in the future, whose pension 







 
 One result of adopting a more balanced investment approach that considers long-term risks 
and future wealth generation, would be expansion of the risks and opportunities that are seen as 
relevant to a fund's investment strategy.  The CFA Institute advises that pension fund governing 
boards, in addition to considering "typical financial measures," must consider "all relevant risk 
and value factors," which "may include environmental, social, and corporate governance 
issues."20  Given the recent impact of corporate governance, systemic and intangible factors (e.g., 
risk management failure, automobile industry product obsolescence, regulatory agency inaction, 
loss of investor trust in market fairness) on pension funds in the economic crisis, there should be 
no doubt about the potential importance of extra-financial issues to long-term investors with 
broad market exposure.21 
   
 Unfortunately, most pension fund governance regulatory guidance on fiduciary and 
investment issues has taken a narrow view limited to quantitative measures. One by-product of 
the market crisis has been the realization that there are many investment risks that lie outside of 
what was traditionally quantified by mainstream investment consultants, advisors and portfolio 
managers.  Systemic risks, which have been largely ignored, proved to be of great consequence.  
Now they need to be recognized and addressed as a fiduciary concern. 
 
 With most markets having eliminated statutory legal lists of allowed (or precluded) pension 
fund investments (a development which we heartily endorse), the task of determining appropriate 
investment risk exposures now falls completely on pension fund fiduciaries.22   Their collective 
effectiveness in fulfilling these duties will not only determine the future well being of pension 
fund participants but will also play a major role in allocation of capital between companies and in 
health of the economy.  The importance of pension fund governance and investment practices in 
this regard cannot be overstated.  We provide some ideas for government policies that could 
assist in the development of fiduciary standards appropriate to the economic role of today’s 
pension funds at the conclusion of this document. 
 
(2) Agency issues and conflicts of interest  throughout the institutional investment value chain 
 


The translation into heterogeneous investment behavior of pension funds’ long-term exposure 
to the risks of entire markets (rather than into herding, momentum investing, excessive churning 
of shares, and such),23 is hampered by multiple agency problems within the investment supply 
chain. Asset owners and companies, at opposing ends of the investment chain, are in many 


                                                                                                                                                              
and annuity rights would have been similarly earned over their years of active service and to whom the fund 
therefore had a legal responsibility." 
20 Id. 
21 Some regulators might need to revisit past interpretations of fiduciary duty in order to explicitly recognize risks 
that did not exist when fiduciary laws were originally written and pension funds had little collective influence on the 
markets or the broader economy.  
22 In Dutch law, the only investment restriction which still exists is a limit on investments in the company related to 
the fund (art 135).  In Britain, Lord Mackenzie of Luton, Parliamentary Under Secretary of State for the House of 
Lords, representing the Department of Work & Pensions, summarized the Government’s views on responsible 
investing by pension funds last October, “There is no reason why trustees cannot consider moral and social criteria, 
in addition to their usual criteria of financial returns, security and diversification.” 
23  For an excellent analysis of these phenomenon and their causes see Alfred Rappaport, The Economics of Short-
Term Performance Obsession, 61 Financial Analysts Journal 65-79 (2005). 







instances unable to align their long-term interests because the investment chain is fragmented.  
Table 1 provides an overview of the problem. 


 
 


Table 1. Main stakeholders in the institutional investor service provider supply chain 


Stakeholder Horizon 
(Average) 


Agency problem General description 


Participants & 
Beneficiaries  


30+ years Often have/exercise little 
control over either their 
contributions or 
investments. 


Are neither involved or 
knowledgeable, which leads to 
mistrust in times of financial 
instability. 
 


Managers of 
companies  


3 to 5  
years 


Only know a few vocal or 
active investors.  In many 
countries less than 30 
percent vote proxies.  Little 
interaction. 


Feel hunted and pressured to 
deliver quarterly returns by 
investors they do not know; are 
influenced by incentives based 
on stock price. 
 


Investment 
Managers 


1 year Work for clients who 
provide mandates for 1 to 3 
year performance, but who 
rarely tolerate consecutive 
quarters of relative 
underperformance 


Are incentivized by fees set on 
assets under management and 
evaluated relative to market 
benchmarks, which might not 
reflect pension funding needs. 


    
 
Based on Keith L. Johnson and Frank Jan de Graaf, "Modernizing Pension Fund Legal Standards 
for the Twenty-First Century," Rotman International Journal of Pension Management, Vol. 2, No. 
1 (2009). 
  
 Given the prevalence of misaligned interests throughout the investment chain, the 
importance of identifying, realigning and managing the interests of pension beneficiaries and 
their agents should be a priority.  Some specific examples of agency problems in the investment 
chain include the following: 
 


A. Poor Stewardship 
 
 Pension beneficiaries (which we will call “asset owners,” even though as a legal matter the 
assets are not owned by the beneficiaries but are held in various trust arrangements) will 
generally be best served by fund managers who consider the long-term risks associated with their 
asset allocations and portfolio constructions. Good stewardship, i.e. monitoring of those long-
term risks, including environmental, social and governance (“ESG”) risks, and taking appropriate 
action where concerns arise, is an important strategy to protect the long-term sustainability of 
returns for asset owners.  Notwithstanding growing demand for stewardship from some clients, 
fund managers are often reluctant to act as good stewards on behalf of their clients, and so the 
responsibility for voting and corporate governance evaluation and engagement is outsourced to 







specialist engagement overlay providers.  There are a number of reasons for this reluctance.  Two  
are particularly salient; the incremental costs of good stewardship reap benefits only in the long-
run, and so not within the time frame of a fund managers’ mandate; and fund managers have  
business relationships with a range portfolio companies, such as managing pensions within 
companies, and so will be reluctant to vote against management or be perceived as corporate 
governance activists generally. 
 
 While delegation to engagement overlay specialists would seem to be an efficient solution, 
it undermines the power of engaged owners by decoupling the buy/sell decision from ownership 
activities.   Who, really, will companies listen to, the engagement overlay provider or the fund 
managers who make buy or sell decisions?  Moreover delegation ignores the fact that individual 
portfolio managers do huge amounts of engagement all the time, but focused on the short-term 
and using narrow financial metrics.  By so doing, portfolio managers send messages to 
corporations that are sub-optimal if viewed through the lens of long-term responsible 
ownership.24  
  


B.  Corporate disclosure 
  
 Asset owners are best served by discounted cash flow models that incorporate timely, 
accurate, and credible financial information, as required by regulation.  Share prices would more 
accurately reflect fundamental values (albeit never perfectly) if companies were also to disclose 
environmental, social and governance information in consistent, comparable format, perhaps 
using quantitative key performance indicators,25 thus allowing fund managers to evaluate more 
accurately a broad range of risks. Active fund managers have an incentive to defend their  
competitive advantages, including with respect to information (i.e., having a superior ability to 
interpret available information), but have fewer incentives to promote broadly available 
information about companies.  The aborted Operating and Financial Review (OFR), for example, 
gained less support amongst fund managers than might have been expected.26 Narrative reporting 
is of more relevance to asset owners than to their fund managers, because it provides them with 
knowledge of companies potentially closer to that gained by fund managers in their ongoing 
dialogue with companies, enabling better oversight over their managers’ investment decisions 
and stewardship activities.27  
 


C.  Managing to benchmarks 
 
 Most mandates to asset managers identify success as performance relative to benchmarks 
that are composed of indices relevant to the different asset classes into which the asset owners’ 
funds are being invested.  Yet there is no necessary connection between the performance of the 


                                                 
24 AXA Investment Management, "Should asset owners outsource "active ownership" responsibilities to engagement 
overlay providers?" July 2008. 
25  For thoughtful discussions of key performance indicators see Robert Eccles and Michael Krzus’ One Report: 
Integrated Reporting for a Sustainable Strategy;  the Institute for Responsible Investment (Steve Lydenberg and 
David Wood),  From Transparency to Performance: Industry Based Sustainability Reporting on Key Issues; or 
DVFA (Alexander Bassen and Ralf Frank) Key Performance Indicators for Extra-Financial Analysis.  
26  See Cynthia A. Williams & John M. Conley,  Triumph or Tragedy? The Curious Path of Corporate Disclosure 
Reform in the UK , 31:2 WILLIAM & MARY ENV. L.J.  (2007). 
27 Local Authority Pension Fund Forum, Holding Fund Managers to Account, October 2006. 







benchmark and the beneficiaries’ ultimate financial interests— fund managers may destroy value 
for the asset owner in absolute terms, but still outperform the benchmark. Benchmarks are used 
for ease of administration and for convenience in judging the performance of the asset managers; 
we believe it unlikely that the market will move away from them.  An emerging practice is to 
include environmental, social and governance (ESG) factors into the design of indices and 
benchmarks, and to link stewardship activities to the index . 
 
 In general, it is possible to minimize the impact of agency issues and conflicts of interest, 
but they cannot be eliminated entirely.  In most of the cases discussed above, the individual 
signing for the client is satisfied with the arrangements, as are the asset managers.  Whether these 
arrangements serve the asset owners’ interests is a separate matter.  Clients, it turns out, have 
limited influence even when they try to change “standard” mandate arrangements.  We are aware 
of clients whose attempts to encourage a longer-term orientation and broader consideration of 
ESG factors in fund management mandates have been met with refusal by asset managers across 
the board, the common defence being that “none of our other clients have asked for this, we don’t 
know how to price it, we won’t do it.”   In essence, the investment supply chain works in reverse: 
asset managers dictate the general terms (the tail wags the dog).          
 
(3)  Lack of consistent, comparable, high-quality information necessary to inform those 


institutional investors that understand the need to take a long-term perspective 
 


If the long-term perspective that is articulated by leading institutional investors is to be 
translated into investment management, the quantitative tools that investors use must be 
considered.  The language of markets is accounting. This point suggests a number of 
approaches to consider.  International Financial Reporting Standards (‘IFRS’) could be 
revised to include measures for all of the positive and negative social and environmental 
externalities companies produce. So, for example, when companies invest in training their 
employees, that investment could be treated as a capital investment, not as a cost. When 
companies use water, produce greenhouse gas emissions or other pollution, undermine 
habitats, those could be treated as costs. Measures such as Yale University environmental 
economist Robert Repetto’s ‘True Economic Value Added’, which incorporates measures of 
environmental harm into an integrated measure of financial results, have been developed with  
intellectual rigor and are ready to be implemented into national and international accounting 
standards.28 


 
As discussed above (“Corporate Disclosure”), companies should be required to disclose 


specific environmental, social and governance data, including discussions of how boards of 
directors are evaluating human rights, social and environmental risks, and what stakeholder 
consultations inform the company’s analysis.  We submit that the requirements of the 
Business Review, now that they’ve been implemented for five years, are ripe for evaluation: 
How good is the information that has been disclosed, how specific, how useful? 


 
 
 


                                                 
28 Robert Repetto and Daniel Dias, ‘TRUEVA: A New Integrated Financial Measure of Environmental 
Exposure, Yale Center for Environmental Law and Policy, Working Paper No. 200602, 15 October 2006. 







The way forward 
 
There are a number of steps the Government could take to address the issues identified in 


this response to the consultation.  One approach is for the Government to constitute an Expert 
Panel to evaluate the language of “standard” mandates between asset owners, particularly pension 
funds, and asset managers.  Using participants from various links in the investment supply chain, 
such a panel could recommend best practice language to incorporate into “model mandates” 
where such mandates would be developed to reduce conflicts of interest, allow a longer time-
frame for fund manager evaluation, and, most important, encourage asset managers to incorporate 
ESG factors and broader frame of reference for evaluation of systemic risk.  The International 
Corporate Governance Network is currently working on better practices for asset owners in 
contract mandates for investment managers and more balanced monitoring processes, an effort 
that would be complemented by a Government Expert Committee process. 


  Another approach would be for the Government to provide guidance on the concept of 
fiduciary duty that addresses the gaps between facts of how the pension industry has developed 
(its influence on economy and the power of the service provider chain, which operates with a 
greater tolerance for conflicts of interest that would breach the duty of loyalty if Trustees had the 
same conflicts) and what is in the "impartial" best interests of all beneficial owners (who are 
largely invested long-term in order to meet long-term liabilities).  Alternatively, it might be worth 
considering providing greater liability protection for fiduciaries and their service providers who 
do not have the pervasive conflicts of interest so common in the investment chain.  So one might 
consider shifting the burden of proof or changing the standard of proof for liability when there 
are structural, compensation or behavioral indicators of misaligned interests, or where model 
mandates or stewardship arrangements do not comply with best practices on a comply or explain 
basis. 


 The Government’s range of policy tools is not limited to convening Expert Panels to 
develop voluntary best practices or providing better guidance for pension trustees, however.  A 
number of research institutes and authors have identified ways in which tax laws could be 
modified to discourage short-term trading, reflecting the often unrecognized costs to society and 
risks to pension beneficiaries such trading creates.29  Variations in voting rights to reflect varying 
ownership periods have also been suggested.30 Changing financial and corporate governance 
incentives through such mechanisms may more effectively remedy the problem of an excessively 
short-term orientation in the capital markets than will voluntary best practice, although the 
difficulties of national responses to a global problem must be acknowledged. 


                                                 
29 See for instance The Aspen Institute, Overcoming Short-Termism: A Call for a More Responsible Approach to 
Investment and Business Management, September 2009 (discussing three leverage points for overcoming short-
termism: revising tax policy; adopting policies to better align the interests of financial intermediaries and their 
ultimate investors; and greater transparency about the content of asset managers’ mandates, compensation, and 
financial incentives); Con Keating, Don’t Stop Thinking About Tomorrow: The Future of Pensions (Long Finance: 
2010), available at  http://www.zyen.com/LongFinance/Long%20Finance_FutureofPensions.pdf (discussing tax and 
other policies to encourage a longer-term orientation to finance and to reform and strengthen pension provision in the 
U.K.).   
30 Andrew Haldane, Executive Director, Financial Stability, Bank of England, Patience and Finance, available at 
Bank of International Settlements Review 114/2010 (discussing both tax and corporate governance approaches to the 
problem of impatient capital).  
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 We appreciate the opportunity to provide the views of individual participants of the 
Network for Sustainable Financial Markets, as set out below.  We commend the Government for 
taking up research and analysis of this important issue. 


Sincerely, 


Ann Byrne, Frank Jan de Graaf, Cynthia Williams and Keith Johnson, Co-Chairs 
Fiduciary Duty Working Group, the Network for Sustainable Financial Markets 


 
Additional Network for Sustainable Financial Markets’ Participants:31  


Keith Ambachtsheer, International Centre for Pension Management, Rotman School of 
Management, University of Toronto 


Mark Campanale, Four Elements Capital, Ltd. 


Greg Chipman, Managing Director CJC Global; Director RIAA 
 
Stephen Davis, Senior Fellow, Millstein Center for Corporate Governance and Performance, 


Yale School of Management 


Jonathan Hayward, Independent Audit, Ltd. 


Dr Andreas Hoepner, Lecturer in Banking & Finance, School of Management, University of St. 
Andrews; Co-Director of Finance, School of Management, University of St. Andrews; Academic 
Fellow, Principles for Responsible Investment, United Nations 


Sean Kidney, Chair, the Climate Bond Initiative 


Maxine Le Floc'h, Responsible Investment Analyst for a large investment manager 


Nick Kalikajaros, CJC Global Advisors 
 
Dr. Jeremy Leggett, Executive Chairman, Solarcentury 


Prof. Michael Mainelli, Z/Yen Group Ltd. 


Richard Murphy, Tax Research LLP 


                                                 
31 Signatories are signing as individuals, and not on behalf of any organization other than 


NSFM.  Organizational affiliations for identification purposes only.  Information on NSFM and 
its participants is available at www.sustainablefinancialmarkets.net. 


 


   







Michael Musuraca, Blue Wolf Capital Partners 


Patricia Nwobodo, NSFM Participant, Nigeria 


Steve Podmore, Founder & CEO, Transform Capital Management Ltd. 
 
Prof. Poonam Puri, Associate Professor of Law, Osgoode Hall Law School, York University 


Charles Scanlon, NSFM Participant, UK 


Dr. Alister Scott, Visiting Fellow, SPRU, University of Sussex Business School  
 
Nick Silver, Director Climate Bonds Initiative; and Director, Callund Consulting Limited  
 
Peter Sweatman, Chief Executive, Climate Strategy & Partners 
 
Matteo Tonello, Director, Corporate Governance, the Conference Board 


Prof. Ed Waitzer, Janislowsky Dimma Mooney Chair in Corporate Governance, Schulich 
School of Business and Osgoode Hall Law School, York University 


David Wood, Director, Initiative for Responsible Investment, Harvard University 
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A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
 
Name:     Vaughan Evans 
 
Organisation (if applicable): Vaughan Evans & Partners 
 
Address:    48 Clare Lawn Avenue, London SW14 8BG 
 
Email:      
 
Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
Y Other (e.g. consultant or private individual) 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
They try.  All takeover bids are justified to shareholders in terms of their 
impact on long-term competitive advantage. 
 
The problem is that they often get it wrong. 
 
Frequently they find they have overestimated the synergies to be gained from 
the takeover, especially where synergies come more in the form of revenue 
enhancement than cost savings.  Sometimes, they fail to assess the extent of 







the liabilities on the target’s books. 
 
All this can be addressed through more rigorous due diligence.  The best 
companies undertake extensive due diligence, externally sourced – and they 
abide by the findings. 
 
More frequently, they simply overpay.  It is very easy to get carried away in a 
takeover process.  Once you have set your sights, the closer you get to the 
end-game the more determined you are to complete the takeover. 
 
All this is human nature.  It is the essence of capitalism.  It requires no further 
regulation.  If the directors get it wrong, as in the case of Lloyds/HBOS, they 
merit dismissal.   
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
If the enterprise value of the target is at least one half that of the acquirer, 
shareholders of the acquirer should be able to vote.  They need to be 
reassured that the directors are not on the verge of thoroughly destroying 
shareholder value, as in the case of Lloyds/HBOS.  For smaller transactions, 
the board should be permitted to get on with it, as of now. 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
There has been much loose talk on the evils of takeovers in recent months.  
Here I want firstly to slay some myths and then make three policy 
recommendations, concerning: 


i. Companies of strategic interest to the UK 
ii. Reciprocal rights 
iii. Tax deductibility of interest in highly leveraged companies 


 
Myth #1: M&A destroys shareholder value 
Numerous studies over the last thirty years have shown the same thing.  In 
the majority of cases (typically 50-60% of transactions), the shareholder value 
of the acquirer falls following the acquisition. 
 
These clear-cut results reflect the fact that the acquirer has overpaid – 







typically due to the reasons stated above, whether through inadequate due 
diligence or the rush of blood inherent to the deal process. 
 
But these studies are premised on a huge ceteris  paribus.  In reality, all share 
prices are lifted by the prospect of takeover.  Without the possibility of 
takeover, whether friendly or hostile, companies become slack – over-staffed, 
management over-paid, the company slow to innovate.  Look at the former 
building societies and pre-privatisation state-run enterprises.  Look at the AA 
pre-takeover by private equity. 
 
The studies imply that there should be improved due diligence in takeovers, 
not that the takeover process should be made more onerous.  But improved 
due diligence is not a matter for regulation.  It is up to shareholders to demand 
that of their directors. 
 
Myth #2: There should be a public interest test, to avoid another 
Kraft/Cadbury 
The hype around Kraft/Cadbury was misplaced.  Cadbury is of no strategic 
interest to the UK.  It makes chocolate!  It operates in a sector where barriers 
to entry are low and consumers have plenty of alternative suppliers should 
pricing be abused post-merger. 
 
The debate was emotional, irrational and, understandably, political.  Sure, the 
large Cadbury workforce would be rationalised and that would be painful for 
some communities, as for any community subject to industry rationalisation 
and plant closure.  R&D may well be relocated offshore over time, as 
happened with Rowntree.  But that is the dynamic of capitalism. 
 
And the boot is often on the other foot.  It raises issues little different from 
those pertaining to Cadbury’s own takeovers, eg of Green & Black’s, the 
Turkish Intergum, Snapple in the US. 
 
When BP acquired Amoco in the 1980s, I do not recall these same voices 
expressing concern for the future of Amoco employees at US HQ and R&D. 
 
If Cadbury were of strategic interest to the UK, that would be a different matter 
– see later. 
 
Myth #3: Today’s takeovers are decided by hedge funds 
Hedge funds have as much right to buy and sell shares as any other investor.  
It is irrelevant if 30% of the Cadbury shares were owned by hedge funds upon 
deal completion.  Former investors who sold out to hedge funds had already 
expressed their voting intention. 
 
Myth #4: Our liberal M&A climate discourages long-term strategic 
investment 
 







This is an attractive argument, which goes like this: directors are reticent to 
embark on Honda-style investment in developing new products and markets if 
breakeven is ten years or more distant.  They are more worried about the next 
half year’s financial results.  And if results are dampened for a number of 
years due to ambitious long-term investment plans, the company becomes 
prone to takeover. 
 
The trouble is that there is no empirical evidence to support this view.  There 
is plenty of evidence to show that the stock market prices efficiently and will 
take into account both the short and long term prospects of a company. 
 
Proponents point to the long term investment success of the likes of BMW in 
Germany or Toyota in Japan – both relatively immune from takeover in their 
more protected domestic stock markets. 
 
But what of the dynamism of the US economy?  What of the long term 
competitive dominance of Microsoft, Apple, Intel, Boeing?  These are 
companies operating in highly competitive, high risk, high technology sectors 
in the most liberal M&A market in the world. 
 
Myth #5: Private equity takeovers contributed to the financial crisis of 
2008-10 
Some private equity investments, such as Gala Coral and EMI, saw enterprise 
value slide below the value of the debt.  Equity was wiped out.  Private equity 
backers saw huge write-downs to their funds.  Their pension fund and other 
investors were unhappy.  Tough: that is capitalism. 
 
Private equity was a victim of the crisis, not a cause.  Its losses have come 
from falling asset prices and declining demand created by recession, neither 
of which did private equity contribute to. 
 
With so many secondary buyouts now taking place, the losers were those still 
holding the parcel when the markets collapsed.  Again, tough: that is 
capitalism. 
 
There are those that say that the high degree of gearing in private equity 
transactions contributes to instability.  This is true only superficially: the losers 
are the investors themselves, and possibly the lenders.  They may squeal, like 
Hicks and Gillett, former owners of a highly leveraged Liverpool FC, but they 
know the rules of the game.  The winners are the buyers of the now cheaper 
assets, like Liverpool’s new owner, John Henry.  Employees and managers, 
or football players, carry on as before. 
 
Myth #6: Private equity should face restrictions on the degree of 
leverage deployed in a transaction 
This is none of Government’s business.  It is the job of the banks.  That is 
precisely what they are set up to do.  If they get it wrong, and they do so in 







cycles, so be it.  Again, that is capitalism.  Those responsible should be 
dismissed. 
 
But the mistakes should not be able to bring down the banks, to the detriment 
of the depositor.  This is where capital adequacy monitoring of the bank as a 
whole is critical and where regulation certainly does have a role, as in the 
Basel accords. 
 
 
These are the myths.  But there are three areas where the M&A market can 
be improved for the benefit of the economy. 
 
Recommendation #1: There should be a public interest test in takeovers 
involving companies of strategic interest to the UK 
Cadbury is not strategic to the UK.  BAe is.  Between these two extremes lie 
areas of varying shades of grey.  Our power generation and distribution 
companies are largely foreign-owned, but are they strategic?  What of the 
recent sale to a Canadian private equity house of Tomkins, one of our largest 
engineering companies?  And the formerly inviolate British Steel, later Corus, 
now in the hands of Indian giant, Tata?  What of our investment banks, now 
virtually all foreign-owned?  Is Glaxo Smithkline strategic? 
 
The main problem with foreign ownership comes in the eventual transfer of 
R&D activities to the foreign-located HQ.  Over time, this will lead to fewer 
such jobs available to British graduates.  This is worrying. 
 
Companies of strategic interest to the UK need to be specified by the 
Government.  Defence-related companies should clearly be included – even 
in the US Government takes care to protect companies like Northrop 
Grumman.  Others need further consideration and definition. 
 
Protection could either take the form of a “golden share”, as for BAe and Rolls 
Royce of old, or in a ceiling of e.g. 49.5% foreign ownership. 
 
Recommendation #2: Reciprocal rights should be demanded 
One of the most distasteful aspects of the furore over the Kraft takeover of 
Cadbury was the hypocrisy.  British companies have a long history of 
acquiring US companies – viz BP-Amoco, Glaxo-SmithKline, Diageo (Grand 
Met)-Heublein & Pillsbury.  Why shouldn’t US companies acquire ours 
likewise? 
 
The argument was different when Nestle bought Rowntree Mackintosh in 
1989.  Nestle is a Swiss company, largely immune from takeover.  Swiss 
companies to this day can deploy a range of measures to protect themselves 
against hostile takeover. 
 
Other countries like France and Germany used to have similar protectionist 







measures, but these have been much eroded over time under EU single 
internal market legislation.  Even the Luxembourger/Spanish/French 
steelmaker Arcelor was unable ultimately to resist the hostile advances of 
Indian giant, Mittal. 
 
There is a strong argument that companies from countries which retain 
protectionist procedures against takeover should be deterred from hostile 
takeovers in the EU until they liberalise their own markets. 
 
Recommendation #3: Interest payments on highly leveraged companies 
should be only partially tax-deductible 
There is something not quite right about a company making a healthy 
operating profit, but negative net profit, hence no corporation tax, due to huge 
interest payments on its high leverage.  Why should one form of finance get 
preferable treatment over the other? – dividend payments are not tax 
deductible.  It also raises the question of why Government should be boosting 
returns to shareholders by lessening the financial pain caused by excessive 
leverage. 
 
The problem with curtailing the tax deductibility of interest payments comes 
with defining what is “excessive leverage”.  Companies operating in less 
cyclical sectors ( e.g. food) can withstand greater levels of debt than those in 
others (e.g capital goods, construction).   
 
Here is one approach: 


 In private equity transactions; where the value of the debt exceeds one 
third of the enterprise value (i.e. the value of the debt plus the value of 
the equity), interest payments on the excess debt (i.e. that above one 
third of the enterprise value) are not tax deductible for a three year 
period post-transaction 


 For private companies (where the market value of equity is difficult to 
assess); where the value of the debt exceeds one half of the “book” 
enterprise value (i.e. the value of the debt plus the value of the equity 
as determined by net asset value), interest payments on the excess 
debt (i.e. above two fifths of the enterprise value) are not tax deductible 


 For publicly quoted companies; where the value of the debt exceeds 
one third of the enterprise value (i.e. the value of the debt plus the 
value of the equity as determined by market capitalisation), interest 
payments on the excess debt (i.e. above one third of the enterprise 
value) are not tax deductible 


 
This approach could be made more sophisticated by varying the debt ceilings 
according to the cyclicality of the sector.  Data on the sector beta, a measure 
of stock market volatility, is readily available from London Business School.  
Companies operating in low beta sectors, such as food, could have a debt 
ceiling ten percentage points higher than as shown above, while those in high 
beta sectors, such as real estate, would have a debt ceiling ten percentage 







points lower than as shown above.  Companies with a beta of 1.0 would have 
debt ceilings as shown above.  Others would have a debt ceiling adjusted pro 
rata, with ceilings of private companies determined via a relatively 
straightforward annual tussle between the company’s auditors and the Inland 
Revenue. 
 
This treatment of tax deductibility on interest payments would not eradicate 
the use of excess leverage, but at least the tax system would no longer be 
actively encouraging and subsidising it. 
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Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
14 January 2011 
 
Dear Mr Gray 
 
Response to "A Long-Term Focus for Corporate Britain, A Call for Evidence" 
 
 
About One Society 
 
One Society Works in partnership with the Equality Trust, to secure policy and practice that 
reduce inequality.  One Society draws inspiration from The Spirit Level and other evidence of 
the adverse social and economic impacts that excessive income inequality has on all levels of 
society. Our previous work includes the Equality Pledge, signed by 75 MPs in the current 
parliament across party lines (including the Secretary of State for Business, Innovation and 
Skills). 
 
One Society is a non governmental organisation (NGO) 
 
 
 
Introductory remarks 
 
One Society is pleased to have the opportunity to respond to this consultation. Due to One 
Society's focus on income inequality, we have responded only to questions in section 5 
("Director's Remuneration").  
 
We welcome this review, and in particular are pleased to see a recognition of the relevance of 
directors' remuneration to long-term performance of companies and the economy. We are also 
pleased to see reference to the need to put "responsible shareholders back in the driving seat 
by giving them the information they need to understand the companies that they own and the 
power to act on it"1. 
 
We would be pleased to discuss our responses with you. 
Responses to Questions: 
 
11) What are the main reasons for the increase in directors’ remuneration? Are these 
appropriate? 
                                                 
1 BIS: "A Long-Term Focus for Corporate Britain, A Call for Evidence", page 5 
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There is strong evidence that director's remuneration is not significantly correlated to 
performance. For example: 


 A report published in July 2010 by pay consultants MM&K and corporate governance 
group Manifest showed that FTSE 100 CEO pay remuneration rose by 5% to an average 
of £3.1m since 2008, while earnings per share fell by 1% over the same period.2 


 A more stark picture was provided in a survey by Incomes Data Services, published 
October 2010, which showed FTSE 100 directors pay  rise by an average of 55 per cent 
in a year, compared to stagnating company values. 


 The lack of correlation between performance and pay is widely recognised. For 
example, Cliff Weight, a director at pay consultants MM&K, said: "Many performance 
related pay schemes appear designed to satisfy the chief executive and in fact offer little 
incentive for anything above just adequate performance"3.  


 
There is an increasing recognition that executive pay is driven by an "arms race": 


 This problem is recognised in the recently published interim report of the Hutton Review 
of Fair Pay, comissioned by HM Treasury: "Chief executives have become treated as 
business super-stars drawn from an ever narrower potential pool of potential talent for 
which companies have to pay the going rate. And even if these defects were eliminated, 
benchmarking between firms locks them into a kind of arms race, offering increasing 
remuneration to their chief executives in order to keep up with competitors"4. 


 The following quotation sums up the situation: "Mark Burgess, Legal & General’s head of 
equities, accuses consultancies of stirring up “a compensation arms race”. Certainly the 
pressure they put on all companies to be in the top-quartile of pay rates has been hugely 
damaging, not to mention mathematically impossible."5 


 
We note that executive pay levels do not appear to be set with reference to the earnings of the 
company's employees (either lowest pay or  a media level). Indeed, the ratios between 
directors' and employees' pay have increased: "Pay dispersion has widened over the last decade. 
This trend has been most pronounced among public listed companies: in 2009 median pay for 
FTSE 100 chief executives has risen to 88 times UK median earning and 202 times the national 
minimum wage, up from 47 times and 124 times respectively in 2000”6.  
 
This increase in inequality is a problem for company performance : high pay is often excused 
by claiming that it is necessary for performance (an argument that is not supported by 
evidence, see above and below); however, those who seek to excuse high pay ratios rarely refer 
to the demotivating effects of low pay and perceptions that pay ratios are unfair. There is 
compelling evidence that the demotivating and stressing effects of inequality affect employee 
mental and physical health. These health problems and associated sickleave impact on 
company performance. As the DoH-commissioned Marmot Review of health inequalities 
pointed out:  “It is estimated that inequality in illness accounts for productivity losses of £31-33 
billion per year, lost taxes and higher welfare payments in the range of £20-32 billion per year, and 
additional NHS healthcare costs associated with inequality are well in excess of £5.5 billion per 
year.”7. In other words, businesses that seek to improve director's performance by participating 
in the top pay arms race (despite the paucity of evidence for the efficacy of this approach) risk 
                                                 
2  Manifest/MM&K:  Executive Director Total Remuneration Survey 2010:   http://www.mm-k.com/survey1.html.  


For  summary see http://www.guardian.co.uk/business/2010/jul/05/executive-pay-rises-shares-fall  
3 “Executive pay rises while shareholder earnings fall, says MM&K survey”; The Guardian, 5 July 2010 


(http://www.guardian.co.uk/business/2010/jul/05/executive-pay-rises-shares-fall) 
4 Hutton Review of Fair Pay in the Public Sector: interim report, 2010 page 4.  (http://www.hm-


treasury.gov.uk/d/hutton_interim_report.pdf ) 
5 "Put paid to pay consultants"; The Times, 9 January 2010 


(http://www.timesonline.co.uk/tol/comment/columnists/article6981589.ece)  
6 Hutton Review of Fair Pay in the Public Sector: interim report, 2010 page 8.  (http://www.hm-


treasury.gov.uk/d/hutton_interim_report.pdf ) 
7 Marmot et al, Fair Society, Healthy Lives, 2010, The Marmot Review, page 18 



http://www.mm-k.com/survey1.html

http://www.guardian.co.uk/business/2010/jul/05/executive-pay-rises-shares-fall

http://www.guardian.co.uk/business/2010/jul/05/executive-pay-rises-shares-fall

http://www.hm-treasury.gov.uk/d/hutton_interim_report.pdf

http://www.hm-treasury.gov.uk/d/hutton_interim_report.pdf

http://www.timesonline.co.uk/tol/comment/columnists/article6981589.ece

http://www.hm-treasury.gov.uk/d/hutton_interim_report.pdf

http://www.hm-treasury.gov.uk/d/hutton_interim_report.pdf





reducing whole company performance. 
 
Beyond the impact of pay and pay ratios on the individual companies that collectively make up 
“UK plc”,  national income inequality, (of which pay inequality is a major component) creates 
economically-costly social problems including poor physical and mental health (referred to 
above), low educational performance and social conflict. Comparing an Index of Health and 
Social Problems with national income inequality for 23 developed countries,  we find an 
extremely strong correlation coefficient (0.87, with strong statistical significance ( p value of 
less than 0.01))8. The same source also presents evidence that there is a causal relationship 
between inequality and social problems9. In addition, there  is a wealth of other evidence 
showing similar relationships10. In contrast, some economically-useful attributes for modern 
economies, such as innovation (measured by patents per capita) are correlated to greater 
equality of income11. 
 
 
12) What would be the effect of widening the membership of the remuneration committee on 
directors’ remuneration?  
 
There is evidence to suggest that widening the membership of remuneration committees to 
include company staff (or their representatives) who are not part of the management team 
would be beneficial. This is partly due to the 'cooling' effect of introducing the scrutiny of 
people who do not see high pay as 'normal' and who are therefore  likely to give thorough 
consideration to the case for particular pay levels. Also relevant are the performance benefits 
likely to be associated with a workforce perceives top pay is fairer and  more accountable (see 
above). 
A survey of the studies of employee involvement and improved performance is provided in 
John L. Cotton's  “Employee Involvement: Methods for Improving Performance and Work Attitudes”, 
(1993, Sage).  
 
 
13) Are shareholders effective in holding companies to account over pay? Are there further 
areas of pay, e.g. golden parachutes, it would be beneficial to subject to shareholder approval 
  
Since the duty for British Companies to produce a remuneration report (introduced in 2002) 
and undergo an advisory vote at AGMs, there has been increased shareholder interest in pay 
issues, which indicates that transparency is having some positive impact in increasing scrutiny . 
 
However, there is less to the activism of investors than meets the eye. The shareholder advisory 
service PIRC objects to approximately a third of remuneration policies of UK listed companies, 
but even high-profile cases of investor disquiet about top pay do not see most investors vote 
against management. In 2010, “the largest shareholder rebellion seen in the City this year”12 
about top pay at Tesco, saw 47% vote against management or abstain. 
 
Figures suggest that shareholder assertiveness may not actually be on the rise. In 2007 an 
average of 4% of votes were cast against remuneration policies, actually falling to 3% in 2008 
before a surge to 17.5% in 2009, (a result heavily skewed by the opposition to bankers' pay.) 
The first quarter of 2010 shows a return to previous levels, and it is thought that the 2010 
average will only show a slight rise on the 2007-8 figures.13   
                                                 
8 Wilkinson & K Pickett;  The Spirit Level”, page 20 (figure 2.2), source statistics shown on p 310 
9 Ibid, p182-196 
10 See for example Hills et al, An Anatomy of Economic Inequality in the UK, 2010, Government Equalities Office;  


  
11 Wilkinson & K Pickett;  The Spirit Level”, page 311 
12 "Tesco AGM:  Nearly half of shareholders fail to back boardroom pay policy"; The Guardian, 2 July 2010 


(http://www.guardian.co.uk/business/2010/jul/02/tesco-agm-shareholders-reject-pay-policy)  
13 "Shareholders' anger grows but bosses' pay deals are safe – for now"; The Scotsman; 15 July 2010 
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One Society believes that it would be beneficial if companies were required to report pay ratios  
to investors and others (through the annual report ). The author of this submission has spoken to  
investors keen to engage with companies on the issue of pay ratios but frustrated by lack of 
information. 
 
There is precedent for mandatory pay ratio disclosure. In the United States, Section 953(b) of 
the Dodd-Frank Wall Street Reform and Consumer Protection Act  requires companies to report 
Chief Executive pay, the organisation's median pay and the ratio between these.  There has 
been criticism in the US of this requirement, but the criticism mainly focuses on the alleged 
difficulty of calculating median pay (One Society believes that this criticism is overblown, and 
will recede as measurement practices are put in place; we also note that there is no such issue 
with calculating the ratio between top pay and bottom pay, and that  even those who criticise 
the median pay element do not criticise the principle:  “”We’re not debating the concept of 
disclosure – we think it’s a good thing,” said Larry Burton, executive director of the Business 
Roundtable, which represents chief executives of the biggest US companies”14). 
 
We also note that when the Companies’ Remuneration Reports Bill (Private  Members Bill) was 
debated in the Lords on 24 April 200915, all the members who spoke (Con, Lab and LD) 
supported the principle of the Bill. The Bill proposed that “the ratio between the total annual 
remuneration of the highest paid director or executive and the total annual average 
remuneration of the lowest paid ten per cent of the workforce”.   
 
One Society believes that votes on pay (both top pay and ratios) should be binding, rather than 
advisory, in order to promote the principle and practice of accountability. 
 
 
14) What would be the impact of greater transparency of directors’ pay on the:  


 linkage between pay and meeting corporate objectives  
 performance criteria for annual bonus schemes  
 relationship between directors’ pay and employees’ pay?  


 
For reasons outlined above, we suggest that greater transparency of directors' pay (and the 
ratio between this and employees' pay) would be beneficial to all of the above criteria. 
 
 
 
If you have any questions about this submission, please feel free to contact me. 
 
Yours sincerely 
 
 
 
Duncan Exley 
Campaign Director  


                                                                                                                                                                  
  (http://thescotsman.scotsman.com/market-reports/Terry-Murden-Shareholders39-anger-


grows.6420476.jp?articlepage=1) 
14 "US pay law branded "logistical nightmare"”: Financial Times, 30 August 2010 


("http://www.ft.com/cms/s/0/977211ac-b461-11df-8208-00144feabdc0.html#axzz1ApCtylhY) 
15 Lords Hansard  24 Apr 2009 : Column 1704 


(http://www.publications.parliament.uk/pa/ld200809/ldhansrd/text/90424-0003.htm)  
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Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
X Other (e.g. consultant or private individual) - academic 
 
Please note that my comments are restricted to the following consultation 
questions:  
 
Shareholders: questions 4, 5, 6 and 10  
Directors’ remuneration: questions 11-14 
 
To shorten the response form, I have therefore deleted the other questions.  
 
My primary area of research interest is in relation to the regulation of executive 
remuneration via ‘say on pay’ regimes, such as in the UK and Australia. My 
comments on engagement and voting need to be understood in this particular 
context.  
 
In particular, I want to draw the Department’s attention to a different way of 
thinking about the regulation of executive remuneration: the regulated 
remuneration cycle. I present this at the end of the submission form.  
 
Please feel free to contact me for clarification or any further information on my 
submission. I noted the material included at the end of my submission is based 
on my research work, including research undertaken as part of my doctoral 
thesis at the Melbourne Law School, The University of Melbourne. 
 
Yours sincerely 
 
 
Kym Maree Sheehan 
14 January 2011  
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Shareholders and their role in equity markets 
 
Question 4: What are the most effective forms of engagement? 
 
Comments 
 
This question is best examined from two different perspectives: company 
management and shareholders. We should be careful to distinguish between 
engagement that leads to better business outcomes, as opposed to 
engagement that is essentially a form of gamesmanship between investors 
and company management.  
 
From the perspective of company management, effective engagement occurs 
when they successfully persuade shareholders to agree with the company’s 
perspective. From the shareholders’ perspective, engagement is effective 
when investors successfully persuade management to either not proceed with 
a particular course of action, or to undertake a certain course of action.   
 
For example, in relation to the remuneration report, turning shareholder 
sentiment from ‘no’ to ‘yes’ or ‘abstain’ can be achieved by intense one-on-
one engagement, either in person or other the telephone, in that short period 
between release of the notice of meeting and the cut-off date for the 
lodgement of proxies (but in practice, over a shorter period of time).  
 
Company management (the board) will often seek to woo investors and proxy 
advisory firms outside the voting season.  Such proactive engagement by the 
board of directors allows the board to set the agenda for the dialogue, rather 
than ‘fire fighting’ issues arising from the resolutions set out in the Notice of 
Meeting. This engagement might be kicked off by a detailed letter explaining 
proposed changes and inviting comments or the opportunity for discussions. 
The company representatives I spoke to made it clear that these were 
discussions, not negotiations. This is also true of proxy advisory firms who 
engage with company management as part of determining their voting 
recommendations, or are proactively engaged by management.  
 
As the discussion paper notes however, frequently the investment decisions 
and the engagement activities and decisions around corporate governance 
are separated within fund management teams. A further observed pattern is 
for an organisation to undertake engagement on behalf of a number of 
pension funds, without being delegated the task of investment decision 
making. This may mean that the corporate governance analysis and 
engagement is undertaken by (a) an investment manager; (b) a corporate 
governance person within the fund manager; (c) an investment manager 
within the pension fund; (d) a corporate governance manager within the 
pension fund; (e) a corporate governance consultant across several pension 
funds; and (f) one or more proxy advisory firms.  However, the decision to 
vote for or against company management is usually reserved for the fund 
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manager (subject to the terms of the individual mandate between the pension 
fund and its investment managers). The activities of the persons identified in 
(b)-(f) above can come to nothing if the investment manager insists on voting 
in favour of management.  
 
While corporate governance continues to be seen by some (many?) as 
separate to, and not an integral part of, the investment decision, the power of 
corporate governance to improve company performance is diminished. And 
ultimately, that should be the yardstick by which the effectiveness of 
engagement is measured: it leads to improved, if not superior, company 
performance.  
 
Of course, such performance should be measured ‘holistically’ in keeping with 
the spirit of enlightened shareholder value. It is also reflected in movements 
such as the UN’s Principles for Responsible Investment that encourage 
investors to consider environmental, social and governance issues as part of 
the investment decision.  
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
Ownership of the voting decision is a key issue not only within investment 
teams, but between the beneficial owners and their investment managers. 
The level of dialogue really depends on the way the investment firm sets up 
its corporate governance team, its proxy voting decision making processes, 
as well as on the personalities of those involved in these functions.  
 
There might be a cultural issue that prevents closure dialogue from 
happening. Examining the level of responsible investment education given to 
those who enter the finance industry as well as ongoing exposure to the 
concepts might help to address this culture.  
 
Proxy advisory firms (PAFs) are also relevant to this issue. Based on my 
interviews with several corporate governance personnel in UK investment 
firms, PAFs are routinely retained by the corporate governance function in the 
investment firm. The PAF’s report effectively summarises the remuneration 
report and the corporate governance report, and the recommendation flags 
which remuneration reports and corporate governance reports are acceptable 
(a vote for recommendation) and those that are not (a vote against 
recommendation).  
 
Where the PAFs recommend a vote for, the corporate governance personnel 
will accept that recommendation. Where the PAFs differ, or where they 
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recommend against, the corporate governance personnel will then read the 
remuneration report for themselves. This may trigger a round of telephone 
calls with colleagues in other investment houses, as well as direct contacts 
with company management. The result of that is a recommendation from the 
corporate governance manager as to how the firm should vote.  
That recommendation is then scrutinised by either, a committee of fund 
managers and the corporate governance manager within the fund, or else the 
individual fund manager who makes the voting decision.  
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
It is important to recognise that, aside from the advisory vote on the Directors’ 
Remuneration Report required under the Companies Act 2006 (UK) c 46, s 
439(1), resolutions at general meetings of the company, where passed by the 
requisite majorities, are binding decisions of the company.  Therefore, voting 
is not engagement. The resolution may form the basis for engagement prior 
to the general meeting, or, in the case of the remuneration report, pro-active 
engagement of shareholders by company management well in advance of the 
AGM. However, the legal status of shareholder voting should not be 
overlooked.  
 
Indeed, given the advisory vote on the remuneration report has been 
successful in encouraging engagement, albeit on a very narrow set of issues, 
consideration should be given as to how a different advisory vote could be 
deployed on broader issues.  
 
If anything, a significant vote against management will reflect a failure of 
engagement to resolve the issue.  
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
I asked several remuneration committee chairman and company secretaries 
the last question in relation to disclosure of fund manager pay. Almost all of 
them said ‘no’, as they did not believe it would suit any purpose.  
 
However, given the angst over bankers’ pay in the UK in the prevailing 
economic climate in Britain, the general knowledge that fund managers are 
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indeed well paid, the fact that the source of large amounts of investment funds 
are compulsory savings in the form of pensions, and that a number of UK 
defined benefit pension funds are underfunded, I believe there is a general 
interest in understanding how this vital sector of the economy functions. That 
should not, however, be focused solely on pay issues. 
 
There appears to be an ever growing gap between the wages of ordinary 
workers and the salaries of the fund managers who are investing the pension 
monies of these workers. It is not possible to begin to address that gap via 
government policies or private sector initiatives unless the system that 
sustains it is understood.   
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
Firstly, there is no effective external control on the quantum of directors’ 
remuneration. To understand why this is, it is important to see how the 
advisory vote on the remuneration report functions within the regulated 
remuneration cycle. This is discussed further below at *.  
 
Institutional investors are able to hold listed company management to 
investor-preferred remuneration structures. This is because such investors 
typically screen for the structural features in remuneration packages, not 
overall quantum. Where there is a quantum issue, for example, a bonus 
payment out of line with company performance, or a termination payment that 
seems inappropriate, given the reasons for departure, shareholders are able 
to respond because they can clearly see it is a problem. Typically a proxy 
advisory firm’s report will flag the bonus as being out of line as against other 
companies in the FTSE 100 (for example). Shareholders can vote after the 
payment has been made by voting down the report but cannot usually stop 
the payment being made.  
 
In part better disclosure of remuneration will improve shareholders’ ability to 
spot the potential problems but the difficulty lies in commercial-in-confidence 
carve outs and a willingness to tackle remuneration problems in the good 
times, as well as the bad.  
 
Secondly, the widespread and accepted practice of benchmarking 
executive remuneration against a basket of companies and the policy 
position of paying at the median of the market for ‘on target’ 
performance means that there is a systemic annual ratchet of executive 
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remuneration that occurs independently of any increases in inflation or other 
economic indicators.  This is likely to prevail despite new guidance in the UK 
Corporate Governance Code (FRC 2010a, Schedule A) and the ABI 
Guidelines that both seek to de-emphasise the use of comparator groups.  
 
An important issue is therefore the selection of the comparator group. While 
self-regulatory efforts by remuneration consultants to date have focused on 
addressing conflicts of interest, I believe a remuneration consulting standard, 
akin to an accounting standard, is required. Such a standard would explain, 
among other things:  
 


• The purpose of the comparator group 
• Parameters for selecting a comparator group: industry specific or 


based on size (and how measured, eg market capitalisation) country, 
and number 


• Number of comparator companies  
• International or domestic comparators  
• Pros and cons of different choices (eg a small, industry specific group 


might be most appropriate because it best reflects the market for 
executive human capital for that company, but makes statistical 
analyses less robust) 


• Need to adjust historic earnings to current values (because 
comparisons done on prior year’s reported remuneration data) 


• How data is reported  
• Decisions on company remuneration policy and market positioning 
• Comparator group for setting performance benchmarks. 


 
Remuneration can increase by choosing a different peer group from one year 
to the next for benchmarking purposes. The comparator group for overall 
benchmarking and the comparator group for performance measurement may 
well be different.   
 
Thirdly, greedy executives and weak boards make a heady combination. I 
am less inclined to accept that named disclosure has driven increases in 
executive remuneration because prior to the remuneration report and 
Combined Code guidance on the role of the remuneration committee, the 
executive directors have most likely always had access to the remuneration 
consultant reports, and may have had a role in directly commissioned them. In 
other words, they know their value in the marketplace and named disclosure 
only changes the game by showing up companies outside the remuneration 
consultant’s report (eg different comparator companies).  
 
It is not so much getting remuneration right as not getting it wrong, so that the 
executive team feels that it is not valued by the board, and looks elsewhere.  
 
Fourthly, that past performance is frequently also rewarded through 
increases to base salary, rather than through variable remuneration, with the 
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result that the bonus potential and long term incentive grants, based on 
multiples of base salary, also increase.  
 
Fifthly, a difficulty in maintaining consistent contractual provisions when 
hiring in new executives. By the time a senior executive is offered a position 
with the company, he or she has been through several interviews and 
meetings. The balance of power shifts towards this individual, away from the 
board of directors of the hiring company.  This can be addressed by 
developing and applying a consistent remuneration policy on issues such as 
guaranteed bonus payments, buy-outs of existing share based payments, 
starting salary compared with the existing executive team. However, the 
remuneration committee and the board will always be making a decision 
based on the individual and, unsurprisingly, good senior executives are very 
effective negotiators.  
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
The problems identified in the discussion paper at paragraphs [5.11] and 
[5.12] are  
 


1. the independence of the remuneration committee;  
2. whether they are able to set remuneration policy and practice to 


effectively align the interests of directors with the long-term interests of 
the company;  


3. whether the remuneration committee members are sufficiently sensitive 
to wider factors related to company performance, including pay 
relativities and employment conditions elsewhere in the group; and  


4. the influence of remuneration consultants over the remuneration policy.  
 
Issues 1 & 4: Independence of remuneration committees and 
remuneration consultants.  
 
The strong emphasis on independence is to remove the perceived conflicts of 
interest. However, it also reflects a belief that the right process will deliver the 
right outcomes (Conyon 1997, pp. 103, 103-104, 115; Huse 2005, p. 66). The 
insistence on independent remuneration committees likewise reflects a belief 
that board structure is an appropriate proxy for board success (Roberts, 
McNulty and Stiles 2005, p. 19). In other words, there is emphasis on the 
formal aspects of independence rather than on the substantive aspects (or 
what Matsumura and Yong Shin (2005, p. 109) describe as a broader concept 
of independence: that the directors bring an independent mind to the 
remuneration committee decisions they make).  
 
As a sub-committee of the board of directors, the remuneration committee 
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plays the all important role, like other board committees, of working through 
the details of the remuneration decisions to be made by the board, both policy 
decisions and ad-hoc decisions. The membership of the committee may not 
need to be widened: rather it may be more important to ensure that the 
remuneration committee has pertinent information on the matters relevant to 
them.  
 
My research has identified several information sources for the remuneration 
committee. These are summarised below in Figure 3. Information on the 
group’s remuneration could be supplied by HR management or, if the TUC 
and other interested groups have information, they could ensure it is supplied 
to the remuneration committee. They need to make sure that the information 
is supplied in a timely fashion by understanding the cycle of remuneration 
committee meetings: based on a 31 December end of financial year, many 
remuneration committee decisions will be settled in January-February of the 
following year and backdated to 1 January. However the deliberations and 
information inputs into these decisions may come in November/December.  
 
If the remuneration committee’s membership is widened, and that committee 
has delegated decision-making powers, the persons who are not directors of 
the company risk being classified as de facto directors (see Davies 2008 [16-
8]) and subject to all of the directors’ duties as found in the Companies Act 
2006, unless their involvement in the committee is by way of invitation only, 
and not to be part of the decision-making process.  
 
In respect of remuneration consultants: the Remuneration Consultants Group 
has devised a voluntary code of conduct in relation on executive remuneration 
consulting (Remuneration Consultants Group 2009). As noted above in my 
answer to question 11, a remuneration consultants’ standard that addresses 
the technical aspects of remuneration advice, might better help boards and 
shareholders to understand the parameters of the advice given.  
 
Issue 2: Effective alignment of directors’ interests with the long-term 
interests of the company. 
 
The practices of share-based remuneration and the deferral of annual bonus 
payments (whereby only a portion is paid in cash in the current year, with the 
rest retained and paid in future only if performance conditions are achieved) 
both attempt to achieve this alignment. Share-based remuneration also 
potentially confers substantial wealth on the executive directors, especially if 
grants are made after a market correction at reduced prices.  
 
In terms of the regulated remuneration cycle, this is a remuneration practice 
problem. However, having a differently constituted remuneration committee 
won’t solve the problem, if the rules that shareholders use to determine 
whether the company’s remuneration practices are well structured are not the 
ones that best measure sustainable long-term performance. While 
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performance periods in excess of three years attempt to achieve a longer-
term focus, this alone will not change the outcome if the wrong performance 
measures are used. In short, the performance criteria used (relative TSR and 
EPS growth) may not be the most suitable choices of metric if ‘performance’ is 
to be viewed more holistically as including environmental, governance and 
social concerns. In other words, it’s not only that the company achieves 
certain financial performance, but how it achieves it, that should be factored 
into the performance criteria allocated to variable remuneration.  
 
Issue 3: Awareness of, and sensitivity to, pay and conditions elsewhere 
in the group.  
There are two issues: awareness of remuneration elsewhere in the group, and 
use of that awareness in setting levels of executive remuneration within the 
group.  
 
With the Remuneration Principles (FSF 2009, Principle 1), and more particular 
the Implementation Guidance released by the Financial Stability Board (FSB 
2009, p.2), the FSA’s Remuneration Code (SYSC 19A.3.12R) and, more 
recently, the Basel Committee on Banking Supervision in its proposed Pillar 3 
remuneration disclosure requirements (Basel Committee 2010a, pp. 6-9); 
Basel Committee 2010b, p. 3), and CEBS (2010, p. 32-33), there is a general 
move towards giving the remuneration committee a broader remit that senior 
executive remuneration. However, a part-time committee of non-executive 
directors will be challenged by taking more than a high level overview of the 
policy in place in the rest of the group.   
 
Awareness of pay levels can be achieved by information. Papers and 
presentations from HR management can be provided to the Remuneration 
Committee such that it is aware of pay. However, this information will need to 
be clear. Average pay across the rest of the company/group is potentially very 
misleading, because it could fail to convey to the remuneration committee the 
wages of the lowest level of employees. It will need some thought as to how 
best to communicate the range of wages and conditions that the non-
executive employees of the company work under.  Some kind of banded 
disclosure for salaries, with the number of employees on a particular band, 
might be useful.  
 
The TUC and other external organisations can provide information on the 
overall level of wages and conditions for non-executive employees across 
industries. As remuneration consultants frequently provide remuneration 
committees with their general remuneration surveys (eg FTSE 100), as well 
as holding update briefings, these groups can reconsider their 
communications strategy to ensure it cannot be said that the directors couldn’t 
possibly know.   
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Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
Shareholders are effective in holding companies to standards of best practice 
remuneration in terms of structure, but less able to hold them to anything 
other than market rates of executive remuneration. Using the regulated 
remuneration cycle presented below, it is the synergy between shareholders 
rule-making on executive remuneration practice (via guidance), their 
engagement of remuneration committees and their voting practices that 
enables ‘say on pay’ to achieve good remuneration practices.  
 
To understand the enforcement options for poor remuneration practice, see 
further below for a discussion of the enforcement pyramid for remuneration 
practice. It is clear that there are few sanctions for poor remuneration 
decisions. With the change to the UK Corporate Governance Code providing 
for annual re-election of directors for FTSE 350 companies (Code Provision 
B.7.1), it is possible that shareholders frustrated with poor remuneration 
decisions will opt to not re-elect these directors. This would present a major 
shift in the voting practices of shareholders to date.     
 
There are two further areas of pay that could be subject to shareholder 
approval: shareholder approval of issues of securities (rather than plans) and 
termination payments. The Australian experience on both provides some 
useful comparative data. 1


 
 


Issues of securities: Under the ASX Listing Rule 10.14, shareholder 
approval is required for an issue of securities (broadly defined) to a director, 
with the director and his or her associates unable to vote on the. Securities 
bought on market are already issued, and thus not subject to the requirement 
for approval. Shareholder approval can often be sought at the same time on 
the basis that the remuneration to be paid by this method is not ‘reasonable 
remuneration’ and hence the payment is giving a financial benefit to a related 
party of the public company: CA 2001, s 208(1). This listing rule is well 
regarded by shareholders as it provides an effective way of stopping what 
looks like an overly generous issue of securities being made. There have 
been instances of the resolution being withdrawn from the AGM: thus unless 
the company can get around the rule by buying the securities on market, the 
issue of securities cannot be made. Efforts to have this rule enshrined in 
legislation have, to date, proved unsuccessful. 


                                            
1   ‘ASX’ means the Australian Securities Exchange, and ‘CA 2001’ refers to the Corporations Act 


2001 (Cth). 
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Termination payments: Under CA 2001, s 200B(1), an entity2 must not give 
a person a benefit in connection with a person’s retirement3


 


 from an office or 
position of employment in a company or a related body corporate if the office 
or position is a managerial or executive office (or had such a position during 
the last three years before his or her retirement) unless there is member 
approval under s 200E for the giving of the benefit. There is a threshold of 12 
months’ base salary under which shareholder approval is not required, as well 
as some other carve outs.  


The Australian termination payment provisions are very technical and 
complex, and have been so for some time. It is also the case that approval 
has been successfully obtained for various termination payments in exceess 
of the thresholds since the legislative amendments (eg Macarthur Coal Ltd in 
2010).  
 
However, legislation alone is not the only route to achieve changes to this 
particular aspect of remuneration practice. Evidence presented to the 
Productivity Commission in 2009 by the Hay Group (submission 84, p. 15) 
shows the effect this provision has had on remuneration practice in terms of 
termination payments (Productivity Commission 2009, p. 235). While in 2003, 
70% of CEO contracts (for companies contributing to the Hay Group 
database) had a termination payment in excess of 16 months, in 2008, this 
figure had been reduced to zero. This pre-empts the change to legislation, 
flagged in late 2008 but not implemented until late 2009. It is likely that 
shareholder engagement, proxy advisor analysis, and mounting public 
criticism via the media of overly generous termination payments has been the 
reason for this change.  
 
The UK should not forget the first years of the advisory vote on the 
remuneration report (2003-2005) where shareholders were able to effect 
change to the contractual termination provisions in a number of FTSE 100 
companies. While the contemporaneous DTI inquiry into Rewards for Failure 
(which contemplated legislation to address this issue) helped shareholders to 
persuade companies to change. However, it was the preparedness of many 
shareholders to either vote against or abstain from voting on the remuneration 
report, together with engagement to communicate the reasons why that led to 
changes.   
 
Whether shareholders need to be given further explicit voting rights in 
relation to particular remuneration practices is therefore a moot point. 


                                            
2    Defined in section 200B(1AA) as the company, an associate of the company (other than a 


body corporate related to the company and itself a company) and a prescribed 
superannuation fund in relation to the company.  


3    Retirement includes loss of office or position, resignation from office, death while in office: s 
200A(1)(e). 
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The advantage of having an explicit voting right that binds the company (eg by 
requiring shareholder approval of golden parachute payments) means that if 
the resolution does not pass with the requisite majorities, the company cannot 
make the payment. Having an explicit voting right does not, of course, 
obligate shareholders to use that right.  
 
The difficulty for shareholders in approving in advance golden parachute 
provisions is that they do not know ultimately whether that payment will be 
reasonable when the termination ultimately occurs. It could be as a result of 
M&A activity, it could be as a result of ‘a mutual agreement’ for the executive 
to step down. They could have performed poorly, but not engaged in 
misconduct.  
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


• linkage between pay and meeting corporate objectives 
• performance criteria for annual bonus schemes 
• relationship between directors’ pay and employees’ pay? 


 
Comments 
 
The issues here are all remuneration practice issues: namely that variable pay 
is linked to long term performance, broadly defined; that the annual bonus 
scheme incentives are targeting the right behaviours and thus resulting in the 
right performance and are not too ‘soft’; and that there is some restraint on 
executives’ pay in times of restraint in employee pay.  
 
Regulating remuneration practices via disclosure is at best an indirect 
way of achieving improvements in remuneration practice.  
 
It can bring about change because, in having to disclose what the company 
does, it has to do something (assuming that the disclosures are an accurate 
reflection of what the company does). 
 
Designing effective disclosure regulation for executive remuneration is 
difficult, in part because company’s treat it as a compliance exercise, using 
engagement, proactive and reactive, to communicate to ‘those that matter’. 
There is a lot of standard reporting and boilerplate phrasing of remuneration 
practices in remuneration report and care must be taken in writing the relevant 
‘rules’ to ensure they are sufficiently flexible to accommodate a variety of 
practices.  
 
However, achieving change in remuneration practice turns on the rules that 
shareholders write via their guidance and enforce through their engagement 
and voting activities. Shareholders can undermine company disclosures by 
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taking a formulaic approach and when companies work out the formula or 
‘magic phrase’ that will attract a ‘tick’, it will be vigorously deployed. 
Shareholders and the proxy advisors who undertake analysis of company 
practices that informs shareholder voting must be sensitive to how their own 
practices shape company disclosure.  Being more flexible in applying their 
‘principles’ to allow for greater variation in company practice would be helpful. 
 
Turning to the question of disclosure of the three particular issues:   
 
Disclosure of link between pay and the achievement of corporate 
objectives: Assuming there is a link between the corporate objectives and the 
variable remuneration awarded (because the performance criteria for the 
variable components of remuneration are those that reflect the corporate 
objectives. As noted by the FRC (2011, p. 8), many companies are not 
adequately disclosing their strategy, risks, performance and position. 
 
Disclosure of performance criteria for annual bonus payments:  
Disclosure of the criteria and disclosure of the targets in advance (for the year 
ahead) and historically (for the year reported) should be analysed separately.  
 
Historical data: The performance criteria should link with the stated strategy of 
the business, reported elsewhere in the annual report. If the company can 
report how it achieved the key performance indicators used to determine its 
success in achieving the stated strategy, there appears little justification for 
not disclosing how an annual bonus payment based on the financial year 
reported (ie historical data) reflects these criteria. In essence, it is whether the 
performance is perceived by the board as excellent, good or poor that should 
be reflected in the size of the bonus payment made.  
 
Year ahead data: The argument made by companies is that this is 
commercial-in-confidence information. The difficulty from a remuneration 
perspective is that it makes it difficult for shareholders to know whether the 
remuneration policy for the current year is appropriate and the targets 
rigorous. Engagement can fill some of this gap, but only for the chosen few 
institutional investors and, even then, it is unlikely the company will divulge 
the real targets.  
 
Pay relativities. This might produce data that could be used by others via 
moral suasion to exercise restraint, but as noted above in question 12, it 
neither ensures nor guarantees that the remuneration committee will exercise 
restraint without some other lever that can pushed by shareholders.  
 
Having to disclose in the remuneration report the relationship, in percentage 
terms, between the chief executive and the lowest paid employee/s (or some 
other carefully chosen representative of employees) requires the directors to 
firstly have that information and secondly, to report that to shareholders.  
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However, when the change desired is that these figures are taken into 
account in setting executive pay, not only do you need a different or additional 
rule4 but also some disclosure of how the remuneration committee has 
reconciled the different information it has received.5


 
  


 
 
* The regulated remuneration cycle  
 
The regulatory space for executive remuneration can be thought of as a cycle of 
four activities:  


• Remuneration practice: the actual practices of firms and individual 
executives in relation to remuneration. Remuneration practice includes 
setting remuneration policy, writing the remuneration contract, 
execution of the contract (namely the executive performs and the 
company makes payments according to the contract), and termination 
of the contract; 


• Remuneration disclosure: the disclosure of remuneration annually via 
the remuneration report together with ad hoc disclosures related to 
remuneration, such as share-transactions, margin loans, company 
loans;  


• Engagement on remuneration: the engagement between the company 
and shareholders on remuneration, both proactive and reactive; and 


• Voting on remuneration: the annual advisory vote on the remuneration 
report and any other remuneration-related resolutions. 


 
It can be represented as the regulated remuneration cycle, shown below in 
Figure 1.  
 
This figure explicitly illustrates two important aspects of the regulatory framework 
for executive remuneration. Firstly, there are four distinct activities in the 
remuneration cycle: practice, disclosure, engagement and voting. Secondly, a 
variety of organisations act as a regulator. There is an iterative process in the 
regulation of executive remuneration practice and thus the potential for evolution 
                                            
4    For example, a Code Provision on how the remuneration committee should take pay in the 


wider group into consideration, combined with an ‘if not, why not’ disclosure obligation, not as 
currently found in the UK Corporate Governance Code as a supporting principle to the main 
principle on the level and components of remuneration found in D.1. 


5    Remuneration consultant data on executive pay in the comparator group of companies (which 
recommends paying more) and performance relativities within the company (which 
recommends, at best, no change). 
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in executive remuneration practice will be influenced by evolutions in the 
activities of disclosure, engagement and voting. Ideally, individual regulators will 
consider the other regulators, the whole cycle, and the time lags implicit within 
the cycle when making new rules or amending existing rules.6


 
   


 
 
Figure 1: The regulated remuneration cycle 
 
There are limits on the extent to which legislation can directly dictate 
remuneration practice. The list of ‘regulators’ attached to practice in Figure 1 


includes the ‘usual suspects’ of the legislature and market exchange operator, as 
well as persons who are not traditionally regarded as ‘regulators’. Legislatures 
have, to date, been persuaded that market mechanisms operate on executive 
remuneration practice and these should be left largely unhindered (Dine 2006, p. 
82). In other words, governments should leave it up to ‘the market’ to regulate the 
social practice of executive remuneration with any formal regulation designed to 
ensure the efficiency of the market (Hill 1996, p. 233; Cheffins 1997, p. 211). 
Thus formal regulation by government is typically limited to disclosure initiatives 
and to prescribing voting rights which assign particular remuneration decisions to 
shareholders, such as the advisory vote on the remuneration report in the UK 


                                            
6   The time lags implicit in the cycle are those surrounding the company’s ability to respond to 


evolving views of good practice.  


• Institutional 
shareholders


• Market exchange 
operator


• Business interest groups
• Proxy advisors 


• Legislature 
• Market exchange operator 
• Institutional investors 
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• Legislature
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• Proxy advisors
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boards 
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consultants


• Market exchange 
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• Business interest groups
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Practice Disclosure
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and Australia which consists of legislation mandating disclosure via a 
remuneration report and an annual vote on that report.  
 
Given limited government intervention in the area of remuneration practice, 
institutional investors are the primary regulators of good remuneration practices 
within listed companies.7


 


 The notion that shareholders ‘regulate’ executive 
remuneration may at first seem unsettling. Shareholders are, after all, 
participants in the company through share ownership. However they are not 
insiders in those large listed corporations that have a dispersed pattern of share 
ownership. Nor are they involved in making the primary decision on 
remuneration. This is a decision of the board of directors. Shareholders make 
rules in the form of practice guidance, about what a ‘good’ remuneration structure 
looks like. How they control the decisions of directors is through their 
engagement and voting activities. In doing so, they ‘regulate’ board conduct. The 
further notion that shareholders act in an enforcement role might appear to 
depart from more typical analyses of the relationship between shareholders and 
the company. John Armour notes that shareholder voting should not be thought 
of as ‘governance’ in this context, but as informal, private enforcement (Armour 
2008).  


The regulated remuneration cycle acknowledges that shareholders and boards 
deal with matters informally behind closed doors via engagement. Thus, the 
interpretations and negotiations of the remuneration practice rules can be 
thought of as regulatory ‘conversations’ (Black 2002). They can occur at the 
micro-level as conversations between a remuneration consultant and a 
remuneration committee, or a remuneration committee and an institutional 
investor; or at a more formal level as discussions about the formulation and 
reformulation of rules and policies. These regulatory conversations can involve a 
number of players both in one-on-one (remuneration committee and chief 
executive, remuneration committee and one shareholder) and in two- or three-
way conversations (remuneration committee with remuneration consultants and 
chief executive and a number of institutional investors, proxy advisors and 


                                            
7    While many writers view proxy advisors as driving the decisions of institutional investors 


(Larcker and Tayan 2010), their role may simply be boosting the regulatory capacities of 
individual institutional shareholders by providing resources such as information and expertise 
to facilitate shareholder actions to enforce their own guidance. As one well-known Australian 
proxy advisor says, ‘We don’t fire the bullets. We make them’ (Chessell and Kitney 2010). My 
own interview research confirms that institutional investors are more likely to follow without 
question a recommendation to vote ‘for’ the remuneration report. A recommendation to vote 
‘against’ the resolution will be flagged within the fund manager/ pension or superannuation 
fund (depending on who has the voting right per the terms of the mandate between the 
pension/superannuation fund), and the decision made internally.  
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perhaps even the media, if the firm’s remuneration practices have attracted some 
notoriety).  


 
Understanding the micro level at which much of the regulation of executive 
remuneration ‘happens’ is crucial to appreciating how executive remuneration 
decisions are regulated in practice. The quality of these micro-level regulatory 
conversations is therefore critical to the rules applied and hence the quality of the 
decision made. Poor conversations are likely to result in sub-optimal application 
where the principles, standards and guidance surrounding executive 
remuneration are narrowly interpreted as rules to be followed to the letter, 
irrespective of whether that practice is actually appropriate for the company, 
given its circumstances: the ‘principles paradox’ (Black 2008). Furthermore, that 
say on pay is acknowledged as leading to increased engagement (Gilshan and 
PIRC Ltd 2009, p. 14; Productivity Commission 2009, p. 385) does not mean 
better decisions are being made by boards of directors and their remuneration 
committees.  
 
Regulatory conversations between parties to interpret what ‘good’ remuneration 
looks like are sources of ongoing rule-making not only to keep up with current 
practice but to regulate emerging practices. There is an iterative process of 
market practice, firm practices and statements of good practice that functions as 
an observational schema (Seidl 2007 pp. 711-715, 721). Companies watch how 
the market responds to practices in other companies before adopting the same 
practice. When the market response to a new practice is positive (a good 
outcome on the advisory vote), other companies adopt this practice and report 
that they have done so. This, in turn, encourages further companies to consider 
adopting the practice. However, by the time ‘the follower’ companies consider the 
practice, the statement of good practice has evolved further. Figure 2 below 
illustrates this process for statements of good remuneration practice.  







19 
 


 


Figure 2: Iterative rule making (Sheehan 2010, p. 66).  


 


It is unclear who is leading the development of good practice: particular firms 
acting on advice from their remuneration consultants or institutional investors 
enforcing their own guidance? The criteria by which these practices are deemed 
to be ‘best’ or ‘good’ are also unclear as they are not specified in the statements 
of practice issued by these investors. Human resource theories would argue the 
best practice for the individual firm is the one which will deliver the desired 
performance for that firm. In other words, ‘best’ is highly context specific. The 
regulatory conversations that interpret ‘best’ are an important feature of the 
regulatory framework for executive remuneration.  


 
The information sources for the remuneration committee  
 
Based on my research of remuneration practices in the UK and Australia, two 
‘say on pay’ countries, the remuneration committee is challenged by the concept 
of strict independence from management, because it firstly relies on 
management for company information; and secondly, many directors believe it is 
the chief executive who should be setting remuneration policy, not the 
remuneration committee. This is because it is the chief executive who has the 
day-to-day management of the company, and remuneration can be deployed to 
achieve the company’s strategic goals. These information sources are set out 
below in Figure 3.   


Market practice 


Statements 
of good 
practice


Remuneration 
practice in the 
individual firm
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Advisor External  Internal  General information Specific information  


Remuneration 
consultants 


  Market updates 


Trends 


One-on-one education of 
directors 


Benchmarking of executives’ remuneration 


Comparator group  


Salary recommendations  


Long term incentive schemes – vehicles, valuations 


Scenario modelling 


Lawyers   Legal updates, including 
bills, legislation and 
recent cases from the 
courts 


Advice on contracts  


Tax structuring  


Share plan terms  


Terminations  


Advice on disclosures 


Accountants   Updates on tax and 
trends in reporting  


Advice on tax structuring  


Advice on disclosure, reporting and valuations 


Advice on actual performance measures (calculation 
of TSR performance) 


Actuaries     Superannuation and pension modelling 


Modelling for share plans (eg binomial, Black Scholes)  


Analysts/ stock 
brokers 


  Market information Reports on company’s prospects (EPS forecasts, profit 
targets) to inform company’s selection of STI targets 


CEO   Routine briefings on 
company matters 


Strategy proposals 


Remuneration proposals for direct reports  


Reports on delivery against targets 


Performance appraisals of direct reports (to inform 
succession planning)  


CFO   Routine briefings on 
company matters 


Financial reports  


Budgets 


Forecasts 


Performance against budget 


HR Manager   Routine briefings on 
human resource matters  


Updates on company 
policies and procedures 


Executive remuneration policy proposals 


Information on current remuneration arrangements 


Advice on company procedures 


Advice on broader remuneration arrangements 


Performance management information  


Company 
Secretary 


  General information on 
meeting procedures and 
committee procedures  


Continuous disclosure 


Director share dealings 


Notices of meeting and accompanying documents  


Proxy voting forms 


Proxy voting records (48 hour deadline)  


Meeting procedures  


Figure 3: The Remuneration Committee’s Information Sources (Sheehan, 2010, p 211). 
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The Enforcement Pyramid for Remuneration Practice  
 
 
Enforcement in this regulatory space represented by the regulated remuneration 
cycle relies upon something other than legal sanction alone. Influencing board 
behaviour are market exchange operators and institutional shareholders in 
writing rules about remuneration process and practices. If those with the greatest 
incentives to monitor and detect breaches of the rules are the preferred enforcers 
(Stigler 1975, p. 176), then ultimately shareholders alone enforce these rules.  


The enforcement pyramid devised by Ayres and Braithwaite in which a regulator 
has an array of mechanisms that can be deployed to achieve compliance or 
enforcement (Ayres and Braithwaite 1992) must be modified to explain the 
regulatory space for executive remuneration. It is, however, a useful tool to 
compare the variety of mechanisms that may be used in encouraging responsive 
regulation; that is enforcement that responds to the level of compliance or non-
compliance exhibited by the regulatee. The advantage of the enforcement 
pyramid analysis8


In the regulatory space of executive remuneration there are a number of 
regulators each with different enforcement capacities that might lie at different 
points on Ayres and Braithwaite’s enforcement pyramid. In other words, few 
regulators in the regulated remuneration cycle have a range of enforcement 
options. This lack of enforcement options, in particular, the lack of a ‘peak’ that 
sufficiently deters the remuneration committee from making poor remuneration 
decisions, may be an inherent weakness in the regulation of executive 
remuneration.  


 is that it emphasises ‘a dialogic regulatory culture’ 
(Gunningham 1998, p. 396) in which conversations between the regulator and 
the regulatee are pivotal. It is this aspect which makes this model particularly 
pertinent to an analysis of the regulation of executive remuneration because, as 
noted above, engagement is an important feature of how say on pay works within 
the regulated remuneration cycle.   


However, realising that shareholders reward or punish directors in a relationship 
without a planned ending means that both parties mutually benefit from co-
operation (Meidinger 1987, p. 366). That is what ‘say on pay’ is trying to achieve 
by using an advisory only vote on the remuneration report: a public signal that 
the board is being unresponsive.  


                                            
8    Of course, there are critiques of responsive regulation: see Baldwin and Black 2008), pp. 62-


64. They note that some of these concerns can be addressed by Gunningham’s adaptation of 
this model: 65.  
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If the overarching goal of regulating executive remuneration is improved 
remuneration practices, understanding how this is enforced within the regulated 
remuneration cycle reveals the heavy burden placed upon shareholders. 
 
 Figure 4 below illustrates the enforcement pyramid for executive remuneration 
practice. The enforcement strategies shown do not belong to any one regulator 
of remuneration practice. The main enforcers of good remuneration practice are 
shareholders, through their engagement with companies who undertake to 
change their remuneration practices and through voting. The media too has a 
role to play here in drawing attention to particular companies whose 
remuneration practices are likely to attract shareholder wrath.9


 


 Regulators have 
limited scope to take action in relation to actual remuneration practices, although 
they play a part in enforcing compliance with the mandatory rules for disclosure 
and voting.   


The only legal sanctions that will prevent a particular practice occurring are those 
associated with termination payments or disguised returns of capital,10 related 
party transactions11 or approval of an employee incentive scheme12 which 
require prior shareholder approval on a resolution that is binding on the 
company/ board. The top enforcement option shown in the pyramid will require 
the executive director to return a payment/s received in breach of some, but not 
all, of these particular resolution rules.13


 


 Should a company pay excessive 
remuneration, the available enforcement options lie towards the middle to lower 
end of the pyramid: engagement, publicity and advisory voting. The legal 
sanctions for errant remuneration practices are thus very limited.  


  


                                            
9   Core, Guay and Larcker (2008, p. 23), suggest excess remuneration and poor company 


performance are likely to motivate negative media coverage of the CEO’s compensation in the 
USA, although their regression studies did not find that this coverage had an impact on 
subsequent remuneration.  


10  Companies Act 2006 (UK) c 46, ss 217-219, noting the exceptions in ss 220-221. On 
disguised returns of capital, Companies Act 2006 (UK) c 46 ss 847(2),(3). 


11  Companies Act 2006 (UK) c 46, ss 197(1), 198(1), 200(2), 201(2) and 203(1).  
12  FSA Handbook, Listing Rules, LR 9.4.1(2)R. 
13  Companies Act 2006 (UK) c 46, ss 213(3), (4) arising from breach of s 197(1), 198(1), s200(2). 


S 201(2) and s 203(1); ss 222(1)-(5).  
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Figure 4: The enforcement pyramid for executive remuneration practice (Sheehan 2010, p. 104). 
 
 


The change to annual re-election of directors could be used by shareholders to 
provide an incentive for members of the remuneration committee to be 
responsive to shareholders’ concerns on remuneration. However, as noted 
earlier in this consultation response, institutional shareholders are not typically 
concerned about the quantum of remuneration when company performance is 
good, and are only able to detect high levels of remuneration for bonus payments 
and termination payments, both of which have usually be paid by the company at 
the time of disclosure in the remuneration report. Any votes cast do not prevent 
the payment being made. It remains to be seen whether annual re-election 
presents a credible threat that directors respond to in their decision-making.   


For some in the wider community, even strong company performance does not 
justify the levels of remuneration received by executives in FTSE 100 companies. 
It is not clear that government can, by legislation, directly address this impasse.  
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Dear Mr Gray 
 
Department for Business Innovation and Skills consultation: A Long-Term Focus for 
Corporate Britain 
 
I write on behalf of Railpen Investments (‘Railpen’), which carries out investment 
management for the Railways Pension Trustee Company Limited (RPTCL), the corporate 
trustee of the Railways Pension Scheme, the eighth largest pension fund in the UK, and other 
UK Railway industry pensions schemes with total assets of c. £18 billion. Railpen Investments 
welcomes the opportunity to respond to the Department for Business Innovation and Skills 
consultation: “A Long-Term Focus for Corporate Britain” and we set out our responses below. 
 
The Board of Directors 
 
1) Do UK boards have a long-term focus – if not, why not?  
 


It is our view that the boards of UK companies must have a long-term focus; indeed it is 
vital that they do. Generally, there is a long-term view amongst the non-executive board 
members that we engage with. In any event, non-executives tend to be long-serving and 
it is their role to oversee successive management teams. We observe a longer term focus 
in terms of strategic planning. However, quarterly earnings guidance can sometimes be 
detrimental to this long term perspective and may be a driver to a view more focussed on 
the short term. This would impact the view that the executive management team take so it 
is a vital role for the role of the Chairman and the Board collectively to ensure that a 
longer term perspective underpins corporate decision-making and planning.  
 
Companies have a difficult balance to strike in providing and holding back transparent 
information. Some major companies have consciously taken a more explicit long term 
view. We note that Unilever was praised for giving up earnings guidance in 2009.  
GlaxoSmithKline also ended its long-running practice of providing the market with short-
term earnings forecasts in 2009. Its chief executive, Andrew Witty, said at the time that he 







wanted the market to focus on long-term goals rather than the next quarter or two of 
trading. It could be argued that a lack of guidance might be a good thing for some 
analysts as it might force more of them to think independently. 


 
2) Does the legal framework sufficiently allow the boards of listed companies to 


access full and up-to-date information on the beneficial ownership of company 
shares? 


 
We think it is reasonable that companies should be able to identify their underlying 
shareholders. Asset owners are currently placed under responsibilities in the UK to 
disclose their beneficial ownership of shares above 3% of total issued share capital. In 
addition, Section 793 of the Companies Act 2006 also gives companies significant 
powers to require a person it knows, or has reasonable cause to believe, has an interest 
in its shares (or to have had an interest in the previous three years) to confirm or deny the 
fact.  However, custodian arrangements and the widespread use of nominee accounts 
can make it difficult in practice for companies to identify shareholders.  
 
As a pension fund which invests entirely through external fund managers, and which 
directs its own voting rights across the major markets in which it invests, this causes a 
further level of opacity in terms of companies understanding who their beneficial owners 
are. A Company may routinely engage with its top 10-20 shareholders; however, 
companies should be cognisant of the fact that a major shareholder holding, say, 5% of 
the shares may not be directing the voting over that entire holding. We anticipate that this 
will become more of an issue as pension funds take a more engaged approach to their 
responsible investment activities, and seek less to assume that their fund managers will 
vote on their behalf. Or at the very least, there will be more oversight by pension funds of 
the voting activities of asset managers, such that company management may be 
supported less.  
 
However in our own case, our UK holdings are held in the name of our nominee 
subsidiary, Junction Nominees Limited, which is well known to companies and the market 
generally.  We recognise that this is not always as clear cut for other institutional 
investors and we believe it would be helpful if investors, custodians, registrars and 
issuers could provide a more comprehensive service and improve disclosure.  
 
We also note that stock lending can be a complicating factor in that legal title passes to 
the borrower whilst the economic interest remains with the borrower.  It generally follows 
that voting rights are lost, particularly if the stock is lent on to other parties further down 
the chain, notwithstanding clauses in standard lending agreements to use reasonable 
efforts to implement the lender’s voting wishes. This leaves lenders particularly exposed 
during a takeover as the key decision making power passes to the borrower. We believe 
that it would be helpful for the Government to look at this complex area and consider 
whether any legal changes are possible that would strengthen the rights of lenders of 
securities.  
 


Shareholders and their role in equity markets 
 
3) What are the implications of the changing nature of UK share ownership for 


corporate governance and equity markets? 
 


The implications are profound and can be summed up by observing that the former 
preponderance of long term domestic UK shareholders, and insurance companies and 
pension funds in particular, has been eclipsed by overseas shareholders who in the 
aggregate now hold around 60% of UK equities. However, domestic investors still 
maintain significant influence in the UK market and it does allow cross-border investor 
relationships. We ourselves work with overseas asset owners on UK and overseas issues 
to the extent we are allowed under concert party guidelines.  Railpen is promoting an 
initiative to promote engagement between shareholders and directors in US companies 
primarily, where we are requesting companies to provide investors with a “Fifth Analyst 







Call” to discuss issues around the proxy statement and corporate governance issues. We 
consider this could have implications for the UK too. 


 
4) What are the most effective forms of engagement? 
 


As an asset owner, we firmly believe that it is imperative that our voice is heard. We 
sometimes disagree with the position that the fund managers take on corporate 
governance issues. For example, we do not agree that it is necessary for the annual 
election of all directors in the UK and consider that there are other ways to address the 
issue of better quality boards.  
 
Collaboration amongst investors, or collective engagement, is a critical success factor for 
improving corporate governance standards in the UK. We observe an increasing appetite 
for such collaboration amongst UK based institutional investors, whether informally or on 
a more formal basis.  
 
However, it is by no means commonplace and there is often a certain reticence 
expressed by some shareholders about collective engagement. We consider collective 
engagement a key way in which shareholders can effectively hold companies to account 
on a whole range of governance issues and was one of the drivers for the establishment 
of our UK Voting Alliance with the Universities Superannuation Scheme.  
 
We hope that collective action by the willing becomes more visible as engagement 
practices develop in response to the introduction of the Stewardship Code in the UK.  
Railpen was one of the first asset owners to sign up to the Code and led a group of other 
asset owners in a public initiative to endorse the Code through an open letter to the 
Financial Reporting Council in September 2010.  
 


 
5) Is there sufficient dialogue within investment firms between managers with 


different functions (ie corporate governance and investment teams)? 
 


We observe a clear disconnect in some investment management houses, where the 
corporate governance function is still very much a silo activity. However, in general, we 
consider that corporate governance specialists have moved on from being in the 
basement1 and there is more of an awareness and acceptance that good corporate 
governance structures matter and can be a key component of risk management and 
protection of shareholder value.  
 
Where there still remains somewhat of a disconnect, this filters through into dialogue with 
company representatives, where Investor Relations staff talk to the investment analysts 
and governance concerns are not raised, and then the Company Secretarial department 
liaises with the corporate governance staff and hear concerns about succession planning 
and pay structures. We do not see these aspects of business as mutually exclusive, 
provided investment houses can apply an integrated approach.  
 
One further consideration is that even if the investment view of a stock is positive, and 
there are governance issues to be considered, these are not incompatible views in 
general. However, companies are now very much aware of these mixed messages that 
can come from the same investment house and some capitalise on this disconnect by 
downplaying the importance of corporate governance. 


 


                                                 
1 In 2007, Lord Myners said portfolio managers who make investment decisions often seemed at odds with corporate 
governance specialists. “I frequently find when I talk to institutional investors that the portfolio manager, who I regard 
as the owner of the shares of the company on whose board I sit, is very content with what we are doing, but there’s 
somebody in the basement who is responsible for governance who has got an issue, and there’s a dislocation 
between the two.” His criticisms echo those made earlier in 2007 by company directors, notably Terry Smith, 
chairman of Collins Stewart, and by Sir Christopher Hogg, the then chairman of the Financial Reporting Council, 
which monitors the UK Corporate Governance Code. Sir Christopher admitted to concerns that fund managers 
regarded the job of monitoring governance as a “costly, distracting and irrelevant chore”. 







We welcome the UN’s Principles for Responsible Investment efforts to overcome this 
disconnect by requiring the integration of environmental, social and governance (ESG) 
issues into investment management decision making. However we wonder how many 
asset manager signatories apply this in a fully integrated way. 


 
6) How important is voting as a form of engagement? What are the benefits and costs 


of institutional shareholders and fund managers disclosing publically how they 
have voted? 


 
We believe that voting is an important first step in engagement but is not enough in itself. 
Non-voting investors will not be taken seriously but sometimes more is needed than just 
voting.  Please see our response to question 4 above on the most effective forms of 
engagement.  
 
We agree that the post hoc disclosure of voting can be helpful to clients, companies and 
the wider public and support the intent of principle 6 of the Stewardship Code on voting 
disclosure. We encourage our external asset managers to do so too. The additional costs 
in making such disclosure are not significant on the basis of our own disclosure 
experience.  
 
We publicly disclose our UK voting record on our website in respect of all UK company 
meetings held after 1 January 2010, subject to a waiting period of 3 months from the end 
of the month in which the meeting is held so that we can balance transparency without 
undermining our dialogue with companies.   
 
We indicate by company where we have voted against or abstained on a management 
resolution proposed by the company and where we have voted for, against or abstained 
on a resolution proposed by shareholders. We are exposed to all stocks in the FTSE All 
Share Index so if a meeting or resolution is not shown this means that we voted in favour 
of the management resolution(s) concerned. Where we oppose or abstain on a 
management resolution at a UK meeting we routinely write to the company in advance of 
the meeting to tell them why which we believe is helpful to companies as many complain 
that many investors never bother to provide any rationale for opposing management 
resolutions. 
 
We note that the Companies Act 2006 contains a reserve power for the Government to 
impose voting disclosure. We would note that this has been tried in other jurisdictions, 
such as the USA, and whilst it has led to greater transparency it has not necessarily led to 
any great change in voting habits.  


 
7) Is short-termism in equity markets a problem and, if so, how should it be 


addressed? 
 


There are short term issues but not all are harmful. Some are necessary and actually 
helpful in sustaining a liquid market which is to the advantage of most participants and 
society as a whole.  
 
Often the clients of fund managers have a long term perspective, such as Railpen as a 
pension fund asset owner whose time horizons are long term but decision-making made 
on our behalf by our asset manager intermediaries are not long term. It is correct to 
acknowledge that there are principal-agent issues in the investment chain but the real 
issue is whether they necessarily operate to the disadvantage of the client.  


 
8) What action, if any, should be taken to encourage a long-term focus in UK equity 


investment decisions? What are the benefits and costs of possible actions to 
encourage longer holding periods? 


 
We note that some commentators have suggested rewarding long term holders through 
increased dividends or additional voting rights. Whilst these options are superficially 
attractive, we believe that they would seriously undermine the principle of one share one 







vote and could potentially entrench management. They would be difficult to implement 
and open to anomalies and abuse. 
 
However, we feel that the Government could look at the tax regime, given that taxation is 
very much in the Government’s control, and examine whether or not current taxes on 
individuals, companies and institutions act as a deterrent to long term investment in 
equities.   


 
It can be argued that investment in gilts receives much more favourable tax treatment in 
that transactions do not suffer stamp duty, interest is paid gross and investors do not 
suffer capital gains tax on disposals.  By contrast equities suffer stamp duty on purchase, 
dividend income is taxed and paid out of company profits that have suffered corporation 
tax and gains are subject to capital gains tax whilst bonds are only subject to income tax.  
In addition, the capital gains tax regime no longer explicitly favours long term ownership 
with the abolition of the taper relief in 2010.  


 
A further tax anomaly can be seen in relation to remuneration with concerns about the 
inconsistency between the Financial Services Authority’s encouragement of the use of 
deferred bonuses as a way to address concerns about short-termism in the pay 
structures of financial institutions, and the new tax regulations from the Inland Revenue 
which seem to discourage deferral of payments on tax grounds. 
 


9) Are there agency problems in the investment chain and, if so, how should they be 
addressed? 


 
Clients need to be more aware of the potential agency problems and possibly to be more 
demanding in what they expect of their asset managers. Trustees need to be aware that 
fund managers will act rationally to market/client demands with the correct incentives and 
monitoring.   
 


10) What would be the benefits and costs of more transparency in the role of fund 
managers, their mandates and their pay? 


 
Investment management fees are critical and will make a significant difference over time 
to performance – asset owners ought to work together to keep such fees within 
reasonable parameters. 


 
Directors’ Remuneration  
 


We attach for reference a report on the UK’s experience of an advisory vote on 
remuneration that shareholders in UK companies have had since the introduction of the 
Directors’ Remuneration Report Regulations in 2002. This report was published in 
September 2009 by Railpen Investments and the UK proxy advisory firm Pensions & 
Investments Research Consultants (PIRC). We will refer to aspects of this report in our 
answers to the questions in this section. 


 
11) What are the main reasons for the increase in directors’ remuneration? Are these 


appropriate? 
 


There are many reasons for the increase in directors’ remuneration. See Chapters 1, ‘The 
context and trends prior to the vote’ and Chapter 4, ‘The context and trends prior to the 
vote’ of the Railpen/PIRC report, which tracks the history of remuneration practices and 
pay levels in the UK in recent years 
 
We identify two major drivers to remuneration increases: market forces, or paying the 
going rate, and better disclosure requirements. The two are inter-linked. In the latter, we 
consider that it is better for shareholders to be informed than to have opaque disclosures 
on incentive structures and overall remuneration. We would also observe that whilst there 
was a ratcheting up of pay levels in the years immediately following the increased 
disclosure requirements, this effect will neutralise over time. In terms of market forces, it 







is paramount that the UK remains a competitive arena in which to attract and retain talent 
but we are not convinced with the arguments provided by companies in terms of the 
threat that executives will leave the UK to work elsewhere, or will leave public companies 
to work in private equity or similar such arguments. See pages 23-24 of the Say on Pay 
report under the heading ‘But pay continues to go up’. 
 
We would also observe that there needs to be a more rigorous discussion about the 
effectiveness of incentive pay, or lack thereof. This seems to us to be the real debate that 
should be had around executive remuneration, which has been stifled by a populist media 
debate focused primarily on the level and quantum of bankers’ bonuses. Whilst there are 
entirely legitimate questions to ask in these austere times, they do not get to the heart of 
shareholders’ concerns about remuneration and incentive pay. An insightful quote from 
Jerome van der Veer, when he was departing as Chief Executive from Royal Dutch Shell, 
and in the wake of their remuneration report being defeated in 2009 gets to the heart of 
the matter: 
 
‘You have to understand: if I had been paid 50% more, I would not have performed any 
better; if I had been paid 50% less, I would not have performed any worse.’  
 
The question we should be asking as shareholders is (i) how many other executives think 
like this about their incentive pay packages; (ii) is the whole concept of achieving an 
alignment of interests between shareholders and their agents (ie directors) through 
incentive pay the wrong approach?; and (iii) do current incentive packages encourage an 
excessive level of risk that is detrimental to the creation of shareholder value?   
 
A further area for consideration is that if directors do not understand the pay schemes 
they participate in, how incentivising can they be? Anecdotally, many Remuneration 
Committee members that we engage with observe that they are dubious about the 
effectiveness of long term incentive plans, which leads to an unhealthy focus on the 
annual bonus scheme which would engender, one would consider, a short term mindset 
by directors. A more effective way of structuring remuneration should be devised that 
serves the interests of both shareholders and companies. 
 


12) What would be the effect of widening the membership of the remuneration 
committee on directors’ remuneration? 


 
The Remuneration Committee is a Committee of the Board and so we would expect it to 
be made up of Board members. Whilst they should take independent, external advice, 
they should ultimately take full ownership of the process and be accountable for the 
decisions they make. 
 
We are dubious that a widening of the membership of Remuneration Committees would 
have an effect that would be in shareholders’ interests. We do not think there is a 
necessity to extend the remit of the Remuneration Committee but instead we need to see 
better and more robust decision making by the Committees themselves. 
 
We certainly do not see the need for Remuneration Consultants to be members of such 
Committees as this blurs the lines between what their role is, which is to consult and 
provide advice to the Remuneration Committee but the Remuneration Committee should 
be able to take that advice or not. Remuneration consultants are commercial 
organisations and as such, they should advise their clients and provide independent 
advice and soundings to the Remuneration Committee. However, they should not be 
engaging on behalf of companies. This is frustrating from a shareholders’ perspective 
because one of the key aspects of analysing remuneration is taking a view on whether 
the Remuneration Committee collectively has taken ownership of the process and is able 
to engage with shareholders on the structures and address any concerns raised. It is 
obvious when a consultant is tasked with engagement that either the Committee does not 
understand the schemes or does not feel confident enough to engage on the issues 
and/or has had no input into their structure.  
 







As a pension fund with some employee and trade union representatives on our Trustee 
Board, we obviously recognise the value in having the employee voice on boards and 
committees. However, we are unsure how this would manifest itself at public companies, 
and we would prefer that more consideration is given to strengthen the existing 
requirements that pay elsewhere in the company influences the decisions that 
Remuneration Committees take about executive directors’ pay. 
 


13) Are shareholders effective in holding companies to account over pay? Are there 
further areas of pay eg golden parachutes, it would be beneficial to subject to 
shareholder approval? 


 
We consider that shareholders in UK companies have been, to the most extent, effective 
in holding companies to account on remuneration through the Say on Pay vote to an 
extent. Obvious victories, where shareholders defeat a remuneration report due to 
inappropriate payments made and the money has been paid back by the director are not 
common occurrences although the extent to which United Business Media’s shareholders 
disapproved of the £2.5 million payment to Lord Hollick for handover to his successor did 
result in the money being paid back to the Company. Less visible but equally important 
successes have occurred where shareholders have opposed practices at companies and 
the company has reacted well and changed its stance. Communication is absolutely key 
in this regard in that the onus is on shareholders to inform a Company as to why they 
have not supported the remuneration report. Consultation plays a large role in this 
process and we consider that companies are generally getting more sophisticated with 
their approaches to consultation and there is now less ‘gaming’ apparent in the process.  
 
However, one of the key arguments we concluded from the Say on Pay paper was that 
shareholders had to use their rights on the advisory vote on pay more effectively. One 
way for this to occur would be through more collective engagement by shareholders. 
Whilst this is an emerging practice amongst institutional shareholders in the UK, it is by 
no means commonplace and there is often a certain reticence expressed by some 
shareholders about collective engagement. We consider collective engagement a key 
way in which shareholders can effectively hold companies to account on a whole range of 
governance issues and this was one of the drivers for the establishment of our UK Voting 
Alliance with the Universities Superannuation Scheme. We hope that collective action by 
the willing becomes more visible as practices develop in response to the Stewardship 
Code.  
 
We also observe good practices in other markets which strengthen further shareholder 
oversight of pay. For example, in Australia, the Government is currently considering draft 
legislation under the Corporations Act such that an against vote of more than 25% on a 
company’s remuneration report for two consecutive years would trigger a resolution 
seeking shareholder approval to convene a general meeting at which all incumbent 
directors would be forced to seek re-election. Therefore effectively, this empowers 
shareholders to remove the entire Board of a company in such circumstances. The Bill 
would also make it a criminal offence for Remuneration Consultant to give advice to 
corporate officers of a Company who are not on the Board.  


 
14) What would be the impact of greater transparency of directors’ pay on the: 


(i)  linkage between pay and meeting corporate objectives 
 


We would refer you to our response to the BIS consultation on Narrative reporting               
which we submitted in October 2010. In that response, we made the following 
observations: 


 
“We very much agree with the Minister’s observation in his foreword to the consultation 
document that it is “very important that there is a clear link between the company’s 
strategic objectives and the criteria for payments to directors”. The disclosure of the 
performance criteria applying to awards which generate payments to directors is 
fundamental to shareholders’ understanding of how directors are incentivised to generate 
returns for shareholders.  







 
Shareholders need to be able to assess the stringency of the performance criteria, in 
order to make a judgement about the linkage, or lack thereof, between pay levels and 
performance achieved. They also need to understand on what basis the performance 
criteria is being defined; ie. if it is an earnings-based performance criterion, what specific 
definition of the earnings metric is being used?  


 
Unfortunately, in too many cases, the performance criteria is either not particularly 
stringent and challenging enough to justify the award levels available or there is not a 
clear enough linkage between the strategy that the Company is espousing, and the 
performance metrics that underpin the remuneration systems which shareholders assume 
drive the Executive Directors to deliver that strategy.  


 
A mapping of the strategy drivers to the bases for performance metrics that underpin the 
remuneration system would, in too many cases, provide insufficient commonalities 
between either system, or indeed, none at all. This is where remuneration systems are 
lacking and we would encourage recommendations that require a narrative on how the 
specific performance criteria that is chosen underpin and drive the strategy of the 
company.  


 
One obvious way in which this manifests itself is where the CEO and Finance Director 
provide forecasts in their quarterly update statements to the market, which indicate strong 
performance is expected and the performance criteria underpinning the remuneration 
system would be met easily. This apparent disconnect between what the market is being 
told and what is disclosed in the remuneration reports needs to be addressed and could 
be overcome by a more rounded discussion about pay, and specifically the performance 
criteria chosen, and how it underpins the strategic direction of the Company.  


 
Following on from this, it is important to note here that the current disclosure requirements 
do include a requirement to explain as to why any such performance conditions are 
chosen. Some companies do take the time to explain why specific criteria is chosen; for 
example, that the metrics reflect the key performance indicators of the Company. 
However, this is by no means routine across all company disclosures and we consider 
that the disclosure requirements could be better enforced or indeed enhanced specifically 
to require a more detailed explanation of why specific targets are chosen in order that 
shareholders can better understand the linkage between performance criteria and 
strategy.” 


 
(ii) performance criteria for annual bonus schemes 


 
We are sympathetic to the concern expressed by companies that the disclosure of the 
performance criteria attaching to annual bonus schemes is market sensitive information 
and cannot be disclosed prospectively. However, this should not be used as an excuse 
for opacity in how the annual bonus scheme operates and shareholders should have a 
general understanding of what are the key drivers for short term performance. There 
should also be a significantly strong link between pay and performance. Witness the 
defeat of the remuneration report at Bellway plc in January 2009, where bonuses were 
paid to executives, despite performance criteria not being met. This sort of misalignment 
does not bode well for a Company’s reputation and relationship with its shareholders and 
it often takes a Company a number of years to build up trust that can be destroyed with 
this sort of practice.     


 
(iii) relationship between directors’ pay and employees’ pay?  


 
There is currently a requirement for the remuneration report to contain a statement of how 
pay and employment conditions of employees of the company and of other undertakings 
within the same group as the company were taken into account when determining 
directors’ remuneration. More tranparency in this area would be helpful especially if: 
 







a) the highest paid employee in the Company does not serve on the Board; as 
we stated in our response to the Walker Review in 2009, the US system of 
requiring disclosure of the top highest earners within a company, regardless 
of whether they are board members, would also be worth considering for the 
UK context, especially in relation to how the board sets remuneration levels 
for executive board members and how they take pay elsewhere into the 
company into account when setting such levels; and   


b) there appears to be no consistency between the approach taken by the 
Remuneration Committee for the executive directors and the pay practices 
being adopted for the rest of the employees. Certainly, when there is a pay 
freeze across the organisation but executives continue to enjoy salary hikes, 
there would appear to be no connection between the pay practices of the 
constituents.  


 
We would also observe that there should be a general requirement for Remuneration 
Committees to take the overall performance of the Company into account when deciding 
on what level of awards and pay is appropriate. Discretion afforded Remuneration 
Committees in this regard and the trust they engender from demonstrating that the 
decisions they make are in the long term interests of shareholders is invaluable to the 
shareholder-director relationship.  
 


Takeovers 
 


15. Do boards understand the long-term implications of takeovers and 
communicate the long-term implications of bids effectively? 
 
See answer to question 16 below. 
 
16. Should the shareholders of an acquiring company in all cases be invited to vote 
on takeover bids and what would be the benefits and costs of this? 
 
Takeovers in principle facilitate a true market in corporate control which is in the general 
interests of minority shareholders and the UK Takeover Code has evolved flexibly over 
the last 40 years to ensure a fair and orderly takeover market. This is not to suggest that 
UK takeover regime would not benefit from some changes but it is preferable to a 
situation where companies can erect takeover defences without reference to 
shareholders or where governments attempt to thwart the operation of the market.   
 
We welcome the recent changes to the Code proposed by the Takeover Panel. If adopted 
they will result in a general prohibition on deal protection measures including inducement 
fees and a curtailment of the “virtual bid” process. These will represent significant 
changes to current market practice in UK takeovers to the benefit of shareholders and 
other stakeholders.  We believe that the Government should also look at competition 
aspects from a public policy perspective and consider asking the competition authorities 
to carry out a review.  
 
The Takeover Code requirement to have a fairness opinion is helpful but there is no 
requirement to publish it and it would be helpful to look at whether this should be a 
requirement.  The Class Tests in the Listing Rules aim to ensure shareholders are 
consulted on transactions which significantly affect the assets or liabilities of the issuer 
but may need strengthening. We would also observe that break fees are often egregious.  
There may be a risk that they are artificially stimulating takeovers and act as a perverse 
influence on the market and advisers.  
 
We consider that shareholders should have an official say on a takeover and it is not for 
management or the board to obstruct a bid but to look after the interests of shareholders. 
Shareholders of the target company need a proper vote and not just a tender.  
 
Giving shareholders of the acquiring company a vote on an acquisition transaction is 
attractive in principle but may trigger unforeseen or unwanted consequences. This poses 







challenges where the bidder is an overseas company subject to the additional or 
contradictory requirements of a foreign jurisdiction, or an unlisted company. It could 
potentially put listed UK companies at a disadvantage to unlisted or foreign companies in 
mergers and acquisitions.  
 


Other 
 


17. Do you have any further comments on issues related to this consultation? 
 
No. 


 
 
Please do not hesitate to contact me should you need further clarification on any aspects of 
our response. 
 
Yours sincerely 
 


 
 
Frank Curtiss 
Head of Corporate Governance  
Railpen Investments 
 








 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
 
Name: Sir Peter Gershon    
 
Organisation (if applicable): Tate & Lyle plc 
 
Address: Sugar Quay, Lower Thames Street, London. EC3R 6DQ 
 
 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
X Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
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 Other (e.g. consultant or private individual) 
 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
In my experience yes, unless the company is in crisis in which case the 
focus tends to shift to short-term survival. 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
No. 
 
 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 







In my experience of large global institutional investors they are less 
forceful on pushing for ‘best in class’ corporate governance than 
leading UK institutional investors. They also have a different view on the 
role of brokers – more transactional than relationship. 
 
 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
Regular communication. Proper consultation with major investors. 
 
 
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
In my experience the dialogue is highly variable. In some institutions the 
different functions are clearly joined – up in their approach while at the 
other end of the spectrum there can be a complete disconnect.  
 
 
 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
It is unimportant except as a last resort for major shareholders to make 
clear their dissatisfaction when all other channels have been exhausted. 
Institutions and fund managers should be obligated to disclose how 
they have voted. 
 
 
 
 
 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
It depends on the institution and the circumstances. In my experience 
long-term investors (both UK and non-UK) tend not to be short-termist 
provided they have confidence in the management of the company and 
support the strategy it is pursuing. 
 
Activist shareholders, driven only by short term share price movement 
considerations, can be a real problem. 
 
 
 
 
 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
Penalise short-term gains via higher capital taxes and incentivise long-
term holding  via lower capital taxes 
 
 
 
 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 







Yes. Greater transparency and symmetry of information, together with 
the above penalties & incentives in capital gains taxation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
A more orderly investment market. I don’t have the data to comment on 
the costs. 
 
 
 
 
 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 


1. increased use of external remuneration consultants who focus on 
‘median’ and ‘upper quartile’ statistics rather than help the 
Remuneration Committee understand which quartile is 
appropriate for their company. 


2. Increased global competition for scarce talent (including until 
very recently) attractive remuneration packages from private 
equity funded businesses. 


 
 
 
 







 
 
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
I do not believe this will make any meaningful contribution. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
In my experience yes. There could be merit in making payments to 
directors for loss of office which are excessive (i.e. above a specified 
multiple of base salary) subject to shareholder approval to help avoid 
the worst excesses that have occurred. 
 
 
 
 
 
 
 
 
 







Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
With some, but not all, institutional investors it would help an informed 
debate. It would be more likely to create a lot more noise than light in 
the media and with some private shareholders at AGMs. 
 
 
 
 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
I think boards of potential acquisition targets, together with their 
advisers, have every opportunity at present to set out their case both in 
defence documents and in private discussions with their major 
shareholders – however if an acquirer is willing to ‘overpay’ in the eyes 
of the target’s shareholders it would be irrational for them to reject the 
offer. 
 
There is a case for requiring acquirers to spell out in detail their plans 
for the long term implications of their bid on the target and for UK 
regulators to hold them to account on their plans (with potential 
penalties levied if the plans are not honoured) 
 
 
 
 
 
 
 
 







Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
No- there has to be some sensible level of materiality. It isn’t clear to me 
how the UK could enforce the requirement onto a non-UK listed 
company. It should also be noted that the current requirements on UK-
listed companies re Class 1 transactions can act as a disadvantage in an 
auction situation against a foreign company which is also bidding for 
the same acquisition target.  
 
 
 
 
 
 
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
No 
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About the National Association of Pension Funds 
The National Association of Pension Funds (NAPF) is grateful for the opportunity to respond to the 


Department for Business, Innovation and Skills’ Call for Evidence, a long-term focus for corporate 


Britain.  


 


The NAPF is the UK’s leading voice for workplace pensions. We represent all types of workplace 


pension scheme, including defined benefit, defined contribution, group personal pensions and 


statutory schemes such as those in local government. Between them, our members have combined 


assets of approximately £700 billion, and operate some 1,200 pension schemes. Our membership also 


includes over 400 providers of essential advice and services to the pensions sector. This includes 


accounting firms, solicitors, fund managers, consultants and actuaries. 


 


Answers to consultation questions 


The Board of Directors 


 


1. Do UK boards have a long-term focus? If not, why not? 


Companies typically have a long-term focus, and so in theory the boards overseeing companies 


should also have a long-term focus. We agree however that boards often appear to be unduly 


influenced by short-term share price expectations and movements. Short-term share price 


performance can of course be determined by factors that are beyond the company’s control (the 


collapse of Lehman Brothers, for example).  


 


While boards need to listen and react to the views of investors, they should actively promote the 


business as being long-term. They can do this by explaining their strategic objectives, what they 


are doing to achieve their objectives, and how their actions align with stakeholders and their long-


term expectations.  


 


2. Does the legal framework sufficiently allow the boards of listed companies to access full and up-


to-date information on the beneficial ownership of company shares? 


The Companies Act 2006 states that boards of public companies may, at their discretion, require 


shareholders to provide information about themselves. Companies increasingly choose to exercise 


this right, particularly as it is a means of enhancing investor relations. There is a suggestion in the 


Call for Evidence that better overall transparency could be achieved if this information were 


required by all investors, and not only at the discretion of the company.  


 


Three particular developments have made it more difficult for companies to build a clear picture 


of their share register: the use of nominee accounts; the growing internationalisation of 


institutional investment; and the increase in stock lending activity. In addition pension funds are 


making increasing use of pooled funds which can provide an efficient and cost-effective way of 


accessing investment markets. Their underlying ownership positions are therefore not apparent to 


companies. Whilst the NAPF believes that companies should have ready access to the beneficial 
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owners of their shares, there are issues which would complicate a system that obliges all 


shareholders to disclose information on themselves. For example, stock lending presents real 


difficulties because, while title passes to the borrower, the lender retains the economic interest in 


the business. Lenders are particularly exposed during a takeover as the right to vote passes to the 


borrower. This is a complex area but one which merits further analysis and where there may well 


be an opportunity to introduce reforms which are in the interest of the longer term investor.  


 


Shareholders and their role in equity markets 


 


3. What are the implications of the changing nature of UK share ownership for corporate 


governance and equity markets? 


Technological advances and globalisation have lead to many changes in the way financial markets 


operate on both a local and global scale. Investors now have access to a much greater range of 


investment products, which has resulted in a greater variety of trading and investment styles.  


 


Some of the effects of this market evolution include a broader range of investment drivers; a 


global spread of market participants; an increase in foreign listings in the UK equities market; and 


greater access to alternative asset classes with a greater range of investment time horizons.  


 


Pension funds are making increasing use of these different asset classes and investment styles, but 


the bulk of their assets remain invested in conventional bonds and equities which are held over 


the medium to longer term.  


 


One particular area of interest is the role of the proxy voting agencies. The expansion of 


investments into global markets has resulted in an increased reliance on the services of proxy 


voting agencies. This is especially the case among under-resourced investors who require 


information on companies in the domestic market as well as global markets, yet do not have the 


resources to undertake the research, engagement and voting themselves. This reliance has given a 


perceived ‘power’ to the voting agencies in determining the way investors vote on resolutions. An 


analysis of voting at UK company meetings suggests that their influence can be exaggerated as 


there is no strong correlation between their recommendations and voting outcomes. 


 


4. What are the most effective forms of engagement? 


Typically, NAPF members as investors buy shares in companies because they like the company, its 


strategy, and its potential for delivering investment returns. Investors generally engage with 


investee companies as a means of monitoring practices and performance in line with strategic 


direction and expectations. This is as distinct from activist investors, who invest in companies with 


the sole purpose of bringing about change. Our response refers to the former.  


 


There are a number of forms of engagement, both direct and indirect, typically including face to 


face, exercising of voting rights and written communications. We consider that the best 


engagement is constructive and confidential, and it is most effective when it is undertaken well in 


advance of a problem or issue arising. Reactive engagement is far less effective from both an 







   


- 5 -    
  


investor and company perspective, as it tends to address specific problems, rather than the 


underlying objectives and strategies. The power of the shareholder vote on resolutions should not 


be underestimated as an effective form of highlighting areas of concern, however we would point 


out that this is most effective when coupled with direct engagement with the company.  


 


The ‘effectiveness’ of engagement is often difficult to measure, particularly in many cases where 


engagement is part of the routine and ongoing monitoring of the company. To this end, it is not 


expected that all engagement will be an obvious and direct catalyst for change. Good companies 


will take engagement on board and will react positively to ongoing consultation, yet the results of 


such may not be immediately apparent. We consider that a good indicator of effective 


engagement is a free flow of information from both the company and shareholders, thus 


promoting good, candid discussions.  


 


It should be noted that discussions between companies and investors are not always immediately 


apparent to the outsider. We believe the confidential nature of quality engagement is normally 


beneficial to both the company and the investor, and publicity around such discussions can be to 


the detriment of the desired outcomes. We would therefore discourage any requirement for 


mandatory disclosure of meetings held.  


 


Collaborative engagement can also be effective. However there are barriers to effective 


collaborative engagement, such as competition, confidentiality, investment drivers and styles, and 


logistics. Where collaborative engagement is achieved, it is a powerful means of sending a strong 


message to the company and can be an effective catalyst for change. 


 


5. Is there sufficient dialogue within investment firms between managers with different functions 


(i.e. corporate governance and investment teams)? 


Whilst we are not in a position to answer this question directly, we would encourage extensive 


dialogue between functions within investment firms. We also encourage firms to integrate the 


functions where possible.  


 


Pension funds when reviewing their managers’ application of the Stewardship Code are likely to 


see that analysis as an extension of a review of investment policy, process and performance, thus 


reinforcing the integration of decision making across the investment team. 


 


6. How important is voting as a form of engagement? What are the benefits and costs of 


institutional shareholders and fund managers disclosing publicly how they have voted? 


We believe that voting as a form of engagement and ongoing monitoring of the company is 


extremely important and effective, but only when it is coupled with direct engagement with the 


company. A vote without engagement or explanation is somewhat meaningless to a company. We 


are not supportive of compulsory shareholder voting, however, as this may lead to voting being 


treated more as a compliance exercise, thus detracting from the effectiveness of the vote as a 


catalyst for change.  
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We are also concerned about potential moves towards mandatory public disclosure of voting 


records. There is a legitimate cost associated with disclosing votes, and this may result in a 


diversion of scarce resources within the investor organisation. We also question whether there is 


in fact a wide public interest in having voting records publicly disclosed. We do, however, see the 


benefits in making voting records available to pension fund clients as part of the investment 


report. 


 


It is important that any disclosed voting information is seen in the context of engagement with the 


company, and this can often be difficult given the confidential nature of most engagement 


dialogue. There is a risk that potential users of disclosed voting data may not view it in context and 


it could therefore be inconsequential.  


 


7. Is short-termism in equity markets a problem and, if so, how should it be addressed? 


One of the first things to determine when considering this question is how to define short- and 


long-term. The Call for Evidence defines short-termism as “the focus of investors and managers on 


short-term returns at the expense of those over the longer-term”. This definition can be 


differently applied to investors and company managers. We would question whether investors 


focus on shorter-term returns at the expense of longer-term results. Rather, their investment 


drivers and strategies might favour shorter-term investments and so this is where the focus lies. 


This may not be to the detriment of longer-term performance. For companies, a focus on short-


term factors is much more likely to detract from its longer-term performance. In this context, it is 


important that companies explain to the market how they are performing against their strategic 


objectives. This way, investors can more easily evaluate the longer-term underlying opportunities 


and risks facing the business. The trouble often lies in striking the right balance of disclosure, as 


companies can be reluctant to disclose unfavourable information. Good quality narrative reporting 


can help to ensure that performance is communicated in the context of strategic objectives, and 


that stakeholder expectations are managed. 


 


Secondly, one needs to consider the extent to which short-termism is a problem for investors and 


companies. Short-termism in equity markets leads to an increased turnover of assets, thus 


allowing for easier and cheaper trading and greater liquidity. This increase of activity in equity 


markets does not necessarily detract from what the true long-term investor is trying to achieve.  


 


We note that the Call for Evidence highlights the principle-agent problem, and we agree that 


short-termism in equity markets can have a negative effect on that relationship. A focus on share 


price performance and short-term results should be a concern when setting executive 


remuneration, particularly with respect to bonuses paid to executives. It must be noted that the 


board is responsible for setting executive pay and, in the UK, the board typically comprises a 


majority of independent, non-executive directors. Therefore, responsibility for awards paid to 


executives lies with the board as a whole.   


 


8. What action, if any, should be taken to encourage a long-term focus in UK equity investment 


decisions? What are the benefits and costs of possible actions to encourage longer holding 


periods? 
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Different investors have different objectives, time horizons and investment styles, and therefore 


their holding periods will differ greatly. We have not seen material evidence to suggest that long-


term investing is better for companies and investors and therefore we question whether it is 


necessary to incentivise shareholders to encourage longer holding periods. Long-term holdings 


would certainly be better if the cost of more frequent transacting outweighed the rate of return, 


and we have not seen this to be the case. 


 


If incentives were considered necessary, we do not believe that additional voting rights should be 


afforded to longer-term shareholders. This may result in entrenchment of the shareholder base to 


the detriment of the company’s long-term performance. More evidence is required to prove that 


mechanisms such as this do not distort capital allocation and do in fact encourage long-term 


behaviour across the market, rather than focusing on a limited number of shareholders. We 


believe it would be better to incentivise shareholders through some form of enhanced dividend 


scheme. 


 


9. Are there agency problems in the investment chain and, if so, how should they be addressed? 


We believe there are agency challenges in the investment chain, however the pensions industry 


has focussed hard over the past decade on improving governance practices (see the NAPF Report 


“Institutional Investment Six Years on”; an update of the Myners Review of 2001) and with 


transparency of reporting and monitoring, these are being addressed.  


 


Agency problems arise where there are potential and real conflicts of interest, which can be broad 


and often complex. Pension funds trustees are required to disclose any conflicts at each trustee 


meeting, but what has perhaps received less attention is the inherent conflict in any agency 


relationship. The investment chain for pension funds is described in detail in our appendix to this 


submission.  


 


At the interface between companies and their shareholders one area of concern is the length and 


complexity of the voting chain which can involve several agents who are not always incentivised to 


ensure that votes are correctly processed. Studies have shown that votes are frequently “lost” 


potentially with significant implications for the future of a company. 


 


While improved dealing compliance standards have ensured equitable treatment for asset 


management clients when trades are executed on their behalf, we question whether the same 


standards apply to corporate governance issues. For example, different investment objectives and 


timeframes should from time to time give rise to different voting decisions. Particular stress can 


arise in a takeover where an investor holds shares in both the acquirer and the target company.   


 


Aligning the commercial interests of investment managers with the fundamental interests of 


investors is complex. The NAPF questions if this could be done to the satisfaction of all market 


participants, but notes that there are arguments for reviewing investment manager fee structures 


to ensure an improved alignment with the client’s interests.  
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It is very unusual, in the UK at least, for investment managers to benefit financially from higher 


portfolio turnover. Any evidence of such practices would be a matter of considerable concern to 


pension funds. That said, it is more common for investment managers to be insufficiently sensitive 


to trading costs and their impact on investment returns. 


 


We should also point out that the Stewardship Code, which came into effect in late-2010, deals 


with conflicts of interest. The Code needs time to bed down, but we are confident that it will go 


some way to addressing agency problems. 


 


10. What would be the benefits and costs of more transparency in the role of fund managers, their 


mandates and their pay? 


With regard to public disclosure, fund managers typically operate to discrete mandates, meaning 


that their investment objectives and fees will be unique to that client. Additionally, each product 


offered by a manager may well have a slightly different remuneration arrangement depending on 


the nature of the investment strategy (e.g. hedge fund vs index fund), so a firm-level disclosure 


would be meaningless. In any case, managers would not agree that these details should be made 


available to the wider public (including competitors), except where they manage a public fund, as 


this is not in their commercial interests and may in fact create additional administrative burdens. 


As such, we do not see the need for greater public transparency on these matters. In negotiating 


an investment management contract, pension funds expect full disclosure of the mandate and all 


revenues earned by the manager as a result. Broader questions are often asked about pay policy 


at the asset manager to check that it is consistent with the mandate.  


 


The structures of individual remuneration which are considered acceptable are covered under the 


FSA rules, and this therefore falls under their remit. 


 


Directors’ remuneration 


 


11. What are the main reasons for the increase in directors’ remuneration? Are these appropriate? 


There are a number of reasons for the increase in directors’ remuneration. Among some of the 


most common are: 


 


Benchmarking: many companies use peer benchmarking to set their incentive rates, and this can 


result in regular increases in both base and incentive payments. The NAPF opposes the use of peer 


benchmarking, unless it is applied infrequently and then only as a singular part of the committee’s 


overall assessment of remuneration policy. 


 


Competition (domestic and global): in order to attract and retain the best executives (from both a 


domestic and international talent pool) companies often propose that incentive packages need to 


be better aligned with those of their competitors. As has been highlighted in the Call for Evidence, 


executive pay in the UK tends to be lower than in the US, and this leads to companies looking to 


better align their remuneration schemes with their international counterparts. 
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The guidance on remuneration in the NAPF Corporate Governance Policy and Voting Guidelines 


follows that of the UK Corporate Governance Code, whereby: 


 


Levels of remuneration should be sufficient to attract, retain and motivate directors of the 


quality required to run the company successfully, but a company should avoid paying more 


than is necessary for this purpose. A significant proportion of executive directors’ 


remuneration should be structured so as to link rewards to corporate and individual 


performance.  


 


There should be a formal and transparent procedure for developing policy on executive 


remuneration and for fixing the remuneration packages of individual directors. No director 


should be involved in deciding his or her own remuneration.  


 


The Principles of the Code are clear and yet remuneration remains one of the key points of dispute 


between boards and shareholders. This is primarily due to the absence of demonstrable links 


between strategy, performance and pay, coupled to the multi-year trend of executive 


remuneration rising at a faster rate than pay more generally and, in recent times at least, poor 


returns to shareholders, as measured by share prices and dividends. Many investors are also 


concerned that remuneration has become too complex and question its effectiveness in 


motivating management. 


 


The NAPF Policy states that remuneration practices most likely to be of concern to shareholders 


are: 


 Increases in base salary in excess of inflation; 


 Over frequent re-benchmarking (we suggest 3 – 5 year intervals); 


 Insufficiently demanding performance targets; 


 Guaranteed, pensionable or discretionary annual bonuses; 


 Insufficient disclosure on the scope of annual bonuses and performance conditions 


(retrospective disclosure is acceptable); 


 Any provision for re-testing of performance conditions; 


 Ex-gratia and other non-contractual payments; 


 Change in control provisions triggering earlier and/or larger payments and rewards; 


 The absence of service contracts for executive directors; and 


 Unwarranted use of discretion. 


 


12. What would be the effect of widening the membership of the remuneration committee on 


directors’ remuneration? 


We see few benefits from widening the membership of the remuneration committee to include 


either representatives from outside the company board or remuneration experts. Such a structure 


might dilute the cohesion of the board which ultimately will decide on remuneration. 


 


We do see arguments for reviewing the committee’s effectiveness in the same way as the board 


as a whole is reviewed. 
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13. Are shareholders effective in holding companies to account over pay? Are there further areas of 


pay, e.g. golden parachutes, it would be beneficial to subject to shareholder approval? 


We acknowledge that executive pay has increased at a faster rate than the average for many 


years, and that many companies do not demonstrate an alignment between remuneration and 


strategic performance. However, the achievements of shareholders with respect to executive pay 


in the UK should not be ignored. For example, companies are now required to disclose executives’ 


performance pay; the rolling re-testing of performance targets has been abolished; and directors’ 


contracts seldom contain notice periods in excess of twelve months.  


 


There is scope to enhance shareholders’ effectiveness in holding companies to account over pay. 


The guidance published by the ABI on remuneration structures, by the NAPF/ABI on termination 


payments (which is designed to eliminate ‘payments for failure’) and by the NAPF/LAPFF on 


pensions disclosure should all be taken into account by shareholders when assessing 


remuneration policy.  


 


We believe the non-binding vote on remuneration is of benefit to investors and companies in 


setting remuneration policy. When coupled with effective engagement, shareholders are able to 


send a strong message to the board, yet without compromising the board’s discretion on 


executive pay. We hold the view that boards are in the best position to align remuneration 


schemes with the company’s performance against its strategies and targets, and shareholders are 


best positioned to monitor this with a view to ensuring the discretion granted is not taken 


advantage of. 


 


14. What would be the impact of greater transparency of directors’ pay in respect of: 


a. Linkage between pay and meeting corporate objectives; 


b. Performance criteria for annual bonus schemes; and 


c. Relationship between directors’ pay and employees’ pay? 


 


We believe that greater disclosure around each of these factors would be of benefit to companies 


and shareholders. Transparency of remuneration policy will enable shareholders to better 


understand the company, thus assisting them to make well informed investment decisions. It is 


also important that companies disclose the information in a way which is clear. Many shareholders 


are concerned that remuneration policies are too complex and that the symmetry between 


remuneration, shareholder returns and the long-term objectives of the company is lost. 


 


Takeovers 


 


15. Do boards understand the long-term implications of takeovers, and communicate the long-term 


implications of bids effectively? 


We are not in a position to comment on companies’ understanding of the long-term implications 


of takeovers. We hope that companies will respond to this question and will be interested in the 


insights provided. 
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16. Should the shareholders of an acquiring company in all cases be invited to vote on takeover 


bids, and what would be the benefits and costs of this? 


Yes, the NAPF believes that shareholders of an acquiring company should be invited to vote on 


takeover bids. Shareholders should be given the opportunity to confirm their support (or 


otherwise) for the proposed use of their capital, and the ability to vote on takeover bids enables 


shareholders to bring an acquisition to an end where there is insufficient support.  


 


Other 


 


17. Do you have any further comments on issues related to this consultation? 


See the description of the investment governance chain set out below. 


 
 


Contact: 
  


Emily Dellios 
Policy Adviser Corporate Governance & Investment 


 
David Paterson 
Head of Corporate Governance 



mailto:Emily.Dellios@napf.co.uk

mailto:David.Paterson@napf.co.uk
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Appendix 


 


The Investment Governance Chain 


1. Trustees are responsible for setting investment policy, under advice from an investment 


consultant (whom they will select, often with the involvement of the sponsor).  


2. For DB schemes this means establishing asset allocation and selecting suitable managers, if they 


have outsourced investment management, as most do. The frequency of reviewing the asset 


allocation will vary considerably across UK schemes, but will be at least every three years, as a 


consequence of the actuarial valuation. Manager performance is monitored quarterly in most 


cases with formal manager meetings and reviews taking place at least annually. While manager 


appointments can be terminated at any time, most will last for at least three to five years. The 


standard contract (Investment Management Agreement) used was drawn up by the IMA several 


years ago. 


3. The investment consultants have a key role to play in providing advice on asset allocation and on 


manager selection and on-going monitoring. They are typically paid on a time not performance 


basis. The industry has undergone a recent period of merger and consolidation and is dominated 


by 3 big consultancies: Towers Watson, Mercer and Aon Hewitt. There are many smaller firms who 


provide advice, some of it highly specialised (eg private equity or liability driven strategies). Most 


firms provide both actuarial and investment advisory services and it is not unusual to employ the 


same firm to do both. 


4. In providing investment advice, consultants will set out the investment process employed by an 


asset manager including, since the introduction of the Code, their approach to Stewardship. Given 


the necessary focus on financial returns (particularly historic ones) trustees and their advisers have 


found it difficult to capture the link between investment process (including Stewardship) and 


future returns. 


5. Under the requirements of the SRI Pensions Disclosure Regulations (2000), trustees are required 


to disclose how, if at all, they address social, environmental and ethical issues in their investment 


policy. Most trustees have delegated this responsibility to their investment managers. It is fair to 


say that many have not reviewed their managers’ compliance with the agreed policy as formally as 


they should have. This may now change following the introduction of the Stewardship Code. 


Although it addresses different issues, there is a strong link between the two which is hard to 


ignore. 


6. Most trustees when appointing an investment manager will adopt (either formally or informally) 


the voting policies followed by that manager, most of whom in turn take advice from one of the 


proxy voting agencies. For UK equities these generally follow the requirements of the UK 


Corporate Governance Code. The ‘comply or explain’ regime inevitably results in a range of voting 


responses and it is unusual for management-supported resolutions to be defeated at an AGM.  


7. Formal and detailed review of voting activity remains rare outside the largest funds. Likewise 


publication of detailed voting activity is uncommon. 
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8. Trustees are also responsible for the selection of funds in trust-based DC schemes. As above they 


will take advice from a consultant and use the consultant to perform ongoing monitoring of 


performance and the manager(s).  


9. As DC uses pooled funds exclusively the corporate governance policies will be set by the 


investment manager and there is unlikely to be any input from the trustees. 


10. Pooled funds are also the vehicles of choice for many investment strategies as they offer flexibility 


and simplicity as well as the benefits of economies of scale. We are not aware of any pension 


funds who have gone down the route of using the customised (“wrap”) accounts which have 


become increasingly popular with individual investors. 


11. Pooled funds have two governance drawbacks: it is close to impossible to set a client-specific 


voting policy; and the funds themselves, being frequently held through insurance policies, are not 


required to hold open investor meetings at which management can be held to account by unit 


holders or investors. 


12. A further issue for pooled fund investors is stock lending where policy is set by the investment 


manager, who normally shares in the revenues, but all of the risk is carried by the end-client. 


Where stock is lent the vote is lost despite the retention of an economic interest. From time to 


time this vote can be crucial to the future of the business (eg in a takeover).  
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
No.  The only real requirement is to deliver short term investors return.  
Business is not about profit – profit is needed to stay in business – 
business SHOULD deliver much more – social and environmental as 
well as financial.  However the rules and regs on businesses 
concentrate on financial returns, not financial robustness and definitely 
do not require a focus on long term sustainability of business, 
environment or future. 
Anglo-American capitalism if fundamentally flawed – it delivers good 
profits for parasitic companies – such as the gambling den that is the 
stock market.  It does not return long term sustainability, equality and 
development for all. 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
Whether it does or not, the board focus is on the short term financial 
returns to a small number of large share holders.  
Share holding is a gamble, and should be seen as such.  It is not a 
productive, supportive business activity. 
 
 
 
 
 
 
 
 







Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
If share ownership becomes more common the ability for individuals to 
influence strategy and policy must increase.  Democracy suggests that 
one share one vote is valid, but where you get pension funds holding 
millions of shares and individuals holding hundreds a feeling of 
disenfranchisement could develop, and along with it potentially less 
reasonable methods of engagement and direct action. 
 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
 
Do not know – maybe some sound research would answer the question 
– to what end is the engagement being sought etc. 
If the intent is to engage a greater range of shareholders getting rid of 
the fustiness and corporate fluff and getting to where people are would 
help – ie AGMs online rather than in the city of London? 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
 
Don’t know – I would guess not 
 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
Voting is of marginal value when large corporate holdings and pension 
funds hold so many votes.  A requirement on them to take note of their 
members and shareholders much in the same way as the Union block 
vote was changed to make sure it reflected the memberships wishes, 
could help.  Then there would have to be clarity and open disclosure as 
to how this corporate votes were cast, and possibly why. 
 
Reforming voting rights so there is not ‘one share one vote’ but scaled 
so smaller holdings need fewer shares per vote than larger holdings – 
and a cap on the number of votes any one shareholder can have for 
plc’s (10%? 15%) – meaning that there would have to be more 
consensus across the stockholding 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
 
Short termism is a problem where ever it raises it head.  Bonuses 
should not be paid on short term performance but on long term stability 
– actually bonuses are a poor tool and all the rigorous scientific 
research points to them being a detrimental tool. 
 
A 10 year frame for claw back on bonuses would focus the mind a little – 
ie if the short term benefit of 2000 was not still in place in 2010 bonuses 
from 2000 would be clawed back. 
 
Ditto dividends – should be paid on long term (10 year plus) 
performance not annual. 
 
Gains from share price fluctuations should carry substantial tax.  The 
shorter the holding the greater the tax, less than a day 110% more than 
10 years 0% 
 
Of course it will never happen because big business gives too much 
money to too many political parties over the globe. 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Tax gains dependent on term of holding. 100% < 1 year to 0% for a 10 
year holding. 
 
Does not stop sale of a falling share but would impact on short selling 
and market making through buying and selling. 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 







Comments 
 
 
Do not know 
 
 
 
 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
Benefit would be transparency and accountability. 
 
Cost could be inability to act on clients behalf if it is detrimental to 
another client.  It could prevent fund managers acting in an ethical or 
responsible manner if this would damage relationships with less ethical 
but large holdings. 
 
There is no downside to pay transparency apart from possible inflation 
as others aspire to the same 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
Directors who deliver value should be recompensed in line with that 
value.  They should not be remunerated just because of their past or 
because others have a larger package. 
 
Their should be clarity of value brought and remuneration delivered. 
 
 







 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
Depends on who is on that committee.  If it is just the old boys Directors 
circuit it will have no effect what so ever. Possibly make things worse. 
 
Representation from across the range of investors, customers, clients, 
public bodies etc could bring a more accountable and transparent 
outcomes. 
 
There should be a limit to how many remuneration committees any one 
person or company representative can sit on (two?) 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
No. Shareholders do not hold companies to account being as the 
institutional holdings have so many votes as to make it not worth 
bothering. 
 
All areas of remuneration and benefit should require shareholder 
agreement and there should be a scaling of votes per share so that there 
is a greater benefit for small shareholders than large. 
 
 
 
 
 







Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
a) depends on how it is enacted – could be a close tie in 
 
 
b) bonus schemes are devoid of benefit to businesses – all the research 
shows this.  So they should not be there – but if present it should be 
there and if more than 50% of all directors achieve more than 50% of 
their bonus there is something wrong in the bonus system and it needs 
resetting (half of directors are below average performance – a matter of 
definition – so only about 50% of them should ever perform well enough 
to gain more than 50% of the bonus) 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
In my experience - no 
 
 
 
 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 







 
Yes.   
 
Cost – it should be seen as part of the take over 
 
Benefits – there would be a clear mandate from both companies for the 
take over and (hopefully) clearer understanding of the benefits to both. 
 
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
Fiddling at the edges will make little difference.  We have lost sight of 
what business is for – as they say, you cannot eat money – and as we 
get a bigger and more profitable Domestic Product, we get no happier – 
potentially even less happy. 
 
The role of government should be to deliver a fruitful and contented life 
for ALL its citizens, not a big profit for a few at the expense of the many.  
Capitalism and business have a art to play in this, but there are many 
things they cannot supply and 200 years of pandering to the markets, 
profit and capital have not delivered for all. 
 
It is a fundamental rethink of why we do what we do, not a fiddle at the 
edges.  However people succeed not only due to their talent, but due to 
circumstance and luck.  To hold those who are fortunate trough 
circumstance and luck to account on behalf of those who have not had 
such fortune can only be a good thing 
 
BTW – I am a Director of two companies and see it as an honour not a 
right. 
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Introduction 


 Towers Watson welcomes the opportunity to provide evidence to the Department for Business, 


Innovation and Skill’s initial consideration of whether the focus in corporate Britain is sufficiently 


long term.  


 Towers Watson is a global professional services firm. We have been providing advice to companies 


in the area of executive remuneration for close to forty years. Given the perspective that this 


provides us, we have focused our responses on the remuneration-related questions in the Call to 


Evidence that is Questions 11, 12, 13 and 14.  


 We would be happy to expand on any of the aspect of our submission should this be helpful, in 


person or otherwise. Our contact details are: 


Katharine Turner, Head of UK Executive Compensation 


Towers Watson, 71 High Holborn, London WC1V 6TP 


 We note that, while the Call for Evidence does not specifically ask about the role of remuneration 


consultants, commentators have questioned our role in connection with, for example, the rise in 


directors’ remuneration.  The Code of Conduct for remuneration consultants was published by the 


Remuneration Consultants Group in response to these concerns. Towers Watson was an initial 


signatory. The Code seeks to clarify the scope and conduct of the remuneration consultant’s role, 


particularly when advising UK-listed companies, to ensure consultants are supporting informed and 


robust decision making by remuneration committees.  


 For example, in response to Question 14, we mention the inappropriate use of market data in 


the context of increases in directors’ remuneration. The good practice guidelines attached to 


the Code of Conduct specifically cover market benchmarking.     
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Question 11. What are the main reasons for the increase in 
directors’ remuneration? Are these appropriate? 


Below is a summary of the factors that Towers Watson has identified as contributing to the increase in 


directors’ remuneration1 over the past 30 years and their ‘appropriateness’ when considering what, if 


any, policy action is required. Attached as Appendix 1 is a more detailed review of the research 


evidence underlying our list of factors and a discussion of the factors. 


Summary list of factors 


 There is no doubt that directors’ remuneration in UK public limited companies has increased 


significantly and, with some brief exceptions, consistently since the early 1980s.  This mirrors the 


pattern in other large countries in Western Europe and also the United States of America. 


 Our review of academic research, research carried out by our firm, and our own experience 


suggests that there is no single explanation for the absolute increase in directors’ remuneration, 


and its increase relative to that of manual and white collar private sector workers.  Rather there are 


a number of reasons which relate, in part, to the global economy in which the UK now participates 


compared to 30 years ago and to:  


 The changing nature of UK companies and the role of directors as a result;  


 Labour market developments;   


 Changing pay structures; and  


 Governance interventions 


 Below is a summary of the main factors that we have identified under each of these four areas as 


contributing, in varying degrees, to the increase in directors’ remunerations.  These are further 


explained in Appendix 1.  


A. Changing nature of companies and the role of directors  


1. The level of skill and competence required to perform the key leadership and management roles in 


large UK public limited companies has risen in the past 30 years. 


2. Shareholders are prepared to pay significantly more for individuals who use these skills to produce 


higher shareholder returns. 


                                                      
1 Throughout our submission, when we refer to “directors’ remuneration”, we are referring to the remuneration of executive 
directors (as opposed to non-executive directors or executives not on the board). 
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3. The rise of agency theory2 in relation to the behaviour and remuneration of directors has increased 


the level of ‘at risk’3 remuneration.  


B. Labour markets 


4. The level of executive mobility has increased, creating a more active, if imperfect, talent market and 


thus more opportunity for employers and executives to engage in optimal contracting in relation to 


remuneration. 


5. Remuneration practices in other countries, notably the US, have entered UK practice through the 


operation of international labour markets. 


6. There are attractive alternatives for those with the skills and competencies to be executive directors 


which offer similar or higher remuneration opportunities.    


C. Remuneration structures 


7. The practice of remuneration elements being expressed as a percentage of base salary means that 


as directors’ salaries have increased, the impact on total remuneration opportunity has been 


compounded.    


8. The increase in the proportion of remuneration ‘at risk’ has led to executives requiring higher 


opportunity levels (although realised levels, as opposed to remuneration granted, will fluctuate with 


performance).  


9. The decrease in severance terms and pension accumulation opportunities over the last ten years 


and the loss of protection this has provided to executives.  


D. Governance interventions 


10. Weaknesses in the functioning of some remuneration committees. 


11. The disclosure of directors’ remuneration and the availability of comparator information on 


remuneration to executives and remuneration committees. 


12. The impact of fairly rigid investor guidelines on share-based remuneration. 


                                                      
2 Agency theory explains the relationship between shareholders and managers in terms of owners and their agents. It explores 
what needs to be done to align their interests. The granting of share-based awards is viewed as one way of alignments as 
managers also become shareholders.  
3 In this paper we use the term “at risk” to reference those remuneration elements where actual receipt is dependent on some 
form of performance requirement, for example, share-based awards and annual bonus. 
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Appropriateness of factors 


 We would view it as appropriate that executive pay has risen at a faster rate relative to that of 


manual and white collar private sector workers due to some of the factors outlined above, for 


example, because of: 


  The changing nature of UK companies and the role of executive directors; and 


 The UK labour market becoming more dynamic, global and varied.  


 We see these factors as outcomes of the UK having a more open economy than thirty years ago. 


The price paid to directors as a result is insignificant compared to the value created by successful 


UK companies.  


 However there are some factors that we see as inappropriate, for example: 


 The over-reliance on market information to determine pay levels, rather than using it as one of 


several relevant factors into their decision-making;  


  Too much emphasis on the individual elements of a director’s package and not enough on the 


totality of the package;  


 An increase in base salary automatically increasing the opportunity under each of the other pay 


elements including pension; and  


 The fairly rigid investor guidelines on long-term share-based remuneration which have reduced 


their perceived value by executives and encouraged, for example, a greater emphasis on short-


term cash arrangements.  


 However,  we think that the Government, market regulators and investor bodies should proceed  


carefully when determining what developments to encourage or prescribe in the area of director 


remuneration. Experience shows – both in the UK and elsewhere - that  there are often unintended 


consequences of regulation and prescription in the area of remuneration policy. For example the 


transparency provided to shareholders under the Directors’ Remuneration Report Regulations 2002 


has also provided executives themselves with the details of how much comparable roles are being 


paid in peers which can lead to internal pressure for increases.  


 We would also note that there are some recent developments where the full impact is yet to be felt, 


which address, in whole or in part, some of the less appropriate factors to increasing directors’ pay 
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and also address the underlying “short-term” concern to the consultation as a whole.  Examples of 


this include:   


 The new UK Governance Code’s emphasis on improving board quality and effectiveness;  


 The new emphasis in the Code on remuneration being designed to support the long-term 


success of the company;  


 The new disclosure requirement for remuneration committees to disclose the extent to which 


they have taken account of pay and conditions elsewhere in the group in reaching their 


decisions; 


 The renewed emphasis of investors and their representative bodies for remuneration 


committees to (a) demonstrate the linkage between the structure of directors’ pay and long-


term strategy and the linkage between pay and actual performance and (b) not to over rely on 


market data;  


 The increased willingness of some investors and their representative bodies to consider share-


based arrangements structured to reflect the nature and needs of the business, rather than to 


meet investor guidelines. 


 The impact of the pension tax legislation on executive pension benefits.      


 However, notwithstanding these developments, there remain deficiencies in the area of directors’ 


remuneration. We outline various suggestions throughout our submission, for example, we would 


recommend that it was time for a review of the remuneration report requirements.  


 Better disclosure on realised remuneration (as opposed to remuneration granted) and the 


linkage between this and company performance would support a better-informed debate on 


whether the remuneration earned was appropriate relative to the remuneration earned by 


shareholders.     
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Question 12:  What would be the effect of widening the 
membership of the remuneration committee on directors’ 
remuneration? 


 Remuneration committees are an essential part of the executive remuneration determination 


process. As we commented under Question 11, it is our experience that the functioning of 


remuneration committees is not always fully effective.  


 In our view  it is helpful to recast the question as follows: 


 Would diversifying the range of people who become members of remuneration committees 


improve the effectiveness of committees? 


 This is in line with the focus in UK Governance Code’s focus on improving the effectiveness of 


boards and by implication board committees. 


 Our answers below are informed both by research undertaken by Towers Watson with Professor 


Brian Main of Edinburgh University on the functioning of remuneration committees as well as our 


own experience.  


 If “diversifying the range of people who become members of remuneration committees” means 


allowing for employee representation, it is our experience from working with companies with 


employee directors that the decision making is not significantly better as a result. 


 Currently all remuneration committee members, as directors, have the overriding responsibility 


to act in the best interests of the company and their decisions have to be made in this context. 


What duties would an employee representative have, if not the same as directors? Would a 


difference be constructive?   


 Our research has shown that, with respect to people and effective remuneration committees, the 


following are more important:   


 given the critical role of committee chairman to a successful committee, having a remuneration 


committee chairman with prior experience of executive remuneration decision making and 


supporting processes; and 


 having experienced internal and external support to ensure the decisions of the committee are 


fully informed (these individuals do not need to be committee members) .    
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 However we believe that if “diversifying the range of people who become members of remuneration 


committee” means increasing the talent pool from which non-executive directors are recruited as 


encouraged by the late Sir Derek Higgs then this may have a positive effect.   


 It supports recruitment from, for example, professional services, academia and public service 


where there are individuals with the type of executive remuneration experience and insights 


that would support informed and robust decision making by remuneration committees. 


 We observe that although Derek Higgs made his recommendations in this area in 2003, 


progress has been slow perhaps because the recruiters often insist that candidates have 


experience of serving on corporate boards or at a senior corporate level.  
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Question 13: Are shareholders effective in holding 
companies to account over pay? Are there further areas of 
pay, e.g. golden parachutes, it would be beneficial to 
subject to shareholder approval? 


 It is our view that institutional investors and their representative bodies have used the advisory vote 


given to them under the Directors’ Remuneration Report Regulations 2002 to: 


 Effectively hold some individual companies to account over one or a series of pay concerns 


resulting generally in the relevant company adjusting the offending policy or practice; and 


 Campaign against certain pay practices common across a number of companies leading to 


their removal, for example: the cessation of the re-testing of performance conditions attached to 


the vesting of share options; a reduction in severance terms, and the move away from 


enhanced termination provisions following a change of control. 


 We would also note that one positive side effect of institutional investors using their remuneration 


report vote is that it has encouraged major companies to engage more with key investors and to 


consult actively with them in advance about any substantive and/or sensitive changes.   


 The fact that relatively few remuneration reports have been defeated over the last eight years 


should not, in our view, lead to an assumption that investors have not been effective at holding 


shareholders to account. Rather, we view this as showing, in part, that shareholders are now 


being given a greater opportunity to voice their concerns ahead of the vote and companies are 


taking these concerns into account when making their final decisions.      


 However there are limitations on the extent to which institutional shareholders may be prepared to 


hold companies to account:  


 The Government’s own analysis suggests the majority of UK stocks are held by non-UK entities 


and hedge funds that may have divergent interests and appetites for engaging on directors’ 


remuneration.  


 With respect to UK institutional investors, the effectiveness of such tools as the vote on the 


remuneration report also depends on their willingness and ability to actively engage on 


remuneration across all their investments.  


 From our own meetings with UK institutional investors we are aware of some that as a 


matter of policy focus on key investment issues rather than monitoring the details of a 







BIS  9 


 


 
 
 


company’s executive remuneration and of others whose practical constraints, such as lack 


of resources, impact their ability to hold all their investee companies to account on 


remuneration.   


 It is also our experience that investors are less concerned about absolute quantum when a 


company is performing well and shareholders are gaining the benefit than about ensuring the 


rewards have been appropriately structured. This highlights that the concerns of investors in 


holding companies to account for remuneration can be very different from broader socio-


political concerns.    


 We would also note the role of those organisations offering voting advisory services and particularly 


the influence of those organisations offering voting advice on UK PLCs to overseas investors.  


 Our analysis of the strong correlation between a recommendation to vote against a report and 


the actual outcome of the vote for companies with a large overseas investor base. 


 Generally, in terms of shareholders holding companies to account, our experience is that the most 


constructive aspect of this has been the increased engagement between companies and their main 


investors. We would therefore suggest that attention is focused on how to make this engagement 


as effective as possible. We believe that this in turn supports the longer-term focus desired by the 


Government, the functioning of remuneration committees and their decision-making.   


Are there further areas of pay, e.g. golden parachutes, it would be 
beneficial to subject to shareholder approval? 


 We do not take the view that other areas of pay such as ‘golden parachutes’ should be put to 


shareholders for approval as shareholders already have ways to express their concerns over all 


aspects of executive remuneration.  


 Shareholders are already able to vote on the directors’ remuneration report which includes 


detailed information on remuneration policy (including policy and practice on service contracts 


and amounts payable on early termination of the contract).  


 Shareholders have for many years been required to approve long-term incentive arrangements 


for directors. They must also approve all share schemes for which newly-issued shares will be 


required.   


 Shareholders are also able to exercise their vote in favour of directors and, if they dislike the 


decisions of the board and of individuals, they may vote against their re-election.  
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 The introduction of new areas of pay for approval would carry the risk of further diverting the 


attention and resources of companies and major shareholders towards executive remuneration 


and away from the overall business strategy and performance. 


 It might be more helpful to consider if there was any further information that companies should be 


making available to shareholders in their remuneration report and/ or presenting that information in 


such a way that shareholders, in exercising their current votes, can make more informed decisions. 


For example, the current disclosure regulations in respect of service contracts and termination 


arrangements could be clarified so that: 


 The total compensation potentially payable on early termination of a director under both their 


service contract and any incentive agreements is set out in the same place, possibly in tabular 


format; and  


 The total compensation actually received on termination is set out in a single table. 
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Question 14: What would be the impact of greater 
transparency on directors’ pay on the: 


 Linkage between pay and meeting corporate objectives 


 Performance criteria for annual bonus schemes 


 Relationship between directors’ pay and employees’ pay? 
 


Linkage between pay and meeting corporate objectives 


 The disclosure requirements on directors’ remuneration and the guidelines and exhortations of 


institutional shareholders and their representatives have encouraged major listed companies in 


recent years to show more clearly (a) how the structure of director remuneration is linked to 


corporate objectives and (b) how actual remuneration is linked to actual company performance. 


The directors’ remuneration report is usually the place for this. 


 However, in both instances the level of detail and clarity is varied. Some companies are better than 


others at clearly and effectively linking performance outturns as described in the Operating & 


Financial Review, for example, and the description of ‘realised’ pay for the year in the Directors’ 


Remuneration Report.  


 As already noted, we would view greater transparency on realised pay and the link to company 


performance as a positive development, as is greater transparency on the linkage between pay 


structure, corporate strategy and the company’s risk appetite.    


 However, if the disclosure regulations were updated, care does need to be taken to ensure the 


disclosure required is going to be meaningful and helpful – it should be about quality not 


quantity.  


 For example, incentive pay realised in one year can relate to both performance over the 


financial year under review and to performance over a multi-year period, typically three to four 


years. So where performance in the year under review has been poor but performance over the 


past three or four years has been strong, this can lead to apparent incongruities between pay 


and performance. Such incongruities need to be effectively explained but the form of the 


disclosure should not aggravate the problem.  
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Performance criteria for annual bonus schemes 


 Given the levels of bonus opportunity available in UK listed companies and the levels of actual pay 


out, we consider that shareholders have every right to be informed about the overall structure of 


annual bonuses, the nature of the performance criteria, the levels of opportunity and the basis on 


which bonus decisions for executive directors are made.  Such requirements might be added to the 


disclosure regulations.  


 However we would expect many companies quite justifiably to resist any disclosure requirements 


on the standards of their performance conditions (whether before or after the year end) and  


performance levels on the same grounds that they did when the disclosure regulations were first 


being considered - that for some companies this information can be commercially sensitive 


information.  


 Institutional shareholders have been encouraging better ex-ante and ex post disclosure of 


performance targets (and/or standards). If profit before tax (“PBT”) is a key performance goal, 


shareholders would like to know, at the end of the year, the standard of performance of PBT that 


has been achieved so as to be able to understand better the level of bonus that has been paid out. 


This is consistent with our recommendation on more effective disclosure over realised pay. But it is 


often forgotten that  even ex post, the disclosure of certain performance measures could remain  


sensitive. The Government needs to be wary that these initiatives support rather than detract from 


the desired focus on long-term performance.   


Relationship between directors’ pay and employees’ pay 


 Our research has shown that it is important for effective remuneration committees to be updated on 


key reward developments and issues in the company as a whole as part of the internal context 


outside to their decision making.  


 However, there are a number of factors, such as the terms of reference for remuneration 


committees and the time available to committees them that can mean that remuneration committee 


decisions on top executive pay are made in isolation of the broader internal reward context.     


 We have noted that the recession has encouraged more companies to place greater emphasis on 


the internal context, for example, how do individual executive base pay increases compare to the 


overall pay budget for the organisation. Another encouragement has been the new disclosure 


requirement (for committees to state how they have taken account of pay and conditions in the rest 
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of the group when determining directors’ pay). However, it is too soon to establish whether this will 


impact the decisions on director remuneration over the longer-term.   


 We think it is much more sensible for the Government to be encouraging remuneration committees’ 


due consideration of the internal reward context rather than asking companies, for example, to  


disclose a single pay ratio figure which will take up precious remuneration committee time, 


company resources and produce a figure which may be meaningless and misinterpreted.  


 The popular presumption will be that the narrower the ratio, the better (or ‘fairer’) the executive 


pay policy. We doubt this.  


 Compare the pay ratios for two FTSE100 Chief Executives whose total realised earnings for the 


last reported year are broadly similar but whose business are very different:  


 Based on the last disclosed information, we estimate the ratio for the total earnings of the 


CEO of a leading brokerage company to be 33 times the average earnings of the 


company’s workforce;   


 Whereas the total realised earning of the Chief Executive of a major international 


supermarket is 404 times the average earnings.  


 The ratio varies widely because of the vast differences in staff and skills profile, 


international coverage, the nature of business and whether low-paid work has been 


outsourced to low-paying countries. Who is to say which of these ratios is right or wrong? 


 It is already our experience in the US that the inclusion in the Dodd-Frank Act for US-listed 


companies to disclose the total compensation of the CEO and the median total compensation 


of all employees is acting as an unhelpful distraction on committee time.  


 We would also warn of the unintended consequences: 


 Pay ratios that are narrow may erroneously be seen as an indicator of ‘fairness’ and vice versa. 


 Disclosure of pay ratios may create another form of ‘arms race’ where companies have low 


ratios and see – from the practice of others – that ‘headroom’ remains. 


 Disclosure of pay ratios may not only be misleading but may also encourage yet more 


emphasis on executive remuneration when shareholders and indeed other stakeholders should 


be focused on long-term business success. 


 


Towers Watson, January 2011
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Appendix 1: Evidence of the factors which may have 
resulted in the rise in directors’ remuneration and whether 
these are reasonable reasons.  


There is no doubt that directors’ remuneration in UK public limited companies has increased 


significantly and, with some brief exceptions, consistently since the early 1980s.  This mirrors the 


pattern in other large countries in Western Europe and also the United States of America. 


 


Academic research, using both empirical evidence and economic theory, has failed to demonstrate a 


single conclusive reason for the sustained upward trend in executive remuneration across many 


economies.  A recent analysis of US research on this topic by Frydman and Jenter  cited over 150 


academic texts and concluded that ‘many important questions remain unanswered.’  In particular the 


research points to lack of a sound explanation of why the trend upwards started and whether theories 


regarding ‘economic rents’ and ‘optimal contracting’ can explain the determination of director 


remuneration.  There are also similar gaps in understanding of the causal effects of executive 


remuneration on behaviour and firm value. 


 


Towers Watson has been surveying executive remuneration in the UK, and in other major economies, 


for over 35 years, and has been advising companies on aspects of executive remuneration design for a 


similar period.  We agree with Frydman and Jenter’s conclusion that there is no simple explanation or 


single theory that explains the growth of executive remuneration.   


 


We also view with concern the continued problem, particularly in the UK, of establishing robust and 


consistent information on executive remuneration quantum (in terms of remuneration opportunity and 


the remuneration actually received by executives) to inform the debate.  For example data sources, 


including those used in the BIS document ‘A Long-term Focus for Corporate Britain’, frequently include 


inadequate information in relation to actual long-term incentive values at vesting and use averages 


which are significantly impacted by widely dispersed and skewed data sets (see Appendix A at the end 


of this paper illustrating the difference between using average and median data from the same source 


as used by BIS and also the difference between awarded and realised remuneration).  This difficulty in 


grappling with remuneration data is relevant to the discussion regarding the degree to which 


remuneration is size or performance-related and can, in some cases, lead to significant over (and 


under) estimates of the remuneration levels of directors.   


 


However, use of CEO remuneration averages gives a misleading picture of directors’ remuneration in 


the FTSE350, given the high remuneration of a small number of CEOs in Britain’s largest companies.  


While this does not in any way undermine the general proposition that directors’ remuneration has 
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risen, this lack of thorough analysis makes it more difficult to establish the extent and causes of high 


pay.     


 


In answering the questions posed in this Call for Evidence regarding the reasons for the absolute 


increase in directors’ remuneration, and its increase relative to that of manual and white collar private 


sector workers, our review of academic research; research carried out by our firm; and our experience 


suggests the explanations can be organised into four categories: 


 


 The changing nature of companies and the role of directors 


 Labour markets 


 Changing pay structures 


 Governance interventions 


 


A. The changing nature of companies and the role of directors 


This section identifies three factors in the rise of directors’ remuneration: 


 


1. The level of skill and competence required to perform the key leadership and management roles in 


large UK public limited companies has risen in the past 30 years 


2. Shareholders are prepared to pay significantly more for individuals who use these skills to produce 


higher shareholder returns 


3. The rise of agency theory in relation to the behaviour and remuneration of executive directors which 


has increased the level of at risk remuneration   


 


The upward trend in UK directors’ remuneration started in the early to mid 1980s.  This start of the 


trend follows, or is co-incident with, a number of other changes in the UK economic, taxation and fiscal 


environment which continue to provide a business context in which directors’ remuneration is 


determined today.  These changes included: 


 


 Financial reform: major changes in the financial services sector opened up access to new 


capital for industry and resulted in an increase in company mergers, take-overs and spin offs; 


 Reduction of trade barriers: trade barriers were lowered increasing international opportunities 


for UK companies, but also making them more vulnerable to competition (or acquisition) by 


foreign firms; 


 Globalisation of manufacturing and service sourcing: overseas sourcing of manufactured 


goods at lower prices meant that a number of companies fundamentally changed their 


business operational and employment model; 


 Privatisation and de-regulation: a number of major companies in the UK were privatised and 


with their businesses opened up to competition;  
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 Share ownership: shareholding in UK businesses became more diverse through the growth of 


both international investors, individual investors and greater investment in the stock market by 


new investment institutions.  


 


The combined impact of these major economic changes, which have provided a back drop to the last 


three decades, created an environment in which: 


 performance differentials between successful and less successful  companies grew; 


 the competitive position of business could change rapidly; and  


 failing companies were less protected from takeover or liquidation. 


 


There is academic research evidence supporting the view that this combination of factors changed the 


role of executive directors and increased the level of general management and leadership skills 


necessary to do the role.  This in turn has resulted in shareholders being prepared to pay highly for the 


‘right people’ to lead large businesses and to share returns with them. 


  


The sensitivity of shareholders to an organisation having the ‘right’ executive leadership is clearly 


shown in: 


 increased institutional shareholders interest in  the executive talent in organisations; 


 sensitivity of share prices to announcements of director appointments; 


 active engagement of shareholders in some key appointments and departures; and 


 preparedness of institutional shareholders to agree significant remuneration packages for 


executives who have their confidence. 


 


Towers Watson’s studies also show the criticality of the ‘right leadership’ in employee engagement 


which shows a close link with organisational performance. 


 


The creation of a more competitive business environment was also accompanied by the rise of 


“agency theory” thinking amongst shareholders and company boards, first in the US and then in the 


UK.   This was influential in defining the role of directors and in determination of their remuneration. 


This theory, which regarded executive directors as the agents of the shareholders, strongly 


encouraged the alignment of executive director rewards with shareholder interests, rather than paying 


them as bureaucrats at the top of a management pyramid. This influenced boards to adopt both annual 


cash incentives and long-term incentives (in the form of share options and then performance share 


plans) which rewarded successful executives and effectively reduced the relative rewards for executive 


failure.   


 


Companies in the UK rapidly embraced this change in remuneration philosophy with the introduction of 


tax effective executive share options to the UK in 1984.  This policy was seen to endorse the view that 
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executives should be incentivised to increase shareholder value and be able to share in increases in 


company value.  


 


There is less hard research evidence which confirms, as some commentators have suggested, that the 


1980s also marked the start of an era when it became more socially acceptable to have high 


differentials in the environment of paid employment, rather than just in situations of foundation 


entrepreneurship and inheritance. Nonetheless, the abandonment of UK government pay controls and 


reduction in higher rate tax in the early 1980s may have encouraged this view.     


 


In effect it appears that a combination of factors contributed to the commencement of widening 


differentials and the sustained trend of increased director and executive remuneration. These factors 


were sufficiently strong to reverse nearly four decades (1940s to 1970s) of compression of differentials 


between the top executives in organisations and skilled manual and white collar employees.   


 


B. Labour markets 


     


This section identifies three factors in the rise of executive remuneration: 


4. The level of executive mobility has increased, creating a more active talent market and thus more 


opportunity for employers and executives to engage in optimal contracting in relation to 


remuneration  


5. Remuneration practices in other countries, most notably the US, have entered UK practice through 


the operation of international labour markets 


6. Alternative roles for those with the skills and competences to be executive directors offer similar or 


higher remuneration opportunities  


   


Labour markets all have their imperfections and the executive labour market is difficult to study.  


However, in the 30 years during which executive remuneration has risen in the UK, the labour market 


for executive talent has certainly become more active, as witnessed by the rise in the number of 


recruitment consultancies and the high proportion of CEO posts filled by individuals who have not spent 


their whole career in a single firm.  There is also some research evidence which shows that in recent 


years the number of direct appointments of external candidates to CEO roles has increased (see 


Appendix B). 


 


The task of recruitment of new executives, either internally or externally, is also one which companies 


regularly undertake.  For example the median tenure of chief executives of FTSE 350 companies has 


been reasonably constant since 1996 at four to five years.  Therefore, nominations and remuneration 


committees are reasonably familiar with the issues of indentifying suitable candidates and agreeing the 


remuneration terms for appointments. Two consequences follow from these experiences. 
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First, the general mobility in higher management and executive levels provides a real market for 


contracting remuneration arrangements between executives and remuneration committees. Labour 


market economists support the view that increasingly there is enough of a market to provide for optimal 


contracting terms to be driving the remuneration outcomes. 


   


Second, research by Towers Watson indicates that labour market experiences make remuneration 


committee chairmen concerned about retention of key executives when determining remuneration 


levels for incumbent executives.  The perception of executives being at risk of employment offers from 


other firms is high.  This encourages the view that paying less than median (‘the market rate’) in the 


market place increases risk to the company, and failure to offer competitive performance pay 


opportunities may similarly make it easy for predatory companies to bid away talented executives.  


Improvements in internal development of executive talent and succession planning can assist 


companies in protecting themselves from talent risk, but this has costs to a company and of itself can 


make some companies actually more vulnerable to predatory recruitment from other firms.    


 


The general labour market for executives has also become more international.  While the proportion of 


CEOs in FTSE350 companies who are not UK nationals is small, the impact of remuneration practices 


in other countries impacts the UK executive labour market in a number of ways: 


 An increasing number of UK executives have worked overseas at some point in their career and 


have been exposed to senior management and executive remuneration practices in other countries 


including overall high paying, low tax countries such as the USA. 


 The majority of FTSE100 companies and a significant proportion of FTSE250 companies have 


overseas operations employing executives and senior managers who form part of their executive 


management cadre.  In many cases there is considerable reluctance to allow a situation to emerge 


where a subordinate earns considerably more than his or her immediate line manager, or CEO.  


While there are clearly cases where this is regarded as acceptable (for example in the case of 


individual contributors or sales staff in the banking sector) it is generally regarded as inequitable in 


a normal line of managerial accountability, or as providing little incentive for individuals to take on 


more demanding international roles or group head office roles in the UK. 


 


Another critical factor in our view has been the development of high levels of remuneration in other 


areas of the UK economy, which provide attractive alternatives for people with the skills and 


competencies to be executive directors.  This serves both to potentially reduce the talent pool entering 


corporate life and to attract people away from public quoted companies at key career stages on the 


track to executive director positions.  This clearly impacts the turnover of managers and executives both 


at and below director level. 


  


In terms of attracting talent to corporate roles, it is noticeable that only a small proportion of the MBA 


graduates from the top UK business schools (such as London Business School, Said Business School 
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and Cass Business School) enter UK public limited companies, other than financial services 


organisations or consultancies.     


 


This move away from corporate careers, by those who have chosen to invest in their advanced 


business education, appears to be economically rational.  Research by the London School of 


Economics on the changing make up of employees in the top 1% of earners in the UK shows a high 


proportion of these employees, 60%, are employed in the banking sector.   Publicly available earnings 


statistics also understate the number of high earners outside the corporate sector as they do not 


include the high levels of income earned in professional partnerships or carried interest arrangements 


in private investment and hedge funds.   


 


Changing pay structures 


  


This section identifies three factors in the rise of executive remuneration:   


7. The practice of remuneration elements being expressed as a % of base salary 


8. The increase in the proportion of remuneration ‘at risk’  


9. The decrease in severance terms and more certain pension accumulation opportunities 


 


The rise in directors’ remuneration has been accompanied by changes in its structure.  Some of these 


structural changes, such as the introduction of annual bonus opportunities and the use of share-based 


elements of remuneration, were first introduced in the 1980s but have undergone changes in terms of 


design over the years, as well as taking an increased proportion of total remuneration.  A number of 


these changes have been elective on the part of companies and others have been influenced by 


intervention of government (principally through tax changes) or strongly encouraged by investor 


institutions (see following section). 


 


One underlying feature of the structural changes has been that the opportunity level to the additional 


elements of remuneration (such as bonus and share-based remuneration) is typically defined in terms 


of “percentage of salary”, for example, a maximum bonus opportunity of 100% of salary. As 


shareholders have encouraged the use of performance-related pay, this linkage has meant that as 


base salary moves the proportion of performance-based pay to fixed pay is not diminished. However, it 


means that there is in-built compounding effect to any base pay increase on the overall total 


remuneration opportunity.      


 


Although there are clear advantages to shareholders in encouraging the use of performance-related 


pay and equity vehicles to align executive interests with their own, the impact is to increase the specific 


risks in payments to the executives.  This was shown in the last two years where directors’ median 


annual bonuses in payment fell and median realised rewards from vesting of long term incentives fell as 


a result of the economic situation in the UK and other countries.  For many executives the decline in 
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company performance was beyond direct executive control and could not have been avoided even with 


good risk management in place.  While the situation of organisations could be improved by good 


management there was, for many organisations, no way to mitigate the whole loss of performance and 


director remuneration in these years. This indicates that incentives are a ‘two way street’ and a £ of 


incentive remuneration is not the same as a £ of fixed remuneration.  With fixed remuneration often 


only accounting for one third of total on target opportunity in FTSE 100 companies (and less than a 


quarter of total remuneration opportunity) it is important to recognise that director remuneration levels 


quoted widely in the press, and in the BIS document calling for evidence, are often not realised by the 


executives. 


 


It is economically rational for executives to require additional remuneration opportunity as risky 


incentive opportunity makes up more of the remuneration package. This was evidenced in the early 


2000s when executive share options in the UK became riskier as a result of the insistence of 


institutional shareholders that performance conditions for vesting were tightened.  The increase in face 


value of share option awards after the tightening of the conditions almost exactly mirrored the reduced 


fair value of the awards because of the new conditions.   


 


At the same time as risk has been increased in the incentive opportunity, two fixed elements of 


remuneration - severance arrangements and pensions - have shown a downward trend in the past 10 


years.  


  


 One of the major changes looked for by UK institutional shareholders in the past 10 years has been 


a reduction in severance arrangements which, prior to 1995, had typically amounted to three years 


remuneration plus a non actuarially reduced pension.  In the years immediately after 2002, after the 


advisory vote on directors’ remuneration was introduced, this was reduced to one year’s 


remuneration and by 2006 most companies had also moderated policies in relation to early 


payment of pensions.  In an environment of relatively short median service as a CEO, with a large 


number of CEOs leaving before reaching retirement age, this reduction in total remuneration value 


has largely gone un-noticed. 


 


 Similarly executive pensions have also declined in the past 20 years, and particularly since 2004.  


In 2004 the median annual pension value4 for CEOs of leading UK PLCS was 43% of salary, it is 


now 34% for incumbent CEOs and 24% for new chief executives.  


 


These non-cash elements are often excluded from reported remuneration (as they are in the BIS call 


for evidence), but have in the past provided ‘insurance’ benefits and value to executives with only a 


short duration of peak earnings.  


                                                      
4 Pension value means the annualised value of one additional year of pension accrual  
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Governance Interventions  


 


This section identifies four factors in the rise of executive remuneration: 


10. The functioning of remuneration committees  


11. The disclosure of directors’ remuneration and the availability of comparator information on 


remuneration to executives and remuneration committees  


12. The impact of investor guidelines on the structure of directors’ remuneration 


 


There have been five major governance interventions in relation to executive remuneration since 


directors’ remuneration started to rise in the 1980s: 


 The Cadbury report in 1992 which first recommended the formation of remuneration committees 


consisting mainly of non-executive directors.  This addressed the conflict of interest in an executive 


being involved in the determination of his or her remuneration. 


 The Greenbury report in 1995 which is incorporated (with various modifications) into what is now 


the UK Governance Code.  This strengthened the independence of the remuneration committee 


and recommended a number of changes to remuneration structures. 


 The Directors’ Remuneration Report Regulations in 2002 which included enhanced disclosure 


requirements and introduced the advisory vote on directors’ remuneration policy. 


 Successive versions of ‘guidance’ on executive remuneration by shareholders and the two main UK 


institutional shareholder bodies – the Association of British Insurers and the National Association of 


Pension funds. 


 The introduction of the Shareholder Stewardship Code in 2010. 


   


It is too early to establish the impact of the last of these governance interventions, but it is clear that the 


others have all had an impact on executive remuneration determination and executive remuneration 


levels and structure.   Some of these interventions have clearly had beneficial effects and may have 


exerted downward pressure on executive remuneration – such as: 


 establishing a position where an executive cannot determine his or her own remuneration 


(Cadbury) 


 the use of phased share plan awards (Greenbury) 


 reduction in severance payments to executives who leave as a result of poor performance (NAPF) 


 


However, other elements of these interventions have led to some undesirable side effects – such as: 


 the widespread adoption of relative TSR as a performance condition which has increased executive 


remuneration volatility (Greenbury); and 


 tight controls on long term incentive design which may have encouraged some remuneration 


committees to raise short-term cash based remuneration (ABI) .  
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Remuneration Committees are an essential part of the executive remuneration determination process 


and Towers Watson has undertaken research jointly with Professor Brian Main on the functioning of 


these committees.  In addition, as executive remuneration advisors, Towers Watson is frequently 


present, and provides inputs, to these committees.  Our conclusions as to how these committees may 


have played a role in the increase in executive remuneration are: 


 


 Remuneration Committees are focused on ensuring executive remuneration is aligned with 


successful performance outcomes for shareholders though alignment of directors’ remuneration 


with shareholder financial interests and their interests in attracting and retaining of an appropriately 


skilled and motivated executive management. In an environment where there is a significant, but 


imperfect, body of information regarding ‘market practice’, and concern about retention and 


ensuring an executive feels fairly treated, it is inevitable that benchmarking information is 


extensively used to help set pay levels.  Most remuneration committees use benchmarking 


information with care.  However when executives are personally seen to be performing and the 


company performance is also meeting shareholder expectations, remuneration committees find it 


difficult to justify adopting a position below what is seen to be the ‘market rate’.  In our view so 


called ‘market pay ratcheting’ has made a contribution to the rise in executive remuneration and is 


an inevitable consequence of directors’ remuneration disclosure, however desirable transparency 


may be in terms of governance. In our view remuneration committee functioning would also be 


improved if comparator-pay benchmarking also included robust and comprehensive analysis of 


comparator performance. 


   


 Towers Watson research has shown that remuneration committees place considerable weight on 


the design criteria contained within the institutional shareholder executive remuneration guidelines, 


particularly as they relate to long-term incentive plans using shares and share options.  This is 


understandable given that such plans are normally subject to shareholder approval.  However this 


conformance has led remuneration committees to introduce share plans with performance metrics 


which have significantly increased the risk element in remuneration and which are, in their design, 


often imperfect and volatile. A particular example of this has been the use of relative Total 


Shareholder Return on performance share plans vesting based on fixed three year performance 


periods.  Research by Towers Watson has shown that use of this performance metric, with the 


performance thresholds recommended in institutional guidelines, creates significant volatility in 


payout which can show low correlation with shareholder value creation on a year-by-year basis.  In 


our view this has created the type of volatility in remuneration outcomes that reduces the perceived 


value of incentives by executives.  This can drive up the fixed or less variable elements of 


remuneration, or lead to high levels of share award, such that when vesting occurs it is 


disproportionately large relative to performance. 
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 The complexity of executive remuneration packages requires remuneration committees to consider 


the detail of each item and to understand the executive remuneration packages as a whole in 


relation to the potential performance scenarios for the company. This has increased the workload of 


the remuneration committee and in particular increased the required knowledge and skill of the 


remuneration committee chair.  Resourcing committees with appropriately qualified members is a 


challenge for some companies.   


 


 The terms of reference of remuneration committees, as recommended by the various enquiries 


listed above, has limited the focus of many remuneration committees to the remuneration of a small 


group of executives, normally the CEO and those reporting to the CEO.  This has allowed 


committees to become divorced from remuneration developments in other employee groups in the 


company and in the wider economy.  New recommended terms for reference for remuneration 


committees now require them to take account of the remuneration of other employee groups when 


determining executive remuneration, and in some cases to oversee or review the remuneration 


policy of the whole company. It is too soon to establish whether this will impact on the remuneration 


decision making relating to directors.  


 


 In large companies remuneration committees are seldom constrained by the ability to pay for the 


executive team as a whole.  It is notable that the remuneration in larger companies in the FTSE100 


has risen further and faster than remuneration in the smaller companies in the FTSE 250 where 


ability to pay is more likely to constrain pay decisions.          


 


In our view the impact of greater disclosure and the advisory vote at AGMs is right from a governance 


view point, but has had a variety of consequences for executive remuneration determination and 


executive remuneration levels: 


 


 As stated earlier, the availability of remuneration information in annual reports has been linked to 


increasing remuneration levels 


 The information contained is comprehensive, yet incomplete.  In particular the lack of a proper 


format for disclosure of realised remuneration (particularly in relation to long-term incentives), and 


an effective tally sheet to calculate remuneration on severance, may have led to both under and 


over estimates of executive remuneration values.  This is a handicap to remuneration committees 


and shareholders in decision making and also in providing an accurate picture of remuneration to 


wider stakeholders. 


 The shareholder vote has, in our view, exercised some downward influence on executive 


remuneration, and has in particular resulted in reduction in some aspects of the package, but 


possibly at the expense of a rise in other aspects of the package. 
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Investor guidelines have had a significant impact on executive remuneration in the UK.  In our view this 


has moderated remuneration in some instances, but in others has served to increase remuneration.  In 


general our experience is that shareholders expect companies to follow the UK Governance Code in 


relation to design but do not seek to intervene as frequently in relation to quantum unless there are 


compelling reasons to believe that quantum is not justified by performance. 


 


As referred to above, an area where we believe shareholder guidelines have resulted in an increase in 


overall remuneration levels links to guidelines regarding the operation of share-based long-term 


incentives.  In this respect there has been a divide between the UK and a number of other countries in 


terms of the use of share incentives.  The proposition that share-based remuneration in the UK should 


only vest to executives when there is ‘superior company performance’ has, in our experience, 


contributed to higher base salaries in the UK than in many other European countries and the USA, and 


also greater reliance on annual incentives, rather than long term incentives, for both motivation and 


retention.  This has also reduced the emphasis in the UK on encouraging executives to build significant 


long-term share stakes in the business during and beyond the immediate end of employment. 


 


Recent research by Towers Watson and Professor Brian Main of Edinburgh University shows the 


smaller share grants of shares which time vest over longer retention periods could prove an effective 


reward for executives and link well to achievement of sustained performance, with the possible 


reduction in extreme high payouts from highly leveraged share plans with fixed three-year performance 


terms.  


 


 


© Towers Watson 2011
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Appendix A 


The differences between median and mean CEO remuneration from Manifest data 1996 to 2008 


for awarded remuneration and realised remuneration (net of inflation).   


This indicates that the average awarded data often used to describe executive remuneration overstates 


the remuneration of the ‘typical’ CEO by reflecting a marked skew in the data, and also failing to 


appreciate the impact of performance conditions on long term incentive awards.  


 


Table 1: Mean, awarded CEO pay for FTSE350 companies, 1996-2008  


Mean CEO Pay (£2009) awarded by year
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Table 2: Median, awarded CEO pay for FTSE350 companies, 1996-2008  


Median CEO Pay (£2009) awarded by year
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Key: TCC – Total Cash Compensation (base salary plus annual bonus in payment) 


TDC – Total Direct Compensation (base salary, annual bonus plus annualised value of long term incentive awards) 5 
£2009 – all values have been adjusted to 2009 monetary values 


Source: Manifest 


                                                      
5 Note: The total direct compensation figure includes an over-estimate of long term incentive values as share options have in the 
past been recorded by Manifest as the face value of the underpinning shares. 
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Table 3: Mean, realised CEO pay for FTSE350 companies, 1996-2008  


 


Mean CEO Pay (£2009) realised by year
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Table 4: Median, realised CEO pay for FTSE350 companies, 1996-2008  


 


Median CEO Pay (£2009) realised by year
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Appendix B 
 


Proportion of outside appointments of FTSE350 CEOs 1981 to 2007 


 This graph shows that in the early 1980s the proportion of CEO appointments from outside the 


company was around 15%; by the early 2000s this had risen to 45%, suggesting a very active market 


for talent.  
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
Board members (executive & non-executive) do not derive their main 
source of compensation from long term company performance 
(dividends). The focus of executives is on pay and other elements of 
their compensation package, both at their employer and prospective 
future employers. Size and prestige are more important than long term 
shareholder return. The focus of non-executives is on their performance 
at their main employer or, if retired, is likely to be on continued 
involvement with senior management for its own sake. UK boards are 
either under-representative or else entirely devoid of long term 
underlying beneficial shareholders. These are the only people likely to 
have the long-term vision required. 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
The issue is more that the underlying beneficial holders have little, if 
any, right or opportunity to vote on important decisions. Where a 
holding is through a fund it is hard to see how this information could 
legally be obtained or how views could fairly be elicited. Where holdings 
are identifiable, e.g. through SIPPs, ISAs or on-line broker accounts, 
companies should have the right to look through the wrapper/nominee 
account. Similarly, the underlying beneficial holders should have the 
right to act as if they held their shares directly. Financial services firms 
operating the accounts should be under an obligation to provide this 
facility at a fair and reasonable cost or, ideally, for free. 
 
 
 
 
 
 







 


 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
There are far fewer long term private shareholders able to exercise 
voting or nomination rights. The people able to vote are likely to see 
these private shareholders as an unqualified irritation. Rather than 
seeking their (long-termist views) the boards of companies generally go 
out of their way to discourage the involvement of private shareholders 
in any form of decision-making. They are often discouraged from 
holding shares at all. It is worth noting how several recent major rights 
issues were timed so that payment was required just before the receipt 
of major dividends where shares were held in broker accounts, ISAs and 
SIPPs, but just after receipt of these dividends for other shareholders. 
Payment for HSBC’s rights issue fell in the 2008/9 tax year preventing 
additional subscriptions to ISAs and SIPPs to help private shareholders 
take up their rights. This all tends to continue the trend of declining 
ownership by individuals with an interest in maximising the net present 
value of future dividends.  
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
Representation on the board and on certain committees of the board, 
e.g. remuneration committee, appointments committee (for 
appointments of non-executive directors). 
 
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
The influence of investment firms is only likely to go as far as their 
direct influence on directors’ pay and on other decisions taken by the 
board or by board committees. Non-executive directors tend to be 
drawn from only the top levels of management (Chairman/Chief 
Executive/Chief Financial Officer) at investment firms. Dialogue between 
managers with different functions within investment firms is therefore 
irrelevant. 
 
 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
Disclosure could act as a guide to investors in institutions and through 
funds as to the quality of decisions being made on their behalf. It should 
result in better allocation of investors’ money between institutions and 
different funds. There should be no significant cost in disclosing this 
publicly. 
 
 
 







 
 
 
 


 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
Short-termism in markets is not itself a problem. Sensible decision 
making by shareholders and fund managers should prevent sales at 
below a sensible value or purchases that inflate a bubble. One issue to 
address is the difficulty faced by regulated financial services 
companies, particularly banks and investment banks, in raising new 
equity capital when they are at risk of falling below regulatory 
minimums. 
 
 
 
 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
Improve the ability of long term shareholders to exercise their rights, 
perhaps by providing ‘super-equivalence’ or guaranteeing rights to 
nominate/appoint non-executive directors. Consider reducing the level 
of capital gains tax on long term holdings, or allowing rollover of the 
CGT annual exemption. I do not favour any distortion of the market by 
limiting rights to vote or receive dividends to a minimum holding period. 
This could give rise to a concentration of influence in the hands of 
holders keen to pursue a particular agenda and/or share price 
manipulation in order to encourage a transfer of shares at a critical time. 
Companies where a major holding changed hands could be vulnerable 
to even more short-term decisions driven by remaining holders. It would 
be even harder to work out at what point a controlling interest or a 
certain % effective level of control occurred, depending as it would on 
particular transaction quantities and dates. The inability of ISA and SIPP 
holders (and of pension funds) to recover income tax on dividends has 
generally reduced the corporate discipline to focus on dividends as the 
main return for long term shareholders. Clearly there would be a cost in 
reinstating tax recovery, but there would also be long term benefits in 
corporate governance and an immediate tax benefit from a reduction in 
pension fund deficits (or increase in surpluses). 
 







 


 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
Addressed in several other responses. There are significant agency 
problems. Direct look-through should be encouraged or enforced so far 
as this is possible. Any expense should be borne as far as possible by 
the agents with only reasonable and unavoidable direct additional costs 
passed on to underlying beneficial holders. Proportionate ‘Grossing-up’ 
of holdings where an underlying shareholder chooses to vote or make a 
nomination through an agent/nominee should be considered. It is worth 
noting that the ISA and SIPP holders are likely to be long term holders of 
equities generally, if not of any particular equity, although they will tend 
to prefer high dividend shares. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 







 
More transparency in decisions they make on behalf of underlying 
investors should encourage investors to trust additional investment 
funds with those managers making good decisions, or at least actively 
engaging in decision making, and vice versa. 
 
 
 
 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
It is in the interests of directors and those who set directors’ pay for 
directors’ remuneration to increase. Members of remuneration 
committees tend to be executive directors at other organisations. The 
boards of public companies, taken collectively, are a ‘closed shop’. In 
order to be considered as a non-executive director, it is a necessary 
already to be a director of a public company. The greater the total 
amount of remuneration in the system, shared out between a fixed pool 
of recipients, the more each receives. Remuneration is also linked to 
company size. This tends to discourage the payment of dividends or 
return of capital to shareholders (which incidentally makes raising of 
temporary or permanent capital more difficult). It also encourages 
mergers and acquisitions. 
 
 
 
 
 
 
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 







Remuneration committees should contain a majority of members who 
are not executive directors of public companies. There should be 
substantial representation from long term individual shareholders. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
This should be dealt with through rules on board appointments, election 
of directors and composition of boards. 
 
 
 
 
 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 







 
This risks being overcomplicated and over-prescriptive. Remuneration 
committees interested in long term shareholder value should make the 
right decisions and create an appropriate environment to encourage and 
reward performance. 
 
 
 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
Boards may not be interested in the long-term implications. Clearly, if 
they are aware of possible material adverse implications they will 
attempt to avoid communicating these, and may hinder their effective 
communication by others or by dissenting members of the board. 
 
 
 
 
 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
Not in all cases, but where the takeover is material in size or potential 
impact, they should. Shareholders should be able to vote against any 
takeover before the board is able to make any binding financial 
commitment. Size should be considered in terms of gross assets as well 
as any other criteria used to determine size for any materiality test. 
 
 
 
 







 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
The FSA’s non-executive director vetting panel should not be permitted 
to deter shareholders from becoming non-executive directors where 
they lack only recent experience of working in the financial services 
industry. 
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The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
 
 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
 
 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
 
Institutional investors and shareholder engagement are needed to make sure companies 


adhere to the corporate governance codes. Institutional investors influence the companies 


they invest in through shareholder activism and their vote which hopefully will lead to 


development of policy within the companies they invest in. However, in recent years, there 


has not been proper dialogue between institutional investors and the company they invest in. 


”An ongoing dialogue with its investee companies” is needed to bring about change within the 


organisation.  The ISC which represents a number of investors  is quite clear that the 


influence shareholders have on the companies they invest in is worthwhile.                                 


Many examples of the practices investors should be actively encouraged to perform are; 


monitoring performance, periodically checking whether the board is effective, working 


efficiently and “intervening where necessary”.     


 


Focus Lists 


 A key method Hermes use to reinforce the need for companies to engage with the 


institutional investors is with the creation of a focus list. This is a list clearly displayed on their 


website and states any company which they feel are not operating correctly. This has been 


found to be very effective as many companies once on the list strive to correct the issues 


identified, and should be utilised further by many other long term shareholders.                           


ISC upholds this view that shareholder activism is key to enforcing corporate governance 


procedures and is a tool that can force change within an organisation.  Hirschman proposed 


that the investors work within an “exit and voice framework arguing their dissatisfaction to 


management”. This activism can be essential in making sure the management know that the 


investors feel the strategy the board is undertaking is not in the best interests of the company. 


 


 







 


Sell shareholdings in firm 


However, if investors feel that the strategy the board is undertaking is not correct, it can be 


difficult for them to make the company formulate a change of policy. Shareholders can’t 


simply sell their stake in the company as it could destroy synergies of the portfolio they are 


trying to create. (Mallin (2004).                                                                                                  


Selling off their interest in the company is usually the very last step; a better approach would 


be to make their opinions heard and work with the board to formulate a strategy that both can 


agree.  


Remuneration policy vote 


This is then why the vote by shareholders on director’s remuneration can be a powerful tool, 


to increase value for shareholders. By making the vote binding it will give more power to 


long term shareholders who look after the long term interests of the company. Investors 


have the power to show their dissatisfaction to any poor linkages of pay and performance 


using this vote. This can have a “positive impact on pay and performance sensitivity”. 


(Hartzell and Starks, 2003)                                                                                       


However, as this vote is not binding, investors do not have the power to force a change in 


the remuneration structure and the “Agency Theory” problem, of the separation of 


ownership and control is widened. (Berle and Means, 1932) 


Voting is clearly and important tool in the shareholders arsenal to show dissatisfaction of 


a poorly performing company. However, the fact that the remuneration vote is non 


binding seems to be a serious failing of corporate governance. 


 


Recommendations 


This is why one of my recommendations is to give more voting rights to those 


shareholders that hold on to shares for the long term interest of the company, this 


therefore would counter act the cross shareholdings of banks in rival banks which my 


research found has created a conflict of interest, in regards to remuneration and the 


use of voting and comparator groups.  


Myners (2009) has called for “differential voting rights for different classes of investors”. 


My research does not advocate those proposals as they would change the hierarchy of 


shareholders, and have a negative effect in distorting market competition. Though, the 


impact of this banking shareholding arrangement needs to be examined further, and 


whether it is specific to the banking sector or whether it has applications in other areas 







of the market.  


 


 
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
 
 
 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
 
 
 
 
 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
 
 
 
 
 
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
 
 
 
 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
 
 
 
 
 
 
 
 
 
 
 
 







 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 


 


 


 


 


 


 


 


 
 
 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
  


 During my MSc I researched extensively the differing reasons why directors pay keeps increasing 


far more than the national average. 


 


Talent Management 


 One reason can be explained through the use of Talent Management or Tournament theory. 


(Lazear and Rosen, 1981) 


Tournament theory argues that employees take part in tournaments during work life, with an 


aim to gain the ultimate prize, in a corporate context; this is the role of CEO. This would mean 


that the CEO is the one who is not incentivised based on performance, but the high pay 


amounts are there to incentivise the subordinates into aiming for that role. This theory can also 


help explain why CEO pay is much more inflated than the other board directors.  


 


The difficulty in attracting talent at the top of an organisation can also contribute to higher pay 







for those directors at the top. When  a  company finds  a talented  individual;  the  candidate  


feels  he “deserves” the higher pay reward to reward him for his talents. (Rosen, 1982) 


 


This utilisation of talent has been recognised by Galbaix and Landier (2008) who found that 


“managers of the best ability are paired with the largest firms”. In the UK, the largest firms are 


banks; this may explain why pay at banks is much higher than in other industries. 


This role of talent management is further recognised in the Combined Code (2008) 


which states that “levels of remuneration should be sufficient to attract, retain and motivate 


directors to run the  company successfully”  thus undermining the need to link pay to 


performance. 


 


Money as a Motivator 


Money however, does act as a tool to motivate certain individuals. 


Employees  will  only  be  motivated  if  they  feel  the  ends  justify  the  means  and  it  is 


worthwhile. If  the amount in monetary terms is enough, then they will be incentivised to 


achieve. Adams (1963) adds to this in this paper on what he described as “ Equity Theory”  


which noted that the need for equality by individual’s, means individuals compare themselves 


against someone doing a similar job, with similar effort but being paid more. “If the correlation 


between input and output is too high then they would act to redress the equality and look for 


work elsewhere or demand a pay rise to reflect their contribution”. (Adams,1963) 


Therefore, talent management and money come into play in retaining and motivating the 


employee are is key evidence in why directors pay keeps increasing. 
   
   Remuneration Consultants 
 
Finally another accomplice to the ratcheting up of director pay is the use of Remuneration 


Consultants. Conyon et al (2006) found in the UK 250 largest companies; “remuneration is 


higher when they  engage the services of the two most frequently used remuneration 


consultants: Towers Perrin and New Bridge Street”.                                                   


 


 They  are  highly  influential  and  advise  the  remuneration  committee  on  an appropriate pay 


structure for the CEO and board. Remuneration consultants are utilised for their expertise as 


they understand the relevant laws and have a keen understanding of the market as a whole and 


how remuneration can be constructed to gain the best from and for the individuals involved. 


Furthermore, they carry out detailed research on pay  practices with  sector  specific  


information  to  help  identify  pay  structures  or  new  methods  of calculating pay to benefit 


the parties involved. 


Little is published about how they help influence remuneration and whether they have 







helped inflate the  pay awards of CEOs. However, in the last recession, remuneration 


consultants were responsible for the large increases in executive remuneration and research 


by Crystal (1991) found that some employees were only hired if they proposed an increase in 


remuneration. 


 


This trend has continued in this recession as research findings by New Bridge Street gives an 


insight into  the advice that consultants are proposing. They suggest a “lowering of targets in 


bearish conditions and  a reweighting of short and long term incentives. (New Bridge Street, 


2008) 


Worryingly, the report by New Bridge Street (2008) also notes, a “one off higher short term 


bonus will “fill the gap” in reward because the long term incentive will fail in the next few 


years”. Remuneration consultants argue that now is a critical time to retain key talent.                   


This ability  to  manipulate  the  remuneration  structure  when  the  economic  climate  changes 


removes the need to incentivise the CEO as the “bar” is lowered when they don�t achieve. 


Companies regard remuneration consultants as independent as this will legitimise the CEOs 


pay as outside of the boards control. However, this independence has been argues as a mere 


fallacy as Murphy and Sandino (2008) found; remuneration consultants will “seek to secure 


repeat 


business  from  the  client  and  do  not  want  to  jeopardise  that”.  By  offering  additional 


services, such as actuarial and pension advice the consultants could be overly generous in their 


remuneration structure created for their clients. This is so that they “protect their other highly 


lucrative assignments”. (Morgenson 2007), (Waxman, 2007) (Cadman, Carter and Hillegeist, 


2009) 


 


The literature and evidence from the banks analysed seems to indicate that remuneration 


consultants do  exert a “negative influence on the cash annual incentive of CEOs pay”. 


(Walker, 2009)  


Only when shareholders long term interests are aligned with remuneration consultants short 


term interests, will the long term interests of the company be protected. Furthermore, this 


highlights the need for tighter regulation of remuneration consultants. 


 
 
 
 
 
 
 


 
 
 
 







 
 
 


 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 


In my  research attached, it has become apparent that within UK Banking equity markets 


contain a low amount of institutional investor shareholdings in  banks, with in some cases 


only 10%, of shareholders being Institutional Investors, whereas banks contributing to 


shareholdings in other bank shareholdings as high as  40%.  


 







This ability for a bank to hold a share in a rival bank can create a corporate governance 


problem with this concentration of likeminded investors on remuneration. It creates 


difficulties for other more independent shareholders to hold the company to account.                


For example Bank 1 cannot hold Bank 2s remuneration policy to account as both have 


similar remuneration schemes.                                                                 


If  Bank  1  voted  against  Bank  2 at the AGM  it  would  bring  Bank  1s remuneration  


scheme  into  question.  This collective p o l i c y  m e a n s  the  remuneration package the 


CEOs are awarded are not challenged to the extent that they should be by shareholders.         


Hector Sants, Chief Executive of the FSA noted; “a lesson for you [institutional 


shareholders] from this crisis must be that greater minterrogation of how well a company is 


managed is needed”. However, as my research evidence shows if the banks make up a 


larger proportion of shareholders themselves, and all have similar remuneration policies, 


how can this “interrogation take place”? 


The government and FSA need to give independent institutional investors more power to 


make their vote on remuneration binding. The ability for the banks to “buy into” these 


voting arrangements means that they can manipulate the voting mechanism from the 


inside and destroy institutional shareholder value in the process. I understand that this may 


be fairly new development as part of the consultation process but is an area where further 


research will be needed to be discussed further to understand if this arrangement is sector 


specific. 
 
 
 
 
 
 
 
 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 







 
Before 2002, directors did not have to disclose their salaries in such detail as they do now. 


However, in 2002, Directors Remuneration Regulations made formal disclosure of 


directors’ remuneration mandatory. This it was argued would “ensure greater 


transparency” and “improve accountability”; it was also argued that the regulation would 


combat directors being “lavishly rewarded for lack lustre and poor performance”.    


(Patricia Hewitt of the DTI, 2002) 


 


Many of these views however, are echoed today, once the regulations were passed, and 


with the introduction of remuneration committees, pay actually increased. (Manifest, 2002) 


This  increase  in  remuneration  maybe  due  to  the  remuneration  regulations  increased 


transparency  and  allowed investors a vote on pay. However, the vote had no validity 


because it was non-binding. Manifest (2002) argues that it did not give “investors “teeth” 


with which to bite at underperforming or over paid directors”.                                               


The main point of performance related pay is to incentivise the CEO and directors to 


perform to a high standard. The Combined Code on Corporate Governance (2008) notes 


the  need  to  incentivise  executives  stating  that  “a  significant  proportion  of  executive 


directors remuneration should be linked to corporate and individual performance” (2003), 


Para B 1).  


Furthermore, “the use of the term “significant” is different from previous versions of  the  


code  when  only  a   “proportion”  needed  to  be  linked  to  performance,  thus 


emphasising the importance of this variable element”, and the added value to shareholders 


of linking pay to performance. (Smith, 2008) 


 


However, Talent retention can be paramount to a company’s success or failure as those 


companies that can hire and retain talented individuals may outperform their peers. This is 


particularly relevant in the current economic climate, as company that can hire talented 


individuals will be one of the first companies out of the recession to reap the rewards. 


Jensen and Murphy (1990) note that a “corporate brain drain” can develop if companies 


do not pay the right amount to attract and retain quality managers. Therefore, companies 


that are willing to pay higher amounts will attract more talented individuals. Furthermore, 


w i t h i n  t h e  r e a l m s  o f  b a n k i n g  w h i c h  h a v e  a deeply embedded  bonus  culture  


that  is  designed  to  motivate  and  attract  the  top  talent  and explains  why “many 


CEOs  don’t  work  harder for  the possibility of  being paid more”. (Bender, (2004) 


 


 


 







 


One of my recommendations in my study is to link “the Board and CEOs remuneration to a 


multiplier of the lowest paid employee. (E.g. 20x) This would have the effect in that the 


company still could reward good CEO’s and directors but if their pay rises then they must 


bring up the lowest paid employees pay as well. (this would also mean in time all employees 


pay would need to rise to keep employee pay levels reflective of their grade). However, this 


policy would mean employees at both ends of the company are rewarded by the company 


and also would mean in real terms the social and economic levels of the UK would rise. 


 


 


 
 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
 
 
 
 
 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
 
 
 
 
 
 







 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
Remuneration consultants 
Evidence in my research suggests that the remuneration consultants play an active part in the 


ratcheting up of performance related pay, as even though they are deemed independent, and 


utilised by the remuneration committee for advice, they have an agenda to ensure that pay 


that is benchmarked is continually uplifted thus ensuring the consultant gets a larger reward 


and commission for his/her services and that the consultancy firm he/she works for is retained 


for further work by the business. 


 


Banks as shareholders 
Banks as shareholders or shareholders that work in the same sector as the shares they 


represent should form part of a wider consultation, as their aims and objectives are clearly 


different from that of the independent shareholders who want value to be given to the long 


term interests of their stake. Finally another aspect that has not necessarily been discussed in 


depth in the pension arrangements for CEOs during the financial crisis. I understand it is a 


sensitive area but as Graph 3 shows within my research that during the last 5 years the 


Pension as a component of CEO pay has been rising, and may be an area for research to 


understand if this is a developing trend.                                                                                        
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Long-term Focus Consultation


Department for Business, Innovation and Skills


1 Victoria Street


London


SW1H 0ET


Via email to: clgconsultations@bis.gsi.gov.uk


3 November, 2010


Reference Consultation on “A Long Term Focus for Corporate Britain”


Dear Mr Gray,


I wish to submit some personal comments on the above consultation. This is based


on my activities as a private investor over many years in which I have managed a


largish portfolio of listed shares (indeed some might see me as a professional


investor). In addition, I have experience of investment in unquoted companies, and of


being a director of both unquoted and quoted companies. My comments in response


to specific questions are as follows, with some more general comments at the end:


Question 1. Do UK boards have a long-term focus – if not, why not?


I suggest they generally do not, with a few exceptions. Boards tend to be driven by


the demands of their major shareholders (primarily institutions), for consistent short


and medium term performance. This discourages strategies that involve short term


investment (whether it be in fixed assets, or people) for longer term returns. This is


particularly the case for executive directors who tend to have performance based


incentive pay packages that only pay out over a relatively short time period. The


situation has become much worse in recent years when performance related pay has


become a much larger element of total remuneration for directors.
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Question 2. Does the legal framework sufficiently allow the boards of listed


companies to access full and up-to-date information on the beneficial ownership of


company shares?


In summary, my answer would be no, the legal framework obstructs companies from


knowing who their shareholders are and communicating with them. The big problem


is that almost all shareholders now hold their shares in nominee accounts, whether


they are institutions or individuals. The beneficial owners are concealed, in some


cases by a whole chain of intermediate nominees, trusts, asset managers, etc.


Although the Companies Act gives companies the right to demand to know the


beneficial owners, this is a time consuming procedure and tends to only be used to


identify major holdings (if a holding is split via different intermediaries, it may not


even be obvious that there is a common holding). The situation has become more


complex over the years as holdings have diversified and foreign ownership has


grown. A particular problem is that when takeovers, or other major events, are


impacting a company, the share register can change enormously quickly due to the


activities of hedge funds and banks investment departments. With stock lending, and


short selling also taking place, the share register hardly keeps up with the true


position, and the identification of the beneficial owners is in reality almost impossible.


The legal framework was devised when share registers were relatively stable and


paper based systems predominated. Even the new Companies Act was not updated


to reflect the speed of trading and the massive flows of capital through electronic


trading systems that now take place. Regrettably the Companies Act provisions seem


to have been devised by lawyers who seem to have little understanding the realities


of modern investment and share trading practices, and the only way to solve this


would be to completely rethink the basis of share registration, ownership


identification and shareholder communication.


Question 3. What are the implications of the changing nature of UK share


ownership for corporate governance and equity markets?


The implications for shareholder engagement and a commitment to a longer term


focus for investment as a result of changes in share ownership over the last few


years have been totally negative.


More shares are now held by institutions, who have no sense of “ownership” in their


investments as many will be simply managing them on their clients behalf (and even


they may not be beneficial owners). Indeed many institutional holders will be


managing index tracking funds where they take no decisions about the strategy of a


company, but simply buy or sell shares depending on stock market trends.


Institutions will often have a short term focus because the fund managers are judged


on short term criteria – often only a year or two.
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The growth of foreign investment in the UK market has also loosened the sense of


ownership by investors. Absentee landlords are never as closely connected to their


investments as local ones.


The decline of individual investors, who may take a longer term view, and certainly


have a clearer ownership position, is detrimental to sound corporate governance


and the long term health of equity markets. This has been brought about by a


number of factors, which include:


A – Tax incentives and government regulations that have encouraged indirect


investment and “collective investment vehicles”. For example the tax benefits of


ISAs and pension schemes which must be managed by a financial institution (why this


is so, I have no idea, because there is no good reason why an individual could not


comply with the law, but obviously institutions have been very good at selling their


involvement to the Government when new legislation has been established).


B – Over protection by Government regulation, which has discouraged direct


investment as it is seen to be more risky than having professionals manage it.


The widespread use of nominee accounts for all investors (but particularly so for


private investors) has meant they have lost any sense of “ownership” of the


companies they invest in. Most investors in nominee accounts don’t get any


information from the company, do not get invited to the Annual General Meeting


(indeed cannot attend), do not get any clear statement of their ownership (by being


issued with a share certificate), and in other ways have lost touch with the


management of the companies in which they invest. The new Companies Act did not


solve this problem.


Question 4. What are the most effective forms of engagement?


The most effective form of engagement is undoubtedly face-to-face meetings with


investors. That applies whether it is the traditional “analyst meeting” for institutional


investors, or the Annual General Meeting. It is unfortunate that the AGM has


become rather an archaic forum, rarely attended by institutional investors, and by a


small minority of private investors (those not in nominee accounts). It really needs


revitalizing. The increase in the geographic spread of investors has tended to make


all meetings in London (or other UK cities) more problematic.


Some companies do provide telephone conference calls and live video events for


investors (although many exclude private individuals or only advise a select few of


such events), but there is a marked reluctance to use modern technology to involve


investors.
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Medium to smaller companies tend not to bother at all, partly because their advisors


seem paranoid about directors speaking out of turn or saying the wrong thing.


Question 5. Is there sufficient dialogue within investment firms between managers


with different functions (i.e. corporate governance and investment teams)?


I cannot comment on that question.


Question 6. How important is voting as a form of engagement? What are the


benefits and costs of institutional shareholders and fund managers disclosing


publically how they have voted?


Voting is enormously important, but the low voting turnout for most companies


(even on contentious issues) is a major problem. This is partly because of the


nominee chains which obstruct voting, and partly because the logistics of voting are


often complicated. Many nominee shareholders are simply not “enfranchised”. Those


who do have direct voting rights depend on paper voting forms (which from my


experience the registrars often lose even if you send them in), or on Crest


instructions which are not simple (may have to be done by a third party).


Obviously there are concerns that sometimes votes are not cast when they should


be, for example by pension fund managers when the beneficial owners would like


them to be. It is also often the case that votes are cast without any considered


thought at all. Most resolutions are passed with 99% or more in favour so it is clear


that hardly anybody looks at the background or performance of individual directors


when voting to re-elect them. Likewise auditors are routinely re-elected,


remuneration votes go through with few opposed and share buy-backs are routinely


authorized when informed commentators have warned repeatedly against them.


Most shareholders seem to lack any confidence in their own judgment, or are


unwilling to contradict the board’s recommendations. How to turn brain-dead


investors into informed voters is a good question, to which I don’t have any short


answer. But clearly one problem is the size of portfolios, the time it takes to


consider the issues, and the reluctance of investors to vote against board


recommendations (based on a feeling that they might be excluded from information


provision in future, as has happened in the past).


I feel that disclosing voting would impose a large administrative overhead, and it


would not necessarily solve the complaints about what happens. It might make it


even more difficult for fund managers to take a “contrary” stance if they know their


position is going to be publicly disclosed. Their reluctance would not arise if they


were the “owners”, but those who are bureaucrats never want to risk putting their


heads above the parapet of bland anonymity.
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Question 7. Is short-termism in equity markets a problem and, if so, how should it


be addressed?


It is undoubtedly the case that shareholdings are being held for shorter periods. This


is partly driven by technology (faster, easier and lower cost trading), but also the


increased emphasis on short term speculation rather than long term investment.


Whether this is a good or bad thing is debatable. There are sound theoretical


arguments that more trading means more market liquidity, and hence more realistic


prices. It may result in the more efficient reallocation of scare resources if share


prices more rapidly reflect perceived events.


That of course is true of shares traded on the main UK market (FTSE shares) where


liquidity has grown over the years, but is in fact absolutely untrue of small-cap and


AIM shares where liquidity is a major problem.


I do not believe that there should be a general attack on short term trading. Many


experienced investors like myself may have substantial long term holdings, but we


also hold some shares for shorter periods (not necessarily because of choice –


sometimes companies get taken over soon after we have acquired shares in them,


often against our wishes). It would be wrong to penalize short term holdings versus


long term ones, for events that might be outside the investors control.


Question 8. What action, if any, should be taken to encourage a long-term focus in


UK equity investment decisions? What are the benefits and costs of possible actions


to encourage longer holding periods?


I would be opposed to any moves to reduce liquidity (by for example transaction


based taxes) although I suggest that “short selling” and the “stock lending” that often


supports it should be examined to try to reduce market speculation.


Obviously another approach that might be considered is taxing short term gains


more highly, and longer term gains less. This might have some impact on individual


investors, but probably not on institutions who could easily avoid short term taxes, if


they pay them at all. In general I would prefer to see a capital gains tax regime that


does not tax inflation based gains, rather than one that differentiates between


holding periods.


As explained above in my answer to the previous question, there may be substantial


economic disadvantages in discouraging short term trading or penalizing it.
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Question 9. Are there agency problems in the investment chain and, if so, how


should they be addressed?


There are undoubtedly “agency problems”. But how to tackle them is a major


question. I think the discouragement of nominee accounts and the discouragement of


multiple layers of investment management between the beneficial owners and the


nominal shareholders would be major steps in the right direction. That could be


achieved by appropriate legislation and tax incentives or disincentives. But it would


require much more significant changes than the recent attempts to improve


corporate governance and shareholder engagement which have been simply


“tinkering” with minor aspects and which are not likely to have a major impact.


Question 10. What would be the benefits and costs of more transparency in the role


of fund managers, their mandates and their pay?


Certainly more transparency would assist. For example, the amount of share


turnover fund managers exhibit, and the associated costs, is not disclosed at present


to the investors in funds. I see no objections to disclosure of mandates and pay


either, but I am not sure such disclosures will have any major impacts.


Question 11. What are the main reasons for the increase in directors’


remuneration? Are these appropriate?


The main reason for the growth in directors’ remuneration is undoubtedly because


board directors control their own pay to a large extent, and there is no real open


market for their services. Remuneration committees are not independent, being


appointed by the board themselves, and the members may well sit on other boards


where their pay might be influenced by comparability issues. In addition, the old


puritan ethic of fair pay for a fair days work has been overthrown by society in


general where pay is seen to be an object of how much you can charge in any given


market – I don’t see that changing soon. Also the increase in “incentive” schemes


which are great in theory but introduce lack of strict comparability. Such schemes


are also open to manipulation, and general obfuscation. Incentive pay schemes do


not obviously incentivize large company directors to work harder in any case.


Clearly board directors pay is not under the control of shareholders as it should be.


There are two things that should be changed to fix this:


A – Remuneration Committees should not consist of board members, but be


directly nominated and elected by shareholders. I would even accept that employees


of the company might have some say in the appointment of the Remuneration


Committee also.
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B – Remuneration resolutions should be binding (for the next year in advance, with a


few exceptions), rather than being advisory.


Question 12. What would be the effect of widening the membership of the


remuneration committee on directors’ remuneration?


Not much unless the proposal to have a completely independent remuneration


committee mentioned above is accepted.


Question 13. Are shareholders effective in holding companies to account over pay?


Are there further areas of pay, e.g. golden parachutes, it would be beneficial to


subject to shareholder approval?


No, for the reasons mentioned above. The lack of true shareholder democracy, the


problem of nominee holdings, and the fragmentation of investors’ holdings, make it


very difficult for shareholders to have effective control over directors pay. In any


case, institutional investors have low motivations to control shareholders pay – they


tend to be on the same gravy-train as the directors.


But I would be opposed to controlling pay by legislation or taxation. There may be


room for improved “corporate governance” guidelines on such matters. For


example, to stop short term performance based schemes, and reducing performance


pay as an overall element of overall pay.


Question 14. What would be the impact of greater transparency of directors’ pay on


the:


- linkage between pay and meeting corporate objectives


- performance criteria for annual bonus schemes


- relationship between directors’ pay and employees’ pay?


Greater transparency is always a good thing, but remuneration reports are already


so complex on larger companies that most investors, and particularly institutional


ones, probably only have time to skim them at best. I see no great merit in these


proposals, particularly if the means via which shareholders can control pay are so


ineffective.
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Question 15. Do boards understand the long-term implications of takeovers, and


communicate the long-term implications of bids effectively?


I think boards are usually well aware of the possible long term implications of


takeovers (both buyers and sellers). Shareholders of bidding companies may not be


as aware as they might be of the general failure to realize potential gains from


mergers, although clearly some takeovers can be very successful. Many others end in


disappointment however for reasons I do not have space to go into.


Regrettably it is often in the interests of the directors of a bidder to undertake such


mergers or takeovers – their empires grow and their pay accordingly. So we have


the “agency” problem here again.


Shareholders in selling companies tend to accept a financial offer that is advantageous


in the short term simply because “a bird in the hand is worth two in the bush”. I see


no reason to dissuade them from such behavior so long as they are making a rational


choice based on all the facts – and a cash offer is usually a simple one. Share offers


and mergers are more problematic of course.


I think there are generally no problems with the communication of information on


bids to the target shareholders, and few problems to the bidders shareholders


either, although the latter tend to optimistic about the reasons for the bid for the


reasons given above.


Question 16. Should the shareholders of an acquiring company in all cases be invited


to vote on takeover bids, and what would be the benefits and costs of this?


I do not see that this would be justifiable for all takeover bids. Clearly some


takeovers are very small in size in relation to that of the bidding company, so the


financial risk to the bidder’s shareholders is small. However, where the target is a


substantial size in relation to that of the bidder, then shareholder approval should be


required.


General Comments


I suggest there are two big issues that need to be tackled. Solving the problems


associated with them would fix most of the problems raised in the consultation


document:


A – The problem of nominee shareholders which undermines the sense of


“ownership” by shareholders, undermines voting and shareholder democracy in


general, and obstructs good corporate governance.
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B – The question of how to control directors’ pay which currently provides poor


incentives to good management. Instead of a dedication to professional management


and good stewardship of a company, directors are focused on short term personal


enrichment. Only by giving control of director’s pay to shareholders can this be


solved.


Tinkering with corporate governance codes will not solve the stated problems. More


revolutionary changes to UK Company Law are required. Regrettably many of these


changes are likely to be opposed by some sectors of the financial community,


because of their own vested interests. But the trends that have been identified in the


consultation document are likely to continue, and hence will make matters worse


unless some political commitment is made to implement a thorough overhaul of


some aspects of UK company legislation and market practice.


Yours sincerely


Roger W. Lawson








Dear Adam,  


We welcome the opportunity to respond to the Consultation Paper ‘A long-term 
focus for corporate Britain’. 


We strongly support a long-term approach to both the management of, and 
investment in, British companies.  We believe that such an approach is vital to 
the continued efficient allocation of resources in the economy, and in turn to 
productivity, growth and future prosperity.  With this in mind it is essential that the 
engagement between companies and investment managers promotes long-term 
success and that the incentives of company directors and those managing assets 
are aligned to company shareholders. 


Engagement 


‘Engagement’ is a two-way street and we recognise that boards have to be 
responsive to the wishes of shareholders – the onus is therefore on both boards 
and shareholders to maintain high standards of communication.  We therefore 
support the FRC’s recent work in relation to the UK Corporate Governance Code 
and the UK Stewardship Code; and BIS’s own work in relation to narrative 
reporting.  While such initiatives can’t guarantee a long-term approach (and we 
would not expect them too), they do provide a framework in which both 
companies and investors have the opportunity to engage constructively and 
therefore an environment in which long-term behaviour can flourish. (Question 1) 


There is, however, room for improvement.  At least for some companies the 
piecemeal growth in reporting requirements has led to new requirements being 
‘bolted-on’ to existing requirements and over time this has resulted in disjointed 
and therefore unproductive communications.  In our view, at some point the 
whole structure of corporate engagement – interim management reports, half 
year reports, preliminary announcements, analysts’ briefings, corporate 
responsibility/sustainability reports and shareholder meetings – as well as the 
annual report itself needs looking at to ensure each bit is playing its part as best 
it can.  The work of the International Integrated Reporting Committee (IIRC) is 
relevant in this regard. (Question 4) 


Notwithstanding the above, we note that short-termism cannot be avoided if 
short-term issues arise affecting a company or the shareholders, collectively or 
individually.  Long-termism, can be encouraged, but it is unavoidable that 
shareholders and other market participants have different investment 
requirements and time horizons and we wouldn’t wish to see rigid legislation or 
artificial barriers preventing legitimate decision making. (Question 7) 


Directors’ remuneration 







We are not aware of any evidence that suggests directors’ incentives routinely impact the 
quality of directors’ relationships with shareholders, albeit it is an area that generates a 
great deal of dialogue between companies and their investors.   


Directors’ remuneration has been subject to detailed disclosure requirements for many 
years and there is an advisory vote on the remuneration report which places shareholders 
in a strong position to influence both the structure and quantum of director’s 
remuneration.  As a result, we are not clear what benefits could be gained from widening 
the membership of the remuneration committee or to whom membership might be 
widened; or whether shareholders wish to assume what has hitherto been considered a 
key part of the non-executive directors’ oversight role.  If investors wish to enhance their 
confidence in non-executive directors and their contribution to good governance, we 
suggest that their interests would be best served through greater focus on the initial 
selection of non-executive directors and through ongoing dialogue (as articulated in the 
FRC’s recent Stewardship Code), rather than through membership of the remuneration 
committee.  (Questions 12-13) 


Nevertheless, the importance of maintaining a dialogue with major shareholders should 
not be underestimated and we would encourage remuneration committees (or boards) to 
engage with principal investors on remuneration issues. There is a corollary here with the 
FRC’s recent proposal that audit committees discuss with principal investors the 
approach to be taken on the appointment or re-appointment of auditors. (Questions 12-
13) 


Notwithstanding the current detailed disclosure requirements in relation to directors’ 
remuneration, we do believe that - at least for some companies - there is scope for more 
focused reporting.  In particular, the linkage between remuneration and the achievement 
of corporate objectives is an area that might receive some attention and initiative 
instigated by the IIRC may be worth monitoring in this regard. (Question 14) 


On a cautionary note, specific consideration should perhaps be given to the unintended 
consequences of any new measures that might be introduced as there is anecdotal 
evidence to suggest that the detailed remuneration disclosures adopted by the UK in 2005 
(which are largely similar to today’s requirements) have both stifled innovation in this 
area and contributed to the increase in director remuneration levels.  (Question 11) 


We hope that our comments prove to be useful and we would welcome an on-
going dialogue. Please do not hesitate to contact me should you wish to discuss 
any of the points raised in this response. 


Yours Sincerely,  


Neil  


Neil Sherlock 


Partner, Public and Regulatory Affairs, KPMG LLP 
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X Other (e.g. consultant or private individual) 
 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
No response 
 


 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
No response 
 
 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
No response 
 


 







Question 4: What are the most effective forms of engagement? 
 
Comments 
No response 
 


  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
No response 
 


   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
No response 
 


 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
No response 
 


 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
No response 
 


 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
 
 
 
 
 
 
 
 
 
 
 
 
 







Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
No response 
 


 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
See attached paper from Towers Watson  
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
See attached paper from Towers Watson  


 
 
 
 
 







Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
See attached paper from Towers Watson  


 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
See attached paper from Towers Watson  


 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
No response 
 


 







Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
No response 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
No response 
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14 January 2011 
 
 
 
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills 
1 Victoria Street 
London SW1H 0ET 
Email: clgconsultations@bis.gsi.gov.uk 
 
 
 
 
Dear Adam Gray 


 
Consultation on a Long-term Focus for Corporate Britain 


 
Thank you for the opportunity to respond to this consultation. 
 
UKSIF warmly welcomes the consultation. In our view, public policy should encourage and support 
corporate Britain to take an effective long-term responsible approach to wealth creation and address those 
market failures which impede this. We believe that this is in the interests of both the UK economy and of 
responsible investors worldwide. 
 
In our view, there is ample evidence that long-term wealth creation and the interests of responsible capital 
providers is not well served by a range of current practices within capital markets and across the 
investment chain. Instead, there are market failures leading to an excessive focus on the short-term. 
 
UKSIF’s response to this consultation has been informed by an expert roundtable organised in partnership 
with the Aldersgate Group and Forum for the Future. The roundtable was attended by representatives of 
leading investment managers and companies drawn from members and partners of the roundtable 
organisers. Reflecting the debate at the roundtable, this response focuses on your consultation questions 
on “Shareholders and their role in equity markets”. 
 
Our response is informed also by: 
 


• UKSIF responses to past consultations on the UK Stewardship Code. 


• Analysis we have undertaken on sustainable capital markets. Relevant material, including our 
Sustainable Capital Markets Library, is available at http://www.uksif.org/projects/policy. 


• Our paper “Reshaping capital markets for a sustainable recovery” published in the Green Alliance 
pamphlet “From Crisis to Recovery” (2009). This includes a range of policy proposals to address 
the barriers to long-term responsible investment. It is available at http://www.green-
alliance.org.uk/grea_p.aspx?id=4156  


•  Our report “Focused on the Future: Celebrating 10 years of responsible investment disclosure by 
UK occupational pension funds” (June 2010) which includes a list of ten key changes needed (see 
Page 7). It is available at http://www.uksif.org/about/Latest_News/News_Archive#5387001. 


 
Our response addresses your consultation questions 1, 3, 7, 8, 9 and 10. 
 
Please classify UKSIF as an “Investor representative organization” in your analysis of consultation 
responses. 
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The Board of Directors 
 


Question 1: Do UK Boards have a long-term focus – if not, why not? 
Recent decades have seen an increased focus on the short-term across UK society as a whole. In our 
view, a long-term focus for corporate Britain is critically dependent on a shift to a more long-term focus 
within society. 
 
We would therefore encourage the government to play a leading role in driving and supporting this cultural 
change to long-term thinking within UK society. Areas of focus might include: 


• A greater focus on the long-term in government policy and communications, including building 
cross-party consent for measures to encourage long-termism 


• Longer ministerial terms of office, including for particularly relevant posts such as Pensions Minister 


• Prioritised funding for relevant academic research 


• Higher priority given to encouraging financial literacy and long-term thinking both within educational 
curriculums and among the general public 


 
 


Shareholders and their role in equity markets 
 


Question 3: What are the implications of the changing nature of UK share ownership for corporate 
governance and equity markets? 
 
This consultation paper addresses a number of overlapping issues. Today: 
 


• The balance of industry sectors within the UK economy varies significantly from that held by public 
shareholders through the London Stock Exchange (LSE). Many LSE listed companies are 
domiciled outside the UK; including an increasing number of natural resources companies. In 
addition, UK domiciled companies may draw a considerable amount of their revenue from activities 
outside the UK, while UK subsidiaries of international companies continue to have considerable 
economic impact within the UK. 


• UK domiciled companies listed on the London Stock Exchange have shareholders drawn from 
around the world. Equally, a typical major UK asset owner will invest globally rather than mainly in 
the UK. 


• As the consultation paper highlights, listed companies domiciled in the UK have a mixture of long-
term and short-term shareholders with potentially conflicting interests. There are also drivers 
towards shorter shareholding periods. 


 
As a result, in addition to a focus on the time horizon of investors, government policies should: 
 


1. Clarify those types of companies where they wish to encourage a longer term approach, 
distinguishing as necessary between companies that are listed, domiciled and/or generating 
revenue within the UK. 


2. Focus on the global community of asset owners and their agents rather than disproportionately 
on asset owners and/or their agents based within the UK. 


 


Question 7: Is short-termism in equity markets a problem and, if so, how should it be addressed? 
 
Yes, UKSIF believe that short-termism in equity markets is a critical issue. Evidence of this short-termism, 
in our view, goes beyond points highlighted in the consultation paper and includes: 
 


• Our members tell us that investment managers are rarely incentivised by their clients to focus on 
the long-term; instead they are usually measured on their performance against short-term 
benchmarks. 


• The analysis tools used by most investment managers do not place a high value on factors 
impacting corporate performance beyond, say, a five year time horizon. 


• For many industry sectors, there are limited ways to assess the long-term value of companies. In 
our view, a long-term focus would be evidenced by robust measures of the social, intellectual and 
human capital of firms, and of their impact on natural capital. Instead, valuation models tend to be 
based on revenue predictions. 
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A more detailed analysis is given in our paper “Reshaping capital markets for a sustainable recovery” 
(2009)


1
. This paper describes also the public policy measures that UKSIF recommends to address this 


short-term focus. In addition, our report “Focused on the Future: Celebrating 10 years of responsible 
investment disclosure by UK occupational pension funds” (June 2010)


2
 includes a list of ten key changes 


needed. 
 
There are a number of immediate and relatively low cost measures that the government and the UK 
parliament could take that would clearly signal their commitment to address these issues and make a 
material difference in supporting a longer term approach to investment in the UK. We would encourage the 
government and parliamentarians to take immediate steps to implement these measures while they 
considered the other actions needed to address market failures: 
 


1. The Parliamentary Contributory Pension Fund (PCPF)
3
 should become a signatory to the 


UN-based Principles for Responsible Investment and make a public commitment to be a global 
leader among funds of its size in implementing the Principles. This would, of course, be a decision 
for the trustees of the fund but we believe that it would be quite proper for the government, as the 
“plan sponsor” that underwrites the fund benefits, and parliamentarians, as beneficiaries, to support 
and encourage this. 


2. Government should review international best practice in institutional design to support long-
term responsible asset ownership by pension funds, insurance companies and other asset 
owners. The review should address public policy development, implementation and oversight. The 
review should consider the most effective institutional design to support effective stewardship and 
investment by: 


• Occupational pension funds (where investment policy sits within the Department for Work and 
Pensions, and is regulated by the Pensions Regulator which reports in turn to DWP) 


• Local government pension funds (where investment policy sits within the Department for 
Communities and Local Government) 


• Charities (where investment policy sits within the Charity Commission) 


• Sophisticated and mass market private investors (where investment policy sits within the 
Financial Services Authority and HM Treasury) 


3. Government should require local government pension funds to undertake sustainable 
procurement of investment services, perhaps using BS 8903


4
, the new British Standard for 


Sustainable Procurement. It should also require these funds to (a) become signatories to the UK-
backed Principles for Responsible Investment and (b) report online how their responsible 
investment policies are implemented. 


4. Government should review relevant past laws, regulations, standards and taxation policies 
for unforeseen consequences in encouraging short-termism in investment markets and consult 
on actions to address these consequences. For example, it should consider whether policies have 
penalised illiquid or volatile investments when it would have be prudent otherwise for investors to 
have made longer-term choices. 


5. Government should consult further on the use of tax incentives to encourage longer-term 
ownership. This includes considering the current differential corporate tax treatment of equity and 
debt. 


 


Question 8: What action, if any, should be taken to encourage a long-term focus in UK equity 
investment decisions? What are the benefits and costs of possible actions to encourage longer 
holding periods? 
 
Please see our answer to Question 7. This identifies a number of immediate practical steps that 
government should take that offer high potential benefit combined with relatively low implementation costs. 
It also recommends and signposts to UKSIF proposals for longer term measures. 
 


Question 9: Are there agency problems in the investment chain and, if so, how should they be 
addressed? 
 
In our view, it is widely accepted that there are agency problems in the investment chain.  


                                                 
1
 Our chapter “Reshaping capital markets for a sustainable recovery” in the Green Alliance pamphlet “From Crisis to 


Recovery” (2009), available at http://www.green-alliance.org.uk/grea_p.aspx?id=4156. 
2
 Available at http://www.uksif.org/about/Latest_News/News_Archive#5387001. 


3
 http://www.parliament.uk/briefingpapers/commons/lib/research/briefings/snbt-01844.pdf 


4
 http://shop.bsigroup.com/ProductDetail/?pid=000000000030203003 
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Please see our answer to Question 7. This identifies a number of immediate practical steps that 
government should take that offer high potential benefit combined with relatively low implementation costs. 
It also recommends and signposts to UKSIF proposals for longer term measures. 
 


Question 10: What would be the benefits and costs of more transparency in the role of fund 
managers, their mandates and their pay? 
 
In our view, significant benefits would result from requiring significant UK asset owners such as pension 
funds, insurance companies and charities to make public disclosures of their responsible 
investment policies and how these are implemented. These bodies should be accountable to their 
customers and beneficiaries and to the general public. Today, there are some requirements related to 
disclosure of these investment policies but they are not comprehensive, and requirements related to 
implementation disclosure are lacking. 
 
Such disclosure measures, combined with demand drivers such as peer pressure and civil society scrutiny, 
should cause supply chain pressure within the investment chain. 
 
While we support increased transparency by fund managers, we believe that greater transparency by their 
clients, combined with strong civil society and peer scrutiny, is the most critical driver for change. 


 
 


UKSIF – the Sustainable Investment and Finance Association 
 
UKSIF, the sustainable investment and finance association, supports the UK finance sector to be a global 
leader in advancing sustainable development through financial services. We promote and support 
responsible investment and other forms of finance that advance sustainable economic development, 
enhance quality of life and safeguard the environment. We also seek to ensure that individual and 
institutional investors can reflect their values in their investments.  
 
UKSIF was created in 1991 to bring together the different strands of sustainable and responsible finance 
nationally and to act as a focus and a voice for the industry. UKSIF's 250+ members and affiliates include 
institutional and retail fund managers, investment banks, pension funds, financial advisers, research 
providers, consultants, trade unions, banks and non-governmental organisations. For more information 
about UKSIF, please visit www.uksif.org. 
 
UKSIF supports long-term responsible investment and ownership. It focuses its corporate governance 
support on the interface between governance on the one hand and social, environmental and ethical issues 
on the other. 


 
 
With best wishes 
 
 
 
 
 
 
Penny Shepherd MBE 
Chief Executive 
UKSIF – the sustainable investment and finance association 
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USS has a unique perspective 


USS  is  the second  largest pension  fund  in  the UK. At  the end of November 2010,  the value of  the 
Fund was  circa £30 billion with about 90% of assets managed  in house. As a defined benefit and 
open scheme, USS’s  long‐term and universal  investor perspective distinguishes us from many other 
institutional investors in the UK. We take seriously our role as a long‐term owner of companies and 
other assets, and devote substantial resources to monitor the management of those assets, including 
company management and Boards. We have an in‐house Responsible Investment team which works 
alongside  our  portfolio  managers  to  engage  with  companies  and  other  asset  classes  where 
appropriate. We  believe  shareholder  engagement  and  active  oversight  of  our  assets  is  vital  for 
ensuring we deliver long‐term and sustainable value for our beneficiaries.  


 
Stewardship in the UK: 


We believe the rights of shareholders are fundamentally important to ensure effective and efficient 
capital markets  are maintained.  The UK  has  some  of  the most  advanced  shareholder  rights  and 
protection  in the world, which together with an open and transparent market, has meant that the 
UK is widely considered a global leader in corporate governance best practice.  


For  shareholders  to  hold management  to  account  and  address  the  inherent weaknesses  of  the 
principle‐agent relationship, shareholders require: 


• appropriate disclosure of the requisite information upon which investors can make informed 
decisions and; 


•  rights  which  afford  shareholders  adequate  protection,  including  the  ability  to  hold 
management to account for the actions which they undertake on our behalf. 


We believe the recent developments in corporate governance and investor responsibility in the UK, 
such as the revised Corporate Governance Code and the creation of the Stewardship Code, enhances 
the ability of shareholders and board directors to facilitate active and effective dialogue.  


As a pension fund looking for long‐term returns, USS takes its ownership rights seriously and having 
publicly  endorsed  the  Stewardship  Code,  has  published  a  statement  of  adherence  on  the  USS 
website1. Our approach to  investing allows us to take a  long‐term approach to the stewardship of 


                                                            


1 http://www.uss.co.uk/news/Pages/USSandthenewUKStewardshipCode.aspx 


1 
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our  assets.  USS’  trustees  believe  there  are  long‐term  benefits  to  stewardship  activities  and  we 
dedicate substantial time and resources to ensure our assets are being managed effectively and  in 
our beneficiaries’ best interests.   


We disagree with the assertion that engagement is more important in the UK than in other markets 
(para 2.6). USS believes  the  responsibilities of ownership extend beyond  listed UK equities.  In our 
submission to the FRC regarding the introduction of the Stewardship Code2, we strongly advocated 
the extension of the Stewardship Code to encourage engagement with other material asset classes 
such as property, private equity and hedge funds. We believe that the Stewardship Code presents a 
market‐based solution for stewardship improvement in the UK. However, it should not be viewed as 
a panacea for conflicts and perceived weaknesses  in the current principle‐agent structure of public 
companies. 
 
Boards of Directors: 


The definition of directors’ duties  is well defined  in UK corporate  law and was recently reviewed  in 
the Corporate Governance Code. We therefore do not consider the role of the board requires further 
review.  


The appointment and  removal of directors  is one of shareholders’ most  important  responsibilities. 
We agree that effective boards draw on broad pools of talent with varied and complementary skill‐
sets. Diversity of board skills  is  important  to ensure  the board of directors does not adopt  ‘group‐
think’ and  to encourage  the continued effective oversight of management and corporate strategy. 
However, we do not believe such diversity can be achieved through mandatory quotas. We believe 
effective  succession  planning  by  the  board  of  directors  ensures  that  the  board  has  the  requisite 
breadth and depth of knowledge,  skills and experience  to optimise  its effectiveness. Disclosure of 
material  information  to  shareholders  on  board  composition  and  detailed  rationale  behind  the 
appointment  or  re‐appointment  of  a  director  is  essential  to  enable  investors  to make  informed 
decisions on the suitability of director candidates.  
 
Transparency of the Shareholder Register 


USS believes  strongly  in  the need  to  facilitate effective communication between shareholders and 
the board of directors. In order for such communication to occur, issuers need to be able to identify 
their  shareholders,  and  shareholders  need  to  be  able  to  evidence  their  holding.  One  of  the 
difficulties in identifying shareholders is the layered ownership structure between the issuer and the 
ultimate owner. Even in a relative flat ownership structure, the use of pooled fund management and 
custody  accounts  and  stock‐lending  further  complicates  the  ability  of  issuers  to  identify  their 
ultimate beneficial owners. Although section 793 of the Companies Act tries to address this issue, we 
believe  other  solutions  to  ensure  enhanced  transparency  of  the  shareholder  register  should  be 
explored.  


                                                            


2 http://www.frc.org.uk/documents/pagemanager/Corporate_Governance/Responses_to_Jan_2010_consultation/USS.pdf 
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We believe  further  transparency on  the  shareholder  register  could  aid  issuers  in  identifying  their 
long‐term intrinsic investors3 and the underlying beneficiaries who may have a longer‐term attitude 
to  investment  than  their  intermediaries. The  term,  intrinsic  investor, was coined by McKinsey and 
referenced  in  the Walker  report,  refers  to  those  long‐term  investors  who  have  a  fundamental 
understanding of strategy,  its company performance and potential to create  long‐term value. Such 
investors may  not  be  among  the  top  ten  investors  on  the  share  register,  but  should  be  able  to 
provide a more constructive and unique insight to the board of their long‐term thinking.  
 
Remuneration: 


The  remuneration  system  is  a  critically  important  strategic  control mechanism  at  all  levels of  the 
corporation as a well‐planned system is essential in attracting, focusing, motivating and retaining the 
right people.  


Over the years, USS has developed a set of guiding principles for evaluating director and executive 
remuneration schemes. This guidance emphasises  the need  for performance  to be evaluated over 
sufficiently  long periods,  to discourage  short‐termism and excessive  risk, and  is measured against 
performance  metrics  that  are  closely  tied  to  the  company’s  long‐term  strategy.  We  believe 
compensation  performance  targets  and  metrics  that  exhibit  a  close  link  to  strategy,  strategy 
execution  and  value  drivers  provide  a  clear  signal  to  investors  about what  behaviours  are  being 
incentivised to achieve long‐term company performance.  


Shareholders  have  an  important  responsibility  in  approving  board  remuneration,  and  since  the 
introduction  of  the  annual  advisory  vote  on  the  remuneration  report  in  2002,  there  has  been  a 
notable  increase  in  the  dialogue  between  shareholders  and  issuers  on  remuneration.  Since  2003 
there  has  been  a  clear  reduction  in  director  notice  periods,  an  increase  in  at‐risk  variable 
remuneration, and increased use of performance metrics for option schemes and share plans.  


Through  engagement,  investors  have  the  ability  to  influence  remuneration  policies,  including  the 
payments upon  loss of office. Confidentiality remains a key consideration to ensure discussions are 
open  and  candid  in  nature,  and  such  discussions  are  not  reported  publicly. We  do  not  believe 
additional voting  rights on specific  types of  remuneration, such as severance payments would add 
value for long‐term shareholders.  


We  believe  that  a  culture  of  alignment  is  best  fostered  through  directors  holding  a  substantial 
portion  of  personal  wealth  in  shares  of  the  company,  a  practice  which  is  already  becoming 
widespread  in  the UK.  The movement  from  fixed  salary,  to  a  high  proportion  of  at‐risk  variable 
remuneration, over the longer‐term also creates alignment between shareholders and directors.  


Although there are still laggards, we believe that reporting of remuneration practices has improved 
significantly  since  the  introduction  of  the  advisory  vote  in  2002.  However,  scope  for  improved 
reporting and disclosure remains, particularly regarding the rationale for the selected performance 
criteria and how these relate to strategic objectives and the company’s key performance indicators. 


                                                            


3 McKinsey article ‘Communicating with the Right Investors’, Spring 2008.  







4 


 


We  believe  remuneration  is more  aligned  to  shareholder  interests when  the  targets  are  closely 
aligned with  corporate  strategy  and within  the  control  of management.  Remuneration  reporting 
should not be viewed as a silo section of the annual report, but also integrated within the discussion 
of strategic, operational and financial performance.  


Remuneration  committees  generally  have  the  power  to  hire  their own  advisers  and  usually have 
direct  access  to  both  management  and  shareholders.  We  do  not  believe  the  widening  of  the 
membership of the remuneration committee would further benefit shareholders. We do not support 
the  inclusion  of  employees  or management  on  the  remuneration  committee.  The  remuneration 
committee  should  consist  of  independent  non‐executive  directors.  The  UK  Companies  Act  2006 
already  requires  companies  to  take  into  account  pay  elsewhere  in  the  company  when  setting 
executive pay. We do not believe disclosure of pay ratios between board and employees’ pay would 
add significant value when shareholders analyse company remuneration arrangements.     


 
Longer Holding Periods: 


Short‐term trading by some investors creates liquidity and reduces the cost for longer‐term investors 
and should not necessarily be detrimental to long‐term strategic planning by the board of directors.  


We strongly support the need  for  long‐term  investors to have a greater voice when engaging with 
investee companies, which  is why we  support companies when  they engage outside  their  top  ten 
shareholders and  seek  the views of  their  intrinsic  shareholders.   However, we do not believe any 
additional rights or benefits should be provided for long‐term owners. Each share should be treated 
equally,  irrespective of the  investment style adopted by the asset manager or asset owner or their 
holding period. We believe  the existence of differential  rights and benefits,  such as exist  in  some 
European  countries,  create  perverse  incentives  and  can  lead  to  an  undesirable  concentration  of 
power.  
 
Shareholder Engagement: 


Although we acknowledge that engagement between boards and shareholders was not as effective 
as  it  could  have  been  in  the  lead  up  to  the  financial  crisis, we  continue  to  believe  engagement 
between shareholders, directors and company management remains an essential tool to create and 
protect  long‐term  value  for  our  beneficiaries.  In  most  cases,  our  starting  point  is  to  support 
management and the strategy which they present unless there are clear reasons for not doing so.  


We consider there to be differentiated  levels of engagement that  institutional  investors can adopt 
with  companies;  ranging  from  the  basic  level  of  voting  to  more  enhanced  and  strategic 
engagements. At the most basic level of engagement, concerns are conveyed to companies through 
voting on corporate governance related matters at the general meeting. It is investors’ responsibility 
to  inform  the  company  of  their  concerns  and  how  this  impacted  the  voting  decision. Without 
follow‐up communication the impact of the votes will be less effective as companies may not know 
why  such  votes  were  actioned,  or  which  investors  have  voted  against  management 
recommendations. USS  is committed to transparency and discloses  its voting records on the fund’s 
website. 
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In our experience, engagement  is most successful and effective when  it  is  fully  integrated  into the 
investment  process  and  strategic  and  financial  issues  are  considered  alongside  extra‐financial 


performance.  Effective  dialogue, on  an ongoing  basis,  requires  a  strong understanding of  the 
business  in  order  to  engage  on  the  same  level  as  management.  We  believe  integrated 
engagement,  which  includes  strategic,  financial  and  extra‐financial  issues  requires  a  strong 
understanding  of  the  business.  We  welcomed  the  Stewardship  Code‘s  focus  on  integrating 
governance  issues  into  the  investment  process  and  encouraging  the  adoption  of  an  intervention 
strategy, when appropriate. However, as an  in‐house pension  fund manager, we do maintain our 
right to sell if considered in the best interests of the fund.  
 
 


Dr Daniel Summerfield, Co‐Head Responsible Investment, Universities Superannuation Scheme 
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22 September 2010  
 
 
Dear Sirs, 
 
HM Treasury and Department of Business, Innovation and Skills – Financing a private sector 
recovery 
 
INTRODUCTION 
 
The Quoted Companies Alliance (QCA) is a not-for-profit membership organisation working for small 
and mid-cap quoted sector, as well as companies aspiring to access public equity markets.  Their 
individual market capitalisations tend to be below £500m.    
 
The QCA is a founder member of EuropeanIssuers, which represents over 9,000 quoted companies 
in fourteen European countries. 
 
RESPONSE 
 
We welcome the opportunity to set out how we think a private sector recovery can be financed.  A 
successful return to economic health can only be brought about by encouraging and promoting 
investment in the areas where sustainable UK jobs can be created.  We believe that the small and 
mid-cap quoted sector can be the engine for economic growth and jobs.   
 
We think the economic case is clear that the largest companies, which we would define as being the 
constituents of the FTSE 350, over any sustained period, at best, have a neutral impact on UK jobs.  
We believe that a vibrant small and mid-cap sector will be the UK's best opportunity for creating an 
increase in sustainable employment.  
 
Before we tackle the questions set out in the paper, we would like to set out four specific 
areas/proposals, which we believe will stimulate the sector and can be implemented without significant 
legal or regulatory changes: 
 


 Investor enablement: Participation in primary market activity is currently restricted almost 
entirely to institutional investors.  While this is a direct result of the regulatory landscape, we 
believe that far more could be done to facilitate participation by certain categories of private 
investors.  In particular, we believe that web-based technology is sufficiently advanced to 
allow companies to approach such investors directly, thus utilizing all the regulatory 
exemptions available to them.  We set out more about this proposal later in this response. 
 


 Improving access to non-bank finance:  It is clear from our members that there is 
significant interest in further exploring the idea of a corporate bond market for small and mid-
cap issuers.  In particular members have pointed out that a market for such instruments and 
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other forms of “quasi equity”, such as preference shares, existed in the 1970s and early 
1980s. We are also aware of the greater sophistication of the PIPES market (private 
investment in public equity) in the USA with debt and “quasi equity” in smaller listed 
companies being far more common there. 


 
 Greater transparency: The effect of the current regulatory system is that those who need the 


most information get the least.  In the absence of reliable information, many investors do not 
remain inert, but base investment decisions on supposition and conjecture.  In particular the 
changes in the rules on the distribution of investment research following the implementation of 
MiFID in November 2007 have led to a dearth of independent research on small and mid-cap 
companies.  We believe that a systematic approach to independent research - which is 
available to all - is needed. 
 


 Incentivising investors and stakeholders: We would like to see a comprehensive review of 
the UK‟s approach to encouraging entrepreneurial behaviour.  In particular we would like to 
see the EIS and VCT schemes remodeled with a specific purpose in mind – the creation of 
jobs.  We would like to see the schemes widened.  We believe that discouraging investee 
companies from taking on employees because they would break an arbitrary limit on 
employee numbers is currently counterproductive.  In addition we believe that the sectoral 
scope of the schemes should ensure that jobs in hospitality, leisure and service industries are 
every bit as valuable as jobs in hi-tech and bio-tech. 


 
The above paragraphs are only intended as an outline.  We have set out more detail on our ideas in 
the course of the specific responses to questions set out below. 
 
We would like to emphasise our view that a holistic review of how small and mid-cap quoted 
companies can raise finance more efficiently is long overdue.  Policymakers, lawmakers and 
regulators have concentrated too long on the secondary trading markets.  They have forgotten that 
markets were and should be designed to enable companies to raise finance effectively in an 
environment which enables investors to find companies and vice versa.  The secondary markets are 
just that: secondary. 
 
We believe that our proposals should be looked at as a package which, if implemented 
comprehensively, will contribute significantly to the private sector recovery.  There is a need for 
Government to have a stated policy which positively discriminates towards the small and mid-cap 
quoted sector, to promote the sector and to find a proportionate way to assist companies to raise the 
finance they need to grow and create jobs.   
 
Turning to the specific questions in the Green Paper, we set out our answers below: 
 
1. Do you agree with the evidence base as set out in this paper? Are there any additional 


issues that should be considered? 
 


In preparation for our response to this Green Paper we have hosted four roundtable sessions which 
have been attended by Monica Ennis and Victoria Gibbs (Primary Markets Team – HM Treasury) and 
Thomas Hemmingway (HM Treasury).  These roundtables have enabled direct feedback to HM 
Treasury from many of those involved in the small and mid-cap quoted sector, including stockbrokers, 
companies, lawyers, accountants and other professional advisers and institutional investors.   
 
While it is clear that many of the participants would agree with much of the evidence set out in the 
Green Paper there are a few issues which arose which do not entirely accord with the paper.  In 
particular there were specific examples of the poor behaviour of the high street banks towards 
companies in the sector, including few such banks engaging in new lending, the costs of facilities 
having increased to what would have been regarded, pre 2008, as being penal rates, banks setting 
significant deposits off against overdraft facilities without notice and the refusal to extend overdraft 
limits to previous operating levels.  
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In addition, we believe that the paper does not adequately recognise that the cost of raising capital is a 
major issue for many small and mid-cap quoted companies.  For example, we have estimated the 
costs for joining AIM to be: 
 
Costs of Floating on AIM
Accounting £90,000 - £150,000
Legal £100,000 - £200,000
Corporate Finance £100,000 - £200,000
Broker's Commission 5 - 7% of funds raised
Printing £10,000
Registrars £5,000 - £10,000
AIM Admission Fees £5,870 - £66,250 *Varies depending on market cap
AIM Annual Fees £4,750
Public Relations £10,000 - £20,000
 
We have estimated that the ongoing costs of being on AIM could be in the range of £125,000 per 
annum, resulting from ongoing regulatory costs, PR and investor relations activities. 
 
The costs of raising capital on markets, especially with regard to a public offer (e.g. rights issue or 
open offer), can be prohibitive for small and mid-cap quoted companies.  We have estimated that a 
fundraising of £5 million where a prospectus is required could cost £500k - £600k, which represents 
well over 10 per cent of the amount raised.  The result of this is that small and mid-cap quoted 
companies do not see public fundraisings, which involve retail investors, as a cost-effective or efficient 
way of raising money, and as such seek to do fundraisings, e.g. placings, that only involve institutional 
investors so as to avoid the need for a prospectus.  This has the knock-on effect of cutting off retail 
investors from the small and mid-cap quoted sector.  We recognise that this may change given the 
amendments to the Prospectus Directive that have passed through European Parliament.  However, 
we still see the issue of the cost of capital raising as an important issue which should have been 
included in the evidence base in this paper. 
 
In addition, we believe that the procedures, structure and culture of the UKLA can have a significant 
effect on the cost and timing of capital raising for quoted companies.  We will provide further input on 
the future of the UKLA in HM Treasury‟s consultation – „A new approach to financial regulation: 
judgement, focus and stability‟.   
 
2. Do you think greater certainty over future tax and regulation would have a significant 


impact on current demand for or supply of business finance? 
 
Yes.  There can be no doubt that the significant uncertainty over certain tax policies towards the end 
of the last government caused damage to businesses.  In particular the abolition of taper relief (which 
caused a localised spike in transactional activity in early 2008), the changes to the capital gains tax 
rules and the subsequent guessing game over what was going to happen in the March 2010 budget 
did not help business in any way. 
 
3. Are there any regulatory obligations that may disproportionately deter SMEs from listing 


on exchange-regulated markets such as AIM and Plus Quoted? What can be done to 
address this?  
 


There is general consensus amongst our quoted company members that the biggest deterrent to 
listing on exchange regulated markets is the cost.  The costs are driven largely by the need to comply 
with the legal and market requirements (please see Question 1 for an outline for costs). 
 
Regulation affecting fundraisings and listings – Prospectuses 
 
We have lobbied the EU directly on the review of the Prospectus Directive and believe that we have 
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obtained some significant changes which will help companies in the longer term, including raising the 
threshold at which a prospectus is required from €2.5 to €5m, the number of persons to whom a 
document can be sent before a prospectus needs to be published from 100 to 150 and obtaining a 
“proportionate” prospectus for companies of less than €100m market cap and on secondary issues to 
existing shareholders.  
 
While there is still much work still to be done on what these “proportionate” prospectuses will look like 
and while it is still likely to take up to 18 months for UK companies to feel the benefit of any of these 
changes, we believe that some impact on compliance costs could be made by greater development 
and use of standard form documentation, by enabling significant amounts of documentation to be 
incorporated by reference and by greater use of web technology.  We urge the Government to effect 
the changes to the Prospectus Directive at the earliest opportunity so that the cost of raising up to €5m 
can be reduced as soon as possible. 
 
A proportionate approach to accounting – IFRS for SMEs 
 
We support the adoption of full IFRS for larger listed companies, but believe it is appropriate to 
recognise the difference in scale, and of resources available to smaller listed companies and those 
companies quoted on exchange regulated markets, which may have a capitalisation of just a few 
million pounds compared to their global listed counterparts capitalised at many tens of billions of 
pounds. 
 
We therefore consider that both small companies listed on regulated markets and companies quoted 
on exchange regulated markets (such as AIM and PLUS-quoted in the UK) should have the choice to 
use IFRS for SMEs or full IFRS, rather than having to use full IFRS as at present.  We recognise that 
implementing such a change would require a change in the relevant EU regulation in respect of 
companies listed on regulated markets, but consider that the „one size fits all‟ approach to financial 
reporting by EU listed companies is not appropriate for the reasons stated above.  
 
IFRS for SMEs was produced to provide a simplified, self-contained set of accounting principles that 
are appropriate for smaller companies and are based on full International Financial Reporting 
Standards (IFRSs), developed primarily for listed companies.  By removing choices for accounting 
treatment, eliminating topics that are not generally relevant to SMEs and simplifying methods for 
recognition and measurement, the resulting standard reduces the volume of accounting guidance 
applicable to SMEs by more than 85 per cent when compared with the full set of IFRSs.  As a result, it 
potentially offers a workable, self-contained set of accounting standards to allow financial performance 
across international boundaries to be compared on a like for like basis.  
 
The standard is available for any jurisdiction to adopt, whether or not it has adopted full IFRSs.  Each 
jurisdiction must determine which entities should use the standard. Currently, the IASB‟s only 
restriction is that listed companies and financial institutions should not use it.  We believe that 
removing this restriction could provide a significant lessening of the financial reporting burden on 
smaller quoted entities without significantly affecting the usefulness of financial reports, and we have 
raised this issue directly with the IASB and the European Commission 
 
Furthermore, it is important to note that while it is compulsory for companies on a regulated market to 
adopt full IFRS under the European Commission‟s Fourth and Seventh Company Law Directives, 
there is no EU regulation which compels its use on AIM.  We believe that converting to IFRS is a 
significant part of the process of coming to AIM and forms a further significant part of the ongoing 
costs of maintaining a quotation on AIM.  It takes up significant amounts of management time and 
increases the length of corporate documentation. 
 
We note that the use of IFRS and IFRS for SMEs is an issue that is being considered by the UK 
Accounting Standards Board (ASB) in its review of the Future of UK GAAP.  We have made 
representations directly to the ASB, but we also urge Government to reconsider the timing of the 
current review and the proposed dates for implementation.  This is necessary to ensure that there has 
been adequate time for consultation with all stakeholders, given the large group of companies that 
could be potentially affected by the proposed changes to the accounting framework in the UK. 
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4. Are there any additional barriers to corporates (of any size) accessing equity markets 


and how could these be addressed? 
 
Lawmakers, policymakers and regulators have concentrated on investor protection.  This has resulted 
in investors, who are not employed in institutional investment houses, largely being kept uninformed  
and being unable to invest other than on the basis of speculation and conjecture.   
 
We believe that the attitude that investors, and in particular retail investors, have to be protected from 
the consequences of their own decisions in an investment environment, appear more motivated by 
regulator protection than investor protection.   
 
We would like to see a change in attitude from investor protection to investor enablement.  We call for 
an active policy which encourages and rewards a culture of investment (rather than speculation) in 
companies which contribute to the current and future economic prosperity of the UK. 
 
Database of Qualified/Professional Investors  
 
Rather than attempting to overturn existing investor protection rules or change financial firms‟ 
business models, the QCA seeks to use the current framework as far as possible.  In particular, as we 
have outlined above, we recommend the creation of a database of individuals who would like to 
participate in primary market investment.  We believe that it is currently simply too difficult for brokers 
to tap into that market but that significant interest in such participation exists.   
 
We consider that web technology could be used to enable the creation of a database of individuals 
who are Qualified Investors (as defined in the Prospectus Directive) and/or Professional Investors (as 
defined in MiFID) in terms of European regulation, and/or High Net Worth Individuals or Sophisticated 
Investors (as both terms are defined in the Financial Promotions regulations) in terms of UK 
regulation.  These investors could then pre-select from a menu the types of issues they would be 
interested in participating in, for example by industry, location and/or size of offering.  The system 
could then be used to randomly generate lists of potential participants which brokers could use to 
ensure that all the available exemptions were used (i.e. where an issue has been marketed to, say, 40 
persons, the system could be used to generate a further 60 individual names to ensure that the 100 
persons exemption was being fully used).  For such a system to be successful, its existence would 
have to be well publicised. 
 
Allocation rules and model portfolio approach 
 
The financial crisis has shown that equity finance has a key role to play in financing private sector 
recovery with small to medium sized companies acting as a key contributor to this recovery.  However 
the consolidation in banks, fund managers and brokers has had the side effect of pushing the 
minimum (economic) investable amount of these consolidated entities to levels which make it 
unattractive for them to invest in many smaller companies.  A fund manager or stockbroker with tens 
of clients will be looking to invest significant 6-figure sums in order for the allocation size for each 
client to be sensible at the same time as treating all their clients fairly. 
 
Another issue which significantly restricts access to equity capital is the application by both private 
client and institutional investment managers of a „model portfolio‟ approach.  This effectively means 
that investment managers cannot favour any single fund or group of funds under their management 
over any other funds they manage.  As a result investment managers who have large numbers of 
funds cannot make small investments.  The distribution of a small investment across their portfolio 
would result in large numbers of small holdings, which would ultimately carry disproportionate 
administration costs. We believe that equity investments sub £2m are particularly affected, but it may 
affect investments up to £10m.  
 
Availability of research on small and mid-cap quoted companies 
 
A further issue is the dearth of independent research on small and mid-cap companies.  Prior to the 
implementation of MiFID in November 2007, the FSA‟s rules on what constituted independent 
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research were commendably practical.  However MiFID changed the rules completely with the result 
that it is now very difficult for research to qualify as independent.  It is almost impossible for research 
funded by the corporate subject of the research to qualify.  The problem is that no one other than the 
quoted company is interested in paying for independent research.  The attempt by NASDAQ a few 
years ago to introduce a system, which would fit the MiFID model, under which issuers would 
subscribe annually to be covered by a certain number of reports but with no influence over who the 
researcher was or when the research would take place, did not succeed due to lack of take up.  It 
currently appears that the London Stock Exchange‟s more recently launched equivalent system is also 
not successful for the same reason. 
 
That research funded by issuers is not “independent” may not be a significant issue for institutional 
investors.  Such “research” is treated under the rules as a “financial promotion”.  Institutional investors 
are still entitled to receive such information.  However retail investors are not and, accordingly, issuers 
cannot publish such research on their web-sites.  Almost the only source of information for private 
investors is to rely on publications such as Investors Chronicle.  Yet the participation of private 
investors in the secondary market is important to maintain liquidity and keep spreads down.  We 
believe that the health of the quoted markets could be improved by better access to more research 
and analysis. 
 
Tax treatment of equity versus debt finance 
 
Another barrier to equity funding is the inability of issuers to obtain a tax deduction for the costs of 
raising such finance, which can be significant.  It is the market norm for the company seeking the 
finance to pay for the costs of everyone involved in the transaction.  Brokers and corporate advisory 
fees can be hefty but the issuer will also end up paying the broker/corporate adviser‟s legal fees as 
well and will be unlikely to be able to recoup any VAT involved. These costs are not deductible against 
profits unlike the costs of raising debt capital. 
 
Pension fund investment 
 
A further issue raised by some of our broker members is the pressure that pension funds are currently 
under to invest in bonds rather than equity.  We are informed that much of that pressure is put on 
those funds by the Government.  We would like this issue to be explored further and see whether and 
to what extent the Government could recommend pensions funds to invest in small and mid-cap 
quoted companies as part of a balanced portfolio. 
 
Indices 
 
We also understand that the main indices used in the UK for benchmarking and investment, the FTSE 
All-Share and the FTSE 100 (which makes up the vast proportion of the All-Share index), are not 
designed to be a representation of the UK economy.  There are many examples of companies within 
the FTSE 100 which are global companies which happen to be headquartered in the UK rather than 
companies which are wholly or mainly UK related.  Many pension funds and retail investment vehicles 
use the FTSE All-Share as a benchmark for the UK economy.  As a result investors who think they are 
electing to invest in UK companies may be unaware that they are exposed to international volatility 
and economic changes through the weightings and constituents of the FTSE All-Share index. 
 
The QCA calls for a real UK index made up of weightings and constituents which is a representation of 
the UK economy.  This would enable investors to have a better choice and would encourage 
investment in companies which grow in the UK and produce UK jobs.  This index could be sponsored 
by the Department of BIS or HM Treasury. 
 
5. How can Government ensure that the best small businesses in all parts of the UK are 


visible to publicly backed venture capital funds? Should Government intervention to 
address the equity gap focus on the best firms regardless of geography, or seek 
explicitly to address regional economic disparities? The Government would be 
particularly interested in views on regional stock exchanges.  
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We do not comment on how to ensure that the best small businesses are visible to publicly backed 
venture capital funds, save to say that part of the success of AIM (and Plus Quoted) is the lack of any 
other organised way of accessing equity investment for small growing companies.  While the BVCA 
figures quoted in the Green Paper may show investment levels in smaller companies as remaining 
relatively steady over the past few years, our experience is that the big players in private equity have 
had no real interest in growth companies for many years.  The primary focus of that industry is on buy-
outs and re-financings of existing large and successful businesses.  The Business Angel market is 
highly fragmented and for many growth companies finding an Angel is more a matter of serendipity 
than planning.  
 
Almost the only systematic way for a growth company to get itself in front of a range of equity 
investors is to go down the IPO path.  As a result, many such companies come at a time when they 
might, in other economic circumstances, be better off waiting for a couple of years.  
 
As for regional stock exchanges, while the QCA is stock exchange neutral and seeks to achieve the 
best overall environment for small and mid-cap quoted companies, we do not favour diverting limited 
resources into regional exchanges.  The point of coming to a public market for most companies is to 
raise money.  That is achieved by engaging a broker who will be able to provide the company with 
opportunities to present its story to suitable investors.  To that extent, the forum on which the shares 
will eventually be traded is not relevant.  It becomes relevant only because it is a requirement or 
preference of the investor.  There is already significant choice of in equity markets already available in 
the UK with the London Stock Exchange‟s premium listing or standard listing segments on the Main 
List, AIM, Plus-Listed, Plus-Quoted and NYSE Euronext.   
 
If the theory behind regional stock exchanges is to harness local investors to invest in local 
businesses we believe that, as stock exchanges no longer have any physical trading floor, this is not 
likely to be a particularly fruitful way of proceeding.  However, we would like to see more enquiry made 
as to the untapped potential of „local‟ investing.  We recommend consideration of a retail investment 
product – which might be structured similarly to an ISA – under which retail investors could invest 
small amounts of cash, perhaps on an annual basis, but which would give them some influence on 
how the money was invested.  They could perhaps specify the industry and/or locality in which they 
would like their money to be invested.  The actual investment would be undertaken by the 
administrators of the fund and their reward would be related to fund performance rather than the 
individual company their money was invested in.   
 
In tandem with this, we believe that regional or local indices, research and analysis would be better 
tools to create greater transparency and interest in local investing than regional exchanges. 
 
6. How can publicly-backed equity schemes and the Growth Capital Fund make more use 


of private capital in future? How could the scale and reach of publicly backed funds be 
improved? Are there any gaps within the portfolio? Does the potential model for the 
Growth Capital Fund meet the objective of filling a gap in the availability of funding for 
growth companies?  Are there ways in which the potential model could be developed to 
improve its appeal to investors or its ability to make a material contribution to the 
funding of growth companies?  


 
The proposed Growth Capital Fund will definitely assist in filling the funding gap and the QCA supports 
the concept of the fund being established on a long term basis.  Combined with other initiatives, which 
the Government can influence, such as reform to the Venture Capital Schemes (EIS and VCT 
schemes) so as to encourage investment within the funding gap (in part through tax incentives) into a 
much broader range of companies1, we believe it could be of profound and long term benefit as indeed 
was the original 3i fund. 
 
State Aid rules are well understood and should not pose any kind of significant obstacle to this 
proposal, and no doubt were considered in some detail prior to the announcement of the fund's 
establishment by the previous administration. 


                                                 
1 We discuss this in more depth in our response to Question 9. 
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The provision of the Growth Capital Fund is one of a number of tools which needs to be utilised to 
address the funding gap.  The Rowland‟s Review concluded that the market gap in funding (typically 
between £2 million and £10 million to SMEs in the UK) is permanent, not just short term and cyclical 
and is clearly exacerbated by the recession. 
 
The Review also concluded that neither bank lending nor equity investors are likely to fill this gap in 
the foreseeable future.  Furthermore, a mezzanine product would be best suited to fill this gap.  This 
product would address the aversion of many stakeholders (particularly owners) to pure equity (which 
they often feel is to dilutive up front) and provide a return above regular bank lending to reward 
investors.   
 
The QCA contends that the Review is correct in stating that neither bank lending nor equity investors 
are likely to fill this gap on their own under our current traditional fund raising methods.  However, a 
growth capital fund combined with other initiatives, for example reform to the Venture Capital Trust 
(VCT) regime could have a considerable positive impact.    
 
It was in 1931 the then Macmillan Committee Report identified a "MacMillan Gap" being a chronic 
shortage of long term investment capital for small and medium sized businesses.  The parallels with 
the current economic climate are obvious.  As summarised in the Rowland Review, the ICFC and later 
3i were designed to fill the equity gap.  The unique business model which is contrived to satisfy the 
general demands of SMEs for permanent and long term capital without sacrificing the investee firm's 
ownership, as well as the need to reward its own shareholders' capital, still has far reaching 
implications today among the design of future public initiatives.  
 
The returns on 3i's investment capital although modest, proved to be commercially acceptable over a 
much longer period than venture capital.  Moreover, it enabled 3i to maintain its commitment to the 
provision of long term and permanent capital to SMEs and added significant value to the economy as 
a whole. 
 
7. How could more high-net-worth individuals be encouraged to become Business Angels 


and participate in larger deals through syndicates? Are there specific issues impeding 
business angel activity that the Government should address, such as investor readiness 
or the structure of publicly-backed venture capital funds?   


 
We believe that high-net-worth individuals could be better encouraged to provide equity funding for 
growth companies by providing appropriate taxation incentives.  We believe that the abolition of taper 
relief and the tightening of the EIS scheme have both discouraged high-net-worth individuals to 
become involved in equity investment.  We discuss this in more depth in our response to Question 9. 
 
As outlined above we also believe that more could be done to facilitate the participation of high-net-
worth individuals in direct investment into small and mid-cap companies on their IPO and subsequent 
fundraisings.  See our answer to Question 4 above. 
 
8. How can eligible businesses help themselves to become ‘investment ready’ for equity 


finance? Where should this be done by private sector, market-led solutions? What role 
is there for Government in supporting this, and should intensive Government support 
be focussed on businesses high growth potential?   


 
The QCA has recently published a guide for companies aspiring to join a UK public market entitled Are 
You Ready? A Brief Guide for a Company Aspiring to Go Public, which outlines some of the key 
characteristics that companies looking to join a market should aim to have and also what small and 
mid-cap investors look for in a company when making an investment decision.  A copy is enclosed 
with this letter.  This guide has been developed by our Corporate Finance Advisors Committee.  We 
believe that there should be a greater awareness in public sector business advisory bodies of the sorts 
of issues raised in our guide. 
 
9. How effective are current tax incentives for equity investment in small businesses, such 


as the Enterprise Investment Scheme or Venture Capital Trusts?  
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Venture Capital Schemes – EIS and VCTs 
 
The Enterprise Investment Scheme („EIS‟) and Venture Capital Trusts („VCTs‟) were introduced in the 
mid 1990s by the previous Conservative government, to provide assistance to small and medium 
sized companies who were facing the “equity gap”.  The „equity gap‟ (between £2m and £10m) has 
become more pronounced since 1995, as traditional institutions have moved away from providing 
finance to smaller companies. 
 
The schemes are targeted at companies which might otherwise find it difficult to raise funds.  Certain 
trades are excluded from benefiting from the schemes because of the nature of their operations or 
because they typically have significant property assets which could be used as collateral for raising 
money.   
 
Companies which are designed to benefit from the schemes are inherently risky in nature, and not all 
have succeeded.  However many companies have grown by virtue of receiving funds under the 
schemes, and it is believed that such companies have helped increase employment and exports in 
line with the original policy objectives.  As a result the Exchequer has received further PAYE and 
social security contributions, and potential unemployment costs have been avoided.  Such companies 
continue to provide corporation tax and VAT receipts. 
 
As such, the QCA believes that the current tax incentives should be maintained.  
 
Since 2006 the schemes have been restricted as a result of seeking EU State Aid approval and for 
example, now exclude companies which have 50 or more employees.  The EIS and VCT schemes 
have the potential to assist in the financing of a private sector recovery, and the QCA recommends 
that the Government look again at the range of companies that can receive funds from EIS and VCT 
sources.  
 
The QCA believes that, while the original policy objective of the schemes should be maintained, the 
schemes should be remodeled with a specific purpose in mind – the creation of jobs.  As such the 
qualifying criteria should be refocused accordingly, including a revision of the limits upwards. 
 
VCTs have assets of some £2.5 billion under management, and tax relief has already been given to 
investors.  Many older VCTs have recycled the funds under management, having made successful 
realisations and invested the proceeds into other investments.  It is thought that at any one time 
somewhere around one quarter of VCT funds is available for investment.  This is a significant sum 
which has the potential to be harnessed in the near future to support small and medium sized 
businesses described in the Green Paper, particularly if some of the investment limits were raised.  
There would be no further tax cost to the Exchequer in making these funds available to more 
businesses. 
 
The previous Government announced in the March Budget that they intended to consider the case for 
increasing the employee limit, the gross assets limit and the annual investment limit.  The current 
State Aid Risk Capital Guidelines permit State Aid to companies with up to 250 employees, and with 
an annual balance sheet total of €43 million (or equivalent in local currency).  We recommend that the 
limits in the EIS and VCT legislation are reviewed, to allow the schemes to provide finance to small 
and medium sized companies within the State Aid criteria and away from companies where it is not 
clear that value is being added to the economy.  The employee limit has reduced the supply of funds 
to companies with 50 or more employees.  The number of employees has no bearing on the ability of 
the employing company to raise finance, and it appears that the current limit of 50 employees is 
contrary to the original policy purpose of the schemes. 
 
The State Aid Risk Capital Guidelines permit the Commission to agree an annual investment limit 
above the current level if evidence of market failure is given.  The Rowlands Growth Capital Review, 
which identified the funding gap as being between £2m and £10m, could be used as part of that 
evidence to raise the threshold to at least £5m (or higher), in line with the views expressed in the 
Green Paper. 
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Aside from the employee, balance sheet total and annual investment limits, the Government can make 
changes to the schemes to make it easier for private individuals to provide much needed capital.  The 
EIS permits „business angel investors‟ to receive EIS income tax relief, but the conditions are onerous.  
Such business angels provide expertise and may also be able to provide finance, but if they have had 
any connection with the company at any time prior to their investment, or received any payment, they 
may not be able to qualify for the tax relief.  The QCA believes this is a disincentive to the provision of  
both expertise and finance, and that further funds and expertise from business angels might be 
forthcoming for small and medium sized companies if these restrictions are eased. 
 
We believe that there may be a number of technical changes to EIS and VCT schemes, such as the 
„business angel investors‟ point above, that HM Treasury could make to the schemes without affecting 
the schemes State Aid approval status.  Many smaller companies find it difficult to qualify for the 
schemes because of small and strict technicalities.  For example, we have compiled these two case 
studies of a smaller company that had difficulty qualifying for EIS relief as a result of the qualifying 
trade requirement:   
 
Case Study 1 
 
A group of musicians produced a demonstration album and they were advised to seek funding via the 
EIS to develop it.  The receipt of royalties and licence fees is not a qualifying activity unless they are 
attributable to the exploitation of 'relevant intangible assets' (s195 ITA 2007).  In order for intellectual 
property (the album) to be a relevant intangible asset, it has to be created in circumstances in which 
the right to exploit it vests in the company (whether alone or jointly with others) - s195(5).   
 
In this case, the adviser did manage to find evidence of the intention for the IP to belong to the 
company, such as production invoices for the album being paid on behalf of the company, and so 
HMRC agreed that the trade did qualify – but it was quite a battle.   
 
There must be many entrepreneurs, who create IP which they subsequently wish to exploit, but fail to 
meet the qualifying trade requirements because they either did not know that the IP would be worth 
exploiting at the time they created it or were unaware that it had to be created in circumstances (with 
evidential support) where it belongs at least partially to the company, which the investors will acquire 
shares in (or a subsidiary).  It would be helpful if the legislation could be amended so that IP is still a 
relevant intangible asset if it is created by a person who subsequently becomes a connected person 
with the EIS company or something along those lines. 
 
Case Study 2 
 
A company wished to establish a trade specific to the 2012 Olympics.  Obviously this trade will not 
continue much beyond the Olympics and so they will not be able to satisfy the requirement that the 
trade is carried on for 3 years (s181(1)).  After speaking to the SCEC on a no names basis recently, 
their view was that if the Company was wound up after the Olympics that would not be an exemption 
within s182 (companies ceasing to meet the trading requirements because of administration or 
receivership), and that in order for investors to qualify to EIS relief the company would have to start 
another trade after the Olympics with no more than a short break between the two.   
 
It may be useful to explore widening the exemption in s182 so that it includes companies which cease 
trading for genuine commercial reasons within the 3 year period and where there has not been any tax 
avoidance motive behind their establishment. 
 
HM Treasury should explore in depth more technical issues in the schemes that make it difficult for 
companies to qualify, in addition to the re-evaluating the limits.  The schemes should not dictate 
business behaviour or business models, or restrain entrepreneurial behavior.  We would be happy to 
find more case studies, such as the one above, and make further suggestions in due course.   
 
 
 
 







HM Treasury and BIS 
Business Finance Green Paper – Financing a private sector recovery 
22 September 2010 
Page 11 
 
Capital Gains Tax (CGT) reform 
 
CGT reform and taxation of equity stakeholders in business is closely connected with the detailed 
discussion in the Green Paper on the availability of equity finance.  We believe that, in addition to the 
VCT and EIS reliefs discussed above in this response, well targeted and cost effective capital gains 
tax reliefs to encourage equity investment in private and publicly held companies will demonstrate that 
the Coalition Government is prepared to act quickly and decisively to promote entrepreneurial activity 
(the key message in the CGT arena in the Coalition‟s paper “Our Programme for Government”).   
 
We also believe that now is the right time for the new Coalition Government to address, for the long 
term, this vitally important area of personal taxation, being an area where the previous Government‟s 
recent policy and legislation has been in various measures short-termist and poorly implemented. 
 
As will be appreciated, the companies the QCA represents are dependent on their ability to attract 
talented individuals to contribute to the success of their businesses, whether as employees, officers or 
„business angels‟.  Our members also need to attract investors who are willing to commit capital over a 
period of years to the small and medium sized businesses so essential to the UK economy.   
 
It is our view that the Government can help small and medium sized businesses to attract the 
necessary talent and investment by adapting the existing Entrepreneurs‟ Relief, at least in so far as it 
relates to disposals of shares rather than other business assets, and perhaps even rebranding it as 
“Stakeholders‟ Relief”.  In doing so we are, necessarily, conscious that any potential additional costs 
for the Treasury involved in any extension of the current rules need to be carefully justified, and any 
rebranded tax relief needs to be well targeted and effective. 
 
The introduction of Entrepreneurs‟ Relief was a reaction to the severe (and in our view justified) 
criticism accompanying the abolition of taper relief.  The announcement that Entrepreneurs‟ Relief was 
to be introduced was made on 24 January 2008 (almost four months after the pre-budget report which 
prompted such an outcry).  The Finance Bill which implemented this measure was published a scant 
two months later.  In view of this timetable the parliamentary draftsmen evidently decided to use the 
old retirement relief as a basis for the new provisions.   
 
Therefore the current definition of “personal company” is similar to, but not the same as, that for 
retirement relief.  The key differences are the removal of the requirement for involvement in a 
“managerial or technical capacity” and the additional requirement to hold 5% of the ordinary share 
capital in the company as well as 5% of the voting rights. 
 
The figure of 5% appears to have been lifted from retirement relief with little thought being put into 
whether or not this was appropriate.  HMRC‟s representative to the House of Lords Select Committee 
on Economic Affairs, when asked to explain why this level was set, stated that “where to draw the line 
in determining the appropriate percentage was a matter for Ministers, but 5% had been in retirement 
relief”.  The relief was said to be directed at “those with a material stake in a company and those who 
play an active role in it”2.   
 
Our proposals are directed at more accurately targeting the relief by identifying those who make the 
most meaningful contribution to the success of a business. 
 
We are proposing that such relief should be targeted at what we have termed „stakeholders‟ in 
companies, by virtue of the contribution (and risks) that such an individual makes in building up a 
successful business.  We have identified the following types of stakeholder: 
 


 employees and officers; 
 business angels; and 
 long-term investors.  


 
 


                                                 
2 Jane Kennedy, Public Bill Committee, 8 May 2008 (PM), column 136. 
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Employees and Officers 
 
The rationale for offering relief to employees and officers who own shares in the business is that this 
will make share-based employee incentivisation packages (a key weapon in a company‟s recruitment 
and retention arsenal, as well as the most tried and tested way to align the performance of the 
individual with the performance of the business) more attractive to individuals and reward their 
contributions to the business for which they work.  This will help businesses to attract the talented 
people they need to grow successfully – a company‟s personnel are its key stakeholders. 
 
We would, therefore, request the removal of the inappropriate personal company definition. 
 
The personal company definition in Entrepreneurs‟ Relief means that an individual must hold 5% of 
the voting rights and 5% of the ordinary share capital in the company in which he holds shares to 
qualify for relief (the “5% Requirement”).  This is in addition to the need to be an employee or officer of 
the relevant company.   
 
The 5% Requirement penalises those shareholders working within high-capital-requirement, high-
growth businesses as their need for significant outside investment is more likely to result in those 
shareholders actually involved in the running of the business having to accept dilution of their rights 
(often to below the qualifying 5%) or not being able to negotiate 5% packages due to the high value of 
such a holding.  This is at odds with the overarching aim of promoting entrepreneurial business 
activity. 
 
The 5% Requirement can also lead to an anomalous „cliff–edge‟ two-tier system amongst 
management with those unable to negotiate compliant packages now receiving even more unequal 
tax treatment in view of the fact that their colleagues will receive increased relief (following the 
welcome increase of the overall lifetime limit) whilst they will be subject to the newly increased 28% 
rate of capital gains tax.   
 
We note that the 5% Requirement also can result in inequality between companies and LLPs.   It is 
possible for a member of an LLP to qualify for relief on the sale of any part of his interest in the LLP 
regardless of his percentage interest in the LLP.  This inequality demonstrates that the business world 
has moved on since retirement relief was phased out in 1999, and questions again the 
appropriateness of the 5% Requirement for companies. 
 
Such tension could perhaps be tolerated if there was a well-reasoned argument behind the 5% 
Requirement.  However, the limit appears to be an arbitrary way in which to define a „material stake‟ in 
a business which was simply lifted from the old retirement relief with no critical thought as to whether it 
was appropriate.  For the reasons stated above we consider the 5% Requirement is inappropriate and 
should be abolished for employees/officers of the business.  
 
Business Angels 
 
We would ask the government to include within the restructured relief „business angels‟, who may not 
for very good commercial reasons wish to be officers or employees, but who are considering investing 
for a material stake in the equity capital of a company.  At present, notwithstanding that such a 
potentially significant entrepreneurial investor may provide key financing for the company, no 
Entrepreneurs‟ Relief is available.   
 
Here, we believe that it may be more appropriate to define the materiality of the equity investment in 
order to qualify for the relief, either in terms of a minimum equity stake or a minimum level of 
investment.  In addition, in order to target this category of “Stakeholders‟ Relief” more precisely to 
address the increased difficulties of obtaining equity investment in the SME sector, it may also be 
appropriate to set a limit on the size of the business whose shares can qualify.  Such a limit should be 
a straightforward and fair one to apply, perhaps based on market capitalisation for companies whose 
shares are publicly traded on any UK market (but with no such limit for private companies).  We would 
see any market capitalisation limit to be in the region of at least £100 million.  
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Long-term Investors 
 
We would argue that investors who choose to invest over a period of years in smaller companies, 
perceived as „riskier‟, make a valuable contribution by providing the stable financial base necessary to 
promote growth.  These individuals are true stakeholders in the business, and such a relief would 
encourage longer-term rather than speculative investing.  Taper relief recognised and rewarded this 
(although we have sympathy with the view that the reduction in the qualifying period to just two years 
was too generous), and the current Entrepreneurs‟ Relief includes a general condition that the shares 
have been held for 12 months.  As with business angels, it does not seem to be relevant in this 
context whether the investor is an employee or officer of the business or not. 
 
We would propose that those who invest in the business and hold their shares for at least 4 years 
should also be eligible for “Stakeholders‟ Relief”, with no minimum equity stake required here.  As with 
business angels, it may be appropriate to target this category of relief more precisely, and we would 
propose a similar straightforward and fair business size limit perhaps based on market capitalisation 
for publicly traded shares. 
 
Stamp Duty 
 
London is the only one of the world's three major financial centres with a tax on the transfer of shares 
and the UK has by far the highest rate among the G-8 economies, which makes the UK an 
unattractive market, particularly for European investors. A study by the ABI, City of London 
Corporation, IMA and London Stock Exchange entitled “Stamp Duty: its impact and the benefits of its 
abolition” (May 2007) confirmed this and showed that Stamp Duty increases the cost of equity for  
publicly listed companies by 7-8.5%.  The same report indicates that Government‟s tax-take could 
increase if Stamp Duty were abolished as a result of increased turnover. The study estimates that the 
annual tax-take could increase by as much as £4,000m, which would exceed the estimated cost of 
abolition by well over a £1bn.  Also, the study indicates that its abolition would have a one-off increase 
in Capital Gains Tax intake of £281m. 
 
Even a gradual reduction in Stamp Duty could yield significant up front benefits if there was a firm 
commitment from Government to abolish the duty over a period of three years. Such a commitment 
would have a beneficial impact on the markets as a result of increased investment. 
 
Abolition of duty on shares will significantly enhance the UK‟s attractiveness as an investment centre. 
Alongside the substantial shareholding exemption and the proposed exemption for foreign dividends, 
this measure could create a UK „participation exemption‟, “which is likely to lead to an increased level 
of direct foreign investment” (The Tax Reform Commission, Tax Matters: Reforming the Tax System, 
October 2006). 
 
As such, Government should announce its commitment to eliminating Stamp Duty/SDRT over a three 
year period.   
 
However, the Government should immediately remove Stamp Duty on shares in respect of small 
companies which are quoted on AIM or PLUS Markets, and on shares outside the FTSE 350 on the 
Main List, as we do not believe that this would significantly reduce the Government‟s tax income. 
 
Individual Savings Accounts (ISAs) 
 
The tax status of AIM and PLUS quoted companies has changed radically following the abolition of 
Business Asset Taper Relief. Consequently, companies quoted on an exchange-regulated market do 
not qualify for certain reliefs that are available to listed companies. 
 
Currently shares in AIM and PLUS quoted companies do not qualify to be included as ISA 
investments. Given that this sector has recently lost significant CGT advantages, this would be a 
reasonable step to assist this market sector.  We also note that in March 2010 Budget of the previous 
Government there was mention that this measure would be explored in more depth. 
 







HM Treasury and BIS 
Business Finance Green Paper – Financing a private sector recovery 
22 September 2010 
Page 14 
 
We view this measure as redirecting investment into a much-needed area, and hence we believe it 
can be implemented without significant cost to the Treasury. 
 
As such, we would propose that investments quoted on exchange-regulated markets (e.g. AIM and 
PLUS) should qualify for inclusion in ISAs. 
 
10. Are there any steps that industry, financial institutions or government could take to 


promote access to debt capital markets for a greater number of UK businesses?  
 
As noted in the introduction to this letter, it is clear from the roundtables with our broker and advisory 
members that there is significant interest in further exploring the idea of a corporate bond market for 
small and mid-cap issuers. In particular these members have pointed out that a market for such 
instruments and other forms of “quasi equity”, such as preference shares, flourished in the 1970s and 
early 1980s.  
 
For the sake of completeness, we should mention that a number of our corporate members had 
difficulty in envisaging such a market and felt they needed the practicalities to be made far more 
concrete before they would feel comfortable in commenting on the idea. 
 
A number of our members participated in HM Treasury‟s consultation on this subject earlier this year 
and would like to participate in the next steps.  
 
We are also aware of the greater sophistication of the PIPES market (private investment in public 
equity) in the USA with debt and “quasi equity” in smaller listed companies being far more common 
there. 
 
11. What more could be done to promote greater competition in the provision of business 


finance? 
 
As mentioned in our response to Question 10 above, we believe that further exploring how to promote 
access to debt markets for small and mid-cap quoted companies could be a way to promote greater 
competition in the provision of business finance. 
 
12. What other actions could be taken to help businesses (of all sizes) access a wider range 


of different finance options? 
 
As mentioned in our response to Question 9, we believe that improving tax incentives to encourage 
investment into the small and mid-cap quoted company sector will help these companies to access a 
wider range of investors.  


 
13. Looking ahead, what are your views on future risks to the provision of business finance, 


in particular bank lending? If you have concerns, do these reflect transitional factors in 
the wake of the financial crisis, or structural factors? Are there steps that the banking 
sector, regulators or policy makers should be taking to mitigate these risks? 


 
We see the need to promote and foster a renewed equity culture in the UK, opposed to encouraging 
smaller companies only to seek debt finance, as essential.  Doing so will help companies access 
business finance through various channels and to fill the growing finance gap, as well as helping to 
avoid another financial crisis similar to the one that we have experienced and are still feeling the 
effects of.   
 
Bank lending has become far more sophisticated in its approach to funding commercial enterprises 
which have few physical assets.  The value of intangible assets, particularly intellectual property, and 
the ability to utilise book debts, inventory, investments and other non-physical assets as collateral has 
greatly enabled banks to help finance hi-tech companies and service businesses.   
 
In spite of these developments the Green Paper graphically illustrates the banking sector‟s significant 
and continuing over exposure to traditional real estate lending.   
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Others are better placed than the QCA to comment on the effects of Basel III and CRD 2 and 3 on 
bank lending to corporate borrowers.  We understand that the net effect of these new regulations is to 
directly decrease the availability of credit to the sector due to the requirements for the banks to have 
increased capital resources to back such loans. 
 
Our concern is that new regulatory restrictions on bank lending at this stage in the economic cycle 
may lead banks to a return to more traditional lending practices including increased reliance on 
physical assets as collateral.  Paradoxically far from solving the banking sector‟s exposure to real 
estate, that exposure will increase. 
 
We urge those involved in bank regulation to do what they can to avoid a structural impasse in which 
the pursuit of perceived “safety” in lending decisions does not result in an effective withdrawal of 
existing credit arrangements and a bunker mentality over future commercial lending.  
 


14. What steps can banks, industry or Government take to strengthen bank's relationships 
with their customers and ensure businesses are not discouraged from seeking finance? 
What steps can the banking sector and others take to improve the financial readiness of 
businesses? 


 
We surveyed our corporate members about their banks‟ behaviour in the last 12 months, asking them 
whether they needed to approach their banks to renew existing facilities or for additional funding and, 
if so, what response they received from their banks in this process.    In addition, we asked them how 
they would like to be treated by their bank in the event that their existing facilities were not going to be 
renewed or were to be renewed under different terms.   
 
24 companies responded to the survey; 80% are quoted on AIM and 40% with a market cap between 
£0 and £20m.   
 
We found that out of 24 respondents, 45% stated that their banks‟ general attitude has been either 
very helpful/supportive or supportive in this economic climate.  25% also noted that they viewed their 
banks‟ attitude as neutral/no change. 
 
30% stated that their banks‟ general attitude has been unhelpful/unsupportive or very 
unhelpful/unsupportive.  As such, the results show that experience in the small and mid-cap quoted 
sector is mixed. 
 
With regard to what would be best practice in the event that their bank decides not to advance a 
facility or will only do so with additional/different conditions, responses indicated that banks should 
consider the following: 
 


1. Banks should give clear reasons – with reasonable notice - of their decision not to advance a 
facility.   
 


2. Banks should give clear reasons – with reasonable notice of at least 6 months - of any 
anticipated variations to existing facilities. 
 


3. Bank managers should be aware of their credit committee's likely response (and be prepared 
and able to communicate this to their customer at the earliest opportunity), so that companies 
do not waste time negotiating with managers only for the credit committee to turn the 
application down.  Any professional costs or bank recharges in respect of any exercises 
initiated in connection with the renewal or maintenance of facilities should be reimbursed 
where this happens. 
 


4. Banks should communicate changes to their lending criteria and/or publish their criteria.  If 
criteria change during a loan period, then transfer to another bank should be free. 
 


5. Banks should provide clear and consistent instructions on what needs to be done to secure a 
new facility, including what information they need. 
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6. Where the performance of a business is in line with bank expectations, banks should be clear 
in their reasons - and give sufficient notice – where different conditions are to be applied to the 
facilities. 


 
Overall, it seems that banks must be open to communicating clearly and openly – and this behaviour 
needs to fostered. 


 
15. What options might Government consider to support increased lending to business 


(including possible expansion of the EFG or of payments to part of the supply chain)?  
 
How effective is the EFG in increasing access to debt finance for small businesses? 
What could be done to improve it and can more cost be borne by users? 


 
We have no comments on this question. 


 
16. What steps would be beneficial in making securitisation more attractive to investors and 


a stable form of funding for lenders? Are there particular sectors or products that this 
should be focused on? 


 
We have no comments on this question. 


 
17. Are there significant constraints on access to trade finance for UK exporters? What 


measures could banks, industry or the government take to increase the availability of 
trade finance? 


 
We have no comments on this question. 
 
 
 
If you would wish to discuss this response, we would be pleased to attend a meeting. 
 
 
Yours faithfully,  


 
Tim Ward 
Chief Executive 
 
 
Enc:  Are You Ready?  A Brief Guide for a Company Aspiring to Go Public (May 2010) 
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APPENDIX B 
 


THE QUOTED COMPANIES ALLIANCE (QCA) 
 
A not-for-profit organisation funded by its membership, the QCA represents the interests of small and 
mid-cap quoted companies, their advisors and investors.  It was founded in 1992, originally known as 
CISCO. 
 
The QCA is governed by an elected Executive Committee, and undertakes its work through a number 
of highly focussed, multi-disciplinary committees and working groups of members who concentrate on 
specific areas of concern, in particular: 
 


 taxation 
 legislation affecting small and mid-cap quoted companies 
 corporate governance 
 employee share schemes 
 trading, settlement and custody of shares 
 structure and regulation of stock markets for small and mid-cap quoted companies; Financial 


Services Authority (FSA) consultations 
 political liaison – briefing and influencing Westminster and Whitehall, the City and Brussels 
 accounting standards proposals from various standard-setters 


 
The QCA is a founder member of EuropeanIssuers, which represents quoted companies in fourteen 
European countries. 
 
QCA’s Aims and Objectives  
 
The QCA works for small and mid-cap quoted companies in the United Kingdom and Europe to 
promote and maintain vibrant, healthy and liquid capital markets.  Its principal objectives are: 
 


Lobbying the Government, Brussels and other regulators to reduce the costing and time consuming 
burden of regulation, which falls disproportionately on smaller quoted companies 
 
Promoting the smaller quoted company sector and taking steps to increase investor interest and 
improve shareholder liquidity for companies in it. 
 
Educating companies in the sector about best practice in areas such as corporate governance and 
investor relations. 
 
Providing a forum for small and mid-cap quoted company directors to network and discuss solutions to 
topical issues with their peer group, sector professionals and influential City figures. 
 
Small and mid-cap quoted companies‟ contribute considerably to the UK economy: 
 
 There are approximately 2,000 small and mid-cap quoted companies 
 They represent around 85% of all quoted companies in the UK 
 They employ approximately 1 million people, representing around 4% of total private sector 


employment 
 Every 5% growth in the small and mid-cap quoted company sector could reduce UK 


unemployment by a further 50,000 
 They generate: 


 
- corporation tax payable of £560 million per annum 
- income tax paid of £3 billion per annum 
- social security paid (employers‟ NIC) of £3 billion per annum 
- employees‟ national insurance contribution paid of £2 billion per annum 
-  


The tax figures exclude business rates, VAT and other indirect taxes. 
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For more information contact: 
 
Tim Ward 
The Quoted Companies Alliance 
6 Kinghorn Street 
London  EC1A 7HW 


www.theqca.com 
 


-o0o- 
 
 



http://www.quotedcompaniesalliance.co.uk/






 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
 
Name: John Hunter 
 
Organisation (if applicable): UK Shareholders’ Association 
 
Address: Chislehurst Business Centre, 1 Bromley Lane, Chislehurst,BR7 6LH 
 
Email: uksa@uksa.org.uk 
 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 



http://www.bis.gov.uk/consultations

mailto:clgconsultations@bis.gsi.gov.uk

mailto:uksa@uksa.org.uk

mailto:uksa@uksa.org.uk





 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 
Introductory Remarks 
 
UK Shareholders' Association is the leading independent organisation in the UK 
representing the interests of individual shareholders.  We think it unlikely that you 
will receive many responses on behalf of private investors in comparison with 
those from institutions. Nevertheless, at the end of the day, it is private 
individuals who provide the funds the institutions invest and so we believe that it 
is very important that full weight is given to their representations.  We shall, of 
course, be very pleased to expand on and discuss any issues in our response, 
possibly at a meeting or otherwise. 
 
Many of the issues that concern us and are referred to in our answers are 
covered in more detail in the Association's booklet Responsible 
Investing(described by Robert Cole in the Times of 9 January 2010 as ‘cogent, 
relevant, well informed, astute and important’). We will send a few copies with the 
hardcopy version of this response and it is also available at: 
http://www.uksa.org.uk/ri2010.pdf 
 
 
 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
There can be no single answer applicable to all companies but, overall, not enough. 
Among factors militating against a long‐term focus are (a) pressure from investors 
for quick results arising from the short‐term priority of many institutional investors 
(b) ill‐judged performance‐related remuneration of directors, and (c) possibility of 
takeover if a rapid improvement in profits cannot be obtained.  
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 



http://www.uksa.org.uk/ri2010.pdf





 
Comments 
 
No. The powers in S.793 of the Companies Act 2006 are quite inadequate.  As a 
result the identity of the beneficial owners is concealed. There should be an onus on 
the nominee to pass a list of the beneficial owners to the company (electronically) at 
sufficiently regular intervals for the owners to be able to exercise proper ownership 
rights: voting, information flow, attendance at meetings etc. 
 
We desperately need a simple regime whereby private shareholders can have 
benefits of nominee accounts, such as cheap online trading and confidentiality, 
combined with all the rights that previously went with certificated holding.  This 
seems to have been achieved in the USA and Australia without meeting the 
obstacles that are put forward in the UK. 
 
 
 
 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
This question presupposes that the ONS figures are correct. We strongly recommend 
that BIS, if they have not already done so, should engage closely with Richard 
Jenkinson of Junction RDS to examine the methodology behind his figures and 
decide whether he or the ONS is correct. It should also be remembered that the 
proportion of shares held privately is higher in small companies than large ones. 
 
That said, the reduction in direct private ownership (aggravated by shareholding 
through nominees) makes it more difficult for the true owners of shares to exercise 
any influence.  Unless drastic steps are taken to enfranchise those holding shares 
through nominee accounts, this can only get worse with the pressure to move away 
from certificated holdings. Indeed, we could reach the point when there is hardly 
anyone left with a certificated holding who would be able to attend and vote at an 
AGM as of right. 
 







Over and over again we come up against problems caused by absence of rights for 
those with shares in nominee accounts. Lack of information rights means that they 
remain unaware of the contents of Reports and Accounts and hence unlikely to 
attend an AGM which would at least give them their annual opportunity to take up 
issues with the directors. Equally, of course, they have no voting rights. 
 
We also draw attention to the growth of passive management in pension funds. 
Those of our members who are pension fund trustees report that funds are facing up 
to the failures of active management and are obtaining equity exposure through 
ETFs, Index Funds or derivatives. This has two implications: first the funds no longer 
have a role to play in the governance of companies; second, the ownership of the  
underlying shares is unclear to say the least. 
 
Finally, overseas shareholders generally are less likely and able to take on active or 
pro‐active corporate governance roles, thus emphasising the key role that must 
played by those proportionately few private investors and institutions who have an 
incentive to watch over the long‐term wealth creation of the companies in which 
they invest. 
 
 
 
 
 
 
 


 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
Engagement by those with a direct personal interest in the outcome of their 
investment. 
 
There have to be serious doubts about the likely effectiveness of the official policy of 
promoting institutional shareholder involvement. Sir David Walker's report (‘A 
review of corporate governance in UK banks and other financial industry entities: 
Final Recommendations, 26 November 2009’) showed clearly the difficulties in that 
path (paras 5.16‐5.20).  The corporate governance input of institutional investors 
suffers from a lack of personal financial commitment (discouraged on conflict of 
interest grounds) and the fact that most lack corporate management experience.  
This contrasts with private investors, many of whom occupy, or have occupied, 
senior management positions. 
  
 
 
 
 
 
  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
This is a question that can only be answered by those with direct knowledge of what 
goes on within investment houses. However, there is an argument that those in the 
investment team should not be inhibited in their activity by knowledge from the 
governance side. 
 
 
 
 
 
   
Question 6: (a) How important is voting as a form of engagement? (b) What 
are the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 







 
(a) Voting is the ultimate sanction and the only democratic form of governance and 
it is vital that it is as easy as possible for the beneficial owners to exercise their votes. 
(b) The benefits of greater voting transparency are difficult to define and there is no 
guarantee that it would ensure that voting powers were used with proper 
consideration of the issues.  There would also be a mismatch between the volume of 
information generated and the resources available to use it. 
 
Furthermore there is a ‘level playing field’ aspect.  Private and overseas investors 
would not be under a similar obligation. 
. 
 
 
 
 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
. 
The distinction between short and long term is easy to conceptualise, but much 
more difficult to apply in practice, because short and long term thinking cannot be 
compartmentalised in real life.  Most business and financial activity involves a 
combination of the two in varying proportions according to circumstances at the 
time.   
 
So it’s hard to be evidential. Nevertheless, there are theoretical reasons why 
institutional shareholders should be interested in short‐term performance. Such 
shareholders will often be part of large financial groups. They make their money 
from any and all of the following: advice and funding of takeovers, disposals and 
other corporate actions; fundraising and flotations; spin‐offs from an active 
stockmarket, such as retail broking, retail fund management, corporate advice; and 
proprietary trading. These activities are short term, and require no long term view. 
Governance, however, costs time and, therefore, money. 
 
As to how it should be addressed, there is a whole cocktail of factors (many covered 
elsewhere in this questionnaire) that must be dealt with, but the start, as always, 
must be recognition – exposure and discussion of the issue so that the search a 
consensual solution can be found. 
 
 
 


 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 







See Question 7. The cost of change would be to those who at present gain from 
frequent trading. The benefit would be to the rest of us. 
 
Because of the difficulty of separating short‐ and long‐term activity the net benefit to 
the economy must be a guess. But if we speculate that the neglect of the long‐term 
costs 1% each year (which also compares with the shortfall in non‐financial industrial 
growth in the UK compared with our better competitor countries) this is £10billion 
per year, compounding. 
 
On a point of detail, information and analysis providers need to be remunerated if 
markets are to remain liquid and volatility minimised.  Remuneration can be 
obtained either by market activity or by payment for research services.  Unbundling 
of research should in principle lead to lower activity and longer holding periods.   
  
 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
The agency problem in connection with directors is well known. It must be 
minimised by a) aligning directors’ rewards with real corporate wealth creation 
instead of short term market gains, and b) strengthening the accountability chain 
between directors and beneficial owners. These matters are covered elsewhere in 
this response. 
 
We would also mention the issue of commission‐based Independent Financial 
Advisers (IFAs). By directing retail investors into commissioned financial products, 
and therefore away from direct investment, they have removed whole swathes of 
private individuals from the governance chain who would otherwise provide some 
counterweight to institutional pressures  
 
Agency problems in fund management arise from the fact that corporate 
performance is a function of the real economy, whereas investment performance 
(defined as absolute return) is a function of the financial markets.    This leads to 
herd‐following instead of a focus on absolute performance, making active 
institutional governance of individual companies an expensive irrelevance. For the 
manager a fee based charging system as opposed to ad valorem should be 
encouraged, since it would align revenues more closely with costs.  
 
 







 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
Current practice is normally for those who own the funds being managed to be 
fully cognisant of the fee formula of the management house but to have no 
information about the remuneration of the individual employees managing the 
funds day by day.  It can be argued that the employees' remuneration is a private 
matter between them and their employers.  However, it is easy to see examples 
where the form of performance incentive could affect the way they manage the 
money.  For example towards the end of a measurement period an employee might 
be able to see that only a speculative approach would give him any chance of a 
performance fee.  This would be particularly tempting if he had no long‐term 
personal commitment to his employer. 
  
It follows that it should be standard practice for those negotiating management 
contracts to be told the remuneration formulae of those managing their 
investments.  We cannot see that there would be any additional cost in this. 
 
 
 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
Greater publicity has undoubtedly had the negative result of permitting, and even 
encouraging, the ratchet effect because no one wants to be seen to be paying less 
than the median of comparable companies.  It is extremely difficult, if not 
impossible, for any one board to go against the trend, and the hard truth is that 
members of a remuneration committee are not spending their own money and 
most, being directors of other companies themselves, benefit from this systemic 
weakness. 







 
 The use of remuneration consultants has aggravated this by giving boards an 
apparent justification for the levels of pay that they agree and facilitating the process 
of comparison with those of similar rank in comparable companies. Remuneration 
consultants are appointed and paid by the directors whereas to have any pretence 
to independence they need to be appointed by and to report to the shareholders. 
 
 
 
 
 
 
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 


 
If enough appropriate members could be found this would be positive, but in 
practical terms we cannot see that this is the solution.   To be effective any 
additional members would have to be independent enough and strong enough to 
resist the pressures we have described in the last few questions.  
 
A shareholders’ committee restricted to beneficial owners could fulfil some of the 
functions of a remuneration committee while adding balance and independence. 
 
 
 
 
 
 
 
 
 
 
 
 







Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
No.  Their vote on this matter is non‐binding. So the use of the word “further” in the 
second part of the question is incorrect.  Accordingly it is difficult to see how 
extending the range of items requiring a shareholder vote would have a significant 
effect.  The position might be different if true shareholder approval were required. 
 
Regarding ‘further areas of pay’ it is quite clear that identical levels of approval 
should apply to  all the terms of a director’s appointment that could give rise to 
remuneration. It is both illogical and dangerous to do otherwise. This is best 
exemplified by the compensation terms ‐ rewards for failure – routinely written into 
directors’ contracts, not only without shareholder approval but without even prior 
shareholder scrutiny. 
 
 
 
 
 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
As indicated under question 11, transparency in this area has not helped. The 
opportunity for wealth at the level now available to top directors of big public 
companies should only be there for those who have taken entrepreneurial risks on 
their own account, and succeeded. We also question what is different about 
directors that they apparently need so much in the way of performance incentives to 
give of their best whereas ordinary mortals do so for a straight salary. The idea that 
someone in salaried employment can take home significantly more in a year than the 
average person earns in a lifetime is fundamentally unacceptable. How we achieve 
that situation is another matter.   
 
It is clear that a greater awareness is needed by both remuneration committees and 
shareholders of  the consequences of different types of ‘incentive’. There is little 







evidence of understanding of the effect of statistical dispersion, which ensures that 
all incentive schemes that reward the upside without a corresponding share of the 
downside motivate increasing risk and volatility rather than the converse. 
  
 


 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
Seeing how many takeovers fail to benefit the acquiring company the answer to this 
question must be in the negative in many cases. It may not just be a question of 
understanding the long‐term implications:  the financial interests of institutional 
shareholders (see Q7) may drive short‐termism anyway. A far more critical and 
independent approach from the non‐executives is needed to counter the enthusiasm 
and hubris of those in executive positions leading the bid, and the misplaced short‐
term interests of powerful shareholders.  
Nonetheless, it is important that UK registered plcs are not put at a disadvantage by 
governance constraints that do not apply to their overseas peers. 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
It is not obvious that this would help. For example, the bid by Lloyds Bank for HBOS 
required shareholder approval. Private shareholders voted against but the 
institutions supported the bid and one reason for this must have been the fact that 
they generally held shares in both companies and so were glad to be receiving an 
offer for their HBOS shares.  It would seem that there was a failure to consider each 
issue separately on its merits.   
 
One of our members, retired from a senior executive position at the acquiring 
company, made a special journey to Scotland to challenge the issue at the Lloyds 
Bank General Meeting and found his comments dismissed out of hand by the 
Chairman 







 
 
 
 
 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
To us the big issue is the need for alignment of interests between the ultimate 
beneficial owners and those running the company.  In the not so distant past there 
was a direct relationship between shareholders and directors and the former were 
able to exercise a reasonable degree of control.  This link needs to be restored. In 
this context the stockmarket’s function as a trading platform has corrupted its 
function as a mechanism for the recording of ownership: the fact that stock‐lending 
to short‐sellers transfers voting rights is one example. 
 
One suggestion, explained in detail in our booklet, is to appoint committees of 
private shareholders with the directors having an obligation to communicate with 
them and discuss key issues with them. This has been proposed in a private 
member’s bill ‐ ‘The Protection of Shareholders Bill’ ‐ and also aired in the Walker 
Review (para 5.17) 
 
We would mention one other matter not covered by the questions: the danger of 
excessive reliance on regulation. Regulators may be conscientious, honest and well‐
intentioned, but their symbiotic relationship to the industry they are regulating 
makes them obstructive to any major change that damages the industry ‐ even when 
for the greater good.  Removal of some of the impediments identified in this 
submission are of that nature.  
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Abstract and Recommendations 
 


 
This research paper discusses the UK’s 5 main banks in regard to finding out 


whether the banks CEO’s short term remuneration is linked to short term performance. 


The banks performance over a five year period (2004-2008) was examined to 


understand the performance linkages with  pay paying particular regard to non financial 


and financial measures as a way to incentivise the CEO.   
 
 


This research paper though extensive research evidenced in Chapter 1 and 2 proposes a 


need to strengthen the non financial and financial elements of the short term 


remuneration structure.  


 


These proposals are: 


1. Linking the financial and non financial elements.  
 


This would mean that only when both elements are satisfied to a predetermined 


percentage, will a payout be warranted. This would mean CEOs cannot in poor 


economic markets benefit from the non financial element of the short term award to 


bolster his salary.  
 
 


2. Reweighting of the non financial and financial elements.  
 


Currently the weighting is 50/50; this gives far too much weight to the “soft” non 


financial targets. I propose a reweighting to 66.66% based on financial performance 


and 33.33% based on non financial. This would significantly lower the CEOs 


remuneration in the current economic climate, and would realign the incentive 
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structure with the shareholders to incentivise the CEO to help rebuild the company’s 


balance sheet quicker.  
 
 
3. Greater transparency of the remuneration report.  
 


To separate the short term remuneration structure into financial and non financial 


elements. This would allow investors to be better informed about how well the CEO has 


performed. Furthermore, it would ensure accountability by the remuneration committee in 


justifying the setting of pay arrangements. (Ferrarini and Maloney, 2005)  


 
4. Regulation of banks shareholdings in other banks.  
 


The cross shareholdings of banks in rival banks have created a conflict of interest, in 


regards to remuneration and the use of voting and comparator groups.  
 


Myners (2009) has called for “differential voting rights for different classes of investors”. 


This research does not advocate those proposals as they would change the hierarchy of 


shareholders, and have a negative effect in distorting market competition. Though, the 


impact of this shareholding arrangement needs to be examined further.  


 
5. Service Contract Remuneration Clause  
 
 


This research has shown that a binding vote on the remuneration report is needed. It is 


proposed that if at least 50% of shareholders vote against the report, then the 


remuneration committee would be given 60 days to create a more suitable remuneration 


structure. It is envisaged that in this time period some negotiation will take place with the 


shareholders to get the report passed. If agreement is still not reached after 60 days 


then a remuneration clause in the service contract of the CEO and Board will kick in. 
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This clause will lower the Board and CEOs remuneration to a multiplier of the lowest 


paid employee. (E.g. 20x) 
 


This remuneration clause may never get utilised but would focus the minds of the CEO 


and Board to ensure a demanding and challenging remuneration structure is created, 


and give investors a greater say on pay. 


 


Chapter 1 and 2 will give an in-depth analysis of the current system and will help inform 


the reader as to why I feel strongly that these proposals are needed to strengthen the 


Corporate Governance arrangements within UK Banking. 
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Chapter 1 
 


 


Governance of CEO Remuneration 
 
 
 


All of the Company’s directors are independent, and the Audit, Nominating 


and Corporate Governance, Finance and Risk, and Compensation and Benefits 
Committees are composed exclusively of independent directors.‟  


- Lehman Brothers Annual Report 2007 
 
 
1. Remuneration Consultants 


 
 
 
Remuneration consultants are employed by companies to create complex remuneration 


structures.  They  are  highly  influential  and  advise  the  remuneration  committee  on  an 


appropriate pay structure for the CEO and board. Remuneration consultants are utilised for 


their expertise as they understand the relevant laws and have a keen understanding of the 


market as a whole and how remuneration can be constructed to gain the best from and for 


the individuals involved. Furthermore, they carry out detailed research on pay  practices 


with  sector  specific  information  to  help  identify  pay  structures  or  new  methods  of 


calculating pay to benefit the parties involved. 


 


Little is published about how they help influence remuneration and whether they have 


helped inflate the pay awards of CEOs. However, in the last recession, remuneration 


consultants were responsible for the large increases in executive remuneration and were 


only hired if they proposed an increase. (Crystal, 1991) 


 


This trend has continued in this recession as research findings by New Bridge Street gives 


an insight into the advice that consultants are proposing. They suggest a “lowering of 


targets in bearish conditions and a reweighting of short and long term incentives”. (New 


Bridge Street, 2008) 
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Worryingly, the report by New Bridge Street (2008) also notes, a “one off higher short term 


bonus will “fill the gap” in reward because the long term incentive will fail in the next few 


years”. Remuneration consultants argue that now is a critical time to retain key talent.  This 


ability  to  manipulate  the  remuneration  structure  when  the  economic  climate  changes 


removes the need to incentivise the CEO as the “bar” is lowered when they don’t achieve. 


Companies regard remuneration consultants as independent as this will legitimise the 


CEOs pay as outside of the boards’ control. However, this independence is a mere fallacy 


as Murphy and Sandino (2008) found; remuneration consultants will “seek to secure repeat 


business  from  the  client  and  do  not  want  to  jeopardise  that”.  By offering additional 


services, such as actuarial and pension advice the consultants could be overly generous in 


their remuneration structure created for their clients. This is so that they “protect their other 


highly lucrative assignments”. (Morgenson 2007), (Waxman, 2007) (Cadman, Carter and 


Hillegeist, 2009) 


 


Table 1 – Use of Remuneration Consultants by the 5 banks analysed.              
(Source: Annual Reports) 


 


Bank 1  Bank 2*  Bank 3  Bank4  Bank 5 


Towers Perrin  New Bridge St  Towers Perrin  Towers Perrin  Watson Wyatt 


Keplar  Assoc  Mclagan    New Bridge St   


  Hay    Keplar Assoc   


*Bank 2 absorbed into Bank 4 since Annual 


Report (2008). 


 


Table  1  shows  all  the  banks  analysed  use  the  services  of  the  large  remuneration 


consultants of  Towers Perrin, Keplar Associates, New Bridge Street and Watson Wyatt. 


Furthermore since the merger of Watson Wyatt and Towers Perrin, these two consultants 


will advise on remuneration for all of the UK’s top 4 banks. This lack of competition in the 
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marketplace is noted by Cadman (2009) who found in the USA, 76% of the companies 


researched use at least one of the top 6 remuneration consultants. This reinforces the 


suggestion that the use of remuneration consultants is consistent with the “ratcheting 


effect” of CEO pay. (Walker and Voulgaris, 2009) 


Therefore, only when the shareholders long term interests are aligned with the 


remuneration consultants short term interests, will the long term interests of the company 


be protected. 
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Chapter 2 


 


Empirical Research into 5 UK Banks 
"I feel more like corporal of the universe, not captain of 


the universe." 


- Ken Lewis, Chief Executive of Bank of America 


 


While completing this analysis, trends reveal: 


   Performance bonus has increased significantly in the last 5 years and fuelled the 


rise in CEO total pay. 


 


   Basic salaries have acted as a multiplier, with inflation beating growth. This 


means that the bonus rose more than 250% when taking into account the multiplier 


effect of yearly increased basic pay. 


 


   When banks have performed poorly financially, a bonus is still paid for non financial 


“soft  targets”; it can seem like CEOs are “rewarded for failure”. 


Graph 1: Bank CEO against FTSE 100 CEO’s (Source: Manifest, 2009) 
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Graph 1 underlines the fact that Bank CEO total compensation has risen significantly 


compared to other FTSE 100 CEO’s. This is because the rise in short term remuneration in 


banks has fuelled a higher total compensation than many other organisations within the 


FTSE 100. 


 


2.1 Performance Measures 


The 5 banks researched use various performance measurements to calculate the bonus 


entitlements. The measures can be objective and subjective in determining the bonuses 


eligibility and amount. 


 


The  financial  element  is  made  up  of  profits,  earnings  per  share  and  share  price 


performance as a way to determine the CEOs overall financial performance. There may 


also be departmental financial targets, which are not disclosed in the annual report. These 


financial targets are compared against a comparator group chosen by the remuneration 


committee, made up of banks of similar size and type anywhere in the world.  If a bank is 


in the top quartile of the comparator group, then the award is paid out.  


 


Profits 


This research has shown due to the sustained rise in share prices and earnings from 2004 


to mid 2007, this “bull market” allowed the CEOs annual incentive bonus to rise sharply 


(over 92% in some cases). However, once the share prices and profits fell in the 2
nd half of 


2007, the CEOs of banks 1-2 took home a lower bonus to account for the change in 


market conditions and lowering of profits.  Bank 3 and 5, had higher profits than in 2006 so 


were awarded with higher bonuses of £1.9 and £2.86 million. 


Strangely, Bank 4 is the anomaly, as the CEO took home a higher bonus, of 


£1,811million even though profits were down by £248 million in 2007, a drop of 6%. 


These figures indicate that bonuses are linked to financial performance in 4 out of the 5 


banks. However, it is unclear why  CEO  4  achieved  a  higher  bonus  in  2007  even  


though  profits  were  lower.  This suggests other targets were achieved to compensate 


this lowering of profit and underlines the ability for a company to perform poorly financially 
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but the CEO still able to gain a higher bonus. (For 5 years of Profits, see Appendix 1) 


 


Share Price Analysis 


Share  price  performance  is  related  to  the  company’s financial  performance  through 


information the  company tells the market. Graph 2 shows that share price gains were 


made until 2007, where the onset of the credit crunch caused share prices to plunge. 


However, in 2007, the CEO’s were awarded their bonus, which are usually paid year end, 


(Nov – Jan) by which point the share price had fallen further. 


 


It is therefore, surprising that when comparing each of the banks share prices to the bonus 


given for that year; the bank whose share price performed the worst; (bank 5) paid the 


highest bonus of  £2.86 mi l l ion.  Bank 3 paid the 2nd highest bonus (£1.913m) but  


outperformed its peers. Therefore, these bonus figures do not correlate with share price 


performance. Only Bank 1 and 2 paid a lower bonus to account for the lowering in share 


price. However, these figures are the 5 UK banks compared against each other. In reality, 


they each use a different comparator group of banks from around the world. 
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This makes it very difficult to compare the UKs 5 banks against each other and may be 


why bank 5 did pay more, because its comparator group performed worse. (Graph 2) 


 


If an average is taken over the previous 5 years the share returns were all markedly lower, 


with an average 10% loss. This deterioration in share price can have implications for 


remuneration policy makers, especially for the use of “Clawbacks”. 


Graph 2: EPS and Share Price Change over 5 years. (Source: Thomson One 
Banker) 
 
Share Price performance (2004-2008) 


Reset to 0) 
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EPS over a 5 year Period (2004-2008) 
(Reset to 0) 


 
 


Earnings per share 


 


This financial measure shows investors what the earnings of the company are in relation to 


the initial investment amount. EPS is a major component in analysing the profitability of the 


companies, because of the information that has come to market, gives a good indicator as to 


how the company is faring and what analysts expect for the future. Only banks 1 and 2s EPS 


fared relatively well, lowering 40%. Again banks 1 and 2 had lower bonuses to reflect the 


lowering in EPS, whereas, Banks 3, 4 and 5 still paid a higher bonus. This suggests that 


factors other than financial performance contributed to this rise. Furthermore, the problem 


of using EPS as a measure of performance is that earnings calculations can be 


manipulated. The CEO could make disposals of assets, just before the end of the financial 


year, which enhance the banks earnings and thus mate r ia l l y  a l te r  his remuneration. All 


achieved, without necessarily better management or performance. (For Data Table and 


Further Analysis, see Appendix 1) 
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Non-Financial Performance Analysis 


 


The non financial measurement uses a balanced scorecard approach. This is used 


by all the 5 banks analysed. The banks argue that “utilising non financial measures 


gives a fuller and more accurate view of the CEO’s performance”.                                    


(Annual Report, 2008) 


Also the market could contribute to the financial performance measure that will not 


fully reflect the CEOs individual performance. (Murphy and Oyer, 2003) 


 


None of the annual reports go into detail or depth on how these are measured and 


met. Company law does not currently require companies to detail the performance 


breakdown. Bank 4 is the only bank that actually notes that for the CEO, 90% of 


the bonus was for corporate  targets  and  95.6%  for  individual  performance  out  of  


a  possible  combined opportunity of 250%. (Annual Report, 2007) 
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Table 2: Non – Financial KPI of Banks (Source: Annual Report) 
 


Bank 1 Bank 2 Bank 3 Bank 4 Bank 5 


Leadership 


Contribution 


Customer 


Satisfaction 


 


Employee Engagement 


People 


Development 


 


Customer Numbers 


~Does not 


disclose 


other 


qualitative 


targets 


 


Growing UK 


Franchise 


 


 


Brand Perception 


 


 


Customer 


Service 


 


 


Customer Satisfaction 


 Colleague 


Development 


 


Customer Satisfaction 


 


Financial 


 


Employee Efficiency 


  IT Performance Franchise 


Growth 


Employee  Engagement 


  Customer transaction 


Processed 


Risk  


  It Services Outperforming 


Targets 


  


 


The problem with this non financial element of performance related pay is all the 


banks in Table 2 use vague terms such as “people development”, “customer service” 


and “process management”. Bank 3 in its annual report notes a key non financial 


performance indicator (KPI) is “employee engagement” and describes it as “a 


measure of the employee’s rational and emotional attachment to Bank 3”, thus 


making it difficult to understand the CEO’s contribution. (Annual Report, 2008) 


 Brand Perception is another non financial measure used. This gives a measure out of 10 


on how the brand of the bank is perceived in key areas, such as risk and customer service 


but does not discuss how this data was collected. These non financial measures are a good 
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way to incentivise the CEO in ways other than pure financial performance. However, 


they  seem  to  have  become  too  “soft”,  with  a  lack  of  transparency  and  quantitative 


assessment that does not show how the CEO actually achieved them. 


 


Furthermore, by utilising vague performance measures they can be open to manipulation 


and its subjectivity means it is difficult to hold CEOs accountable. Also the CEO‟ s ability to 


receive nearly the maximum amount of non financial performance implies these incentives 


are merely extensions of the basic salary. This is why critics have argued that non 


financial measures make it difficult for shareholders to understand and assess targets 


being met, because they are actually designed to “camouflage” CEO pay. (Bebchuk, 2004) 


 


The  lack  of  transparency  is  particularly  worrying  for  non  financial  measures.  Some 


incentives  have   to  remain  confidential  such  as  corporate  strategy,  due  to  market 


competitiveness. However, shareholders want to know what these “soft targets” are and 


whether they are challenging enough to get the best out of the CEO. 


 


Successful  achievement  of  “soft  targets”  can  create  a  dichotomy  in  that  the  CEO  is 


performing well, in terms of non financial targets, but at the same time not performing 


financially.  The ability for the non financial measure to be worth 50% of the total short term 


remuneration creates this problem.  


 


Policy makers, should create a link between the financial and non financial element, in 


which if one element goes down, it can affect the other.  The  elements  of  the  bonus  


should  not  be  mutually  exclusive  and  should  be reweighted, to give more weight to 


financial performance. For example I would propose a maximum weighting of 33.33% 


(83.33% of basic salary) for non financial and 66.66% (166.67% of basic salary) based on 


financial performance. 


This would mean that the emphasis for banks which perform financially poorly would result in 


lower financial reward. Transparency is also needed so investors understand why a bonus 


was paid and for which element, either financial, non financial or both.                           
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This would provide information to the market to allay any fears that CEO’s are being 


“rewarded for failure”. 


2.2 Bank Compensation and Bonus analysis 


 
Table 3: Total CEO Remuneration 2004-2008 (Source: Annual Report) £000 


 


          
 Bank 1  Bank 2  Bank 3  Bank4  Bank 5 
          
2004 4602  3110  1757  2331  3439 
2005 3882  3316  3886  2390  4421 
2006 3874  *2526  2868*  2945  5920 
2007 5185  2314  2421  3662  5517 
2008 1098  1075  1667  2884  *216 


 *Does not include Pension Entitlements. 


*Bank 2 change of CEO (2006) Lowered Total Comp than 2005 due to this change. 


*Bank 3 change of CEO, (2007) Lowered Total Comp than 2005 due to this change. 


*Bank 5 change of CEO, (2008) Lower Total Comp than 2007 due to this 


change. 


 


 


Table 3 shows the total remuneration package for CEOs of the UK top 5 banks from 2004- 


2008. The makeup of the total remuneration package for the CEOs has grown significantly 


from 2004-2007.  Many are over £3 million, and for 2007 the average was £3.2m for a 


CEO. (Treasury Report, 2009) 
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Graph 3: Components of CEO pay. (Not Including Long term Incentives, but 
including Pension)  (Source: Manifest, 2009) 


 


To make it easier to see the escalation of the different components of pay in the last 


5 years, graph 3 shows that in the past 5 years the performance award has risen 


significantly as an amount of total remuneration. In 2008, the bonus has been cut 


significantly to reflect the current economic climate. What has been surprising is that 


as well as a rising bonus over the last 5 years, the CEOs pensions have risen 


dramatically as well. Even though the banks have not paid a bonus in 2008, they 


have increased the amount put into their pensions to compensate for this loss. These 


pension increases could be a short term effect of the recession but further research 


should be conducted as pensions are not linked to performance but are an entitlement 


as part of the CEOs service contract. 


 


Bank 1 
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Bank 2 


 
Bank 3 
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Bank 4 


 
Bank 5 


 
 


 


 


 


 


 


 


 


 


 







22 


 


Table 4: Correlating Performance and Remuneration of UK Top 5 
banks 


Correlation 2003-2008.  Co-efficient -1 to 1 (Source: Treasury Report 
(2009) 


 


Variables CEO's 
Bonus-Profit 0.48 
Bonus- Earnings Per Share 0.59 
Total Remuneration- Profit -0.08 
Total Remuneration- EPS 0.09 


 


Utilising research by the Treasury (2009), from 2003-2008, CEO bonuses at the 5 


banks had  a  relatively  weak  co-efficient  of  0.46  and  0.59  with  profits  and  share  


returns. However, there is an even weaker association with total remuneration and 


profits with a 0.08 correlation.  This is partially due to the fact bonuses cannot be negative 


for 2008. 


Academics have understood that “the pay and performance relationship is significantly 


weakened in a downturn” such as this financial crisis. (Gregg, Jewell and Tonks, 2005) 


 


This weakness lies in the fact, non financial measures pay out a bonus regardless of 


the financial performance of the bank. This analysis is important because it shows that 


short term pay is linked to performance, and that in the years 2004-2007, there was a 


stronger correlation with performance. However, this is significantly weakened in 2008 


as the non financial element is paid out but unconnected to the financial performance of 


the company. 
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Annual Incentive Bonus Analysis 


 


Table 5 shows the rapid rise in CEO bonuses over the past 5 years. The mean 


average increase in bonuses for the 5 years 2004 to 2008 is 70%. Overall bonus 


and performance linkages significantly weakened in 2008 and the banks 


showed a stronger correlation of annual incentive with performance before 2008. 


(Treasury Report, 2009) 


 


From 2004-2007, the mean percentage of short term remuneration of total pay, 


for banks 1-5, is 32%, 30.8% 46.5%, 46.2% and 46.2% respectively. Therefore 


Bank 2 had the lowest percentage of performance related pay at 30.8%. 


Table 5: CEO’s Short Term Incentive 2004-2008 (Source: Annual 
Report) £000 


 BANK          
 Bank 1 5yr 


Movement 


 


Bank 2 
5 yr 


Movement 


 


Bank 3 
5 yr 


Movement 


 


Bank4 
5 Yr 
Movement 


 


Bank 5 
5 yr 


Movement 


  + 22.8%  +47.20%  +92%  +88.6%  + 90.7% 


 CEO1  CEO 2  CEO 3  CEO 4  CEO 5  
           
2004 1,313  53


4 


 1,00


0 


 96


0 


 1,50


0 


 
2005 1,388  58


6 


 1,75


0 


 1,00


2 


 1,76


0 


 
2006 1,613  78


6 


 1,53


5 


 1,45


6 


 2,76


0 


 
2007 1,425  70


3 


 1,91


5 


 1,81


1 


 2,86


0 


 
 


2008 


 


0 


  


0 


  


2,140* 
 * up 


to 


2,328 


  


*0 


 


* Bank 2 had a change of CEO in year 2. Have omitted cash/share incentive from 


2001/2002 for comparison purposes. 


* Bank 3 bonus deferred for 3 years, turned into restricted shares.                                                    


* Bank 4 bonus deferred until June 2011, and then available in 3 tranches with 


100%“Clawback” if performance that generates incentive is not sustained performance.  


Bank 5 New CEO and no bonus for 2008 


 







24 


 


 


 


In 2008, banks 1, 2 and 5 did not pay a bonus. However, Banks 3 and 4 still gave 


bonuses. These will not be paid out immediately but will be deferred for 3 years, with a 


payout due in 2011. It should be noted that these banks did perform better than their 


comparators. Bank 3 has had the highest bonus percentage increase over the past 5 


years, rising 92%, though has remained financially stable throughout the crisis. 


Bank 1 did not pay a bonus in 2008 and the bonus has risen the lowest at only 22.8%. 


This could be because CEO 1 has one of the highest basic salaries so did not need a 


bonus rise to compensate. Bank 5 had the highest bonus amount in 2004 and the 


CEO‟ s bonus has risen 90% over the last 5 years, paying out £2.86 million in 2007, 


even with the onset of the credit crunch and the devaluing of its share price.  However, 


Bank 5 performed the best in terms of profits in 2007, though; this profit was 


unsustainable and underlines the problems  of  short  term  remuneration  not  


addressing  the  long  term  interests  of  the company. 


2.3 Bonus Achievements, Opportunities and Rewards 
Table 6: Percentage of Short term bonus target achieved as percentage of base 
salary (Source: Annual Report) 


  


Bank 1 


 


CEO 1 


Bank 


2 


 


CEO 2 


Bank 


3 


 


CEO 3 


 


Bank4 


 


CEO 4 


 


Bank 5 


 


CEO 5 
 Max Actual Max Actual Max Actual Max Actual Max Actual 
 


2004 


 


250% 


 


175.10


% 


 


75% 


 


51.30


% 


 


250% 


 


143.90


% 


 


150% 


 


128% 


1.5-2x 


salary 


 


151.5


0% 2005 250% 163.30


% 


75% 46.40


% 


250% 224.90


% 


150% 121.50


% 


250% 161.5


0% 2006 250% 181.60


% 


75% 69.65


% 


250% 163.50


% 


175% 162.50


% 


250% 230.9


0% 2007 225% 146.2


% 


75% 52.20


% 


250% 184.10


% 


225.00


% 


185.60


% 


250% 221.7


0%  


2008 


 


225% 


 


0 


 


0 


 


0 


 


250% 


 


*deferred 


 


225% 


* 


deferred 


 


0 


 


0 
 


*Bank 1: 75% Actual delivered in cash, 25% in restricted shares. 


* Bank 2: Performed worse in 2005 from 2004 but paid more because base salary grows 


every year. 
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For the next part of this research Table 6 has been compiled which denotes the 


maximum annual  bonus  award  the  CEO  can  obtain  against  the  actual  bonus  


achieved  as  a percentage of his base salary.   For Bank 1, the CEO has a basic 


salary of £975,000 and achieved a bonus of £1.425 million. This is 146.2% of the 


basic salary out of the total opportunity of 250% or £2.437 million. It is unusual that 


bank 4 achieved 185.60% of his bonus, 23.10% higher than 2006, even though, 


profits lowered by £248 million. Other incentives must have been achieved that offset 


the lowering of profits, such as the use of non financial performance. 


 


On average all the banks achieved a 60-70% success rate hitting their targets from 


2004- 2007. For 2008 none of them received a payout. This would seem odd, because 


the banks would at least hit some of their “soft” targets such as “customer service”, 


even in these difficult times. However, the nonpayment of bonuses in 2008 is more to 


do with it being inappropriate to pay out a bonus in the current financial climate than 


the fact they are not entitled to them. 


2.4 The Shareholdings of the 5 Banks 


Table 7: Top 100 Shareholders in the 5 Banks analysed (Source: Fame) 
Shareholdings as of 16/06/09 


 Bank 1  Bank 2*  Bank 3  Bank 4  Bank 5 
% Bank 


shareholders 


 


23.14% 


  


0 


  


40.40% 


  


11.6% 


  


12 % 
% Institutional 


Investors 


 


22.96% 


  


0 


  


11% 


  


9.40% 


  


13.45% 
Government %* 0  0  0  43%  70.03% 
Investment 


Companies 


 


48.15 


  


0 


  


47.91% 


  


34.5% 


  


4.52 
self owned via 


funds 


 


5.75% 


    


0.69 


  


1.50% 


  


0 
          
Total 100%  0  100%  100%  100% 


* Bank 2 now part of Bank 4 


* Government shareholding Bank 4 = UKFI (43%) 
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* Government Shareholding Bank 5 = Her Majesty Dept of Treasury (70.03%) 


 


For the final part of this research Table 7 shows the top 100 shareholders divided into 


their constituent shareholdings. The role of bank shareholdings in other banks is an area 


which has a significant impact on director’s remuneration.  This is because all the banks 


have similar remuneration policies, and share similar remuneration consultants. This 


research has found that Bank 3, has bank shareholdings held by other banks as high as 


40%.   This is much higher than the other banks, and further research is needed to see 


what the shareholdings of Banks 4 and 5 were before the government took a significant 


stake and diluted the value of the other shareholders. One explanation for this large bank 


shareholding comes out of research by Focarelli and Pozzolo (2002). With, the rise of 


equities from 2005 -2007, and the increased shareholder wealth, the banks may have 


used this share price rise to increase the banks wealth by proxy rather than actual 


financial performance. Furthermore, restrictions on UK banks buying into non UK banks 


may have expanded the use of it internally in the UK. An area for further development is 


whether this cross shareholding structure creates a conflict of interest in regard to the 


banks use of comparator groups for the remuneration incentive. The limited research 


conducted on this does find that many of the banks remuneration comparator groups 


include companies who are also the banks shareholders. This corporate governance 


problem is one which must be addressed. 


 
2.5 Research Findings 


This research coupled with the Treasury’s into the same five banks shows that CEOs 


bonuses are linked with overall performance and returns albeit with a weak correlation.  


This linkage is reinforced with research by Towers Perrin that during 2008 the “median 


annual bonus fell by 19% and that bonuses fell the fastest in those industries which 


experienced the steepest fall in profits”. (Economist, 2009) 


However, when the non financial and financial elements are separated, the linkage is 


significantly weakened. This is because from 2007, as the credit crunch takes hold and 


financial results deteriorate, all the banks had lower share returns and financial results. 
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However, in 2007, and for Banks 3 and 4 in 2008, the non financial element of the award 


is still paid and not connected to the financial performance of the bank. This can look like 


the CEO is being rewarded for the financial failure of the bank because the non 


financial element still accounts for 50% of the total short term remuneration award, or 


125% of basic salary. There needs to be tighter scrutiny and disclosure of the financial 


and non financial elements of short term remuneration and a reweighting of the two 


elements so that it will not look like the CEO is being paid excessively, when the company 


is failing financially. 


 


Conclusion 


The banking crisis has shown that many stakeholders have an interest in the CEOs 


remuneration. From shop floor to trading floor, investor to governments.  A poorly 


incentivised CEO can destroy a company. A culture needs to develop so that the 


appointment to CEO is a privilege and should be treated with respect. They must leave 


their short term interests behind and contribute to the company for its long term future. 


 


A CEOs incentive structure should be justified, discussed and challenged at every 


opportunity so that firm linkages to performance are made year on year. The reforms 


proposed do not go far enough in reigning in executive pay and swinging the pendulum 


back in favour of all the companies’ stakeholders. 


Britain however, has a need to be competitive and remain a financial hub but this should 


not come at the risk of a poorly incentivised CEO. The concept of personal financial 


accountability needs to be addressed, to ensure the CEO is incentivised in the appropriate 


way. Otherwise, organisations will carry on creating complex remuneration structures and 


the fundamental link between pay and performance will be lost forever. 
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2004  


2005  
2006  


2007  
2008  


Movement 
 


Net Profit  
4592  


4808  
5706  


5474  
-7580  


 
Total Return  


21.53%  
21.37%  


18.33%  
-30.77%  


-90.60% (-12.03%) 5 
year 


Share Price 
Change  


16.98%  
17.11%  


14.16%  
-35.08%  


-90.60%  
 


EPS  
22.8  


3.14  
22.38  


5.57  
0  


EPS 5 Year 
Growth  


N/A  
10.50%  


16.74%  
15.98%  


0  
 


ROCE  
1.61%  


1.27%  
-0.15%  


7.73%  
0.00%  


 
ROE  


18.76%  
18.68%  


19.82%  
18.82%  


-44.05%  
 


Market Cap      
* 0  


 
  


2004  
2005  


2006  
2007  


2008  
Movement 


 
Net profit  


3523  
3854  


4248  
4000  


807  
 


Total Return  
20.53%  


-1.25%  
41.60%  


-10.75%  
-72.28% (-4.43% 5 


year 
Share Price 
Change  


13.03%  
-8.13%  


34.11%  
-16.94%  


-79.55%  
 


EPS  
-25.73  


4.21  
11.88  


16.83  
-  


EPS 5 year 
growth  


-1.29%  
2.10%  


2%  
12.75%  


-25.40%  
 


ROCE  
8.33%  


31.46%  
27.15%  


14.45%  
4%  


 
ROE  


26.98%  
25.74%  


26.26%  
28.24%  


-  
 


Market Cap  
-  


-  
42.2b  


-  
18.47b  


 


 


Appendix 1 
 


 


Financial Measures of Performance over 5 year period for Banks 
£ Thousands 


 
Bank 1 Bank 2 


  
2004  


2005  
2006  


2007  
2008  


Movement 
 


Net Profit  
4580  


5280  
7136  


7076  
6077  


 
Total Return  


22.39%  
8.90%  


24.80%  
-26.45%  


-66.49%  
(-7.37%) 5 year 


Share Price 
Change  


17.57%  
4.36%  


19.72%  
-31.10%  


-68.83%  
 


EPS  
35.29%  


4.76%  
-  


3.55%  
3.55%  


EPS 5 year 
Growth  


14.71%  
9.82%  


20.16%  
22.15%  


10.01%  
 


ROCE  
16.23  


0.99  
1.26  


13.36  
12.25%  


 
ROE  


19.34%  
20.71%  


24.56%  
20.50%  


15.58%  
 


Market Cap  
-  


-  
-  


-  
36.44b  


 
Bank 3 Bank 4 


  
2004  


2005  
2006  


2007  
2008  


Movement 
 


Net Profit  
18675  


20966  
22086  


24212  
9307  


 
Total Return  


3.97%  
10.75%  


4.36%  
-4.82%  


-16.97%  
(-0.54%) 5 year 


Share Price 
Change  


0.06%  
6.08%  


-0.21%  
-9.61%  


-21.30%  
 


EPS  
16  


16.89  
0.47  


9.07  
-69.85  


 
EPS 5yr Growth  


8.09  
8.34  


12.95  
13.11  


-12.95  
 


ROCE  
16.39%  


19.96%  
17.91%  


14.10%  
5.15%  


 
ROE  


14.83%  
17.03%  


15.70%  
16%  


4.80%  
 


Market Cap  
-  


-  
135b  


-  
90.55b  


 
Bank 5 


  
2004  


2005  
2006  


2007  
2008  


Movement 
 


Net Profit  
7284  


7936  
9186  


9832  
-40667  


 
Total Return  


-  
-3.09%  


0.31%  
-  


-85.57%  
(-29.45%) 5 year 


Share Price 
Change  


-  
-3.09%  


0.31%  
-64.90%  


-91.31%  
 


EPS  
95.25%  


6.11%  
17.76%  


21.21%  
-55.90%  


EPS 5 year 
growth  


12.21%  
23.05%  


30.03%  
34.84%   


 
ROCE  


10.99  
10.09  


18.1  
10.16  


-2.37%  
 


ROE  
16.08%  


15.54%  
16.52%  


15.95%  
-46.54%  


 
Market Cap  


-  
-  


-   
20.86b  
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A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
 
Name: Robert Nash 
 
Organisation (if applicable): WWF-UK 
 
Address: Panda House, Weyside Park, Godalming, Surrey, GU7 1XR 
 
 
 
 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 


 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
X Non governmental organisation (NGO) 
 Trade Union 







 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 
 


The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
 
 
 
 
 
 
 
 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
 
 
 
 
 
 
 
 
 


Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 







 
The increasing share of international investors’ ownership in UK markets and 
companies, as well as the significant international holdings of UK investors, 
highlight the fact that the UK must not act in isolation. The UK Stewardship 
Code is an important step forward, and it is crucial that the UK engage 
proactively within Europe and globally to achieve high standards of 
stewardship and engagement, as well as the high levels of corporate 
transparency that facilitate this. 
 
The increasingly rapid turnover of share-holdings, as described in the 
consultation document, does have implications for corporate governance in 
the UK. There is already a well-recognised problem of short-term pressure for 
institutional investors to generate returns, and consequent pressure from 
those investors on companies to deliver high performance in the short term. 
This was clearly identified in the 2001 Myners Review referenced in the 
consultation document. 
 
Evidence from research conducted by Mercer and Trucost for WWF has 
shown that this short-termism is a significant barrier to consideration of 
climate change-related factors in particular as a long term issue for 
investment decisions. 
 
The 2009 “Carbon Risks in UK Equity Funds”, published by Trucost with 
WWF-UK and Mercer, contains evidence of investors’ use of climate change 
disclosures. Mercer undertook interviews with a range of fund managers 
including many of the biggest in the UK (perhaps a more representative 
sample of the mainstream than some other sources cited in the literature 
review). 
 
The survey found that managers did not include climate change factors such 
as GHG emissions in their investment process. The primary reasons given by 
investors were: 


• Lack of expectation that governments would achieve their carbon 
targets or establish a global carbon price 


• Short-term pressures to generate returns 


• And the lack of standardised reporting frameworks to deliver 
comparable, accurate, reliable data on company emissions. 


The report found that the perceived barriers were greater than the reality in 
some areas, and that the wait-and-see approach from investors could expose 
pension funds to future financial risk and result in missed opportunities to 
position to benefit in a low carbon economy. 
 
This report also found that carbon exposure among pension fund portfolios is 
considerable and that mandatory corporate GHG reporting could help to 
improve investors’ willingness and ability to manage that risk. 
 
This problem is exacerbated by the decrease in the average period of time for 







which stocks are held, which has been accompanied by a rise in the volume 
of trading activity and the volatility of financial markets. 
 
In addition the growth in the use on institutional investors and other 
intermediaries has added significantly to the length and complexity of the 
investment chain. This has raised difficulties in terms of agency and 
accountability, with individuals feeling that their ability to influence is 
diminished and many fund managers feeling that they need only deliver 
(largely short-term) returns to satisfy internal performance criteria, rather than 
delivering the kind of transparency and accessibility that would allow 
beneficiaries to engage more and influence how their pension funds and fund 
managers behave as engaged owners and long term investors. 
 
Addressing this deficit ultimately will need individuals to be better informed 
and more engaged and institutional investors to be more transparent, 
accountable and responsive. 
 
The short-term incentives and targets of many institutional investors may not 
be a good match to the long-term investment needs of ultimate beneficiaries 
such as pension holders and insurers. So, increased attention to long-term 
value may help to align investment practices more closely with customers’ 
needs and wants, as well as aligning the allocation of capital more closely 
with the long term requirements of today’s urgent and capital intensive 
infrastructure priorities, for instance for a low carbon energy transition.  
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
Shareholders, institutional investors, and other stakeholders have a number of 
engagement tools available to them ranging from private meetings and 
investor briefings, right through to shareholder resolutions and public 
engagement via the media. This diversity of engagement tools is important in 
itself and it is important that it is maintained and reinforced. 
 
Private and technical meetings with analysts are extremely important, but it is 
also vital that smaller, less well resourced and individual investors are able to 
access key information about companies’ performance and strategy. This 
means that public disclosure and transparency are crucial. 
 
Shareholder resolutions can be a valuable tool to focus attention of questions 
of crucial significance, especially in areas where investors are not fully 
satisfied with the outcomes of other engagement efforts. In the UK, such 
resolutions are used much less frequently than in the US. As a result, there is 
a certain amount of stigma attached to them and they are viewed as 
something of a ‘nuclear’ option. Anecdotally, there is a feeling that this 
reluctance may be reinforced by the concern that investors who are seen to 
be ‘awkward’ may not retain access the level of face-to-face and private 
communication that might otherwise be expected. 
 
Shareholder resolutions can be instrumental in raising the profile of important 
strategic and operational issues and securing engagement at board and 
senior executive level. They can also be effective in bringing additional 
information into the public domain – allowing investors to make a better 
assessment of the board’s analysis and management of key decisions, risks 
and opportunities. This has been the case in 2010 with the resolutions at both 
BP and Shell AGMs, which generated new information, increased awareness, 
and greatly enhanced dialogue on the risks associated with highly polluting tar 
sands extraction and processing parts of their business. 
 
The difficulty and cost of tabling shareholder resolutions can be very great 
and is a significant obstacle. Measures to simplify and facilitate the process 
would be beneficial. 
 
 
 
 
 
 
  







Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
In discussions with investment firms there is evidence that in some companies 
the different functions do engage, but in the course of shareholder resolutions 
at BP and Shell in 2010, anecdotal evidence suggested that there was some 
weakness in engagement due to a gap between the knowledge and 
interaction of sustainability of ESG analysts and financial analysts.  
 
So, for example, BP’s crucial projections for oil production and revenues 
based on a particular energy demand scenario were accepted by financial 
analysts. But they were almost certainly unaware of the fact the scenario used 
implies no more action to combat climate change and shift to low carbon 
energy and a potential temperature rise of 6 degrees Celsius by 2100 – and 
that the scenario in question is explicitly acknowledged by its authors (the 
International Energy Agency) to be neither intended nor suitable as a basis for 
future strategies. If such a scenario were manifested it would decimate the 
global economy (and, by extension, cause a collapse in the value of investors’ 
assets) and render the associated financial projections meaningless. 
 
When discussing the relationship between environmental risks and their 
financial and strategic implications, there was a feeling among some 
stakeholders that companies were able to take advantage of the fact that 
many fund managers and analysts were not well placed to engage them 
simultaneously on the technical details and relationship between these key 
areas. 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
See comments above in question 4 on shareholder resolutions. 
 
Voting, on resolutions and other votes, is a vital part of the engagement 
process. As noted above, it often appears that investors in the UK are more 
reluctant than their US counterparts to use this form of engagement. 
 
Transparency around voting is very important. Individual investors need to 
know how those who manage their investments are voting on their behalf. 
Public disclosure of voting decisions can provide significant additional 
benefits: it could enhance competition by providing consumers with the 







information to decide which managers are performing best or most in 
accordance with their interests and priorities. It can also help to counteract the 
secrecy and opacity that surrounds these practices at present, encouraging 
individual investors to assert their rights and institutional investors to respond 
with enhanced standards of engagement and communication. 
 
The barriers to public disclosure of voting records appear not to be very great 
in terms of cost or administrative burden, and the benefits would be 
substantial. For this reason we believe high levels of public disclosure should 
be established throughout the investment chain from fund managers, to 
pension funds, and to individual investors. 
 
 
 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
See response to Question 3, for comments on short-termism and reference to 
the Trucost report, “Carbon Risks in UK Equity Funds”. 
 
As explained throughout this response, increased transparency and 
accountability throughout the investment chain could facilitate long term 
investors to engage with those who manage their assets and make choices 
about different providers and products in the market that support their long 
term outlook. Many asset owners like pension savers have a clear and 
inherent long term outlook, but the intermediaries who act on their behalf are 
frequently incentivised to seek short term gains to maximise their own income, 
potentially at the expense of asset owners. Reforms should aim to remove 
such mismatched incentives and transparency will be key to that process.  
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
Greater transparency, especially in terms of how companies link historic and 
current performance to key strategic objectives and principle risks (including 
environmental, social and governance risks) and opportunities, is important in 
facilitating a longer term outlook in investment decision making. 
 
Investors need this information to be of high quality if they are to be able to 
use it to decide on share acquisitions that will be held for long periods. Too 
many companies are making a large number of generic ‘boiler plate’ 
disclosures about a large number of risks; whereas the type of information 
that is required is a more detailed and decision-useful range of information 
about a select range of key risks, combined with contextual information to 
clarify the choices made about which risk factors are highlighted. 
 
With regard to environmental factors, climate change provides a clear 
example of an issue that presents great risks and opportunities for business. 
Companies are reporting more information about their carbon emissions and 
the strategies for dealing with the effects of climate change and a low carbon 
economy. However, the level of detail provided is often insufficient for a real 
analysis of the risks (especially in the long term). Furthermore, information 







about specific impacts or targets is often seriously out of step with forward-
looking strategic information relating to the same issues, which in turn can be 
inconsistent across various reports and communications. 
 
Investors should be using this information to challenge directors, and we 
believe that investors need more information particularly in connection with 
environmental and social issues. For example BP lost 50% of its stock market 
value in 2010 and investors also lost out in terms of dividend. Were investors 
fully aware of the potential risks? More and deeper engagement with 
institutional investors in particular improves investors’ ability to assess risk 
and opportunities and enhances their ability to influence the strategy of 
companies to manage those risks and opportunities. 
 
Company reporting need not provide all of the information needed to make a 
full assessment of the likely success of the business in the future. However, it 
must at a minimum provide shareholders with sufficient information to identify 
key issues of concern in order that they can conduct their own analysis and 
press directors and management on their strategy and processes. This 
minimum standard is not currently being met. 
 
One example of this is the recent 2010 shareholder resolutions on tar sands 
at BP and Shell. In this case significant investor action and direct engagement 
was required even to gain access to the basic information about the basis of 
investment decisions and assumptions on key environmental and social risks, 
including carbon risk and the cost of cleaning up and restoring the local 
environment in areas disturbed by extraction and processing of bitumen. The 
disclosures that were made in response to the resolution revealed information 
about these businesses that should be available as a matter of course in 
company reports. 
 
When pressed, companies often point to information that is provided 
elsewhere in other publications or on their websites. This information is 
frequently found to be confusingly presented, incomplete, inconsistent, and 
extremely difficult and time-consuming to locate. It is also largely unverified. 
This does not facilitate investor or stakeholder engagement. 
 
For more details on the resolutions and their significance in this context, see 
the report “Toxic Fuels: Toxic Investments – why we need greenhouse gas 
reporting”, WWF-UK and The Co-operative Bank, Insurance and Investments, 
2010. 
 
A practical step the Government could take is to clarify investors’ fiduciary 
duty obligations. These duties should be perfectly consistent with, and indeed 
require, a sustainable long term approach to delivering returns which includes 
consideration of environmental and social factors and their financial impacts. 
However, the reality is that many institutions take a very narrow view of 
fiduciary duty, invoking it to support a focus on short term returns and to rule 







out innovative sustainability and other investment approaches. Clarification 
could help avoid such misinterpretation and mobilise fiduciary duty as a driver 
of sustainable long term investment practices. 
 
Many individual investors and pension holders are concerned primarily with 
the long term financial performance of their investments – as a retirement 
fund, for example. They are often unaware of the way in which these 
investments are managed on their behalf. Initiatives that increase public 
understanding of finance and investment practices and awareness of their 
rights  and responsibilities as a shareholder, combined with better 
communication (reporting) from investment managers and pension funds to 
their clients on their investment policies and priorities has the potential to 
allow better alignment of these priorities. 
 
This notwithstanding, it is not simply longer term holding periods that are 
important. It is at least as important that investors are incentivised and 
enabled to take a long term view on the ability of individual companies or 
financial products to deliver returns over the long term, and to allocate their 
assets under management accordingly. An example of this might be that the 
right framework of low carbon incentives and regulations can provide 
assurance to investors of a secure rate of return on investments in renewable 
energy infrastructure and technology now and long into the future. 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
See above responses. 
 
 
 


 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 







 
 
 
 
 
 
 
 
 
 


Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
 
 
 
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
 
 
 
 
 


 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 







 
 
 
 
 
 


 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


• linkage between pay and meeting corporate objectives 


• performance criteria for annual bonus schemes 


• relationship between directors’ pay and employees’ pay? 
 
Comments 
 
 
 
 
 
 


 


Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 
 
 
 
 
 
 


 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 







 
 
 
 
 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
UK business has a crucial role to play in achieving and inspiring sustainable 
development – in the UK, the EU and across the world. A major and urgent 
transition is required to build a green economy that operates within the 
planet’s capacity to replenish renewable resources, absorb pollution and 
waste, and maintain levels of biodiversity required for ecosystems to function.  
 
Governments have the responsibility to create a policy environment that 
ensures markets and individual companies have the right incentives to drive 
efficiency, long-term value, sustainable use of resources, and investment in 
natural assets. Currently, too many market signals are pointing the other way, 
causing short-termism in investment and business decision making. This in 
turn is having severe environmental, economic and social consequences. 
 
In taking a long-term view, the Government should take full consideration of 
scientific assessments of the environmental impact of business-as-usual and 
short-term thinking, and the risks that this poses to business and society at 
large. This policy agenda represents a huge opportunity to harness the power 
and innovation of the private sector to create solutions for people and planet – 
now and in the future.   
 
 
 
 


 
 








 
 
Adam Gray 
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Corporate Law and Governance 
Department of Business, Innovation and Skills 
1 Victoria Street 
London, SW1H 0ET 
 
clgconsultations@bis.gsi.gov.uk 
 
 
20 January 2011      
 
 
Dear Mr. Gray, 
 
BIS -  A Long-Term Focus for Corporate Britain 
 
INTRODUCTION 
 
The Quoted Companies Alliance (QCA) is a not-for-profit membership organisation working for small 
and mid-cap quoted companies.  Their individual market capitalisations tend to be below £500m.    
 
The QCA is a founder member of EuropeanIssuers, which represents over 9,000 quoted companies 
in fourteen European countries. 
 
A working group made up of representatives from the QCA Corporate Governance Committee and 
Markets & Regulations Committee has examined your proposals and advised on this response.  A list 
of members is at Appendix A. 
 
RESPONSE 
 
We welcome the opportunity to respond to this consultation.  As an organisation that represents small 
and mid-cap quoted companies, we have responded to the questions with regards to this 
constituency. 
 
It is our belief that boards of small and mid-cap quoted companies have a long-term focus as a result 
of the nature and size of these businesses.  These companies are growing and usually have planned 
strategies that reach out to at least three years.   
 
However, we believe that companies face pressures and constraints that often cause them to take a 
short-term view, over their long-term focus.  Some of these include: 
 


 Investors, who apply pressure on companies to focus on short-term performance to attract 
and retain their investment; 


 
 Regulatory requirements, such as interim management statements.  


 
o Interim management statements are required for companies on regulated markets 


throughout Europe as a result of the Transparency Directive.  Quarterly reporting can 
cause investors and analysts to focus purely on whether companies have met short-
term forecasts and distract from companies’ long-term strategies, increasing the need 
to deliver ‘news flow’ to the market.  


The Quoted Companies Alliance 
6 Kinghorn Street 
London EC1A 7HW 
Tel: +44 20 7600 3745 
Fax: +44 20 7600 8288 


 
Web: www.theqca.com 
Email: mail@theqca.com 
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 The UK tax system, which could do much more to encourage long-term investment. 
 


o Over the past few years, the UK tax incentives for long-term investors have been 
eroded, as seen with changes to the capital gains tax regime (including the abolition 
of Taper Relief and introduction of Entrepreneurs’ Relief) and narrowing of the 
Venture Capital Schemes (Venture Capital Trusts and Enterprise Investment 
Scheme).  
 


o In addition, the difference in the tax treatment of equity vs. debt finance discourages 
companies from undertaking equity funding – this skews the funding approach to 
favour debt for corporates.  All of these tax issues may contribute to companies’ 
decisions to take a short-term view, rather than one that is long-term.  We would like 
to see a comprehensive review of the UK’s approach to encouraging entrepreneurial 
behaviour and incentivising long-term investors. 


 
We have outlined our responses to the individual questions in the accompanying response form.    
 
Ultimately, we believe that it is of the utmost importance that the Government recognises that one size 
does not fit all in terms of policies for encouraging a long-term focus for corporates.  We have 
answered the questions from the point of view of small and mid-cap quoted companies and do believe 
that their situation in terms of holding long-term vs. short-term focus is different from a larger company 
that is in the FTSE 100.  As such, we would note that any policy proposals that arise as a result of this 
call for evidence should be proportionate and take into consideration the varying pressures put on 
different sized companies.   
 
If you would like to discuss any of these issues further, we would be happy to attend a meeting. 


 
 
Yours sincerely, 
 


 
Tim Ward 
Chief Executive 
 
 
Enc:  QCA Response to BIS – A Long-Term Focus for Corporate Britain (Questions) 


QCA Response to HM Treasury’s and BIS’s Business Finance Green Paper, Financing a 
Private Sector Recovery 
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Working Group – BIS Long-Term Focus for Corporate Britain 
 
 


Edward Craft   - Wedlake Bell LLP 
 


Tim Goodman   - Hermes Ownership Services Limited 
 
Peter Swabey   - Equiniti Ltd 
 
Cliff Weight   - MM &K Ltd 
 
Tim Ward   - The Quoted Companies Alliance 


 
  Kate Jalbert   - The Quoted Companies Alliance 


 
 
 
 
 
 
 
 
 







 
 


APPENDIX B 
 
 


THE QUOTED COMPANIES ALLIANCE (QCA) 
 
 
A not-for-profit organisation funded by its membership, the QCA represents the interests of small and 
mid-cap quoted companies, their advisors and investors.  It was founded in 1992, originally known as 
CISCO. 
 
The QCA is governed by an elected Executive Committee, and undertakes its work through a number 
of highly focussed, multi-disciplinary committees and working groups of members who concentrate on 
specific areas of concern, in particular: 
 


 taxation 
 legislation affecting small and mid-cap quoted companies 
 corporate governance 
 employee share schemes 
 trading, settlement and custody of shares 
 structure and regulation of stock markets for small and mid-cap quoted companies; Financial 


Services Authority (FSA) consultations 
 political liaison – briefing and influencing Westminster and Whitehall, the City and Brussels 
 accounting standards proposals from various standard-setters 


 
The QCA is a founder member of EuropeanIssuers, which represents quoted companies in fourteen 
European countries. 
 
QCA’s Aims and Objectives  
 
The QCA works for small and mid-cap quoted companies in the United Kingdom and Europe to 
promote and maintain vibrant, healthy and liquid capital markets.  Its principal objectives are: 
 
Lobbying the Government, Brussels and other regulators to reduce the costing and time consuming 
burden of regulation, which falls disproportionately on smaller quoted companies 
 
Promoting the smaller quoted company sector and taking steps to increase investor interest and 
improve shareholder liquidity for companies in it. 
 
Educating companies in the sector about best practice in areas such as corporate governance and 
investor relations. 
 
Providing a forum for small and mid-cap quoted company directors to network and discuss solutions to 
topical issues with their peer group, sector professionals and influential City figures. 
 
Small and mid-cap quoted companies’ contribute considerably to the UK economy: 
 
 There are approximately 2,000 small and mid-cap quoted companies 
 They represent around 85% of all quoted companies in the UK 
 They employ approximately 1 million people, representing around 4% of total private sector 


employment 
 Every 5% growth in the small and mid-cap quoted company sector could reduce UK 


unemployment by a further 50,000 
 They generate: 


- corporation tax payable of £560 million per annum 
- income tax paid of £3 billion per annum 
- social security paid (employers’ NIC) of £3 billion per annum 
- employees’ national insurance contribution paid of £2 billion per annum 


 
The tax figures exclude business rates, VAT and other indirect taxes. 
 
 







 
 
For more information contact: 
 
Tim Ward 
The Quoted Companies Alliance 
6 Kinghorn Street 
London  EC1A 7HW 
 
www.theqca.com 
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Hello Adam 
 
I have read through the consultation document. 
 
My major concern with government policy at the moment is that larger businesses seem to be 
driving the agenda, as reflected in this consultation. This has always been the case – because of 
their size and capacity to influence. However, we must never lose sight of the fact that over 90% 
of businesses are small, and the potential for the creation of employment opportunities and 
wealth is massive – yet we continue to view them as second class citizens. Business leaders do 
not represent this very important category of businesses, we are losing sight of the need to 
facilitate the emergence of an enterprise culture and not providing our young people with the 
signposting necessary to make the contribution as adults we are looking for. 
 
AS you can imagine from my background (I have led projects for previous governments and the 
EU and works at the highest levels in the finance sector – and yet I am a psychologist) I have 
done a great deal to develop enterprise and represent the small business sector –and I am more 
than willing to share the details of my thinking with Mr Cable – the economic view is always 
driven by larger businesses – we have the chance to change with innovative approaches to 
developing an enterprise culture. 
 
More than happy to talk. 
 
David 
 


Dr David Johnson 


Venture to Think Ltd 


 www.venturetothink.com 


www.enterprisecatalyst.co.uk 


 


 


 
 








 


 


 
 
 
A LONG-TERM FOCUS FOR CORPORATE BRITAIN 
Call for Evidence Response Form 
 
A copy of the consultation available at: http://www.bis.gov.uk/consultations. 
 
Responses to the Consultation should be received by 14 January 2011. 
 
Completed copies of the response form should be returned: 
 
Via email to: clgconsultations@bis.gsi.gov.uk 
 
Via post to:  
 
Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation and Skills  
1 Victoria Street 
London 
SW1H 0ET 
 
Name: Kate Jalbert 
 
Organisation (if applicable): The Quoted Companies Alliance 
 
Address: 6 Kinghorn Street, London, EC1A 7HW 
 


 
Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
x Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 



http://www.bis.gov.uk/consultations

mailto:clgconsultations@bis.gsi.gov.uk

mailto:kate.jalbert@theqca.com





 


 


 
The Board of Directors  
 
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
We have addressed this question in our covering letter.   


 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
Yes.  The UK shareholder identification model – Part 22 Information about interests in a 
company's shares of the Companies Act 2006 – which is typically referred to as s793 (but 
which actually relies to a large extent for its effectiveness on the supporting legislation in the 
rest of that part) provides the most comprehensive solution in global markets to the problem 
of beneficial shareowner identification.   
 
We believe that it is imperative in the interests of UK companies that the Government takes 
steps to ensure that this class-leading regime is not watered down as an unintended 
consequence of otherwise well-intentioned European legislative activity.  
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
There has been a shift over the past period towards UK pension funds holding fewer UK 
equities. At the same time long-term foreign investors, including sovereign wealth funds, have 
increased their size and exposure to UK equities. Other developments have included 
increased short-term holding of UK equities by hedge-funds, high frequency traders and 
similar. We would note that amongst the small and mid-cap sector these phenomena have 
been less pronounced than in the FTSE 100, in particular because of less liquidity.  
 
What has been relatively unchanging throughout these developments – and an issue that is 
not fully resolved by the Stewardship Code – is that the fund managers who are appointed by 
the long-term owners are frequently rewarded and remunerated by short-term measures, 







 


 


frequently of no more than a year’s duration.  
 
One change that has not happened is that the long-term beneficial owners have not remedied 
the reward structure of the fund management industry that is meant to serve them. We 
believe that as a minimum the pension funds and other long-term owners of assets should 
explain the principles behind the remuneration that they have agreed, in particular explaining 
the time period over which performance is measured, the performance measures used and 
why they align the fund manager with the beneficial owner and how much of their own wealth 
is invested in their funds. 
 
Many fund managers engage in trading rather than long-term strategies. Such strategies can 
move wealth away from the underlying owners and into brokerages via transaction charges, 
the spread in prices and to the Government via Stamp Duty. As well as disclosure on 
remuneration, fund managers should provide details on how their strategy is aligned to their 
clients’ interests, in particular explaining how buying and selling strategies are tied into 
developing sustained, long-term value and managing risk and how the frictional costs of 
transactions are weighed up against these long-term goals. 
 
It is key that fund managers are transparent about all of these issues in order to encourage a 
long-term focus.   
 
 
Question 4: What are the most effective forms of engagement? 
 
Comments 
 
Engagement, to be effective, is time and resource intensive because it requires detailed 
research, experienced staff and a longer term perspective in which to affect change. Those 
who have a shorter term perspective will not be interested in affecting change that can take 
years to come about.  
 
If engagement was easy, everyone would be doing it. For engagement to be successful and 
therefore effective, one must identify companies at which there are issues on which to 
engage, develop an understanding of the issue, and then engage with the company to 
attempt to affect change.  This may take a number of meetings with various board members 
together with associated correspondence, influencing other shareholders and other 
stakeholders and voting. Less effective forms of engagement can be limited in their scope 
and overly rely on voting and letter writing in response to actions of companies. These types 
of engagement tend to be less effective as they are reacting to what a company has done or 
is proposing rather than influencing boards proactively to make appropriate changes. One of 
the dangers of the Stewardship Code is that it is in danger of inadvertently encouraging this 
less effective form of engagement by focusing on voting rather than longer term, more 
painstaking, skilled and labour intensive engagement that aims to work over time to influence 
boards’ direction of companies. Our belief is that this is the most effective form of 
engagement and the only type that is likely to bring about sustained increases in value to 
companies – which surely is the true measure of its effectiveness.  
 
One important aspect of engagement which we believe is important is that, unless relations 
with the board have broken down, details of any engagement should be kept confidential 
between the board and those engaging. Whilst leaks to the media or elsewhere may act as a 
catalyst for progress over the shorter term, they will sour future relations as trust will be 
eroded. 
 







 


 


Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
This question cannot be answered “yes” or “no”.  
 
In the investment firms that merely play lip-service to governance and other long-term 
matters, there is frequently insufficient resource devoted to them.  
 
This compounds the other issues associated with power within investment firms: who is likely 
to be more powerful within the firm – the firm’s star fund manager or the governance 
individual or team? There may be some dialogue in these cases, but it may be fairly one way.  
 
For integration to work, engagement and voting decisions should be developed from a 
process that is designed to increase or protect value and manage the equity’s risk. From this 
approach, it is possible to integrate better the governance and investment teams of firms.  
 
An alternative approach is for the underlying beneficial owner to use an overlay service for 
engagement and voting, taking responsibility for it away from the fund managers. This 
approach can result in engagement and governance experts benefiting from aggregation of 
voting strength, which increases their power and concentrates resource so that duplication of 
effort and atomisation of resource does not take place. 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
The cost of voting disclosure should be minimal. The chief benefit of vote disclosure is 
transparency and demonstration that the institution has voted.  
 
It is important however to note the caveats towards voting disclosure being viewed as 
particularly meaningful. It is a very quantitative measure. We are aware of serious, thoughtful 
investors who have engaged with QCA members to understand the issues, often obtaining 
assurances from the company about the future before casting their votes.  
 
This contrasted with fund managers who automatically vote in favour of the board or in favour 
of the recommendations of a proxy advisory service.  
 
From mere voting disclosure, it is impossible to understand the thought processes behind the 
voting nor the care taken or the contact that has taken place between the company and the 
voter.  
 
It is our belief that just voting in line with a proxy agency or in line with the board’s 
recommendation is not effective engagement. A conversation may be merely to obtain 
clarification on a point that has not been well disclosed. Engagement as a minimum must be 
concerned with affecting change. As a minimum, this can only be achieved by explaining the 
reasons for voting in a particular way. Most engagement will involve far more than this simple 
step, as it generally takes more than one conversation to make substantive change. 







 


 


 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
Please refer to our previous answer. We believe that the investment industry needs to be 
transformed by participants within it.  Most notably long-term owners need to ensure that the 
fund managers that they appoint are aligned both philosophically and via the construction of 
their consideration to them. The sell-side analysts need to be more demonstrably 
independent from the companies about which they conduct research and from the trading 
activity of the banks which employ them. Issuers’ boards need to be firmer on the importance 
of longer term perspectives. Those companies who have refused to provide quarterly results 
updates should be applauded.  
 
Whilst long-term beneficial owners may not constitute a majority of the shareholders of many 
companies, in most companies they could be a more influential voice. It is important that this 
voice is heard, rather than that of the fund managers over whom the owners do not exercise 
sufficient influence.  
 
Procedural changes, such as double voting rights for long term shareholders and voting rights 
only being granted after a period on the register of members, seem to us to be short cuts that 
carry the substantial risk of unintended consequences. Moreover, the measures would be 
likely to add cost and complexity to maintaining the register.  
 
Similarly, we would not advocate banning short-selling as it is a legitimate component of the 
market. What is important is disclosure, not just to the market; disclosure to the clients of 
those who embark on short-selling is key so that the clients are satisfied that such activity 
fulfils the mandate on which they were appointed.  
 
We also believe that the UK system could be used more to incentivise long-term investors.  
As stated in our covering letter, over the last few years, the tax incentives for long-term 
investors have been eroded.  In our response to HM Treasury’s and BIS’s Business Finance 
Green Paper, Financing a Private Sector Recovery, we outlined a number of proposals, such 
as widening the Venture Capital Schemes (VCTs and EIS), reforming capital gains tax reliefs, 
eliminating Stamp Duty on shares and allowing exchange-regulated company shares to be 
included in ISAs.  We have enclosed our response to the Financing a Private Sector 
Recovery paper and would draw your attention to pages 9 to 14.  
 
 
 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 







 


 


 
We refer to our previous answers: the most important action is for the long-term owners of 
companies to be more involved in ensuring that the rights and responsibilities of ownership 
are properly fulfilled.  This should happen in accordance with their long-term interests and 
reflected better in the contracts that they have with their service providers, both the fund 
managers that they use and any governance and other overlay providers that they may 
choose.  
 
The benefits would be to ensure that their funds are managed with a long-term perspective 
and that their fund managers are rewarded on a longer term horizon than the typical 12 month 
performance period used by fund managers. We would have thought that a minimum of three 
years would be appropriate.  
 
We would further note that further alignment between fund managers and the beneficial 
owners might best be achieved by the fund managers having significant co-investment in the 
investments in which they are investing on behalf of their clients.  
 
We believe a structure in which ownership is aligned with long-term performance, rather than 
assets under management is rewarded, should provide benefits without increased costs.  
 
The performance fee structures that enable fund managers to take too much of any upside 
but no risk of downside, other than a reduction in the assets under management fee, seem to 
us to be flawed.  
 
Moreover, any structure that permits churning of stocks at no cost to the fund manager seems 
to us to encourage short-term stock selection and a trading mentality rather than a long-term 
approach. We would suggest that all trading and other expenses must come from the assets 
under management fee and transparent reporting of the costs of the scheme should be 
available to clients. Again, such disclosure should enable better transparency and have the 
effect of increased competition and lower costs. 
 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
We have referred to many of these in our responses to previous questions. In summary they 
are:  
 


 The fund management industry is frequently insufficiently aligned with their clients, 
the long-term owners themselves. 


 The beneficiaries of the pension funds and insurance companies are a further step 
away – their interests are surely served by maximising long-term performance whilst 
minimising fee payments and managing risk effectively – a difficult combination but 
one that cannot be best served by a fund management industry that is rewarded on 
12 month performance periods with no risk sharing  through significant co-ownership 
or penalties as a result of under performance. 


 Voting and engagement are not properly integrated into the fund managers’ 
processes which in turn are not aligned as well as they should be to their clients.  


 
As far as solutions are concerned, we would suggest: 
 


 Greater transparency should be available to the underlying beneficiaries from the 
trustees of the pension schemes, concerning of how they manage the scheme in the 







 


 


interests of the beneficiaries, taking account of ethical, environmental, social and 
governance issues (whilst respecting the necessary confidentiality of engagements). 
Owners might like to consider overlay services that specialise in these issues to 
develop coalitions of owners, aggregating their resources so that the resource is not 
atomised and voting strength may be aggregated. 


 Such transparency should include better disclosure of fee structures, details of co-
investment and other risk management measures. 


 There should be better alignment of investment strategies, based on longer term 
considerations rather than trading outlooks. 


 Fund managers should have longer term remuneration structures that reward longer 
term good performance and risk management rather that shorter term results. 


 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
We do not believe that the costs of greater disclosure either by the fund managers or by their 
clients would be significant. However, we see significant benefits in greater disclosure:  
 


 Trustees and other agents of the beneficial owners would have a greater sense of 
different approaches in the market and could more readily assess what was available 
and what most readily fitted their longer term requirements; and 
 


 Underlying beneficiaries would be able to challenge the trustees if they felt mandates 
were awarded that were not properly aligned. 


 
We further believe that such transparency would help discussions between the board and its 
owners and their representatives, as it would assist the board in understanding better their 
register of members. 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
The data provided on pages 25 to 29 of the consultation document refer to FTSE 100 chief 
executive average remuneration. It is important that Government understands that the pay of 
directors of FTSE 100 companies is not representative of the rest of companies in corporate 
Britain. 
 
Pay increases in Small Cap and AIM companies over the last 10 years have been modest. 
According to the Manifest/MM & K survey salary increases for Small Cap and AIM have 
averaged 5% per annum over the last 10 years. Total remuneration in Small Cap companies, 
is twice the level of salary, and in AIM companies is 1.5 times: this is significantly different to 
the FTSE 100, where total remuneration is nearly 4 times the level of salary and confirms that 
the levels of performance related pay in Small Cap and AIM companies is not excessive, nor 
have they grown disproportionately.  







 


 


 
There is no evidence to suggest that pay levels, in general, in Small Cap and AIM companies 
are excessive. Nor has there been wide condemnation of pay in Small Cap and AIM 
companies: this is in sharp contrast to the amount of negative publicity about pay in FTSE 
100 companies and in the large banks. 
 
Turning to the question posed, with regard to process, the main reason for the increase in 
directors’ remuneration is that remuneration committees have made awards to executive 
directors and shareholders have approved (in retrospect) such arrangements by the annual 
vote on the remuneration report and by voting on new long-term incentive plans. There is no 
requirement for AIM companies to vote on the remuneration report or new long term incentive 
plans. We see no reason for changing the current regulations; although in some cases we 
would encourage greater disclosure along the lines mentioned in Q13 below. 
 
Further, the directors who are on the remuneration committees have been elected by the 
shareholders. 
 
Turning to the question posed in respect of pay levels, we need explain the reasons for the 
increases which have occurred.  These could, for example, include increased responsibilities 
of directors, changes in competitive/market rates and/or the benefit to the companies of a 
greater proportion of remuneration being related to performance. The pressure to perform has 
increased the responsibilities of executive directors and has led to a greater proportion of 
remuneration being related to performance. The UK is now much more part of a global 
economy and this creates pressure to pay globally competitive market rates. However not all 
industries are affected in the same way or to the same degree. Additional factors which create 
pressure on remuneration levels in Small Cap and AIM companies are pay market 
comparisons to global companies (there is a trickle-down effect of the big increases made to 
CEOs of big global companies which have trickled down to increases in their divisional 
directors’ remuneration with which Small Cap and AIM companies compete for talent) and 
private equity and venture capital funded companies (who typically offer much larger 
incentives to the management of their investee companies).  
 
Some commentators have suggested that excessively powerful CEOs and executive teams 
have been able to exert their will and extract rents in excess of those commercially justifiable. 
We do not believe this has occurred in smaller quoted and AIM companies. The evidence 
provided above is paragraph 2 confirms that pay increases in smaller quoted and AIM 
companies have been in general modest. 
 
Hence, we find these reasons for increases in directors’ remuneration are entirely 
appropriate, in respect of the QCA membership, small and mid-cap quoted companies. 
 
It is not for the QCA, the representative body of the small and mid-cap quoted sector, to 
comment on the appropriateness of levels of remuneration of FTSE 100 companies, nor 
about the processes by which pay in FTSE 100 companies is set. 
 
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 







 


 


 
The UK Corporate Governance Code states that the membership of the remuneration 
committee should be at least two non-executive directors (one of whom could be the 
chairman but he/she should not chair the committee) for those companies which are outside 
the FTSE 350. (The membership should be at least three, for those companies in the FTSE 
350). This recognises that it might be onerous to require the committee size to be more than 
two.  The QCA’s Corporate Governance Guidelines for Smaller Quoted Companies 
(September 2010) also stresses this point.   
 
As we have noted in response to question 11, we do not see any particular problem with the 
way in which pay is being set in Small Cap and AIM companies. We therefore can see no 
benefit of widening the membership of the remuneration committee to include people other 
than the chairman and non-executive directors of the company. 
 
What is really critical, here, is that the committee does its job well. The QCA is of the 
view that this is not always the case and is in the process of developing a Remuneration 
Committee Guide, which is expected to become recognised as best practice for smaller 
quoted companies. 


 
The effect of widening the membership would be to put too much strain on resources of 
smaller companies and so divert the time spent by non-executives from more important tasks. 
 
Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
When a problem becomes apparent, there are effective mechanisms for shareholders to 
engage with companies to make their views known. In almost all cases a constructive 
dialogue occurs. 
 
However, current disclosures are in many cases not transparent. Nowhere in the Listing 
Rules, directors’ remuneration report regulations or the UK Corporate Governance Code is 
there a requirement for the total remuneration to be added up and reported as a single 
number. (This is an SEC requirement in the USA and the UK has fallen behind in this 
respect.) The current regulations require that the total shareholder return has to be shown on 
a graph over a five-year period. We think it would be helpful if the total remuneration of the 
CEO was also shown over the same period, as this would encourage remuneration 
committees to give an explanation of why pay had increased or decreased faster or slower 
than total shareholder return and any other key performance indicators that the company 
chooses to report on. 
 
We do not think that any further areas of pay should be subject to shareholder approval. This 
would add to the volume of reporting and the cost thereof, without providing any benefit to 
shareholders. As noted above, there are already adequate mechanisms for shareholders to 
engage with directors and make their feelings known. There are many examples of where 
they have done this in respect of contracts and potential termination payments. 
 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 







 


 


 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
The impact would be a reduced cost of capital for those companies which did this.  
Shareholders would have a better understanding of the company, its strategy, key 
performance indicators, how it plans to measure its future success and how it is doing to date. 
It would build trust between shareholders and directors.  Increasing trust is a subject at the 
core of the QCA’s Corporate Governance Guidelines for Smaller Quoted Companies. This 
would increase their desire to hold shares in the company, and it would also attract new 
shareholders. With higher demand for shares, the share price would increase and so the cost 
of capital for the company would fall. 
 
The second benefit would be greater harmony between directors and employees who could 
more easily understand and assess the logic behind the directors’ pay. The same might apply 
to suppliers and customers. 
 
It is important to recognise that merely publishing mathematical ratios will not by itself solve 
the problem. In many cases it is the reasons for the changes in the ratio which shed light on 
what is truly happening in the company. Future thinking companies will therefore give a useful 
commentary on the data. For example, a company outsources its call centre to India and the 
average pay of the employees who are left increases: thus the ratio of directors’ pay to 
average employee pay goes down. Some years later, in a bid to improve customer service, 
the company wishes to close its outsource arrangement in India and open a new call centre in 
Essex, and as a result the average pay of its employees decreases and the ratio of directors’ 
pay to employees’ pay increases. Only when the data are supported by useful commentary 
and interpretation can meaningful conclusions be drawn. 
 
With reference to the issue of commercial confidentiality (para 5.15 of the consultation to 
which we are responding), this applies particularly to annual bonus targets, but may also 
affect disclosure of certain LTIP targets.  We think companies should have to disclose more 
about bonus targets in general terms in advance and then have to explain how actual 
performance has been in relation to targets after the event. 
 
It is also important to distinguish between performance measures (eg profit, ROCE, cash 
flow) and performance targets (12% growth, 8% ROCE, £25 million of cash flow). We support 
disclosure, at the start of the year, of the former, but not the latter as this is market sensitive 
information. 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
Comments 







 


 


 
When the Companies Act 2006 (then the Companies Bill/Company Law Reform Bill) was 
debated in Parliament there was a significant public debate around the duties and 
responsibilities of directors.  This resulted in the common law being distilled down to the 
general statement of directors' duties contained in sections 171 to 177 Companies Act 2006. 
 
Of particular importance is the duty set out in section 172 Companies Act 2006 for a director 
to act in the way the director considers, in good faith, would be most likely to promote the 
success of the company for the benefit of the members as a whole.   Section 172 Companies 
Act 2006 then sets out a non-inclusive list of considerations to which a director should have 
regard (which have become known as the "stakeholder factors") when considering what 
would be most likely to promote the success of the company for the benefit of the members 
as a whole.  The list of stakeholder factors specifically includes an evaluation of the likely 
consequences of a decision on the long term and the need to act fairly between the members 
of the company. 
 
The General Principles that preface the Takeover Code further elaborate that boards must act 
in an appropriate manner in the context of takeovers in order that shareholders are given an 
opportunity to decide on the merits of a bid and to ensure that the offeree company is not 
hindered in the conduct of its affairs for longer than is reasonable. 
 
Boards of companies which either make or receive takeover offers must therefore already 
give detailed consideration to the interests of shareholders.  Whist a bid is being conducted 
board receive a lot of detailed advice and support from a wide pool of experts.   It is at this 
time that offerors and offerees are clearly in the public spotlight: boards must communicate 
appropriately with shareholders and also a media strategy must be pursued.   The context of 
decisions and announcements made are the subject of close scrutiny: Kraft/Cadbury is 
probably the leading current example of this. 
 
The Takeover Code, Listing Rules, AIM rules and PLUS Markets rules and the Prospectus 
Directive set out the nature of the documentation to be prepared, when and how such 
documentation is to be communicated.    At all times, the boards are under a legal obligation 
to carry out their respective roles with the interests of the members as a whole as a guiding 
principle.   However, this is necessary a forward looking exercise.  Accordingly, boards cannot 
predict what the long term implications of any transaction, least of all a takeover, will be but 
can only consider and communicate what the board's reasonable judgement of that is: it is 
our view that boards do this effectively. 
 
Accordingly, whilst boards cannot be said to be able to predict the long-term implications of 
takeovers, it is our view that boards must and do form a clear view of what they anticipate the 
implication of the takeover to be and we are firmly of a view that we have in place an 
appropriate structure in company law, the Listing Rules (as well as AIM rules and PLUS 
Markets rules) and the Takeover Code for the communication of anticipated bid implications 
to shareholders and to the market more generally. 
 
 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 







 


 


 
No.  We do not support any suggestion that the shareholders of an acquiring company should 
in all cases be invited to vote on takeover bids. 
 
There are a number of circumstances in which shareholders must necessarily be invited to 
vote on aspects linked to a takeover (including the creation of new shares in the capital of the 
bidder) which arise as a matter of company law.   We see no reason why this should be 
added to. 
 
We believe that a general rule by which shareholders were invited to vote on a takeover bid 
would be damaging to the competitiveness of the London public market for a number of 
reasons including the following: 
 
Timing and cost 
 
A takeover bid operates to a very tight timeline with the clear objective that the offeree must 
not be hindered in the conduct of its affairs for longer than is reasonable.   The imposition of 
an additional shareholder vote would necessarily divert resources within a very short period 
and could necessarily lead to an unwelcome lengthening of the timetable for a takeover. 
 
To place an additional administrative burden and transactional risk on companies at this 
juncture will necessarily have a greater impact on smaller quoted companies than larger 
quoted companies, both because of tighter financial resources and because smaller 
companies have a shareholder base comprised of less institutional shareholders than a larger 
quoted company.  Accordingly, it is often harder for smaller quoted companies to maintain a 
quality dialogue with shareholders. 
 
Short termism market distortion 
 
There is a real risk that short termism could be fuelled by a vote of this type as short term 
investors seek to arbitrage on the success or failure of a takeover bid.  There would be a 
second line of attack because there would be a shareholder vote of the offeror shareholders 
in addition to the required majority acceptance by the offeree shareholders. 
 
If an offeror shareholder vote was written into law, serious consideration would have to be 
had about disenfranchisement of offeror shares acquired during the bid period: 
disenfranchisement is not something the QCA supports. 
 
Second guessing of directors' duties 
 
We have already noted in response to question 15 above the duties to which a director is 
subject.  A board of directors must act in a balanced and considered way to discharge these 
duties.  To create a new shareholder vote by the offeror shareholders on the merits of a 
takeover bid would significantly undermine the responsibility of directors and the way in which 
the duties of a director are discharged.   A board must have the ability to make commercial 
decisions without shareholder approval. 
 
As we are all aware, London is and remains a leading market for the listing of international 
companies of all sizes.  A number of these companies establish in one of the jurisdictions of 
the United Kingdom or have a place of central management and control within the United 
Kingdom and thus fall subject to The Takeover Code.   It would be unfortunate if bids were 
made harder and, as a result, any of these companies considered a London listing less 
attractive as a result.  A healthy and predictable takeover regime is a good thing for the 
United Kingdom and the London quoted market.   An additional shareholder vote would 
increase uncertainty and may render that market less attractive. 
 







 


 


Furthermore, Prudential's ultimately abortive bid for AIA demonstrates that shareholders do 
effectively ensure that the views of shareholders are heard.   In that circumstance, the bid 
was withdrawn as a result of bidder shareholder pressure without any formal shareholder 
vote. 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
 
The consultation paper appears to be mainly focused on FTSE100 companies. The QCA 
does not think there is a problem in respect of smaller quoted and AIM companies. Nor is 
there any evidence of widespread concerns about private companies. The Government 
should avoid making new rules which have an unnecessary burden on smaller companies, 
which comprise the vast majority of UK businesses.  It is also necessary to recognise that one 
size does not fit all and that any rules must be proportionate.  
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Dear Mr Gray, 


 


A long-term focus for corporate Britain 
 
We thank the Secretary of State for his invitation to examine whether the ways in which listed companies and their 
shareholders interact either promotes or undermines long-term growth. Standard Life Investments is one of the 
UK’s leading institutional investors and providers of equity capital to UK companies. As at 30th September 2010 it 
had £153bn under management, a large proportion of which is invested, on behalf of our clients, in the listed 
securities of UK companies. As an agent for clients with long-term liabilities, Standard Life Investments has a 
strong incentive to ensure that the wealth generated by companies grows so as to ensure that these liabilities are at 
least met. We also understand the importance of capital markets in providing resources that allow companies to 
grow sustainably. 
 
The environment for the promotion of high standards of corporate governance has received a heightened level of 
attention over the past eighteen months. In the UK, there has been the Walker Review of BOFIs and the 
promulgation of an updated governance code by the FRC, the UK Corporate Governance Code. The Takeover Panel 
has reviewed and updated certain aspects of the regulation of takeover bids. The ISC also brought forward proposals 
that were crystallised in the UK Stewardship Code. Standard Life Investments played an active part in the 
development of these initiatives, particularly the UK Stewardship Code. We hope that this submission will both 
inform the Secretary of State and help to promote corporate behaviours that focus on those long term drivers that 
sustain business success. We answer the questions as follows: 
 
Do UK Boards have a long-term focus – if not, why not? 
That UK boards exhibit a focus on the long term should be self evident, as they are specifically required to do by 
section 172 of the Companies Act 2006 (CA 2006). The providers of share capital also have this focus as equity, by 
its very nature, is a resource provided in perpetuity. However, there are certain features of the corporate and market 
environments that arguably undermine this focus. For example, the general increase in reporting intervals may cause 
boards and their executive teams to be diverted from the achievement of longer term objectives in order to present 
the progress achieved in shorter periods in the best possible light. The role of corporate advisors can also contribute 
short-termism. These advisors provide a valuable service, fundamentally in the process of raising capital, but they 
are also businesses in their own right. It is in their best interest to encourage corporate activity, although the 
correlation between capital market based activity and the achievement of wealth by their corporate clients is 
uncertain. However, one of the most important determinants of board behaviours is the process by which their 
executive members are incentivised. The link between executive remuneration and the measures by which 
shareholders evaluate corporate success is sub-optimal. Arguably, there is a disproportionate focus on incentives 
based on share prices. However, a share price merely represents the consensus of investor expectations about the 
future performance of a company – its correlation with the achievement of real corporate performance is far from 
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axiomatic. Nonetheless, if this is the primary element by which wealth is shared with executive board members then 
it would be logical to suppose that more time and energy will be spent on the management of expectations than on 
the business as a whole. The problem is compounded by the relatively short time horizons over which such awards 
crystallise compared with those of the providers of the share capital. It is right that executive incentives should be 
aligned with the achievement of shareholder value as executives are the day-to-day stewards of the equity capital 
provided by those shareholders; but non executive members of the board should select more sophisticated and 
diverse measures of value to provide the right incentives for the longer term and to ensure that the corporate 
strategy, for which the whole board is responsible, is successfully and sustainably executed.  
 
Does the legal framework sufficiently allow the boards of listed companies to access full and up-to-date information 
on the beneficial ownership of company shares? 
CA 2006 empowers companies to discover the identity of the interests in their equity at whatever level of 
ownership. Similar powers of discovery are mandated in, for example, the provisions of the Takeover Code. 
Collectively, these allow companies a level of forensic examination that is greater than that provided by the EU 
Transparency Directive. Corporate brokers can also provide intelligence to companies as to movements in their 
shareholder base on a day-to-day basis. In short, we believe the legal framework in this regard is adequate. 
 
In this context, it is also worth observing that the fostering of a long-term focus could be enhanced by boards paying 
closer attention to the alignment of their share register with providers of equity that share this outlook. 
 
What are the implications of the changing nature of UK share ownership for corporate governance and equity 
markets? 
We agree that the increasing globalisation of investment opportunities has allowed UK companies to access a larger 
pool of capital. This and the increased diversity of the shareholder base have also greatly improved the liquidity of 
markets for equity investors. This diversification has also placed UK equity in the hands of owners who are 
domiciled in jurisdictions where legal frameworks are different from that of the UK. For this reason, it is important 
that the governance environment for owners of UK equity is based on best practice rather than regulation. To expect 
and require overseas investors to conform to a system of statutory governance regulation which has little 
correspondence with their own legal frameworks of equity ownership risks diminishing the attractions of UK share 
ownership and a consequential rise in the cost of capital. It is also worth noting that the spread of the private equity 
model of ownership has also changed the degree of influence that can be exercised over corporate behaviours by 
more traditional market based models of ownership. 
 
Notwithstanding, the recent financial crisis has led to pressures for a more prescriptive governance regime despite 
the increasing plurality of interest in shareholder bases. These calls have also come despite there being little 
evidence to suggest that the failure of a number of financial companies was due to systemic governance failure, 
given the diversity of the governance models in the countries in which these corporations were based. If a more 
rules-based approach is adopted, it is clear is that more attention will need to be given to the way that regulations 
cause the type of corporate behaviours that generate the instability the regulators are trying to avoid in the first 
place. In response to the crisis, institutional investors in the UK have come forward with qualitative improvements 
to the governance environment under the aegis of the FRC. The principle of “comply or explain” has been preserved 
and Standard Life Investments would strongly urge companies to improve and augment the detail and quality of 
their governance disclosures. Such disclosures, by providing a cogent and credible degree of assurance, should 
logically contribute towards a lowering of the cost of equity capital. 
 
The principle of “comply or explain” also captures the reality of the influence that shareholders can bring to bear on 
corporate governance and behaviours. Some commentators have suggested that the financial crisis was due to 
deficiencies in the engagement process, a shortcoming that Lord Myners characterised by reference to shareholders 
behaving like “absentee landlords”. Yet this is to fundamentally misunderstand the relationship of shareholders to 
listed UK companies. It assumes that shareholders have the same access to information as company insiders, which 
is manifestly not the case.  It also overstates the rights which shareholders enjoy over the companies in which they 
invest. They have neither right to the utilisation of a company’s assets nor preferential access to its products and 
services. They are simply entitled to the residual assets of a company once all its other obligations have been met.   
 
What are the most effective forms of engagement? 
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For shareholders, the purpose of engagement is to protect their interests and to gain assurance that the stewardship 
of a company will ensure that their reasonable expectations, as providers of equity, are met. They also have rights to 
vote on matters that may have an impact on the long-term performance of a company.  
 
Standard Life Investments has a well developed process of investment and engagement in addition to the exercise of 
its voting rights. We believe that the main component of engagement is a purposeful dialogue on strategy, 
performance and management of risk as well as on matters subject to a vote. We seek to gain insights and assurance 
about the stewardship of a company from all levels of the board and have a clear process of escalation to ensure that 
our expectations as shareholders are given a fair hearing. In certain circumstances, we are also prepared to share 
insights with other investors to help inform their own engagement and to act collectively with them as appropriate. 
While we encourage boards to be pro-active in their engagement with shareholders, we also recognise that the 
process of engagement can be very time-consuming for them. Boards should also have a reasonable expectation that 
the duties of stewardship that are delegated to them by shareholders can be exercised without interference. 
Shareholders in publicly quoted companies have neither a right to set the strategic direction of a company nor a role 
in the processes by which a company gives effect to that strategy – indeed, to attempt to do would risk de-stabilising 
the business. The key to successful engagement is to behave in a way that is supportive, fosters good relations and 
ensures that legitimate concerns are addressed. 
 
Is there sufficient dialogue within investment firms between managers with different functions? 
Standard Life Investments has an investment process where the governance and investment functions are linked. 
Both teams participate in formal company engagements and hold regular meetings with each other where 
information and insights are shared. There are also well-established procedures for the ring-fencing of price 
sensitive information. This allows representatives of listed companies to communicate with the appropriate team 
member on matters of confidentiality or market sensitivity. 
 
How important is voting as a form of engagement? What are the benefits and costs of institutional shareholders and 
fund managers disclosing publicly how they have voted? 
Voting is the primary method by which Standard Life Investments exercises its rights as a shareholder. While a 
resort to legal process is always an option, voting is the means by which boards can formally be held accountable to 
shareholders. In that sense, the exercise of a vote is the outcome of the process of engagement; it is not merely an 
administrative function of ownership The UK Corporate Governance Code 2010 increased the instances by which 
these rights are exercised with the provision for the annual re-election of directors. There is however, never a 
guarantee that the exercise of these rights will produce the desired outcome and owners of equity should not, for 
example, be held accountable for deficiencies in the wider regulatory framework. 
 
Standard Life Investments discloses how it has voted in accordance with the agreements that it has with its clients. 
However, it makes public disclosure on its corporate web-site where it has voted by exception. It always uses best 
endeavours to engage with a company where a vote is likely to be contentious to our clients’ interests. It will also 
inform the company of an intention to vote against where the matter is unresolved. 
 
While it is important that such voting rights are preserved, it is also the case that there are legitimate investment 
processes operated by market participants that do not require their exercise. To the extent that voting and other 
forms of engagement produce positive outcomes for shareholder value, these participants and their clients can be 
said to derive an economic benefit for which they do not pay.  
 
Is short-termism in equity markets a problem and if so, how should it be addressed? 
It is a truism that different market participants have different investment requirements and time horizons. For 
institutional investors with third party businesses, these requirements and associated incentives are set by the clients 
and beneficial owners of the shares. There are a number of features of equity markets that contribute to a perception 
of short-termism on the part of market participants. For example, technological advances have permitted the 
increasing prevalence of high-frequency trading. The diminishing share of UK equity ownership by those whose 
liability-driven business model is consistent with long term investment horizons is also cited as a reason for 
increased short-termism. However, the idea that the investment return from a shareholding is determined by the 
conviction with which it is held in the first place is preposterous. The correlation between the return from share and 
the length of time over which it is held is also far from obvious. This is one of the reasons why investors adopt a 
portfolio approach to the management of their holdings of equity. 
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The main determinants of the attractiveness of a company’s equity relative to other opportunities are not the time 
horizons of its individual shareholders but changes in those shareholders’ expectations about future returns and 
perceptions of risk. Given the asymmetries of information between corporate insiders and shareholders, these 
changes in expectation are logically driven by the companies themselves. Holding periods may also be effected by 
changes in a shareholder’s tolerance of investment risk and the need to diversify it. Nonetheless, a number of 
commentators have suggested that the shortening time frames over which shares are held is somehow evidence of 
the deficient exercise of the responsibilities of ownership. Yet this is to confuse activities associated with ownership 
of equity (voting and engagement) with those associated with investment, which are to do with the evaluation of 
risk and of opportunity cost.  
 
More consideration also needs to be given to the impact of regulation on the time horizons of market participants. 
Investors need to be able to take a long term view of the attractiveness of equity as a distinct asset class. Yet almost 
constant change to pension legislation, the imposition of tariffs (such as “windfall” taxes) to correct perceived 
political problems, differential treatment of equity and associated derivatives, multiple changes in the taxation of 
equity returns to investors and the application of solvency regulations have all contributed to a diminution of the 
attractiveness of share ownership and volatility in the marketplace. 
 
What action, if any, should be taken to encourage a long-term focus in UK equity investment decisions? What are 
the benefits and costs of possible actions to encourage longer holding periods? 
Investors will focus on the long term if they are given an incentive so to do. The most important external incentive 
is provided by the tax system and the impact that this has on the opportunity cost of owning equity as opposed to an 
alternative. The increasing cost of the regulatory burden on UK companies also needs to be balanced by measures 
that foster investor confidence in the capital structure of the companies so regulated. As providers of loss bearing 
capital, equity investors require assurance that regulatory structures will be clear, consistently applied and drafted 
with a view that encourages the provision of equity for the longer term. Government should also do more to ensure 
that investment mandates awarded by the public sector are given to those agents that take stewardship seriously. 
Whatever method is chosen to foster a long term focus, equity investors need to be given assurance as to the 
persistency of such arrangements if they are to plan for the longer term with confidence. 
 
Are there agency problems in the investment chain and, if so, how should they be addressed? 
Agency is a common function of a market economy and of the investment processes associated with it. Its cost is 
also responsive to competitive forces in a free market. However, agency processes also need to be properly 
accountable. The most serious strains occur where the agency function distorts the risks being borne by market 
principals. An example is the way that the markets for securitisation encouraged excessive risk taking by the 
originators of mortgages in the USA in the lead up to the so-called “sub-prime” crisis. The only remedy for this is 
carefully targeted regulation and the operation of “caveat emptor”.  
 
The operation of good governance practice by agents within the investment chain has been addressed by the 
Stewardship Code which requires fund managers to disclose if and how they apply the principles of the Code. 
However, the development of certain types of investment model has undoubtedly contributed to weaknesses in the 
chain of accountability.  An example is the growth of collective investment schemes that track equity indices. While 
these funds may have cost advantages for beneficial owners, they have no logical interest in the behaviour of 
corporate managements, long-term or otherwise. This is because the only criterion for investment in a company is 
its weight within the relevant index. As a result, index- tracking funds also allocate capital to companies that may 
not make the optimal use of it. Hedge funds and Exchange traded funds also share a similar characteristic of index 
tracking funds in that good governance is not central to their investment process. For this to be rectified, more 
attention needs to be given to the incentivising of beneficial owners to ensure that their agents follow best 
governance practice.  
 
A particular area of concern to companies is the role of intermediaries in the voting process. The use of voting 
agencies is the logical consequence of the commonality and number of reporting and voting periods by listed 
companies around the world. While their use implies a delegation of responsibility by shareholders, this is 
preferable to those powers being delegated back to corporate officers themselves. Standard Life Investments makes 
use of these agencies as a cost effective way of voting our clients interests. However, we retain the right of 
discretion to vote otherwise if this is in the best long term interests of the company and its owners. 
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What would be the benefits and costs of more transparency in the role of fund managers their mandates and their 
pay? 
In a free market economy, the role and mandate of the fund manager should be a matter between it and the client. It 
is also the client’s prerogative to disclose such arrangements. One area where both regulation and the operation of 
market forces have been progressive is the increased level of transparency about the costs borne by beneficial 
owners of shares that use fund managers. Market participants are now much better informed about the impact of 
costs on investment returns. For example, investment consultants provide clients with a clear assessment of where 
value is being added or detracted in the various parts of the investment chain. Regulations have also served to 
minimise practices (e.g. “soft” commission) that may have given rise to conflicts of interest in the past. 
 
More attention however, needs to be given to how greater transparency actually increases the costs of ownership of 
shares. It is sometimes the case that the active benchmarking of costs perversely leads to their increase. This can 
clearly be observed in the case of executive remuneration 
 
What are the main reasons for the increase in directors’ remuneration? Are these appropriate? 
For companies, a successful remuneration policy should be one that is able to attract, retain and motivate directors 
who can enhance the value of the business as a whole. Shareholders also have this aim, with the added incentive that 
the dilutive aspects of remuneration on shareholder value should be minimised. Nonetheless, there has been an 
observable increase in the level of executive director remuneration over the past ten years that is not proportionate 
to that achieved by other economic participants. The simplistic explanation for this is that increased globalisation 
has led to a corresponding increase in the demand for directorial talent. While the impact of market forces is clearly 
important, it can also be observed that there have been very few instances of directors of leading UK publicly 
quoted companies being “poached” by competitors overseas. Two possible conclusions are that the demand for the 
sort of talent associated with the running of a UK listed company is not as strong as claimed or that UK 
remuneration practices have done too good a job in respect of the recruitment and retention of directors.  
 
Another cause of the disproportionate rise in directors’ compensation is the increased use made by boards of 
benchmarking. This has been facilitated by the increased transparency of remuneration practices at listed companies 
and the intervention of remuneration consultants. Compensation has risen inexorably because, as market- based 
compensation levels rise, the median to which many companies refer when setting their own arrangements also rises 
in a self-fulfilling spiral. 
 
What would be the effect of widening the membership of the remuneration committee on directors’ remuneration? 
As remuneration committees are sub-committees of the main board, widening membership of the board begs the 
question as to whom these additional members would be accountable. Additionally, as board members act as 
stewards of the capital provided by shareholders, the company’s ultimate owners, widening board membership 
would dilute their rights of ownership. This would lead to an increase in the cost of equity capital. 
 
Are shareholders effective in holding companies to account over pay? Are there areas of pay it would be beneficial 
to subject to shareholder approval?  
The mechanisms for holding companies to account over pay are adequate. Since 2002, shareholders have been able 
to exercise an advisory vote on the remuneration report and any share-based incentive schemes have to be approved 
at a General Meeting before they can be utilised. Additionally, the power to de-select directors by a vote at a 
General or Extraordinary Meeting reinforces the chain of accountability. 
 
As significant investors in UK listed equity, Standard Life Investments does not require further powers over the 
setting of executive pay. Indeed interventions, such as the exercise of a binding vote, could act as a disincentive to 
company management. In specific instances (such as the use of “golden parachutes”), we think deficiencies can be 
rectified by an improvement in corporate processes for succession planning. 
 
However, there is certainly scope to question whether the metrics that are most commonly used for the setting of 
executive remuneration are effective. The evidence suggests that the use of share price or “total return” based 
measures of incentive that are unrelated to financial or other measures, provides a poor alignment with the long term 
generation of wealth for shareholders. They can also provide a poor incentive for their recipients where the reward 
given bears little relation to the effort put in. In short, there needs to be a wider debate about the replacement of 
stock-based compensation with incentives that are more reflective of underlying performance and of the drivers of 
corporate wealth creation. More use should be made of actual economic measures such as profitable sales growth, 
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market share, customer satisfaction, return on capital and the fostering of employee skills that add value, rather than 
of a measure that is merely related to market expectations (i.e. share prices). 
 
What would be the impact of greater transparency of directors pay on the: linkage between pay and meeting 
corporate objectives; performance criteria for annual bonus schemes; relationship between directors’ pay and 
employees’ pay? 
Remuneration reports are frequently the largest part of the governance report of UK listed companies. But 
disclosures about remuneration policy and the design of compensation packages are of little value where these are 
unrelated to verifiable achievement. While there may be some commercial sensitivity to the disclosure of 
prospective corporate targets and incentives, there would appear to be few reasons not to include retrospective 
explanations. Clearer disclosure of the alignment of incentive with outcomes and of instances where boards have 
exercised discretion would significantly enhance the assurance given by current governance reporting. 
 
However, it is not clear how disclosure of the relationship between executive director and employee pay would be 
of use to shareholders as an objective measure of corporate wealth creation. It would also create an instance of 
“moral hazard” which is of itself no guarantee that executive incentives would be better constructed. We believe 
that it is far more important that companies demonstrate a higher duty of care to their employees than merely the 
oversight of remuneration differentials between various parts of the workforce. We also believe that improvements 
in the construction of executive remuneration would address perceived inequalities.  
 
Do boards understand the long term implications of takeovers and communicate the long term implications of bids 
effectively? 
For the shareholders and boards of offeror companies, the decision to acquire should logically be based on whether 
or not the transaction will improve the long term competitive position of their company. For the shareholders and 
boards of companies that are acquired, the reasons why they might respond favourably to a takeover approach are 
different. Typically, these might include whether or not their company faces a strategic deficit, has financial 
weaknesses or has an underperforming management team. The response will also be determined by the extent to 
which the premium that is offered adequately discounts the future expected returns and the economic benefits of the 
business combination. In each case, shareholders and boards need to judge the opportunity costs associated with the 
transaction and whether or not it will create value. 
 
While there is a body of strong empirical evidence that suggests that takeovers (particularly where they are 
contested) create little value for the acquiring company, the reason for this is less to do with ineffective governance 
than poor understanding of the economics of the transaction and its associated risks. What might appear 
superficially accretive in terms of the pro-forma earnings numbers is often far less so when other measures of 
wealth creation are considered. For acquiring boards, a particular difficulty is presented by the extent to which the 
payment of goodwill correctly captures the intangible economic values of the business acquired. In many cases, 
clear overpayment is observable. Acquiring companies also misjudge the difficulties of combining what are often 
very distinct business cultures. Mistakes are most prevalent where the corporate action is driven by an over-
ambitious executive team where advice is dominated by the company’s advisers at the expense of the wider board 
and shareholder base. Greater disclosure of the economic rationale for a takeover and high quality engagement with 
shareholders would give a much better chance of effective evaluation. 
 
However, these deficiencies are properly the concerns of shareholders rather than regulators, as there is already a 
substantial body of law designed to address public interest issues such as employee rights and competition. 
 
Should the shareholders of an acquiring company in all cases be invited to vote on takeover bids and what would be 
benefits and costs of this? 
Regulatory provision for this would make little sense without similar provision in non-UK jurisdictions. The reason 
for this is that companies subject to UK law might be placed at a disadvantage when bidding competitively against a 
company of another jurisdiction. UKLA rules already make provision for a shareholder vote when a proposed 
transaction crosses a certain threshold of materiality (“Class 1 transactions”). These arrangements operate 
satisfactorily. 
 
 
In summary, a long term focus for corporate Britain can best be fostered by the provision of the appropriate 
incentives. The link between the nature and volatility of regulation and the impact that this has on the cost of equity 
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needs serious attention. Shareholders can also do more to promote corporate incentives and practices that are better 
correlated to the drivers of wealth. The evolution of best governance practice has provided a credible market based 
response to the deficiencies highlighted by the financial crisis. As an important economic participant in its own 
right, the government needs to consider how it can generate a long term view for a free market. 
 
  
Yours sincerely 
 
 
 
 
 
Jonathan Cobb 
Investment Director, Corporate Governance 
Standard Life Investments 
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Please tick the box from the following list of options that best describes 
you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 
 Trade Union 
 Lawyer or accountant 
x Other (e.g. consultant or private individual) 
 
 
The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
 
No comment. 
 
 
 
 
 


 
 
Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial 
ownership of company shares? 
 
Comments 
 
 
No comment. 
 
 
 
 
 
 
 
Shareholders and their role in equity markets 
 







Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
 
 
No comment. 
 
 
 
 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
 
 
No comment. 
 
 
 
 


  
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 
 
 
 
No comment. 
 
 
 
 
   
Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 
 
 
No comment. 
 
 
 
 


 







 
 
Question 7: Is short-termism in equity markets a problem and, if so, how 
should it be addressed? 
 
Comments 
 
 
No comment. 
 
 
 
 


 
Question 8: What action, if any, should be taken to encourage a long-term 
focus in UK equity investment decisions? What are the benefits and costs 
of possible actions to encourage longer holding periods? 
 
Comments 
 
 
 
No comment. 
 
 
 


 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 
 
 
No comment. 
 
 
 
 


 
 
 
 
 
 







Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
 
 
No comment. 
 
 
 


 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
These are discussed at some length in the attached paper which points 
to the unintended consequences of a series of institutional changes 
pertaining to the way directors’ remuneration is determines and 
reported.  See the attached <BIS Evidence Submission from Brian Main 
14-01-2011.pdf> 
 
While such developments are not in themselves inappropriate, the 
attached paper suggests a change to the design of long term incentive 
schemes (“Career Shares”) which would go some way to reducing 
shareholder and public disquiet regarding practice in this area.  See the 
attached < Career Shares as Long Term Incentives - 17-12-2010.pdf> 
 
This submission argues that the rise in directors’ remuneration in the UK over recent 


years has been, to a large extent, an unintended consequence of institutional change in 


the governance arrangements of UK companies. The increase in disclosure regarding 


the detail of what directors are paid and the adoption of transparent processes by 


which directors’ remuneration is determined have combined to result in an outcome 


whereby the top management team of large publicly held companies are able to 


command an ever increasing portion of the quasi-rent (surplus after running costs) 


earned by those companies. 


 
This has taken place over a period during which a shift in shareholder attitudes has 







brought about an increased emphasis on shareholder value which, in turn, has 


encouraged the uptake of payment-by-results arrangements for the remuneration of 


directors. These have made the reward stream more ‘risky’ as far as the individual 


director is concerned and, in recognition of this and to compensate for risk aversion, 


the actuarial value of remuneration has increased. 


 


Runaway labour costs more generally would be expected to be held in check by 


competitive forces in the product market or, in the face of diminishing profitability, 


the market for corporate control, whereby companies are subjected to takeover.  But 


while remuneration payouts to directors are large by many measures, they do not 


present a significant issue for the UK’s larger companies.  For reasons explored 


below, the upward pressure on directors’ remuneration can be expected to continue.  


Some of the less desirable features of this trend (pay without performance, etc.) could  


in part, be remedied by a move to Career Shares – long term incentives which cannot 


be cashed out on vesting but must be held until some considerable time after the 


director has demitted office. 


 
 
 
 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
 
 
Changing in membership to include those beyond existing members of 
the board seems an unnecessary action, as remuneration committees, 
while not beyond improvement, generally function as well as can be 
expected.  This point is explored further in the attached paper. 
 


 
 
 
 
 







Question 13: Are shareholders effective in holding companies to account 
over pay? Are there further areas of pay, e.g. golden parachutes, it would 
be beneficial to subject to shareholder approval? 
 
Comments 
 
 
 
No comment. 
 
 
 


 
 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
 
 
On the linkage between pay and corporate objectives, matters could be 
considerably improved by insisting on a retention of shares earned 
through long term incentive schemes (not-cashing them in) until a 
period some time after the director has demitted office in the company.  
This matter is considered at length in the two papers attached. 
 
 
 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 







 
 
No comment. 
 
 
 
 


 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 
 
 
No comment. 
 
 
 
 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
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Please tick the box from the following list of options that best describes you: 
 
 Quoted company 
 Other company  
 Investor or investment manager 
 Business representative organisation 
 Investor representative organisation  
 Non governmental organisation (NGO) 


 Trade Union 
 Lawyer or accountant 
 Other (e.g. consultant or private individual) 
 







The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 
There is considerable concern that UK boards do not have a long-term focus, but are driven 
to achieve short-term returns to meet the requirements of shareholders, in the form of ever 
increasing dividend payments and an increase in the share price of listed companies. 
Although there may be lip service paid to CSR duties and limited other responsibilities to 
other stakeholders and the community, the main driver is financial return for shareholders. 
This is exacerbated by the fact that a significant proportion of a listed company’s shares are 
held by institutional and international shareholders and their expectation, on behalf of 
individual capital providers, will be financial return. These shareholders (and frequently 
others, for instance hedge funds) therefore generally have little interest or concern about the 
long-term nature of the business or the interests of other stakeholders, in particular 
employees, suppliers, customers, the local community and society generally As the directors’ 
main focus has to be on financial return for shareholders, there is little feeling that the 
company is operating as a community in the interests of all the stakeholders. 
 
Another reason for the short-term focus is that the shareholding in listed companies 
frequently changes. There is no incentive for shareholders to hold shares on a long-term 
basis, or to take an interest in the underlying business of the company and the welfare of the 
other stakeholders. The markets and legal framework have developed over the years in such 
a way that shareholders, while taking a financial return, feel no responsibility for the actions 
of the directors or the impact of the company’s operations on other stakeholders and society 
generally. If they are not satisfied with the financial return, they simply trade their shares. 
Thus the markets can be seen as more of a gambling exercise than a proper investment with 
the shareholder taking a long-term stewardship role.  
 
It has been observed that directors tend to look after their own interests, whilst accepting that 
they also have to look after the short-term interests of shareholders. Thus directors’ 
remuneration packages can often be driven by the short-term increase in profitability of the 
company or the increase in the share price of the company. This again does not lead to a 
long-term focus by directors. There is much evidence, in addition, that CEOs of listed 
companies hold their position for only a few years; this is often because they cannot 
adequately meet the demands of shareholders for financial return.  
 
For a further discussion on these issues see the attached paper prepared by Relationships 
Global and Relationships Foundation. 
 
 
 
 
 
 
 
 
 







Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to access full and up-to-date information on the beneficial ownership of 
company shares? 
 
Comments 
There are procedures in law for directors to obtain information on the beneficial 
ownership of shares, but this is a somewhat laborious and time-consuming 
procedure. There would be merit in encouraging an increasing number of individuals 
to own shares directly in listed companies and therefore to disclose their names and 
to attend meetings with directors and other stakeholders. Requests for disclosure of 
beneficial ownership set up an adversarial approach and frequently, when the 
ownership is established, the shareholding has already been transferred.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
Shareholders and their role in equity markets 
 
Question 3: What are the implications of the changing nature of UK share 
ownership for corporate governance and equity markets? 
 
Comments 
The reduction in individual holding of shares over the years, and the increase in 
institutional and overseas ownership, has led to a loss of connection between the 
directors of a company and those who have the greatest interest in the company and 
its operations, who generally include the underlying capital providers, employees, 
customers and suppliers. There is therefore little or no connection or interest by asset 
owners and managers in the business of the company and the welfare of all its 
stakeholders. As shareholders take no responsibility for the operation of the company 
(but generally simply seek short-term financial gain), regulators and the government 
need to step in to impose legal and regulatory requirements in respect of the duties 
of directors and the way in which companies are managed. This accentuates the lack 
of responsibility taken by shareholders and the fact that they rarely hold directors to 
account. This also means that the company general meetings tend to have little 
purpose. They should provide an opportunity for shareholders to have proper 
dialogue with the directors to understand more about the company and its 
operations, and its dealings with other stakeholders and the responsibility it takes as 
a contributor to society, but this opportunity is rarely taken.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 







Question 4: What are the most effective forms of engagement? 
 
Comments 
The most effective form of engagement with shareholders is face-to-face meetings. 
These should be held on a regular basis, and not just at the AGM and private 
meetings between directors and particular institutional shareholders. We consider 
that there should be quarterly meetings between the directors and shareholders, 
most of which would also be attended by other stakeholders. Thus, many meetings 
would also be attended by representatives of the employees, major suppliers, 
customers and members of the local community. This would give an opportunity for 
shareholders to meet and understand concerns of employees and other 
stakeholders.  


 
At present, the various stakeholders tend to operate in their own interests to obtain 
the best financial and other return, rather than working together as a community in 
the interests of all stakeholders and society generally. Working together in this way 
and promoting relationships would in the long term make the company more 
sustainable and profitable. Attendance at meetings by local community 
representatives, where a company operates in a particular area, would encourage 
responsibility by the company to the community and promote greater interest by the 
local community in the company and therefore help to generate goodwill for the 
company.  


 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
  
Question 5:  Is there sufficient dialogue within investment firms between managers 
with different functions (i.e. corporate governance and investment teams)? 
 
Comments 
We do not comment on this question. 
 
 


   
 
 
 
 
 
 
 







Question 6: How important is voting as a form of engagement?  What are the 
benefits and costs of institutional shareholders and fund managers disclosing 
publically how they have voted? 
 
Comments 
 
Voting is clearly an important form of engagement but, as indicated above, we 
consider a much greater responsibility is called for by dialogue between stakeholders 
and promotion of relationships between the company and all stakeholders.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
Question 7: Is short-termism in equity markets a problem and, if so, how should it 
be addressed? 
 
Comments 
 
We consider that short-termism in equity markets is not in the interests of companies, 
their stakeholders, the local community and society generally. We believe there 
should be encouragement for long term holding of shares and greater involvement by 
capital providers (through those who invest on their behalf), individual direct 
shareholders and institutions in the welfare and operation of the company and 
relationships with all the stakeholders. This can be promoted in a number of ways 
including reward by, for example, additional shares for holdings of shares in excess 
of 3 years and a greater opportunity for face to face meetings between stakeholders. 
There needs to be a change of culture away from short-termism and a recognition 
that it is in the interests of shareholders for a company’s future to be maintained on a 
longer-term sustainable and profitable basis.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 







Question 8: What action, if any, should be taken to encourage a long-term focus in 
UK equity investment decisions? What are the benefits and costs of possible 
actions to encourage longer holding periods? 
 
Comments 
We do not comment on this in respect of decisions made by institutions but, as stated 
above, there are a number of methods by which longer-term holdings could be 
encouraged, for example an award of additional shares for holdings of 3 years or 
more.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
 
Question 9: Are there agency problems in the investment chain and, if so, how 
should they be addressed?   
 
Comments 
 
There are considerable concerns over the ‘investment chain’, in particular the 
financial and ‘relational distance’ between the original capital provider, whose funds 
are invested by investment managers or through a pension fund, and the companies 
in which the funds are invested. Individuals will have no knowledge of where their 
funds are invested and therefore will have no say or interest in the underlying 
business of those companies. The fund managers who invest in different funds and 
those funds themselves will generally be seeking a short-term financial gain and 
have no capacity or instructions to take an interest in the company and stakeholders’ 
interests.  
 
Steps need to be considered as to how to reduce the length of this chain, or to seek 
instructions from capital providers as to how investments should be handled. Thus, 
capital providers should be asked whether investment funds should look at the long-
term sustainability, profitability and interests of stakeholders in companies in which 
they invest rather than only the short-term financial return.  


 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
 
 
 
 
 







Question 10: What would be the benefits and costs of more transparency in the 
role of fund managers, their mandates and their pay? 
 
Comments 
 
More transparency would give an indication to capital providers as to the view taken 
by fund managers in the underlying company in which investments are made. This 
would give an opportunity for capital providers to seek funds for their money to be 
invested which take a broader view than purely short-term financial gain.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
Directors’ Remuneration 
 
Question 11: What are the main reasons for the increase in directors’ 
remuneration? Are these appropriate? 
 
Comments 
 
The main reasons for the increase in directors’ remuneration include the view taken 
by remuneration committees of listed companies of remuneration levels of directors 
in other companies in particular sectors, and equivalent tests for an increase in 
remuneration. There are concerns over the independence of remuneration 
committees and consultants who are appointed to advise (and who, of course, are 
paid by the companies in respect of whose directors’ remuneration they are 
advising). Although there is the argument that market forces prevail, there is 
considerable concern about the impact on employees of a company if they see 
senior directors being awarded remuneration packages which increase the 
differential between the pay of those higher paid directors and themselves. There 
should be a greater focus on the impact on employees’ loyalty and motivation of an 
ever increasing disparity of earnings between directors and employees. Shareholders 
should encourage companies to work towards a reduction in the differential level by 
controlling higher remuneration levels and increasing rewards to lower-paid 
employees, perhaps by awarding cash bonuses across the company.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
 
 
 
 







Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 
There may be arguments to include employees on remuneration committees, but 
overall there should be a change of culture so that directors and shareholders 
recognise that aligning the interests of the directors to the shareholders (i.e. 
remuneration levels increasing by increase in share price) is not a sufficient test by 
itself.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 
Question 13: Are shareholders effective in holding companies to account over 
pay? Are there further areas of pay, e.g. golden parachutes, it would be beneficial 
to subject to shareholder approval? 
 
Comments 
 
We consider that directors’ remuneration packages should be subject to approval of 
shareholders each year. Although there is concern that this gives too much power to 
shareholders, there should be sufficient continuing dialogue and understanding 
between directors and shareholders that remuneration packages put forward will be 
acceptable.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 







Question 14: What would be the impact of greater transparency of directors’ pay 
on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 
Greater transparency of directors’ pay and an understanding of the remuneration 
package and disclosure of what is the average pay of employees in the company and 
the pay of the lowest paid employee would lead to a greater understanding of the 
potential impact on the relationship between employees and directors of a high 
remuneration differential and how this can damage morale amongst employees. A 
high differential can engender a feeling among employees that they have little worth 
to the company compared with the directors and other senior employees.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
Takeovers 
 
Question 15: Do boards understand the long-term implications of takeovers, and 
communicate the long-term implications of bids effectively? 
 
 
Comments 
One of the major concerns about takeovers is that the decision by selling 
shareholders is driven by their short-term financial interests. It is for these 
shareholders to decide whether to accept the offer. There is little interest (in a hostile 
or recommended takeover) in the impact of the takeover on other stakeholders, in 
particular employees of the target company. Directors of acquiring companies should 
be encouraged to explain in detail what are the long-term prospects for the acquired 
company after the takeover and the impact of the new ownership on other 
stakeholders. The analysis should include the impact on the company of any debt 
taken on to fund the acquisition. Employees and other stakeholders in the target 
company should be provided with this information in order to give them an 
opportunity to speak to the shareholders in the target company about the impact of 
the takeover on stakeholders and on the future of the business. Institutional and 
other shareholders should take these factors into account and not just the immediate 
financial gain to be made by accepting the offer.  
 
For a further discussion on these issues see the attached paper prepared by 
Relationships Global and Relationships Foundation. 
 
 
 
 







Question 16: Should the shareholders of an acquiring company in all cases be 
invited to vote on takeover bids, and what would be the benefits and costs of this? 
 
Comments 
There is concern that in the long term the acquiring company and its shareholders 
frequently do not benefit from acquisitions of listed companies but we do not 
comment on whether acquiring company shareholders should be entitled to vote on 
the takeover bid. There would, however, be a distinction here, presumably, between 
a listed company being acquired and a private company acquisition or an acquisition 
of assets. In any event, under Listing Rules, significant acquisitions do require 
shareholder approval.  
 
For a further discussion on these issues generally see the attached paper prepared 
by Relationships Global and Relationships Foundation. 
 
 
 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 
We consider that many of the issues raised in the consultation can be addressed by 
encouraging companies, their directors and shareholders to adopt a relational 
approach in the way that companies are managed and operated. Thus, there would 
be greater dialogue between shareholders and other stakeholders. By taking a more 
responsible attitude to their investment, shareholders would be encouraged to have 
longer term interests in the company, pay differentials would be reduced, debt would 
be kept to a minimum to encourage long-term sustainability and profitability, suppliers 
and customers would be treated fairly and with consistency, and employees 
encouraged to hold shares in the company and to be treated on a more equitable 
basis in remuneration levels with directors. The relational approach would lead in the 
long term to greater sustainability and profitability, as all stakeholders would be 
working together, regarding the company as a community rather than pursuing their 
own interests often in conflict with one another.  
 
This approach, through the mechanism of the Relational Business Charter, is based 
on the attached paper prepared by Relationships Global and Relationships 
Foundation. We would urge the consultation to consider this paper as a whole and 
request that it is discussed it with us in greater detail.  
 
 
 


 
 


14th January 2011 
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Dear Adam, 
A Long-Term Focus for Corporate Britain – Call for Evidence 


 
J.P. Morgan Asset Management (“JPMAM”) is a large fund management company with assets under 
management in excess of one trillion dollars globally. JPMAM views seriously its stewardship obligations 
to its clients. We vote at over 10,000 AGMs each year in 63 markets worldwide and engage actively on 
corporate governance issues at companies in which we invest, in order to promote our clients’ best 
interests. 
 
JPMAM is a member of the National Association of Pension Funds (NAPF) and the Investment 
Management Association (IMA) and we generally take their guidance into account when commenting on 
public policy. Whilst we have seen, and fully endorse, their responses to this Call for Evidence, it was felt 
that the issues raised were of sufficient concern to warrant our own, independent, response. 
 
We would therefore offer the following responses to the specific questions raised:- 
 
 
1. Do UK boards have a long‐term focus? If not, why not? 


For the most part, yes. Although we recognise that boards can sometimes be distracted by short-term 


share price movements, or other external influences, such as wider market fluctuations, which may be 


beyond their control. The statutory duty of directors to act in the long-term best interests of companies 


is clear. 


 


 


2. Does the legal framework sufficiently allow the boards of listed companies to access full and up‐to‐


date information on the beneficial ownership of company shares? 


Companies increasingly use specialist agencies to understand their share registers, in order to better 


communicate with shareholders. In our experience, most large institutional investment managers, 


including J.P. Morgan Asset Management, are usually happy to co-operate with companies in 
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disclosing their beneficial share ownership, where such information can be beneficial to both sides and 


help to enhance access to senior management of the companies in which we invest. 


 


We agree with the NAPF, that factors such as the increasing use of nominee accounts, pooled funds 


and derivatives, coupled with the growing internationalisation of the industry and (perhaps most 


importantly) the increase in stock lending activity, make understanding the true position more difficult. 


We acknowledge that this is a complex area but one which merits further analysis. Whilst we would 


support improved disclosure relating to derivatives and stocklending, we would strongly oppose the 


arbitrary curtailment of the use of such instruments which, in our view, both enhance market liquidity 


and provide an important source of revenue for clients. 


 


 


3. What are the implications of the changing nature of UK share ownership for corporate governance 


and equity markets? 


As has been widely reported, the proportion of UK equities owned by UK institutional shareholders 


has declined from about sixty percent a decade ago to approximately forty percent today. This has 


implications for the degree of influence we can bring to bear on companies. The rise of other types of 


asset owners, such as sovereign wealth funds, implies a need for more collective engagement where 


possible and in the common interest (but with certain caveats – see response to Q4). 


 


Another development worth noting is the increasing role of voting agencies, as fund mangers seek to 


increase efficiency and reduce costs by outsourcing or automating voting activity via specialist third-


party providers. This may warrant further scrutiny. 


 


 


4. What are the most effective forms of engagement? 


J.P. Morgan Asset Management believes that regular contact with the senior managers of the 


companies in which we invest as fundamental to our investment process. We endeavour to meet with 


all our investee companies at least once a year, for the most part to promote the sustainability and 


success of the business in the long-term. We believe face to face engagement, backed up by informed, 


investor-led voting is a more effective approach than, for example, speaking at shareholder meetings. 


Engagement, by its very nature, is both sensitive and confidential, and it would not be in our clients’ 


best interests if the detailed nature of these conversations were to be put into the public domain, where 


it may even negatively impact the share price. We would therefore discourage any requirement for 


mandatory public disclosure of meetings held.  


 


We would also point out that, just because engagement is not visible to outside observers, this does not 


mean that it is not taking place. Most large institutional investors devote a large amount of time and 


effort to corporate governance engagement and stewardship activity, although we agree with the view 


of the NAPF, that the ‘effectiveness’ of this engagement is often difficult to measure in any systematic 


way. This is, in part, precisely because these are long-term issues which are being discussed, and the 


results, therefore, of such engagement may not be immediately visible, over shorter time horizons, to 


those not involved.  
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Collective engagement with other investors is also something with has existed for many years in the 


UK. The involvement of a wider constituency may also be desirable but may not always be possible 


for the reasons stated above. Mutual trust between all parties and absolute confidentiality are essential 


to the engagement process, and experience shows that this cannot always be achieved with a wider 


collective engagement.  Desired outcomes may also differ the larger the group becomes. It is also 


worth pointing out that the investment objectives of certain overseas investors, or other categories of 


investors, may be to seek a one-off, near-term event, such as a breakup of the company or sale of a 


subsidiary, in order to realise short-term gain. 


 


 


5. Is there sufficient dialogue within investment firms between managers with different functions (i.e. 


corporate governance and investment teams)? 


J.P. Morgan Asset Management has embedded its corporate governance specialists in the ‘front office’ 


for many years and, in our experience, most large institutional investment managers, who are 


committed to serious engagement on corporate governance issues, have sited their governance teams 


with portfolio managers and analysts in order to bring about more ‘joined up’ governance. In our view, 


it is impossible for meaningful engagement to take place if it is partially outsourced, or left to 


disjointed teams within compliance or operational functions. Indeed, outsourcing engagement to a third 


party or specialist ‘engagement overlay’ provider may in fact lead to outcomes which conflict with 


desired investment objectives of fund managers.  


 


We agree with Stephen Green’s recent comments, that meaningful engagement with companies can 


only take place when there is a “single conversation” involving both portfolio managers and corporate 


governance specialists. 


 


 


6. How important is voting as a form of engagement? What are the benefits and costs of institutional 


shareholders and fund managers disclosing publicly how they have voted? 


We believe that informed, investor-led voting can be an effective tool, when coupled with ongoing 


monitoring and engagement with companies. However, JPMAM believes that detailed content of our 


proxy voting activity is a matter exclusively for our clients and not the public, whose objectives may 


not be aligned with those of our clients and their beneficiaries. In our view, resources diverted to 


checking and maintaining exhaustive public vote disclosure would be better employed generating 


value for our clients.  


 


 


7. Is short‐termism in equity markets a problem and, if so, how should it be addressed? 


Different investors have different objectives, time horizons and investment styles, and therefore their 


holding periods will differ greatly. Similarly, holding periods vary within JPMAM, depending on the 


respective investment strategy chosen by our clients. For example, the typical turnover of one of our 


core manager-driven portfolios ranges between 17% to 39%, which implies an average holding period 


of  anything between two and a half years to nearly six years. A typical behavioural finance portfolio 


might turn over five percent of the portfolio a month, implying a holding period of 1.66 years. We can 


point to some investments which have been held for ten years or more. A further challenge is that the 
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typical lifespan of a client mandate is six to seven years, with trustees or their consultants typically 


requiring a quarterly performance update. Similarly, managers are compelled to undertake a quarterly 


‘mark-to-market’ of pension assets. All of these structural issues need to be addressed if we are to 


move away from short-termism within the industry. 


 


 


8. What  action,  if  any,  should  be  taken  to  encourage  a  long‐term  focus  in  UK  equity  investment 


decisions? What are the benefits and costs of possible actions to encourage longer holding periods? 


As stated previously, different investors have different objectives, time horizons and investment styles, 


and therefore their holding periods vary. All are legitimate in our view.  


 


Our experience suggests that incentives to long-term investors tend to have unintended consequences. 


The granting of double voting rights for long-term ownership, for example, is actually used as a tool to 


entrench management and their core shareholders (often family or employee groups) in every market 


where they exist, and actually inhibits the ability of minority shareholders to engage effectively or hold 


directors to account. There may be merit in exploring an enhanced dividend for longer term 


shareholders, although this would require more evidence to prove that these article mechanisms do not 


distort capital allocation.   


 


 


9. Are there agency problems in the investment chain and, if so, how should they be addressed? 


Investment managers act as agents on behalf of their clients, which generally (but not always) includes 


voting shares on their behalf, where we are mandated to do so. As has been widely discussed, there are 


a number of issues in the extended voting chain between decision maker, custodian, registrar and 


issuer, and these are being gradually addressed by the Shareholder Working Group and others. Asset 


managers devote a great deal of resource into risk management and compliance functions to ensure 


that any potential conflicts of interest are dealt with appropriately, and this extends to voting and 


engagement issues. 


 


We echo the comments of the IMA regarding the point made in section 4.25 of the Call for Evidence: 


there is a fundamental misunderstanding  that asset managers can somehow generate more revenue for 


themselves by ‘churning’ the portfolio. This is not the case. Asset managers are paid by agreed, arm’s 


length fees, normally a percentage of assets under management. Asset managers are not incentivised to 


over-trade portfolios. In fact quite the reverse is true, as the associated trading costs would simply 


erode the alpha generated for the portfolio, reducing investment performance and therefore revenues.  


 


 


10. What would be  the benefits and costs of more  transparency  in  the  role of  fund managers,  their 


mandates and their pay? 


We are fully transparent about our fees and pay structures with our clients. We do not feel it is  


appropriate to comment further, other than to endorse the response of the NAPF. We would also 


observe that putting such information in the public domain would be of most informational value to 


competitors. 
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11. What are the main reasons for the increase in directors’ remuneration? Are these appropriate? 


There are a number of reasons for this, notably the use of peer benchmarking to set their incentive 


rates, which leads to pay ‘ratcheting’ (as well as generating fees for remuneration consultants). and this 


can result in regular increases in both base and incentive payments. We generally oppose the use of 


peer benchmarking, unless it is applied infrequently and then only as a singular part of the 


remuneration committee’s overall assessment of remuneration policy. Similarly, globalisation has led 


to increased competition for talent, where companies often propose that incentive packages need to be 


better aligned with those of their competitors. As has been highlighted elsewhere, executive pay in the 


UK tends to be lower than in the US, and this leads to companies looking to better align their 


remuneration schemes with their international counterparts. We agree with the IMA, that remuneration 


is ultimately determined by market forces in a free economy. 


 


 


12. What  would  be  the  effect  of  widening  the  membership  of  the  remuneration  committee  on 


directors’ remuneration? 


We would echo the view of both the NAPF and the IMA in relation to this point: we see few benefits 


from widening the membership of the remuneration committee to include either representatives from 


outside the company board, or remuneration experts. Indeed, such a structure might dilute the cohesion 


of the board and may even create conflicts of interest. 


 


 


13. Are shareholders effective  in holding companies  to account over pay? Are  there  further areas of 


pay, e.g. golden parachutes, it would be beneficial to subject to shareholder approval? 


We would echo the view of the NAPF, and point to the many successes achieved in this area in recent 


years, from the disappearance of three year contracts for directors, the retesting of share options, 


guaranteed bonuses, all of which have practically disappeared from the UK remuneration landscape.  


 


There may be value in exploring a vote on so-called ‘golden parachutes’ as this has been successful in 


other markets (notably France). We would also highlight the practice in Australia, whereby in addition 


to shareholders’ approving new stock option plans, approval must be sought for individual grants of 


options to directors each year. This may warrant further exploration.  


 


 


14. What would be the impact of greater transparency of directors’ pay in respect of: 


a. Linkage between pay and meeting corporate objectives; 


b. Performance criteria for annual bonus schemes; and 


c. Relationship between directors’ pay and employees’ pay? 


We agree with the NAPF that greater disclosure of each of these points would be of benefit to 


companies and shareholders. Transparency of remuneration policy enables shareholders to better 


understand the company, and assists them to make well informed investment decisions. It is also 


important that companies disclose the information in a way which is clear and meaningful. Many 


shareholders are concerned that remuneration policies are too complex to be readily understood and 
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that the symmetry between remuneration, shareholder returns and the long-term objectives of the 


company is lost. 


 


 


15. Do boards understand  the  long‐term  implications of  takeovers, and  communicate  the  long‐term 


implications of bids effectively? 


The duty of directors in these situations is clear. The offeree board must consider whether the bid 


offers better value than what the existing management expects to deliver, and balance the value of 


taking cash now versus the uncertainty of equity. The benefits of  a level takeover playing field for the 


UK economy are self-evident, and most industry observers are of the view that protectionism in any 


form undermines competitiveness and cannot work in the long-term. 


 


 


16. Should the shareholders of an acquiring company in all cases be invited to vote on takeover bids, 


and what would be the benefits and costs of this? 


Yes. Although this may not be possible in all instances or overseas jurisdictions in the case of cross-


border takeovers. 


 


 


17. Do you have any further comments on issues related to this consultation? 


We have no further comments. 


 
 
I hope the above is helpful. Should you wish to respond on any of the above points, or discuss corporate 


governance issues further, please do not hesitate to contact me. 


 


 


 


 


Yours sincerely 


 


 


 


 


Robert G Hardy 


Head of Corporate Governance 


J.P. Morgan Asset Management (UK)  
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Adam Gray 


Long-term Focus Consultation 


Department for Business, Innovation and Skills  


1 Victoria Street 


London, SW1H 0ET 


 10 January, 2011 


Dear Mr Gray, 


Re: BIS Consultation: “A Long-Term Focus for Corporate Britain: A Call for Evidence” 


Our experience as a firm offering strategic advice to FTSE 100 and FTSE 250 clients has given us exposure to 


a range of plc boards. We therefore welcome the opportunity to participate in this consultation process that 


builds on the progress already made in the revised UK Corporate Governance Code and the new UK 


Stewardship Code, and seeks to determine whether the UK corporate governance system promotes decision-


making that focuses on long-term growth. 


In our capacity as advisors on board effectiveness, we observe how heavily non-executives rely on information 


provided to them by the executive as the basis for boardroom debate - yet such information is often found 


wanting. We advocate improving the scope and quality of the information made available to board members to 


ensure this information acts as appropriate stimulus for the discussion and decision-making that takes place in 


UK boardrooms. Our experience is that the information provided to UK boards is often overly focused on 


backward-looking financial and does not provide a platform for forward-looking strategic debate and a focus on 


the long term. 


We have limited our contribution to our area of expertise and, as such, have focused on the first, overarching 


consultation question, “Do UK boards have a long-term focus – if not, why not?”  


We hope you find our contribution to the consultation constructive and we would welcome a meeting to discuss 


our recommendations in greater detail. 


Please feel free to contact me to discuss any points raised in this submission. 


Yours sincerely, 


 


[submitted electronically] 


 


Pippa Croney 


Director, Board Consulting 







 


 


QUESTION:  „Do UK boards have a long-term focus – if not, why not?‟ 


 


Executive Summary 


In our experience, many boards of the UK‟s largest organizations spend far too much time immersed in retrospective 


financial information and far too little time challenging what the future may hold and where the threats and opportunities will 


come from in the medium-long term. 


 


A contributing factor to this situation is the Board Pack that board members receive as a stimulus prior to a board meeting. 


Board Packs play an important role in shaping a board‟s focus and agenda, but our experience is that they are almost 


entirely made up of backward-looking financial data and that forward-looking and strategic issues are under-represented.  


This focus on retrospective and internal matters within the Board Pack has an inevitable impact on the content of the 


discussion that ensues within the boardroom.  


 


The scope and quality of information provided to board members has received relatively little attention in the various 


corporate governance consultations carried out over the last few years. We would advocate a change in practice in this 


respect and welcome this opportunity to influence that change. We believe that getting the Board Pack „right‟ has the 


potential to improve the board‟s focus on the long term. 


 


Why do Board Packs matter? 


Boards provide supervision and stewardship, as well as independent insight and specialist expertise, but their effectiveness 


is dependent on the scope and quality of the information they receive. Non-executives have limited time and resources to 


obtain information beyond that which is provided for them by the executive team and, therefore, rely heavily on Board Packs 


as the basis for the challenging questions they are there to ask. The Board Pack acts as the pre-read, a discussion 


document and the stimulus for debate at board meetings and it is, therefore, instrumental in focusing boards. 


 


What is wrong with Board Packs today? 


Over the past year, we have consulted over 25% of the FTSE 100 on this issue and our experience is that Board Packs tend 


to be heavily weighted towards backward-looking, financial data, with much less attention paid to forward-looking, strategic 


issues. The reporting of financial data is undoubtedly central to the supervisory role of boards, but it is, nevertheless, 


overrepresented. Boards also have an important stewardship role to play, which should involve the consideration of more 


forward-looking strategic information. Not only is information of this sort relatively light in most Board Packs, in the most 


extreme cases it is completely absent. 


 


A forward-looking Board Pack that promotes a long-term focus contains more than retrospective financial data.  The internal 


drivers of financial performance, such as customer satisfaction, personnel attrition, productivity, product pipeline, and other 


operational indicators, will often provide greater insight into the future prospects of a business than the previous period‟s 


financial results.  Of equal importance is the external operating environment, namely developments in the customer base, 


supplier/distributor dynamics, the competitor landscape and the regulatory environment, all of which provide an indication of 


what may be on the horizon. 


 


 







 


 


How can this situation be improved? 


Corporate governance issues have started to gain the prominence they deserve in recent years, but most of the discussion 


so far has centred on the competence and the diversity of the people who are appointed to UK boards, and whether they 


have the required skills and attitude needed to challenge executive decisions appropriately. Whilst this is welcome, relatively 


little attention has been paid to the support and materials these board members receive to empower them to make these 


challenges. 


 


The JRBH Board Practice sees a role for this consultation in emphasizing the importance of this element of the corporate 


governance debate. Taken together, the legislation and guidelines of the last few years already suggest the result that we 


are advocating – directors have a legal duty to promote the long term health of their company (Ref. 1) and are supposed to 


receive information that enables them to discharge their duties (Ref. 2) – but these two points are rarely articulated 


alongside each other.  


 


We would advocate that this consultation link the existing provisions in this area with guidance that explicitly states that it is 


crucial that boards receive high-quality, forward-looking information in order for them to maintain a focus on the long-term. 


 
Ref. 1: The Companies Act 2006 
 


 


 


 


 


 


 


 
Ref. 2: The UK Corporate Governance Code 
 


 


 


 


 


 


 


 


The Companies Act 2006 introduced a statutory statement of directors‟ general duties. 
 
The duty to promote the success of the company in Section 172 of the 2006 Act provides that a director:  
 


 must act in the way he or she considers, in good faith, will promote the success of the company for the 
benefit of its shareholders as a whole; and  


 in doing so, have regard to the long-term consequences of their decisions and the wider expectations 
of responsible business behaviour, such as the interests of the company‟s employees and the impact of 
the company‟s operations on the community and the environment. [Emphasis added] 


 
 


One of the „main principles‟ espoused in the „effectiveness‟ section of the recently revised UK Corporate 
Governance Code is that:  
 
“The board should be supplied in a timely manner with information in a form and of a quality appropriate to 
enable it to discharge its duties.” 
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Adam Gray 
Long-term Focus Consultation 
Corporate Law and Governance 
Department for Business, Innovation & Skills 
1 Victoria Street 
London SW1H 0ET 
By e-mail to:  clgconsultations@bis.gsi.gov.uk  14 January 2011 
 
Dear Mr. Gray 
 
A Long-Term Focus for Corporate Britain 
 
Thank you for the opportunity to provide comments on the above consultation paper. 
 
Responses to the consultation questions on which we are able to comment are set out below.  By 
way of background, it is London School of Business and Finance’s mission to become the first 
choice for business education in Europe.  Through educating the world’s most creative, talented 
and ambitious students, London School of Business and Finance aims to bridge international 
boundaries and provide individuals around the globe with an opportunity to achieve academic, 
personal and professional success. LSBF attract over 15 000 quality candidates from over 140 
countries worldwide, and continues to experience exponential growth, both on-campus and 
online, all around the world, while continuing to develop corporate training, partnerships and 
associations with best-practice organisations globally. 
 
In partnership with established and globally renowned academic partners, LSBF deliver two 
accredited MBA programmes and a suite of postgraduate and undergraduate business degrees (in 
partnership with University of Wales and Grenoble Graduate School of Business, triple 
accredited by AMBA, EQUIS and AACSB). LSBF is also a well established provider of 
professional programmes such as the ACCA, CIMA, CFA® and CIM, and operate best practices 
school-wide. 
 
The school continues to expand rapidly in response to demand from UK domestic and 
international students for globally accredited business qualifications and currently operates four 
campuses across the UK; London (Holborn and Marble Arch), Birmingham and Manchester as 
well as international offices in Prague (Czech Republic), Toronto (Canada), Moscow (Russia), 
Hong Kong (China), Johannesburg (South Africa), Port Luis (Mauritius), Bogota (Colombia) and 
Almaty (Kazakhstan). 
 
 
The Board of Directors  


1. Do UK boards have a long-term focus – if not, why not?  
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The question assumes a settled definition of “long-term”.  It would be more helpful to understand 
the specificity of the term in the context of the business model of the corporation managed by the 
Board.  This is not a simple matter.  An organisation such as National Grid, for example, seeking 
to ensure security of energy supply to the citizens of the UK should surely be expected to have 
well defined and tightly quantified investment plans for at least the next decade, given the 
legislative requirements around GHG reductions for 2020, with broader strategic intention 
towards 2050 for the same reason.  A nearer to cash business model such as that of the Fast 
Moving Consumer Goods (FMCG) sector might be expected to be shorter term (but cyclical and 
iterative) in its long-term, although wise organisations such as Unilever or SabMiller have been 
actively monitoring their key scarce resource, water, for at least the last decade, and are thinking 
forward around how to mitigate against increasing scarcity of that resource. 


Unfortunately, at least from the perspective of corporate reporting in the public domain, there is 
scant evidence of boards of directors of UK listed companies adopting a long-term focus, where 
this is anything more than the requirement to address whether the corporation they manage is a 
going concern for “the foreseeable future” i.e. notionally a period of 12 months from the 
preceding balance sheet date.  This is an obviously circumscribed conception of going concern 
which, however, is established at common law and enshrined in corporate law through the 
requirement for listed companies to adopt International Financial Reporting Standards (IFRS). 
Accordingly, policymakers face an institutional bloc if intending to introduce measures that 
extend corporate accountability and risk management from twelve months to the foreseeable 
future. 


The reasons for short termism are various but may be attributed to the following headings, all of 
which will be considered in greater detail below:- 
 


 Unintended consequences as a result of trends in corporate governance 
 Unintended consequences as a result of trends in regulation and standard setting 
 A lack of investor interest in the long-term horizon 


 
2. Does the legal framework sufficiently allow the boards of listed companies to access 


full and up-to-date information on the beneficial ownership of company shares?  
 
Specifically, the 3% ownership disclosure notification requirement should extend from long 
equity to short equity and derivative positions including Contracts for Difference individual 
stocks. Also, where shares are held in trusts and nominee companies a ‘substance over form’ 
approach should be encouraged when disclosing ownership. 
 
It would be helpful for those drafting regulation or establishing voluntary codes to explicitly 
address long-term issues in their work.  We welcome the reference to the “long-term 
consequences” of directors’ decisions in Section 172 of the 2006 Act, but note with 
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disappointment that the extract from FRC’s Corporate Governance Code quoted at 3.3. with the 
possible exception of the word “strategic”, makes no reference to the long-term! 
 
In terms of the equity markets one of the biggest challenges we see facing regulators and policy 
makers today is the emergence of parallel but substantially large, off exchange share trading 
capabilities; this is taking place across two distinct, non-overlapping but connected sectors, first, 
the so-called “dark pools of liquidity” and second, the private, members only markets for unlisted 
securities that have emerged since 2008.  Each offer well capitalised entities avenues for market 
manipulation the scope of which isn’t well known nor fully understood at this point in time.   
 
The rapid growth of electronic trading since 1976 has benefited equity market participants by 
improving competition, reducing cost and increasing liquidity while insuring better pricing. 
 
One unexpected side effect has been the recent emergence of "dark pools of liquidity".  
 
When we look at public bourses, for example The New York Stock Exchange (NYSE) - arguably 
the world's single largest cash equity market - we are only seeing a part of the complete picture as 
we know that not all shares for NYSE listed companies are traded on this exchange. 
 
Indeed, many institutional investors use electronic trading services called "Crossing Networks" to 
match buy and sell orders. Crossing Networks provide two services critical to the institutional 
investor - anonymity and liquidity. Such networks allow participants to anonymously buy or sell 
large blocks of securities, without using listed stock exchanges or impacting publicly quoted 
prices on those exchanges. 
 
The attraction of such networks to institutional investors is easy to understand: if competitors 
learn about your market activities they are in a position to disrupt your trades. Disrupting trades 
may be as simple as front running orders, or attempting to trade mispriced securities before you 
do. In other words, public activities may lead to price disruption, with risk of trading losses. 
 
There are many such networks, each operating in specific niches or providing specialised 
services. In 2008 crossing networks accounted for over 10% of all equity market trading. 
Considering the vast sums of money attracted to dark pools of liquidity, their numbers are certain 
to continue growing. But precise data about crossing networks is difficult to come by, due to their 
international scope, intentionally secretive operations, and the fact that they serve the needs of 
private, institutional class investors. 
 
However the dark pools of liquidity are converging, and, in some cases, emerging into the public 
eye. Also, consolidation in this sector is taking place at an increasing speed. Goldman, UBS and 
Morgan Stanley, for example, have agreed to provide shared access to their own dark pools, 
creating, in a virtual sense, a single, large Crossing Network. As economies of scale are critical to 
equity trading, other dark pools will be certain to follow.  
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As dark pools continue to converge, enlarging their liquidity base while doing so, they are 
beginning to compete for business with traditional, organised exchanges such as NYSE / 
Euronext. 
 
We now see dark pools of liquidity converging, growing larger as they do so and in many cases 
emerging from the shadows to threaten entrenched competitors. This is a scenario that played out 
to its endgame, may benefit equity market participants, however there have been instances where 
large blocks of shares have entered the public domain from dark pools, substantially moving 
price as supply overwhelms demand;  it is this possibility for manipulative activity that is of most 
concern.  
 
While reflecting on dark pools of liquidity, it is important to keep in mind that these services are 
"non quoting"; in other words, while they provide liquidity they do so at the public price. No firm 
using these services is getting a better price than traders using public, organised exchanges. 
Indeed, crossing networks simply match buyers to sellers, who reference public prices to arrive at 
fair value. 
 
Also, as several firms offer advanced routing services which automatically break up large block 
trades to suit the limited liquidity each pool can offer, many institutional class investors find that 
on aggregate, they are paying higher transaction costs than if they had used existing exchanges. 
This is the price they are willing to pay for anonymity in the harshly competitive world of 
trading. 
 
The most interesting thing about the dark pools of liquidity is their circularity; while established 
exchanges are busy acquiring competitors, crossing networks, operating in the shadows, have 
been slowly building a client base, providing needed, missing services.  Now pools of dark 
liquidity are emerging from the shadows, seeking to obtain fully fledged exchange status and in 
doing so, completing a circle from secretive organisation to public entity. 
 
From the perspective of this consultation, the central issue is to what extent such dark pools 
contribute to short termism in capital markets, particularly in the UK, and what, if any, the tenor 
of the regulatory response should be.  We are of the view that the appropriate response is one of 
supervision rather than of regulation.  It does not seem feasible, nor is it helpful, to seek to end 
dark pools of liquidity.  Of greater importance, we would argue, is maintaining a watching brief 
of such areas of activity with a view to tackling perverse market trends as and when they occur. 
 
 
 
Shareholders and their role in equity markets  


3. What are the implications of the changing nature of UK share ownership for 
corporate governance and equity markets? 
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While the discussion document points helpfully to the reduction in total percentage terms of the 
“institutional investor” over the last decade, primarily to the benefit of the “Rest of the World” 
category, we believe it misses another fundamental trend which is the relative decline of listed 
equity in UK business as compared to the relative increase of the small and medium size 
enterprise (SME) and therefore private equity class of investor.  These statistics are well 
documented elsewhere by the Department.  The trend is an important one for two reasons.  In the 
first place, there is considerable empirical evidence that a thriving SME sector is good for long-
term economic success, both in terms of unleashing innovation, and in terms of creating new 
jobs.  Secondly, private equity’s business model is very different to traditional shareholder 
practice, both with regards to financial engineering and with regards to being outside the public 
domain.  This changing aspect of the corporate landscape cannot be disregarded in policy 
formulation for a long-term focus for corporate Britain. 
 
A widely held, but vaguely articulated unease exists around the perceived increasing incursion of 
non UK shareholders into long established UK corporations – this being most widely expressed 
around Kraft’s recent acquisition, and subsequent partial dismantling of Cadbury’s operations.  
At the centre of this unease is the ill-defined notion of “public interest”.  And this notion is itself 
predicated on the primacy of the shareholder perspective at the expense of any other stakeholder, 
of whom the major classes are the employees and pensioners (deferred, current, in-payment) of 
the affected organisation.  We would be happy to contribute to a debate around the nature and 
specification of “the public interest”, noting that very often in these instances it is associated with 
an historic perspective, i.e. the very ‘long-term’ with which this consultation is concerned. 


The trend to short-termism in the equities market has been well documented with annual turn-
over rates of the New York Stock Exchange increasing from 25% in the 1960s (Bogle, J. (2008). 
“Black Monday and Black Swans”, Financial Analysts Journal, 64(2), 30-40) to over 100% in 
2002 (Drew, M. (2009), “The Puzzle of Financial Accounting and Short-termism”, Australian 
Accounting Review,19(4), 295-302).   


Such short-term, opportunistic behaviour stands in sharp contrast to the role of institutional 
investors assumed by the so-called ‘universal owner hypothesis’ (Gjessing, O. and Syse, H. 
(2007), “Norwegian Petroleum Wealth and Universal Ownership”, Corporate Governance: An 
International Review, 15, 427-437). The universal owner hypothesis assumes that the presence of 
a rational and informationally efficient capital market is misguided, and treats corporate 
governance, investor governance, and environmental and social issues as sources of information 
asymmetry in financial markets. Hawley, J.P. and Williams, A.T. (2007), “Universal Owners: 
Challenges and Opportunities”, Corporate Governance: An International Review, 15 (3), 415-
420, deploying the universal owner hypothesis posits that because large institutional 
‘shareowners’ own the majority of capital markets, what may be negative externalities for one 
company in the portfolio can be expected to have direct and often costly impacts on another 
holding. Because of their relative significance in capital markets, institutional owners such as 
pension funds and insurance companies cannot divest from developed companies without eroding 
share price on exit (Monks, R.A.G. and Minow, N. (2001), Corporate Governance, 2nd Ed., 
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Blackwell).  As a result, today’s institutional investors must be concerned about the long-term 
governance standards and operational strategies of the firms they hold in their portfolios.   


It is well-documented in the scholarly literature that institutional investors and companies alike 
have various obstacles for long term strategies, including short-termism generated by 
intermediary contracts structured on volume of investment trades rather than on predetermined 
rates of remuneration, a gravitation towards defensive decisions, and general reluctance to 
integrate long-term considerations into core operational processes. 


Fiduciary obligation of financial institutions has, perhaps in consequence, become a matter of 
intent rather than of display. A pension executive’s fiduciary obligation to the beneficiaries of a 
particular scheme of arrangement is interpreted as long-term and permitted as short-term (Austin, 
R.P. (1989), “The Role and Responsibilities of Trustees in Pension Plan Trusts”,  In T.G. Youdan 
(Ed.), Equity, Fiduciaries and Trusts (111 at 126), Toronto: Carswell). Fiduciary obligation is 
long-term in the sense that the length of a time taken for a salaried employee-cum-plan member 
to realise accrued benefits is between twenty and forty-five years. Fiduciary obligation in practice 
is the short-term necessity of ensuring the trustee has sufficient cash inflows to cover its 
immediate pension payments. The latter requirement is furthered by the high degree of short-
termism in capital markets (Laverty, K. J. (1996), “Economic "short-termism": The Debate, The 
Unresolved Issues, and the Implications for Management Practice and Research”, The Academy 
of Management Review, 21(3), 825-860).  


Further, several countries, including the Netherlands, UK, and Australia, have created markets of 
commercially competitive fiduciary management that bear little relation with the economic and 
social interests of members. 
 
 


5. Is there sufficient dialogue within investment firms between managers with 
different functions (i.e. corporate governance and investment teams)?  


 


Clark, G.L. and Hebb T. (2004), “Pension Fund Corporate Engagement. The Fifth Stage of 
Capitalism”, Relations Industrielles/Industrial Relations, 59(1), 142-171, and Hebb T. (2008), 
“No Small Change: Pension Funds and Corporate Engagement”, Cornell University Press, Ithaca, 
New York, have connected shareholder engagement with financial reporting by bracketing the 
two as the principal forms of financial governance. Shareholder engagement describes the ways 
private equity investors and managers of well-diversified portfolios (such as held by pension 
funds) communicate with their companies. Typically, dialogue and shareholder resolutions are 
used to target specific environmental, social, and governance issues in order to raise corporate 
standards and achieve favourable levels of portfolio risk. There has been recent comment in the 
scholarly literature that engagement practices allow for risk reduction in the portfolio over time.  
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The starting point for engagement practices is the financial report and management discussion 
thereof. Public engagement practices (e.g., raising shareholder resolutions at corporate AGMs) 
are muted in the UK if compared with the level of that type of activity in the US. The alternative, 
being behind-the-scenes consultations to discuss long-term company strategies relative to 
company financial results, is more common.  


Perhaps the prevalence of shareholder engagement practices, as defined, may be used to argue for 
policy measures requiring financial institutions to show how they take long-term considerations 
into account? 


7. Is short-termism in equity markets a problem and, if so, how should it be 
addressed? 
  


Yes.  Short-termism in equity markets is a problem.  The consultation refers in paragraph 4.26 to 
the plight of the pension fund trustee, and dwelling on this role for a short time may be 
instructive as to how the problem may be addressed. 
 
The pension fund trustee is required to pay attention to three categories of member, namely those 
currently active in contributing to the scheme; those who have left the employ of the sponsor but 
look forward to a deferred pension; and those who are currently in payment as pensioners.  In all 
cases the trustee must seek to balance the interests of all three categories, whose proportions will 
vary significantly from scheme to scheme.  Overall the scheme will be required to meet the 
liabilities of these categories over a time horizon decades into the future. 
 
The trustees are hampered in their discharge of this duty by, among other things:- 
 


 A pensions regulator who requires a “recovery plan” which should be ideally less than 10 
years in duration, and be front end loaded 


 The thrice yearly assessment of the strength of the employer covenant, i.e. the ability and 
willingness of the employer to meet future liabilities as and when they fall due, in theory 
over the life of the scheme, but where practical advice rarely looks out beyond three years 
of future employer cash flows 


 An accounting standard (FRS 17/IAS 19) which requires that a scheme’s surplus or 
deficit is calculated by comparing the current market valuation of assets to the future 
discounted liabilities of pension obligations where the discount rate is an unknowable and 
therefore arbitrary “risk free” rate 


 Information from investment managers which, despite protestations to the effect that 
historic performance is no indicator of future performance, is saturated with historic short 
term data 


 The choice between relatively high, relatively opaque charging structures from actively 
managed fund managers or low charging structures from herd-behaviour-driven index 
trackers 







 
 
 
 


Lex House, 17 Connaught Place, London, W2 2ES, United Kingdom. 


Tel: +44 207 100 1808 Fax: +44 207 823 2302 


E : info@lsbf.org.uk, W: www.lsbf.org.uk 


Royal Patron: HRH Prince Michael of Kent, GCVO       


London School of Business & Finance. Registered in England. Reg. 04977611 


 


 Considerable information asymmetry between the trustees, their advisors, investors, 
custodians and fund managers 


 
From the above, we would suggest there is an urgent need to counterbalance the obsession with 
the regulatory and practical languages of the short-term, as well as reform of the charging 
structures currently widely used in the investor world.  
 
Emerging research on the use of company environmental reports by financial institutions has 
found investor demand for policy measures that provide an appropriate mix of short-term and 
long-term environmental performance targets; robust market-based practices; and the requirement 
for disclosure of relevant environmental information on a standardised disclosure platform (see, 
DEFRA1). 
 


8. What action, if any, should be taken to encourage a long-term focus in UK equity 
investment decisions? What are the benefits and costs of possible actions to 
encourage longer holding periods?  


 
We have suggested elsewhere – in our response to the consultation on narrative reporting - that 
much more needs to be done to encourage directors to articulate their business model, both as it 
currently exists, but also as stress tested in the context of a long-term, carbon and resource 
constrained future.  We firmly believe this adds value to the organisation as well as alerting 
directors and shareholders to the risks and opportunities facing their organisation, and their 
mitigation or exploitation. 
 
We would also support any encouragement for investors to interrogate the corporations they 
invest in as to the long term durability of their business model, including pressing them on sector-
wide, apparently perverse micro economic trends, for example rapid accumulations of intangible 
assets with no evidence of systematic impairment testing, or cumulative declarations of profit 
ahead of cumulative generation of cash flow surpluses.  
 


10. What would be the benefits and costs of more transparency in the role of fund 
managers, their mandates and their pay? 


 
It is widely accepted that there is a disclosure gap. Asset Managers do not disclose on their fund 
fact sheets and annual reports the remuneration details of individual fund managers 
 
For Investment Companies with Variable Capital (ICVCs), and similar, the total annual 
remuneration of the individual fund manager should be disclosed; not just of that ICVC but of all 
funds they manage for the Asset Manager. If there are concerns about individuals’ confidentiality 
(there should not be as Company Directors are obliged to disclose similar details) then details of 
the amount paid to the investment manager from that ICVC should be disclosed within a banded 
report of amounts paid to all individual invest managers employed by the asset management 
business.  
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A similar approach should apply to pension funds. 
 
What would the benefits be?  Proportionate pay for fund managers as there would be a temporary 
outflow of funds to Exchange Traded Funds until management fees and remuneration fell to 
reasonable performance-related levels (remuneration being based on relative rather than absolute 
performance) 
 
 
Directors’ Remuneration  


11. What are the main reasons for the increase in directors’ remuneration? Are 
these appropriate?  


 
This section of the document would benefit from greater clarification and focus.  The statistics 
quoted in 5.4 to 5.7 should be well known by now, and in our view are clearly unacceptable.  
However, three points should be made.  The first is that they relate solely to the CEO role, not to 
other members of the board.  The Manifest evidence shows elsewhere that other roles on the 
board have not increased at anywhere like the same rate as that of the CEO.  The second point to 
make is that the CEO role in non-listed, non FTSE companies, i.e. the majority of the UK’s 
corporate stock, is not analysed here.  Thirdly in many FTSE corporations the number of staff 
designated as “director” has increased significantly over the last decade.  Yet the actual 
remuneration of directors disclosed in financial statements is only that small subset who 
constitute the commonly called ‘main board’.  There are research opportunities to investigate the 
latter two points, and we would be happy to work with the Department in this area.  The ‘cult of 
the CEO’ needs closer attention, since it is a disturbing trend of recent years. 
 
In our opinion the cult has come about precisely as the long term stability of the board has been 
eroded.  Only twenty years ago, one was accustomed to view an effective board as a series of 
complementary roles – finance, marketing, technical, HR etc. – led by a Managing Director who 
enjoyed a relatively modest remuneration differential compared to the other members.  In the non 
FTSE corporate sector, this mode of organisation remains common.  What appears to have 
happened, partly as a result of following evolving corporate government guidelines, is a trend to 
half or more of the board comprising non-executive directors with fixed terms of appointment; an 
increasingly brief tenure of the CEO in that role; and an apparent dispensation that the Chairman 
of a FTSE corporation may chair more than one FTSE company.  The latter implies, a) the 
Chairman’s role is not full time, b) there are not enough suitable candidates to be considered as 
Chairman! 
 
If all had been well at the boards of FTSE corporations over the last three years then perhaps 
these observations would not be of great importance.  However, in the wake of a major banking 
crisis, and subsequent widespread economic recession we would argue that they are important, 
and should be at the heart of the UK’s ‘comply or explain’ corporate governance code.  We 
would particularly welcome a review of governance codes in use internationally, or of world 
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class importance, such as the King 3 guidelines emanating from South Africa, with a view to 
learning from the best of them.  Within the UK we would encourage study and evaluation of non- 
conventional forms of ownership and governance as exists, for example, at the consulting 
engineers, Arup, or the John Lewis Partnership.  
 


12. What would be the effect of widening the membership of the remuneration 
committee on directors’ remuneration?  


 
It appears to us that another unintended consequence of corporate governance evolution in the 
UK is that membership of the remuneration committee is moving towards being comprised solely 
of non-executive directors.  In a successful organisation there will be a performance appraisal 
scheme in place which will draw on a diverse range of information to eventually establish an 
individual’s overall remuneration for every role apart from that of main board director.  Widening 
the membership of the committee is likely to be a necessary but not sufficient step in improving 
the quality of remuneration setting for board members.  What is most important is achieving the 
difficult balance between professional, independent advice, locked into long term stretch targets 
against levels of remuneration which are not excessive.  One way to obtain that advice is by a 
transparent tendering exercise by the remuneration committee for a fixed term appointment of a 
remuneration advisor.  This might be made the subject of express shareholder approval.  
 


13. Are shareholders effective in holding companies to account over pay? Are there 
further areas of pay, e.g. golden parachutes, it would be beneficial to subject to 
shareholder approval? 


 
A great deal of media coverage follows shareholder resolutions over pay, however the Manifest, 
and other data included at 5.4 to 5.7 of this consultation indicates only limited success, certainly 
in restraining CEO remuneration levels, either absolutely or over time, or when compared to 
other EU jurisdictions.  We would suggest curbing CEO levels of remuneration should be an 
urgent first step before seeking to address other areas of pay.  
  
 


14. What would be the impact of greater transparency of directors’ pay in respect 
of:  


 
� linkage between pay and meeting corporate objectives  
 
If the emphasis is on long-term corporate objectives we believe the impact would be beneficial in 
achieving a long term focus for corporate Britain 
 
� performance criteria for annual bonus schemes  
 
If the criteria for the award of an annual bonus is clearly set down and the criteria are widely 
applied throughout the organisation, and the year on year increase as a percentage is on a par with 
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the rest of the workforce and with increase in shareholder value, we believe the overall impact 
may be beneficial.  We are not persuaded of any causal link between the general offer of an 
annual bonus, and achievement of the corporation’s long-term strategic goals. 
 
We would recommend that annual bonuses are only distributed when free cash flow is generated, 
not necessarily when profits are declared. 
 
� relationship between directors’ pay and employees’ pay? 
 
The differential between pay as a multiplier has become of interest in recent years, partly driven 
by the obscene multipliers noted in the US investment banking sector.  However, we would 
counsel caution in the calculation and the use to which such differentials are put.  For instance, 
the juxtaposition of CEO remuneration against the lowest paid member of staff is of limited 
value.  With current reporting disclosure it is perfectly possible to calculate highest paid director 
or main board average director remuneration against the average of all other staff within the 
corporation.  It is difficult for us to see the incremental benefits over and above the cost of 
comparing one role – CEO – to that of another – lowest paid employee.  
 
Takeovers  


16. Should the shareholders of an acquiring company in all cases be invited to vote 
on takeover bids, and what would be the benefits and costs of this?  


 
As is noted in the consultation document, the academic evidence points to a relatively frequent 
benefit to the shareholders of the corporation being acquired, as compared to a relatively frequent 
dis-benefit to the shareholders of the acquiring corporation, so an invitation to vote on takeover 
bids would be a logical precautionary step to protect shareholder interests. 
 
Other  


17. Do you have any further comments on issues related to this consultation? 
 
Currently the examples of a long-term focus in corporate Britain are few and far between.  They 
need to be drawn out and celebrated as a demonstration of what can be done, and of how valuable 
this can be to all stakeholders, not simply investors.  We would be pleased to work with the 
Department for Business Innovation & Skills on such a programme.  
 


Zingales, L. (2009), “The Future of Securities Regulation”, University of Chicago Booth School 
of Business Research Paper No. 08-27; FEEM Working Paper No. 7. Available at SSRN: 
http://ssrn.com/abstract=1319648, calls for securities regulations that focus on corporate 
governance. Emerging research on the use of company environmental reports by financial 
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institutions (see, DEFRA1) extends the call of Zingales by calling for policy measures that focus 
on the relationships between financial institutions and the companies that they invest in. This 
research finds that effective policy prescriptions will be those that (i) recognise that investment 
behaviour is shaped by intermediated capital markets, and (ii) that distinguishes information 
items used by financial institutions which are firm-specific (such as company environmental 
programmes) and non-firm-specific (such as carbon prices and energy use subsidies).  


The following four policy suggestions are expected to promote long-term focuses at the boards of 
companies and financial institutions: 


 A legal reconceptualisation of fiduciary requirements that connects asset value and portfolio 
exposure to environmental and regulatory risks.  


 Requirement for financial institutions to disclose the adjudged effects of their companies’ 
exposures to environmental risk on their own levels of portfolio risk.  


 Requirement to demonstrate the deployment of environmental considerations in organizational 
articles of association, and insertion of the same as a contractual requirement for service 
providers and investment intermediaries. 


 Requirement for professional education programs as delivered to company directors, 
investment analysts, fund managers, and fiduciaries to cover environmental, social and long-
term governance risks. 


 


Finally, we note that the addressee of this response is different to the earlier addressee of the 
Department of Business Innovation and Skills’ consultation on the future of narrative reporting.  
There are clearly a range of interconnected themes and issues between these two important 
projects and we would hope that their results are considered together and thoroughly integrated in 
the formulation of future policy and regulation. 


 
 
 
 


 
1 DEFRA: ‘Investor Demand For Corporate Sustainability Reporting’ (report for the UK 
Department for Environment, Food and Rural Affairs, 2010): 86 pp.  
Extracts of this report were include in the report ‘The contribution that reporting of greenhouse 
gas emissions makes to the UK meeting its climate change objectives: a review of the current 
evidence’ (Report presented to Parliament pursuant to section 84 of the Climate Change Act 
2008), November 2010: 67 pp. (available) 
http://www.defra.gov.uk/environment/business/reporting/pdf/corporate‐reporting101130.pdf.  
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We hope that you find this response helpful.  If you require further clarification of any of the 
points raised above please do not hesitate to contact one of the signatories below. 
 
 
 
Yours sincerely 
 
 
Dr. Steve Priddy     Dr. Matthew Haigh 
Head of Technical Research,    Senior Lecturer in Accounting, 
London School of Business and Finance School of Oriental and African Studies, 


London, and 
 Associate Professor of Accounting, 
 Aarhus University, Denmark 
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Corporate Britain” 
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Introduction 
 


The London Stock Exchange Group (LSEG) is home to over 2,000 UK companies with a 
combined value of over  £1,750 billion.  The LSEG is an essential provider of non-bank 
finance to UK co mpanies and the access to eq uity finance provided by its markets has 
been a major economic stabilis er for U K companies during the crisis.  £163  billion has 
been raised by UK businesses, both large and small, through the LSEG since the run on 
Northern Ro ck which compares to t he £200bn pumped into t he eco nomy through t he 
Bank of England’s Quantitative Easing scheme.  
 


The London Stock Exchange also plays a key role in attracting international companies 
to the UK. Currently o ver 600 i nternational compa nies fro m 70 countries with a  
combined m arket c apitalisation of £1 ,825bn are listed on our mark ets underlining t he 
international scale and global importance of London’s financial markets. 
 


Executive Summary 
 


 Liquidity plays a key part in driving the UK economy. Both the diversity of long -term 
and short-term investors with their different  strategies and motivations, and the mix 
of do mestic and int ernational inve stment, are es sential to this  liquidity , helping to 
create a liquid a nd vibrant equity market. This in turn  lowers the cost of capital and 
makes it easier for companies to ra ise equity finance (which is especially important 
for SMEs), whilst bo osting re turns for investors. The co rporate gove rnance re gime 
must rec ognise and  support  bo th s hort-term an d long-term  inv estors and  preserve 
the attractiveness of the UK for international investors in order to preserve this critical 
liquidity and its wider economic benefits. 


 
 The UK’s corporate governance regime delivers the right balance of re gulation and 


flexibility to protect shareholders, and provides a stable platform on which companies 
can operate. This enhances the UK’s  attrac tiveness a s an internatio nal financ ial 
centre. The Government must ensure that any changes to the corporate governance 
regime a re p roportionate, preserve the UK’s attrac tiveness a nd continues to 
encourage growth in the UK economy. 


 
 To support long-term equity investment in the UK, the Government must address the 


fiscal barrie rs t hat disc ourage long -term equity inve stment. We nee d t o ac hieve a  
fundamental re balancing of the economy so that debt and equity are treated equally 
in the tax system, thereby helping to stimulate private sector led growth in the UK.   


 
 We believe that the current takeover rules apply proportionate checks and balances 


without distorting the UK’s competitive business environment. The ability to buy and 
sell c ompanies is v ital to the o pen and non-discriminatory bus iness environment 
which has  historic ally made the UK an attractive place t o inve st. Any po tential 
changes to the UK’s takeover regime which restrict the perceived investment value 
of UK companies are likely to reduce the attractiveness of equities as an investment 
class and undermine liquidity  in UK co mpany sha res. T his would  ris k re ducing 
returns f or inves tors and make c apital m ore ex pensive for co mpanies, threa tening 
investment and job creation potential in the UK.  







 


The Board of Directors  
 
Question 1: Do UK boards have a long-term focus – if not, why not? 
 
Comments 


 
Under Section 172 (1) (a) of the Companies Act 2006, Directors are 
required to have regard for the long term consequences of their actions. 
 
In line with this, strategic decisions are based on one essential question: 
what is the most effective way to leverage the company’s assets in order 
to maximise shareholder return in the long run and achieve other core 
corporate objectives.  A corporate strategy often necessitates a large 
degree of investment, both in terms of time and financial capital.  Once 
embarked upon, it is difficult to reverse – and to do so would require a 
strong justification and/or a viable alternative.   
 
The viability of a strategy will be tested against a set of variables on an on-
going basis to determine whether changes need to be made.  Short-term 
developments will form a part of this continuous evaluation and may 
therefore provoke a set of actions; it is necessary to determine whether 
these developments pose a threat or opportunity to the fulfilment of 
corporate strategy.  However, in themselves, they will not cause a change 
of strategy.  Equally, though Directors are kept regularly informed of day-
to-day developments in the business and its environment, they do not 
base long-term strategic decisions on short term movements in the 
company’s share price. 
 
Arguably the most important question to be posed is whether corporate 
strategy and management goals are being effectively communicated to 
external stakeholders.  If not, then a change in the company’s investor 
relations approach and/or communications strategy may be required.   
 


 
 
 
 
 
 
 
 
 
 
 
 
 
 







 


Question 2: Does the legal framework sufficiently allow the boards of listed 
companies to acce ss full and up-to-date information on the  bene ficial 
ownership of company shares? 
 
Comments 


 
Under Section 793 (1) of the Companies Act 2006, a company may give 
notice to persons whom they have reasonable cause to believe has 
interests in the company’s shares. 
 
This notice allows the company to request confirmation of this belief, and 
certain information on those persons. 
 
In practice, this will only apply to those persons who have an economic 
interest, and whose purchase of those shares has gone through 
settlement.  Day traders, who may temporarily hold the shares, but whose 
holdings will not go to settlement, will not be included.  We do not believe 
that this is a problem – such people cannot, as they are not registered 
themselves, vote on key issues at an AGM or EGM.   
 
We are unaware of any other US, Canadian or European legislation that 
provides companies with the ability to obtain this level of detailed 
information on shareholder structure.  In this respect, the UK’s legal 
framework is far more advanced than any other framework in the EU. 
 
There are some aspects of Section 793 that could be improved. In 
particular, more granular detail of what information may be requested 
under Section 793, for example: the names and addresses of those who 
have had an interest or exposure to the shares, full details of relevant 
interests, the nature and extent of the interests, and the circumstances in 
which they arose.   


 
However, an impact assessment would be required to determine what the 
costs to the investment community would be as a result of any changes 
and/or any adverse impacts on the investor pool seeking to invest in UK 
companies (see our comments on the significant benefits of a deep and 
liquid investor pool on UK companies and markets – questions 3 and 7). 
 
 


 







 


Shareholders and their role in equity markets 
 
Question 3: What are the impli cations of t he changing nature of UK s hare 
ownership for corporate governance and equity markets? 
 
Comments 


 
We welcome and strongly agree with the acknowledgement in the call for 
evidence that the huge influx of foreign capital has been beneficial to UK 
companies and London as a financial centre1.   
 
The increase in foreign investment has helped to increase the liquidity and 
efficiency of the UK equity markets.  A liquid and vibrant market is good for 
investors, companies and the UK economy.  Investors benefit from a more 
efficient market with narrower spreads, and consequent lower trading 
costs. This enables them to secure a better price, resulting in better 
returns on investment2.  For companies, it lowers the cost of capital, 
making it easier for them to raise equity finance3.  This enables these 
companies to fund growth, invest in research and development, and create 
jobs, to the benefit of the wider UK economy.   
 
An example of the influx of foreign capital into the UK has been the 
increase of investments from Sovereign Wealth Funds (SWFs).  The UK 
has been a key beneficiary of this investment: between 1995 and June 
2009, half of the $187 billion invested in Europe by SWFs was invested in 
the UK4.  London remains an attractive destination for SWFs due to its 
structural strengths in financial services and ancillary professional 
services, as well as a globally respected and well balanced corporate 
governance regime and an open and non-discriminatory business 
environment.   
 
It’s worth noting that SWFs tend to be long term investors.  They therefore 
tend to take a more strategic and fundamental view of a company’s 
prospects and have high risk tolerances.   
 


                                            
1 Paragraph 4.3 
2 For example, the liquidity of the London Stock Exchange’s equity market, as measured by value 
traded on the orderbook, increased by 112 per cent between April 2000 and March 2010.  In the 
same period, the average Time Weighted Spread for FTSE 100 stocks reduced by 82 per cent.  
Greater liquidity and narrower spreads reduce the relative price at which investors buy, and raise 
the relative price at which they sell, thereby reducing their trading costs and earning a better 
return on their investments (data from the London Stock Exchange) 
3 The LSE/Oxera report (“The Cost of Capital: An International Comparison” – June 2006) refers 
to studies showing that the trading costs incurred by investors in secondary markets have direct 
implications for share prices and a company’s cost of equity. 
4 Sovereign Wealth Funds, 2010, IFSL Research 







 


Question 4: What are the most effective forms of engagement? 
 
Comments 


 
Whilst voting is an important form of engagement, it is not a substitute for 
effective and continuous dialogue and face-to-face meetings between a 
company and its shareholders.  These provide a forum for question and 
answer sessions on the company’s corporate strategy, outlook and 
financial performance.  In this way, issues can be raised, discussed and 
resolved before votes are held at the AGM or at an EGM   
 
Regional shareholder meetings and road shows can also be a useful and 
effective way of engaging with shareholders.  However, these are likely 
only to be practicable if a large numbers of shareholders are concentrated 
in particular regions.   
 
It is therefore important that companies are able to take a qualitative 
judgement as to how best to engage with their shareholders.   
 


  
 
Question 5:  Is there sufficient dialogue within investment firms between 
managers with different functions (i.e. corporate governance and 
investment teams)? 
 
Comments 


 
In our experience, there is sufficient dialogue between internal 
departments in investment firms.   
 


 
 
 
 
 
 
 
 
 
 
 
 
 
 







 


Question 6: How important is voting as a form of engagement?  What are 
the benefits and costs of institutional shareholders and fund managers 
disclosing publically how they have voted? 
 
Comments 


 
Voting is an important form of engagement.  However, as stated in our 
answer to question 4, it is not a substitute for effective and continuous 
dialogue.   
 
We support in general the principle underpinning the UK Stewardship 
Code (the Code), pursuant to which institutional shareholders are 
expected to publically disclose voting records, and if they do not, to explain 
why5.  Under the same principle, institutional shareholders should not 
automatically agree with the Board, and where they don’t, should actively 
communicate to the company the reasons why.   
 
However, there are a number of issues that should be considered in 
applying this principle: 
 


 Public knowledge of a disagreement could have an adverse impact 
on shareholder value, whilst not solving the problem; 


 
 The cost/benefit of disclosure should be considered, as the costs of 


disclosure may undermine investor value.  Disclosure of voting 
practices may result in the production of extensive information and 
statistics being produced, which create additional expense for the 
institution in question (and on underlying investors therefore), but is 
not widely used; 


 
 Confusion may arise if fund managers are required to vote 


differently with different blocks of shares at the request of their 
clients.   


 
 


                                            
5 The UK Stewardship Code, Principle 6 







 


Question 7 : Is sh ort-termism in equity markets a problem and, if so, h ow 
should it be addressed? 
 
Comments 


 
It is the diversity of long-term and short-term investors with their different 
strategies and motivations which enables the UK economy to flourish and 
for London’s capital markets to remain as attractive and competitive as 
they are.  The interaction of these investors drives a liquid and vibrant 
market – as noted in our response to question 3, this reduces the cost of 
trading for investors, reduces the cost of capital for companies and 
provides the means for companies to raise equity finance efficiently and 
cheaply without incurring further debt.  This in turn enables both domestic 
and international companies to invest in growth and create jobs, to the 
benefit of the wider UK economy6.   
 
The funding provided by the London Stock Exchange’s equity markets 
since the run on Northern Rock in 2007 demonstrates the importance that 
equity finance has had in helping to sustain the recovery and drive growth 
in the wider UK economy. Since September 2007, £163 billion7 has been 
raised by UK companies in equity on our markets.  This compares to the 
£200 billion that has been pumped into the UK economy by the Bank of 
England through its quantitative easing programme.   
 
The importance of vibrant equity markets to the real economy is most 
apparent with our SME market, AIM.  Since its launch in 1995, in excess of 
£70 billion has been raised by SMEs.  This financing is fundamental to the 
operations of these companies: UK based companies on AIM employ in 
excess of 250,000 people and support a further 320,000 jobs indirectly.  
Approximately £12 billion is contributed to GDP by AIM companies, with a 
further £9.4 billion supplied through Gross Value Added and in 2009, £1.8 
billion was contributed in tax revenues8.  Given the reliance on equity 
finance for growth, maintaining a liquid and efficient market, and a lower 
cost of capital, is essential to support growth and help to achieve a 
rebalancing of the UK economy through a private sector-led recovery.   
 
We would urge caution with the use of the statistic in Paragraph 4.19 of 
the call for evidence which states that holding periods have fallen from 5 
years to 8 months since the 1960s.  This statistic on holding periods is 


                                            
6 Please see our answer to question 3, and footnote 2 
7 Both new and further money raised by UK incorporated companies – September 2007 – 
December 2010. Source: London Stock Exchange Group 
8 “Economic Imp act of AI M and the  Role  o f Fiscal Incen tives” ( Grant Thornton and LSE),  
September 2010 







 


sourced from the London Stock Exchange and the World Federation of 
Exchanges9 and is based on share turnover data. Turnover data is not a 
reliable indicator of holding periods, as it only reflects the mean measure 
on how a stock trades its market capitalisation.  This mean measure 
cannot take into account the distribution of trades resulting from short term 
versus long-term holders which we believe creates an inaccurate picture of 
actual holding periods.  We are investigating more accurate sources of 
data and would be happy to meet to discuss when we have further 
information. 
 
If the Government is to continue using share turnover data to calculate 
holding periods, then it should be noted that data indicates that turnover 
velocity of UK shares is significantly lower than in Europe and the US10. 
 
To conclude, the liquidity provided by a diverse range of market 
participants is highly beneficial to the UK economy: it results in a deep and 
liquid market that reduces the cost of trading for investors, reduces the 
cost of capital for companies and lowers the barriers to raising capital in 
the equity markets.  This remains an incredibly attractive framework for 
international business and the flow of funds, expertise and talent to the 
United Kingdom. Together, this has consequent beneficial impacts on jobs 
and growth across the UK.   
 


 
 
Question 8: What action, i f any, should be t aken to encourage a l ong-term 
focus in UK equity  investment decisions? What are the be nefits and c osts 
of possible actions to encourage longer holding periods? 
 
Comments 


 
As described in our answer to question 7, the confluence of long-term and 
short-term investment strategies is essential for a vibrant and liquid 
market.  This in turn is key to the capital raising activities of Corporate 
Britain and to the health of the wider UK economy.   
 
However, we also believe that greater incentives should be offered to 
encourage long-term investment in UK equities.  In particular, the UK 
operates a fiscal regime that acts as a disincentive for investing in equity.  
It is clear that the financial crisis of 2008 was a crisis driven by excessive 


                                                                                                                                  
9 Via a paper from the Bank of England – Patience and Finance, A. Haldane, September 2010, 
Bank of England, at Oxford China Business Forum, Beijing. Available at 
http://www.bankofengland.co.uk/publications/news/2010/067.htm 
10 The average turnover velocity of UK shares was 101 per cent in the 12 months ending 31st 
March 2010.  This compares to an average of 116 per cent in Europe as a whole, 187 per cent in 
Italy and 327 per cent and 245 per cent in Nasdaq and NYSE stocks respectively. Source: WFE 
and London Stock Exchange Group. 







 


debt, not by equity.  During the crisis, the London equity markets remained 
open for business; since the run on Northern Rock in 2007, £196 billion 
has been raised in London Stock Exchange’s markets; £163 billion of this 
by UK corporations11.  It is clear that equity finance has a clear role to play 
in financing and sustaining the recovery; this should be recognised in the 
tax system.   
 
Specifically, while other asset classes such as bonds and cash are subject 
only to income tax, equities are taxed at purchase, dividend and sale, in 
addition to the corporation tax paid on company profits.  We need to 
achieve a fundamental re balancing of the economy so that debt and 
equity are treated equally, in order to stimulate growth in the UK and 
strengthen our economy.   


 
 
Question 9: Are there agency problems in the investment chain and, if so, 
how should they be addressed?   
 
Comments 


 
We are not aware of any problems.  Paragraph 4.25 suggests that there is 
excessive churn in equity markets as a result of portfolio changes on the 
part of fund and investment managers.  It should be noted that such 
activity is not permitted under the FSA’s Conduct of Business Rules12.   
 
We are unaware of any evidence that suggests that fund managers are 
incentivised to churn their portfolio.  We understand that fund manager 
fees are normally calculated on an ad valorem basis related to the assets 
under management in the portfolio – and this is assessed on a medium to 
long-term basis13.  Therefore an investment manager is not incentivised to 
over-trade their portfolio, as the transaction costs would erode the 
performance of the fund.   
 
The type of fund should also be considered.  For example, an indexation 
fund, designed to track a given index or asset, will ordinarily exhibit a high 
turnover of shares.  This is done to ensure that the price of the fund 
remains aligned with the given index.   
 


 
 
 
                                                                                                                                  
11 Total equity capital raised by UK and non-UK incorporates on the London Stock Exchange’s 
equity markets between September 2007 and December 2010. Source: London Stock Exchange 
Group. 
12 7.2.3 (1) – Conduct of Business Rules 
13 Please see the Investment Management Association’s response to the EU Green Paper on 
corporate governance in financial institutions and remuneration policies, September 2010  







 


 
 
 
 
 
 
 
 
Question 10: What would be the benefits and costs of more transparency in 
the role of fund managers, their mandates and their pay? 
 
Comments 
 
No comment 
 
 
 
 
 
 
 







 


Directors’ Remuneration 
 
Question 11 : What are the main reasons for the  i ncrease in di rectors’ 
remuneration? Are these appropriate? 
 
Comments 
 


The numbers presented in the call for evidence on page 26 need to be 
treated with caution.  In particular: 


 
1. The period 1998-2001 is not comparable with the period 2002-2009 


because the earlier period includes data on new recruits and 
internal promotions.   


 
2. Comparison between CEO remuneration and average employee 


earnings between 2002 and 2009 demonstrate only around a 1 per 
cent per annum difference in growth between the two groups: in the 
period CEO remuneration increased by 44 per cent whilst average 
employee earnings increased by 34 per cent.  This is a far more 
modest difference than suggested by the table on page 26. 


 
3. We would also query the accuracy of the employee earnings data 


provided in the call for evidence.  For example, between 2006 and 
2007, earnings purportedly declined by 17 per cent – we believe 
that this is unlikely to have occurred on a per capita basis.   


 
That said, we believe that any difference that does exist in remuneration 
increases between CEOs and employees is likely to have arisen, at least 
in part, for the following reasons:   


 
a) The bull runs of the 2000s, and the impact that this had on 


executive Long Term Incentive Plans (LTIPs): due to the 3 year 
performance period over which LTIPs normally vest, it takes 
time for a downturn to manifest itself in remuneration.  
Consequently CEO remuneration would only have started to 
decline in response to the recession from 2009 – it is worth 
noting that between 2008 and 2009, directors’ remuneration 
declined by 5 per cent, whilst employee earnings increased by 5 
per cent14.  We would expect a similar lag in director 
remuneration increases when performance begins to improve.   


 
b) The increasingly global environment means that the pool of 


available people with the right skills and experience to run global 
and highly complex organisations is limited.  UK companies are 


                                            
14 As demonstrated in the table provided on page 26 







 


increasingly turning to foreign leaders – today approximately 
one third of FTSE 100 companies have a foreign CEO15.  In this 
environment it is inevitable that market forces will have an 
impact on the remuneration of top executives. 


 
c) The public disclosure of remuneration may have played an 


important role in increasing directors’ pay.  Such transparency 
has better enabled directors to compare their remuneration 
packages – which would have an inflationary effect.   


 
We note that shareholders have a number of routes to raise any concerns 
over remuneration – in particular through ongoing dialogue (please see 
our response to question 4) and through the annual shareholder vote on 
the Directors’ Remuneration Report.  In the last 3 years, only 2 companies 
have had their Directors’ Remuneration Report voted down by 
shareholders, whilst 2 others did not receive more than 50 per cent in 
favour due to a high level of abstentions.  In our view, this is evidence of 
the importance, and the ability, of shareholders to raise their concerns 
during face to face meetings rather than resorting to voting against the 
Remuneration Report.   
 


 
 
Question 12: What would be the effect of widening the membership of the 
remuneration committee on directors’ remuneration? 
 
Comments 


 
We do not believe that there is a necessity to widen the membership of the 
Remuneration Committee: 
 


 Remuneration Committees are staffed by Non-Executive Directors 
(NEDs) who are involved in the running of the business, have 
unique insight to the business and its operations and can therefore 
fully understand the link between remuneration and business 
strategy.  An external member of the Committee would not be able 
to offer this insight. 


 
 Shareholders have other routes of influences, namely: 
 


o Shareholders are provided with an annual opportunity to 
express their views on executive remuneration through a 
mandatory shareholder resolution on the Directors’ 
Remuneration Report; 


 


                                                                                                                                  
15 “Route to the top: a Transatlantic Comparison of Top Leaders”, E.Marx, Jan 2010 







 


o Shareholders are also provided with an opportunity to oppose 
the re-appointment of directors where they believe that they are 
unsuitable or not acting in the interests of the company; 


 
o In our experience it is not difficult to maintain constructive 


shareholder dialogue on both strategy and remuneration under 
the existing board structures.  Our view is that it is not necessary 
for shareholders to attend the Remuneration Committee; 


 
o We consider that this may be divisive and time consuming – 


creating tensions over which shareholders should be entitled to 
attend. 


 
 We also believe appointments of remuneration consultants as 


Remuneration Committee members would be inappropriate: such 
consultants are appointed by the Remuneration Committee to 
provide independent advice, with the decisions being made by the 
Committee itself.  Appointing consultants as members of the 
Committee would shift their involvement from independent advisor 
to decision-maker. 


 
 


 
 
Question 13 : Are shareholders effect ive in holding compani es to account 
over pay? Are there  further areas of pa y, e.g. gol den parachutes, i t would 
be beneficial to subject to shareholder approval? 
 
Comments 


 
Yes, shareholders are taking increasing interest in executive pay and meet 
regularly with companies to discuss this.  Furthermore, institutional 
representatives such as the Association of British Insurers and Risk 
Metrics provide guidelines on executive pay and advise shareholders on 
contentious issues.  Where executive remuneration is considered 
excessive or inappropriate, shareholders have the opportunity to vote 
against the Directors’ Remuneration report and indeed have shown their 
willingness to do so where they consider that alternative forms of 
engagement have been ineffective.   
 


 
 
 
 
 
 
 







 


 
Question 14: What would be the impact of greater transparency of 
directors’ pay on the: 
 


 linkage between pay and meeting corporate objectives 
 performance criteria for annual bonus schemes 
 relationship between directors’ pay and employees’ pay? 


 
Comments 


 
We support transparency.  We believe that there is already significant 
transparency in the UK on directors’ pay – shareholders already require 
companies to disclose the linkage between pay and performance and are 
demanding increasing levels of disclosure about targets, particularly 
around short term incentives such as annual bonuses.   
 
The benefits of greater transparency must be balanced against the 
potential impacts on the effectiveness of incentives and a company’s 
ability to attract the best talent:  
 


 As noted in our response to question 11, we believe that greater 
transparency may have contributed to the increase in directors’ 
remuneration; 


 
 By their nature, incentive arrangements are linked to a company’s 


most important strategic objectives.  The disclosure of even more 
detailed performance criteria, annual targets and strategic 
objectives may therefore be commercially sensitive.  If disclosure 
were mandatory, then the unintended consequence could be to 
encourage companies to link pay to less important targets and 
objectives or to move to a more discretionary and less measurable 
approach. 


 
It is unclear what purpose would be served by placing a greater emphasis 
on the relationship between directors’ and employees’ pay: 
 


 As noted in our response to question 11, directors’ remuneration 
has grown at only a slightly higher rate than employee 
remuneration.  We also query the accuracy of the data presented 
on page 26.  


 
 We consider that such an approach fails to take account of different 


types of company.  The employee profile and pay frameworks vary 
significantly between individual companies and industries, 
influenced in a large part by the industry and nature of the 
workforce.  In a highly technical or professional services 
organisation, pay levels are likely to be higher at all levels than in 







 


those organisations that employ greater numbers of lower skilled 
staff. By way of example the differential between CEO and average 
pay at some large retailers is over 100 times whilst for information 
technology or biotechs the differential can be as low as 8 times16. 


 
 


                                            
16 Data sourced from individual annual reports and Datastream 







 


Takeovers 
 
Question 15: Do boards understand the long-term implications of 
takeovers, and communicate the long-term implications of bids effectively? 
 
 
Comments 


 
Boards have a fiduciary duty to consider the long term consequences of 
their actions, and it is our belief that they take this duty seriously.   
 
The Board of both the offeror and offeree will carefully consider whether a 
takeover bid represents value, and whether it is the best use of company 
assets.   
 


 
 
Question 16: Should the shareholders of an acquiring company in all cases 
be invited to vote on takeover bids, and what would be the benefits and 
costs of this? 
 
Comments 


 
In the event of a major transaction, listed companies are already required 
to seek shareholder approval in accordance with the class tests in the 
listing rules17.  Companies will frequently make smaller acquisitions, and 
requiring shareholder approval in all cases could result in disproportionate 
costs on smaller acquisitions, disadvantage SMEs in particular, and limit 
inorganic growth opportunities for UK corporations. 
 
As an alternative, the current class tests could be reviewed, though there 
is a general view that the current class tests remain appropriate.  Any 
changes made would need to be proportionate and balanced so as not to 
disadvantage UK companies abroad or adversely impact scope for growth 
in the UK.   


 
 
 
 
 
 
 
 
 
 
                                            
17 Chapter 7 of the Listing Rules (LR 7.2.2) 







 


 
Question 17: Do you have any further comments on issues related to this 
consultation? 
 
Comments 


 
We have no further comments 
 
 
 
 
 


 
 







