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About this survey
The 2011 amendments to our corporate governance codes and corporate law
have given rise to a new framework for remuneration governance. For instance, an
annual non-binding shareholder vote on the remuneration policy should be tabled
at the annual general meeting (AGM).
This survey seeks to understand how companies listed on the Johannesburg Stock
Exchange are responding to the new governance challenges, and particularly
how they have adjusted to the shareholder vote on the remuneration policy. The
individual views of remuneration committee members were sought as opposed to
the view of any particular remuneration committee as a whole.

Respondent profile
This survey was conducted in February 2012 and participation closed on 1
March 2012. Members of remuneration committees of companies listed on the
Johannesburg Stock Exchange were invited to participate through an e-mailed
questionnaire.
We received responses from 30 remuneration committee members, who sit on 33
remuneration committees, across the following industry sectors:
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Sector

%

Financials

27%

Basic Materials

23%

Industrials

20%

Consumer Services

10%

AltX

10%

Consumer Goods

7%

Health Care

3%
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Foreword
We are delighted to introduce the 2012 Remuneration Governance
survey, Ernst & Young’s first annual review of the remuneration
governance of listed companies in South Africa.
A survey of this nature is opportune as we emerge from our first year
under a new remuneration governance framework. It is too early to
determine whether the new framework has changed the way boards pay
executives, both in terms of pay design and pay levels. However, through
this survey we have endeavoured to provide insights into whether the
regulatory changes to pay are moving in the right direction.
To provide a wider context, this report includes commentary on trends
in remuneration governance from other parts of the world where the
challenges are similar to ours.
With increased transparency on executive pay and the introduction of the
shareholder vote on remuneration policies, it can safely be said that there
will continue to be strong public interest in executive pay. The risk of
getting it wrong will be ever present. Hopefully, those who define whether
the company is getting it wrong or getting it right will base their findings
on accurate and sound principles of pay. We hope the information and
insights in this publication will make a positive contribution to the public
discourse on executive pay.
We would like to thank the Institute of Directors in Southern Africa for
their support with this initiative.
We would also like to thank all the participants who contributed to this
survey and I trust they will find new and meaningful insights that will help
them manage their remuneration agendas.

Ray Harraway
Director, Human Capital, Performance & Reward
Ernst & Young
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Background
The new Companies Act, No 71 of 2008, effective 1 May
2011, and the King Report on Governance for South Africa
2009 (King III), which took effect from financial years ending
on or after 28 February 2011, ushered in new frameworks
for the governance of executive pay. These new frameworks
provide a greater voice for shareholders in determining
remuneration. While the portion of the Act and King III
relating to remuneration are relatively small, the new
requirements make far-reaching changes relating to the
approval and disclosure of executive compensation.
King III requires shareholder approval of the remuneration
policy under a vote to be exercised at the annual general
meeting. The vote is non-binding. In other words, it is an
advisory vote, intended to give feedback to the directors on
all policy items related to remuneration. As stated in
King III’s practice notes, by voting on the remuneration policy
elements the vote is forward-looking, as opposed to a vote on
the level of remuneration, which is backward-looking.
Many other countries have already introduced similar
shareholders’ vote on executive compensation, namely
the United Kingdom, the Netherlands, France, Sweden,
Norway, Germany, the United States and Australia. Australia
introduced the vote in 2005, and the UK in 2002. The
United Kingdom is considering moving to a binding vote.
The United States adopted its so-called say-on-pay (SOP)
vote, in accordance with the Dodd-Frank Act, in January
2011 requiring a SOP vote at least every three years. The
Netherlands, France and Sweden have opted to go for a
binding vote under which a negative vote will typically mean
that the remuneration policy will need to be revised before it
can be implemented.
King III also calls for the remuneration of the directors
(executive and non-executive) and the three highest-paid
employees to be disclosed in the annual financial statements.
However, companies may prefer to show the individual
remuneration of each member of the executive committee.
Under the new Companies Act, No. 71 of 2008 (the Act)
shareholders are required to approve fees for services as
a director, in advance, by special resolution at intervals of
not more than two years. This applies to a director’s fees for
services as a director and not as an employee. The Act does
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not go so far as to require approval of salaries and bonuses
paid to executive directors. As stated in King III, the board
has the responsibility to set executive directors’ pay in line
with the approved remuneration policy.
The Ernst & Young November 2011 publication, Companies
Act Insights: Remuneration of Directors and Prescribed
Officers, provides a comprehensive analysis of the disclosure
and approval requirements of the Act.
While the Act and King III set the parameters for the new
governance framework on remuneration, consideration
should also be given to the following:
• The Johannesburg Stock Exchange listing requirements.
• Listed companies are required to disclose in their annual
reports how the principles of King III have been applied
as well as to provide reasons explaining any deviations.
For some time now, the listing requirements have also
required detailed disclosure of directors’ remuneration in
the financial statements of listed companies.
• Industry-specific requirements, such as the Switzerlandheadquartered Financial Stability Board’s (not to be
confused with the local Financial Services Board)
Principles and Standards for Sound Compensation
Practices. Although intended for financial services
institutions, they provide a solid foundation for
a remuneration governance framework for large
organisations in other sectors. Many of these principles
have been included in recent regulations relating to banks
issued by the South African Reserve Bank.
• The company’s articles of association or memorandum of
incorporation.
• International Financial Reporting Standards.
• The directors’ approved contract of employment.
• Other relevant legislation such as prevailing labour law.

Survey highlights
Better remuneration governance should lead to better payrelated decision-making by the remuneration committee
(Remco) as well as better implementation of those decisions.
Is remuneration governance in South Africa moving in
the right direction? Our findings from the survey reveal
encouraging signs that we are. However, there are also
signs of unintended consequences emerging that cannot be
ignored.
The highlights are set out below:
• A majority of Remco members felt that, broadly speaking,
the first reporting season under the new remunerationgovernance framework was a success.
• In its inaugural year, the vote has had an impact. It has
prompted changes to pay programmes. The nature and
details of the changes were, however, beyond the scope of
the survey.
• A majority of Remco members proactively engaged
with their larger shareholders before the annual
general meeting at which the vote takes place. In
addition, shareholders have become more active in the
remuneration affairs of the company. Remuneration is
after all a cost to shareholders, who should have an active
interest in the appropriation of business profits.
• Remco’s will be placing greater focus on aligning pay with
performance over the next 12 months. Such alignment is
a key theme in the King III principles.
More regulatory pressure is not always a good thing:
• There is a noticeable sense that increased disclosure of
executive pay will actually cause pay to increase, and may
also result in the inadvertent sharing of competitive pay
practices.
• Similarly, Remco members realize that the new
governance framework may not be the solution to address
pay practices that can be perceived as problematic such
as golden parachute payments and guaranteed bonuses,
or pay for failure.

Our perspectives
• King III recommends a minimum of 50% of shareholders’
vote in approval of the remuneration policy. As the vote
is non-binding, the board can still choose to implement
the policy even if the count of favourable votes is below
50%. It must be questioned whether a simple majority vote
can be considered as an adequate level of shareholder
support. Is the company prepared to face negative media
or reputational damage in the event that, say, 30% vote
against the policy?
• It is submitted that a negative vote exceeding 20% to
30% is a warning sign by pay critics that the organisation
runs the risk of a vote failure in 2012 if concerns about
executive pay are ignored. Proxy advisors in the United
States seem to be promoting a minimum support of 70% to
80%. In June 2011, the Australian government introduced
new rules that would allow shareholders to vote off a
company’s entire board if there were two successive annual
votes of at least 25% against the remuneration report.
• It has been said that the remuneration governance
framework in South Africa has no teeth. Because it is
only advisory in nature, a majority no-vote has no real
consequence apart from possible reputational damage.
Instead of using this vote to express dissatisfaction, could
we see shareholders actually voting Remco members off
boards?
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Non-binding shareholder
vote on the remuneration
report: Did the vote bring
about changes to pay
programmes?
Yes, in its debut year, the vote has made an impact on pay
programmes. 11% of respondents stated that changes to
their pay programmes were prompted before the annual
general meeting, and a further 11% said that the vote
prompted changes at or after the annual general meeting.
In total therefore, 22% of respondents stated that the vote
prompted changes to their pay programmes.

Did the vote prompt changes to your pay programmes?

Before the AGM

11%

At or after the AGM

11%

22%, in aggregate, stated that the vote prompted

changes to their pay programmes.
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Shareholder engagement: A new era of shareholder
involvement?
A sizeable 29% of the respondents said that they
had adopted changes to their pay programmes as a
consequence of engagement with shareholders. Pay is
after all a cost to shareholders, and shareholders need to
be active. In coming years, it will be interesting to see how
this percentage might change.
From management’s perspective, identifying who your
shareholders are, how they make decisions and who
advises them will help the company to engage better with
them and better prepare it to reconcile shareholder views
with company practices. Practically, the time and resources
needed for such engagement, both by shareholders and
by the company should not be underestimated. Boards
will also need to determine whether it is most effective
and productive for a company to meet with investors
individually or in a group, what information should be

shared, when the engagement should occur, and who the
appropriate individuals to be involved in such discussions
should be. The increased disclosure and transparency on
pay programmes will continue to feed the public interest
in executive pay and this should further encourage
shareholders, particularly the institutional shareholders,
to get involved and have their say. It remains to be
seen whether the Code for Responsible Investing in
South Africa (effective from 1 February 2012), mainly
applicable to institutional investors, will enhance the
level of engagement between boards and shareholders.
Responsible voting by institutional shareholders can play a
significant role in influencing pay related decisions.
Nevertheless, it is encouraging that a majority (54%) of
the respondents indicated that they proactively engaged
directly with their larger investors, and that 83% felt
that their shareholders have become more active in the
remuneration affairs of the organisation.

Did you take steps to proactively engage with your
shareholders before the AGM?
Directly with larger
shareholders
Indirectly with all
shareholders

54%
22%

29% said that changes to pay programmes were adopted

as a consequence of engagement with shareholders.

83% felt that shareholders have become more active in the

remuneration affairs of the organisation

In separate research carried out by Ernst & Young, high-performing companies are more advanced
in building strong relationships with their stakeholders, both internal and external. Stakeholder
confidence is one of the key drivers of competitive success, and is built through engagement. It results in
stakeholders supporting management with the investment of their cash.
Source: Growing Beyond: How high performers are competing for growth in difficult times:”Stakeholder
Confidence: Telling the right story in the right way in the right time”: Ernst & Young, 2011
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Assessing the first reporting season under the new
framework for remuneration governance:The corporate
governance conundrum
The new governance framework may well trigger unintended
consequences.
Both pay design and pay level can and should be
differentiators in the battle for talent. However, as much as
69% of the respondents suggest that increased disclosure will
expose the company’s competitive pay practices.
The irony is that where a remuneration approach differs from
market or industry norms, the company will be expected
to provide a comprehensive business rationale for its
unique approach. This would have the unintended effect of
penalising innovative approaches to the design of payment
schemes, leading to greater conformity.
48% of the respondents felt that the increased disclosure
would result in the “ratcheting up” of pay. It is indeed an

unusual situation for any employee to have readily available
market data on the payment rates for his or her position.
This inevitably leads to comparisons and consequent pay
demands if the comparison is unfavourable.
43% believe that increased corporate governance will reduce
problematic pay practices that are not performance related,
like golden parachute payments and guaranteed bonuses, or
pay for failure. The majority of respondents (57%) believe,
therefore that the new framework will not address these
practices. This is concerning as one of the reasons for
increased corporate governance is surely to reduce such poor
payment practices.
Overall, however, a majority of 62% gave the first voting
season the thumbs up.

Do you agree with the following statements?
Increased disclosure will result in
disclosure of competitive pay practices

69%

Increased disclosure will result in
‘ratcheting up’ of executive pay

48%

Increased corporate governance should
reduce problematic pay practices
Increased disclosure will result in disclosure
of sensitive or confidential information

43%
34%

62% believe the first season of shareholder

voting have been successful

“Increasing data transparency has led over time to the bidding up of executive pay levels in the UK”
Source: Reporting, an Ernst & Young publication, Issue one, November 2011, “The remuneration
game, what effect has increased scrutiny of executive remuneration had on governance?”
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Measuring performance
The design of a robust pay programme is dependent on
identifying appropriate metrics for measuring corporate
performance. These metrics should be the ones that drive
shareholder value. If there is a strong, long-term correlation
between actual pay and actual corporate performance and
outcomes, negative headlines can be avoided.
In South Africa, performance measures for long term
incentive plans have traditionally been earnings per share
and relative total shareholder return (TSR) measures. TSR
has, however received increased criticism; firstly, because
executives arguably have little control over this performance
measure, and, secondly, it is subject to short term volatility
and market sentiment.
We were also interested to see to what extent other
measures have been used, particularly those that are
reflective of core performance, such as cash flow,
profitability, as well as the use of non-financial metrics. Given
the move to integrated reporting, the allocation of rewards
should be based on a wider definition of performance and
should include non-financial measurements.

In the survey results, profitability measures were dominant
across both short- and long-term schemes.
The following performance measures are prevalent in shortterm schemes:
• Profitability, personal targets, headline earnings per
share, non-financial targets, the use of absolute metrics
and return on capital employed.
In contrast, the following measures are prevalent in longterm schemes:
• Profitability, TSR and the use of relative measures.
Performance measures for environmental and economic
value added were less prevalent across both long-and shortterm schemes.
Participants have indicated that performance metrics for
pay plans will not be a major focus area in the next 12
months (see next section), implying that little change can be
expected to these findings.

Which of the following performance indicators (KPIs) are currently
included in your short-term and long-term incentive schemes?
4%

9%
29%

Not Used

35%

29%

35%

37%

38%

29%

Long Term Schemes

46%

50%

50%

55%

Short Term Schemes
24%

56%

57%

62%

65%

29%
27%

24%
37%
37%

47%

12%

38%

38%

12%

32%

26%

26%
15%
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The road ahead
As we have passed
through the first
reporting season under
the new framework, we
asked Remco members
where their focus for the
next 12 months might
be.
Long-term incentive schemes
The first priority focus area, identified
by 62% of the Remco members, is in the
design of long-term incentive schemes.
As the real wealth-creation opportunity
for executive’s lies in such schemes,
perhaps the focus of this change will
be to ensure they are aligned, with
corporate performance over the longer
term.

Linking pay and performance
The next highest focus area for
Remco members, at 55% of the vote,
is building links between pay and
corporate performance. Linking pay
to performance is a strong theme at
present in the media and the area that
claims the attention of most pay critics.
Disconnects between pay and corporate
performance are given as one of the
main reasons behind negative votes in
the United States.
If companies can demonstrate how
executive pay is supported by corporate
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performance even in simple graphical
terms, they would be making very
strong and defensible statements about
how they reward their leaders. If a
chosen performance indicator such as
relative TSR in the peer group places
the company’s performance over a
sustained period at the 75th percentile
of the peer group then, all things being
equal, it should be reasonable to see
pay levels at the 75th percentile.

Reward strategy, alignment
between strategy and pay, and
quality of disclosure in the
remuneration report
Coming in at a tie for third with 52%,
were the three focus areas of reward
strategy, alignment between pay
and strategic goals, and quality of
information in the remuneration report.
We should therefore expect to see
enhancements to the quality (both
breadth and depth) of information
in the remuneration reports. But,
there is a risk that this can also lead
to more disclosure of competitive
practices as mentioned earlier. It will
be interesting to see how this will
play out in the coming months. One
of the most effective ways to reduce
a negative shareholder vote is to
ensure the remuneration report is
written in plain English. Too often, the
reports are cumbersome and lack clear
explanations of how pay correlates to
corporate performance. Most reports
tend to focus on the compliance

obligations and fail to provide the
commercial rationale for remuneration
practices in a way that is meaningful
for shareholders and demonstrates
the links between reward (actual and
realisable pay) and actual performance.

Risk in reward
Only 16% felt that more co-operation
with other board sub-committees, such
as the risk and audit committee, was
needed. Perhaps such co-operation
is already taking place particularly
in the financial sector. However, 36%
of respondents felt that more focus
was needed on linking reward risk
management to the organisation’s
enterprise risk management
framework. Regulators are turning
their attention to examining how pay
programmes affect risk taking.
Understanding the relationship
between pay and risk is an emerging
challenge and the management of
reward risk is itself a new discipline.
Plan governance or internal assurance
is taking on a new distinctive role within
larger organisations, particularly in the
financial sector. Governance of the pay
plan can be as important as the plan
design itself. Managing risk in reward
entails setting up a reward control
environment with regular reviews to
ensure that all pay plans operate in
accordance with the plan’s governance
principles.

What level of focus do you anticipate your Remco will be
placing on the following areas in the next 12 months?
62%

Long term incentive scheme design

38%

55%

Links between pay and corporate performance

45%

Quality of information (breadth and depth in the
annual remuneration report)

52%

48%

Alignment between pay and strategic goals

52%

48%

Reward strategy

52%

48%

Short term bonus scheme design

52%

48%

Performance conditions for incentive schemes

46%

54%

Share based incentive scheme design

46%

54%

Remuneration benchmarking methodology

43%

57%

Shareholders/stakeholder dialogue

42%

58%

38%

Peer groups for remuneration benchmarking
Linking reward risk management to the
organisation’s enterprise risk management framework

36%

Remco charter (terms of reference)

68%

28%

Pay plan performance metrics
Co-operation with other board sub-committees,
such as the Risk Committee, and the Audit Committee

4% 3%

64%

32%

Remco capabilities

Reviewing the independance of remuneration
advisors/consultants

55%

72%

16%

84%

11%

89%

6%

94%

More

Same

Less

None

In research commissioned by Ernst & Young, a key finding is that reward risk has been elevated on the governance agenda,
and that audit committees can help ensure that links between pay and risk are understood. Reward risk is generally defined as
the risk that pay plans reward executives incorrectly or unethically, causing significant reputational damage. Regulators are
seeking to ensure that board members with responsibility for risk oversight address remuneration risk. Outside the financial
services sector, in which risk committees are less common, the audit committee often owns risk oversight. Remuneration risk
should also be included in any holistic enterprise risk management analysis.
Source: Insights for European Audit Committee Members, Issue 15 July 2011
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Contacts

If you would like to discuss your remuneration
governance agenda, please contact:
Ray Harraway
Performance & Reward leader, Africa
Tel +2711 772 5466
ray.harraway@za.ey.com

Mohen Moopanar
Senior Manager:Reward Risk Advisory
Tel +2711 772 3074
mohen.moopanar@za.ey.com

Ros McCabe
Senior Manager:HR Performance Improvement
Tel +2721 443 0414
ros.mccabe@za.ey.com

Arthur Sika
Senior Manager:Reward Consulting
Tel +2711 772 3981
arthur.sika@za.ey.com
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