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INTRODUCTION
In September 2013 the GC100 and Investor Group (the Group) published guidance
(the IGC Guidance) to help remuneration committees address directors’ remuneration
reporting requirements. The Group has reviewed the IGC Guidance in the light of
experience over the 2014 AGM season and recent developments. The Group believes
it continues to serve its purpose effectively. There are several issues that merit
supplementary guidance (see sections 3, 4 and 5 below), and aspects that can be
clarified or emphasised to promote best practice in future reporting (see sections 1, 2
and 6-9 below). These are addressed in this statement, which should be regarded as
part of the IGC Guidance.
2014 saw the beginning of a new reporting and governance regime, with an
understandable focus by companies on ensuring that they have a remuneration policy
approved. Attention in 2015 will doubtless turn to reports on the implementation of
those policies. The Group believes that a sound start has been made and wishes to see
this being built on progressively, with continuing improvement of both remuneration
disclosures and the way that companies and shareholders engage on remuneration.
The Group will continue to review the IGC Guidance from time to time to ensure it
remains relevant and useful, and refresh it where appropriate. In this regard, the Group
is mindful that the Department of Business, Innovation and Skills (BIS) intends to
publish analysis of companies’ implementation of the new reporting regime and related
issues, which may have relevance for the IGC Guidance.
In each of the sections below, the first line (in italics) lists the relevant statutory and
UK Corporate Governance Code provisions, followed by the relevant sections of the
IGC Guidance.
1. LINKING REMUNERATION TO COMPANY STRATEGY
Regulation 26(a)1; 1.1 (p. 2), 1.3 (pp. 3-5) and 4.3 (pp. 25-29) IGC Guidance.
This remains an important area for investors, which has been given greater emphasis
by the requirements to publish an annual strategic report. Investors believe that many
companies should give this area particular focus.
Companies are required to show how each component of a director’s remuneration
supports the company’s short and long term strategic objectives. This requirement
applies to the policy table; however, investors generally expect that this should be
supplemented by relevant disclosures in the annual remuneration report. Companies
should take the opportunity to give this the appropriate emphasis and explanation in the
annual statement from the chairman of the remuneration committee. Demonstrating the
linkage to strategy will be crucial for companies as their remuneration structures evolve,
discretions are exercised and policies come up for renewal.
The annual strategic report was introduced at the same time as the remuneration
reporting reforms, and in it, a company is required to set out its strategy and objectives.
The need to explain the link between remuneration and strategy in the remuneration
report thus invites cross referencing and alignment between these two reports. In
addition, remuneration committees may wish to consult the FRC guidance on the
strategic report, and the Financial Reporting Lab insight report on clear and concise
reporting. Both encourage and guide companies to produce a “joined up” report.
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“ Regulation” means a paragraph of Schedule 8 to the Large and Medium-sized Companies and Groups (Accounts and
Reports) Regulations 2008.
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2. APPLYING THE IGC GUIDANCE ON DISCRETION
Regulation 24(4); 1.3 (pp. 3-5), IGC Guidance.
The IGC Guidance recognises that remuneration committees may need a discretion in
genuinely unforeseen and exceptional circumstances. It also recognises that investors
will be more likely to approve such a discretion if it is tightly defined in scope.
In the 2014 AGM season, a notable number of assurances were given by remuneration
committees in order to narrow discretions that investors and investor representatives
found too broad after publication of the annual report but prior to the AGM (Assurances
are discussed further below). The provision of such assurances is generally undesirable.
Therefore, the Group emphasises that the IGC Guidance section on discretion should be
read as a whole. Companies may well face unexpected developments over the term of
a policy, but a broad discretion to address those will be more likely to be approved if it
is drafted and explained to make investors confident that it will be used only if and as
genuinely required, and within an acceptable maximum (either the general, or a higher
exceptional, maximum).
3. ASSURANCES REGARDING REMUNERATION POLICIES
Section 430 of the Companies Act 2006 (the 2006 Act); Regulations 21(1) and (3),
which require annual remuneration report disclosures about policy implementation in
the current year.
Some remuneration committees have published assurances about the way aspects of
their proposed policies would be implemented (Assurances). Such assurances were
provided on the basis that they would bind the company once the policy is approved.
Website publication
The Group considers that a company should disclose any Assurance on the accounts
and reports section of the company’s website, alongside the items required to be
published there.
Reporting of Assurances
An Assurance should be set out in remuneration reports in the following years of the
policy’s term, as a disclosure regarding policy implementation in those years. This is
supported by the Investment Management Association (IMA).
4. 2014 UK CORPORATE GOVERNANCE CODE: IMPACT ON REMUNERATION
POLICIES PREVIOUSLY APPROVED – MALUS AND CLAWBACK
Regulation 26(e), 3.1 (pp. 8-10) 4.3 (pp. 25-29) IGC Guidance, Provision D.1.1 of the UK
Corporate Governance Code (the Code).
The latest version of the Code applies to accounting periods beginning on or after 1
October 2014 (voluntary early adoption is possible)2. It includes a toughened comply
or explain requirement for all long and short term incentive schemes to provide for
withholding (“malus”) and recovery (“clawback”), and to specify when these will be
applied. While the terms of new incentives should reflect the applicable Code (either by
compliance or explanation), many remuneration policies were drawn up under the former
Code and recently approved, and are not due for renewal for another two to three years.
Companies that plan to extend withholding and recovery provisions in response to the
revised Code may wish to consider (in consultation with investors):
• deferring this to the next scheduled policy renewal;
• presenting for approval a new policy amended accordingly; or
•	devising some other solution, for which they may wish to seek appropriate advice (eg,
as regards any risk of making awards and payments “inconsistent” with approved policy).
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 he 2014 Code version therefore applies to the work of most remuneration committees in 2014/15, and should be
T
reflected in the sections of annual remuneration reports that disclose details of performance measures and targets
and other aspects of policy implementation in that year (ie, the “current year”).
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5. I NFORMATION ABOUT THE APPROVED POLICY IN SUBSEQUENT
REMUNERATION REPORTS
Regulation 1(2)-(3).
There is a statutory allowance for the policy to be omitted, if the report sets out the date
of the policy’s approval and where it can be inspected (on the company’s website
or otherwise).
The Group does not consider it necessary to set out the full policy in every report, but
considers that sufficient information should be included to help shareholders easily
assess the reported remuneration in the context of relevant aspects of the policy, and
that at least the policy table should be included. The remuneration committee should
consider whether any additional summary or extract from the policy is also required to
improve clarity. In any event, a full copy of the policy should be made available on the
company’s website, and signposted.
6. P
 ERFORMANCE TARGETS: PROTECTING GENUINE COMMERCIAL SENSITIVITY YET
ACHIEVING TRANSPARENCY
Regulations 2(5)-(6) and 21(2); 2.1 (p. 6), 3.10 (pp. 19-20), 4.3.4 (pp. 28-29), 4.4 (pp. 2930) IGC Guidance.
A number of companies relied on the provisions relating to “commercial sensitivity”
to restrict disclosure of performance measures and targets in the 2014 AGM season.
The Group recognises that prospective disclosure of measures and targets may cause
difficulty, however it expects retrospective disclosure once commercial sensitivity no
longer applies.
This remains an area of investor focus and a letter from the IMA expressed
disappointment at the level of retrospective disclosure in the 2014 AGM season. The
importance of the whole of the IGC Guidance section on commercial sensitivity is
therefore emphasised (see 2.1 of IGC Guidance, at p. 6).
For accounting periods beginning on or after 1 October 2014, the Code (on a comply
or explain basis) requires that performance measures and targets be “transparent,
stretching and rigorously applied”, and its preface emphasises the need to align
executive remuneration with long-term company success “and demonstrate this more
clearly to shareholders”3. These Code requirements give extra emphasis to issues that
companies should consider when making decisions on commercial sensitivity.
7. REMUNERATION COMPONENT MAXIMA
Regulations 25(2), 26(c) and 29(3); 1.3 (pp. 3-5), 3.10 (pp. 19-20), 4.3 (pp.25-29) and 4.6
(31-32), IGC Guidance.
A remuneration policy must set out the maximum that may be paid for each component
(in monetary terms or otherwise). There has been uncertainty at some companies
as to whether the maximum has to be disclosed at an individual executive director
level. Although the regulations do not specify that the maximum should be disclosed
at an individual level, they do state that ‘the table must also include the particular
arrangements which are specific to any director individually’. The Group believes the
regulations clearly set an expectation that a maximum level of remuneration should be
disclosed for each executive director, including the maximum possible level of bonus.
Investors generally expect that remuneration policies should disclose bonus maxima
set at individual levels.
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8. S
 HAREHOLDING REQUIREMENTS: COMPLIANCE, TIME TO COMPLY AND
ENFORCEMENT BY REMUNERATION COMMITTEES
Regulations 17 and 26(b) (regarding operation of short- and long-term incentive schemes);
3.6 (pp. 15-16), IGC Guidance.
Remuneration committees are required to report annually on “any requirements or
guidelines” regarding directors’ shareholdings in the company, and whether they were
met. Where long term or short term incentives are share settled, they may include
requirements for shares to be retained after vesting (with an allowance for share disposals
to fund any exercise price and/or tax arising), at least until a specified shareholding is
built up and retained. If so, that should be disclosed in the explanation of “how [the LTI/
STI] … operates” in the policy table, and appropriately cross-referenced or otherwise
disclosed again in the shareholding requirements section of the report.
Investors generally expect that reporting should follow the IGC Guidance. In particular,
how the remuneration committee enforces compliance with any shareholding
requirements or guidelines should be disclosed in accordance with the IGC Guidance.
9. REMUNERATION COMMITTEES SHOULD AIM TO IMPROVE CLARITY
Main Principle C.1, Code; 1.1 (p. 2) IGC Guidance.
There has been generally an improvement in the quality of remuneration reporting
since the new reporting requirements were introduced, but the Group believes that
companies should continue to focus on clarity and conciseness.
Remuneration committees may find it helpful to consider:
•	any feedback from shareholders on the last remuneration report and policy, and
whether this suggests matters that could be set out more clearly and concisely in
the next;
•	what might make it easier for investors to assess and understand each part of a
remuneration report (or policy); and
•	whether the report clearly explains the thinking and purpose behind the committee’s
decisions and choices.
All of the above should be considered as part of the overall Code requirement that
reports be “fair balanced and understandable”.
Disclaimer
This 2014 Statement does not necessarily reflect the views of all individual members
of the GC100, the Corporate Governance Forum or their employing companies and has
been produced for guidance only.
It is the responsibility of individual companies to ensure that they understand, and have
compliance procedures in place that meet the requirements of, the Companies Act
2006 and the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 (as amended) and to take specific external advice (legal or otherwise)
if they deem necessary.
The 2014 Statement and IGC Guidance are limited to the directors’ remuneration
reporting requirements as specified in the Companies Act 2006 and the Large and
Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 (as
amended). Detailed guidance on the structure and form of directors’ remuneration is
outside the scope of the statement and guidance.
Nothing in this 2014 Statement represents advice by the GC100, the Corporate
Governance Forum or any of their members, Practical Law, or any of the participants
in the GC100 and Investor Group to any person and none of the GC100, the Corporate
Governance Forum, Practical Law and the participants in the GC100 and Investor Group
accepts any liability to any person for or in respect of the guidance.
For further information, visit:
http://uk.practicallaw.com/groups/uk-gc100-investor-group
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