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Appendix 1: Biographical Note

In December 2010 the author retired as a ‘veteran’ ExecRemConsultant — by
then he had over 25 years’ relevant experience, initially two years with a global
ABC firm, subsequently five years with one of the Big Four and finishing with

over 18 years at another global ABC organisation.

The relevant ExecRemConsulting experience included advising RemCos in a
range of business sectors, but with a particular focus on financial services (eg.,
banks, insurance companies and fund management organisations). Clients
comprised publicly listed companies, large private companies and ‘family

offices' - in the UK, Continental Europe and USA, plus Middle/Far East.

Between 1985 and the end of 2010, the author lived through the introduction
and development of RemCos around the world, with the attendant growth in the
provision of specialist RemCoAdvisory Services. Accordingly, he participated
in the UK’s ‘early days’ of such services and through the period when it became
invariable practice for publicly listed companies to operate RemCos. In
essence, from remuneration planning advice being very tax-driven (eg.,
Government tax-favoured share plans and profit-related pay schemes) to the
time when establishing RemCos became standard practice and, indeed, an

integral part of companies’ strategic human resource management.

The author can claim to understand how ExecRemConsultants,
CoyExecRemSpecialists and RemCoChairs/Members actually carry out their
roles in practice. Indeed, he probably attended in total over his career more
RemCo meetings than the majority of RemCoChairs/Members - as he advised
numerous RemCos over many years, whereas most RemCoChairs/Members

probably sit on one or two RemCaos for just the latter part of their working life.
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Such experience provides an ‘insider’s perspective’ on any examination of the
working relationships between ExecRemConsultants, CoyExecRemSpecialists
and RemCos. He lived with the COl/independence’ issues involved in
providing RemCoAdvisory Services from an ABC or Big Four firm that offers
‘Other Services’ to client companies (ie., professional services apart from those
concerned solely with advising RemCo). Additionally, he brings a perspective
on ‘professional standards’ of someone who is not only a currently practising
barrister (ie., BSB regulated) but also served, early in his career, as a DPP Legal

Advisor.

The author’s consulting approach was research-based (along the same lines as
Edmans and Gosling — see Volume 1 (n 3 & n 4), respectively, for details),
bringing to bear both academic/technical and practitioner insights that promote
innovative, robust and ‘real-world effective’ advice — aimed at enabling RemCos

to make their pay determination decisions on a fully informed basis.

On the 'technical’ front, in 2001-2002 the author had been part of his ABC firm's
team of Actuaries and ExecRemConsultants that developed and subsequently
implemented in RemCoAdvisory appointments a methodology using extensions
to the Black-Scholes formula to accommodate individual features when valuing
a ‘portfolio’ of share incentives (LTIPs/ performance shares, share options and

restricted shares).

His particular interest in combining ‘academic’ and ‘practitioner’ aspects had
been triggered in 2006 by three of his ABC firm’s ExecRemConsultants
(including himself), collaborating with Edinburgh University Business School on
a qualitative study based on 22 semi-structured ‘elite interviews’ of

RemCoChairs/Members. (see Volume 1 (n 5) for details).

413



In January 2011, the author returned to practising at the Bar, which remains his
current role. As well as undertaking a broad range of Criminal Defence, on both
legally aided and privately funded bases, he has a particular interest in 'FCA
Defence' - ie., representing financial services clients who are the subject of
ongoing FCA criminal / regulatory investigation or proceedings. He has served
a three year part-time voluntary appointment as a CIPD Disciplinary Panel Chair
(2013 — 2016).

Further details of the author’s career history are contained in the biographical

information he circulated to prospective RIP participants (see Appendix 5.1.).
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Appendix 2

Summary of Research Interview Findings (SRIF)

[For ease of reference the SRIF uses the same sub-coding and numeration
categorisation adopted in Chapter 4 of this thesis]
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Appendix 2: Summary of Research Interview Findings

4.3.1. RITG1:SQ1 - ‘How do you consider the provision of UK
RemCo advisory services is currently working (including in respect
of the pay determination process and pay outcomes) [Sub-coding:
‘UKRemCoAdyvisoryScene’]?’

UKRemCoAdvisoryScene: ‘| think it works well in the sense that there are
some good people in ExecRemConsultancy services and that they are
doing good research and bringing intellectual thoughts as to how things

can be managed by RemCos’ (CoyExecRemSpecialist: 3)

UKRemCoAdyvisoryScene: ‘I suspect that because of the regulatory
environment and maybe the lack of willingness of RemCos to be seen
standing out and doing something different because of the reviews that
they'll get, it probably is not working as well underneath as | feel it should

be able to’ (CoyExecRemSpecialist: 3)

UKRemCoAdvisoryScene: ‘Increasingly focused in relatively few
individuals from ExecRemConsultants who are seen as the people that
someone wants to consult with. I'm not talking about very large numbers
of lead ExecRemConsultants, | think, in this country’

(CoyExecRemSpecialist: 3)

UKRemCoAdvisoryScene: ‘| think it works best, as | said, if that tripartite

relationship exists and works fluently’ (ExecRemConsultant: 1)
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UKRemCoAdyvisoryScene: ‘RemCos appoint ExecRemConsultants for,
well, maybe a number of reasons, but for one of two reasons, actually.
Perhaps an oversimplification, but | think there's the RemCo that appoints
an ExecRemConsultant because it wants an insurance policy, and there's
the RemCo that appoints a consultant because it genuinely wants the
advice and wants to enter into a relationship with a professional advisor,
who understands the business and can give the RemCo sound, intelligent

and objective advice on remuneration’ (ExecRemConsultant: 1)

UKRemCoAdvisoryScene: ‘At a high level | would say it's quite good. |
think when you dig into that it becomes quite different by company and
depending on the arrangements or how the different organisations work’

(CoyExecRemSpecialist: 2)

UKRemCoAdyvisoryScene: ‘You are looking for sensible business advice
in the way you would get advice from one of the Big Four accountants if
you are doing an M&A project or something. You're getting, as you say,
business advice. No one is asking for a RemCo’s appointed
ExecRemConsultants to give you a report on the wealth of experience in
executive compensation. That's not the role currently as we set it up’

(CoyExecRemSpecialist: 2)

UKRemCoAdvisoryScene: ‘From a relationship and outcome point of
view, | think that it's a bit more muddy because | think here it goes back
to you being paid by...I've seen a few times where the RemCo’s
appointed ExecRemConsultant will push back and not declare a number
that's expected in the room and that's a very difficult conversation and in
most cases it seemed to me that the will of the CEO prevailed’

(CoyExecRemSpecialist: 1)
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UKRemCoAdvisoryScene: ‘On the selection process, there is generally a
beauty parade, and the same people turn up on these different beauty
parades, and there is a selection at the end, based on who do we like and
who do we know, rather than who's the best person to advise us. A very,
very small number of advisors are being selected by a smaller number of
NEDs. And that group is getting smaller and smaller all the time. So itis

a problem, and it's a big issue’ (CoyExecRemSpecialist: 4)

UKRemCoAdyvisoryScene: ‘There's this ratcheting issue. That people
who are making pay decisions are part of the dataset themselves,
because they're executive directors in other companies. It is usually the

dataset that changes’ (CoyExecRemSpecialist: 4)

UKRemCoAdvisoryScene: ‘l often get called in to sit below the appointed
ExecRemConsultant, almost to give a kind of second opinion. On a non-
independent basis. The ExecRemConsultant is more focused on what
you pay, benchmarked against your peers. Naturally, that's going to lead
to pay inflation, as opposed to saying how do you actually structure your
pay so that it helps you achieve your growth strategy regardless of what

other people are doing?’ (City Lawyer: 3)

UKRemCoAdvisoryScene: ‘It is true that there were lots more
personalities previously in ExecRemConsultancy, but | think part of the
reason that has changed is that there was a lot of mystery about what
was RemCo advice in the early to mid-1990s and therefore it was driven
by individuals and personalities. In the early 90s there were people doing

the value-based analysis stuff and shareholder analysis’ (NED: 1)

UKRemCoAdvisoryScene: ‘| think RemCo Chairs have upped their game

over the last ten years or so’ (ROO: 4)
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UKRemCoAdyvisoryScene: ‘The RemCo Chair now has to sign off this
letter in the DRR, and justify and explain actions taken during the year in
a way that maybe they weren't doing so proactively five or six years ago’
(ROO: 4)

UKRemCoAdvisoryScene: ‘We wouldn't typically feed back views or
questions direct to the ExecRemConsultant, that's why it is important to
speak to the RemCo Chair. Some investors will say: “Yes we'll support
that, no we won'’t, and this is what you need to do to change it.” That's
not what we do’ (ROO: 4)

UKRemCoAdvisoryScene: ‘A little less playing of the games like that
would be appreciated | think’ [referring to some ExecRemConsultants
sugaring the pill for an ‘aggressive’ salary increase/raised bonus
guantum, by bringing in other features which they know investors will like
to see; for example, tightening up share ownership requirements]
(ROO:4)

UKRemCoAdvisoryScene: ‘Accounting firms - coming at remuneration
from a tax point of view, so regardless of whether the thing would make
sense from a business perspective or a shareholder one, they would
volunteer tax avoidance ways, truly artificial tax avoidance ways, of
delivering long-term incentives to the senior managers of their clients
because that is where they were coming from. That used to annoy me.
| suppose it's because they're doing tax advice on the back of what ought

to have been proper remuneration advice’ (ExecRemConsultant: 6)
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UKRemCoAdvisoryScene: ‘In a sense there's a conflict between our
objectives and to some extent the professional objective, the profit-based
objectives of the firm. Any business will have an incentive to improve
profitability, increase market share. The rewards given should be risk
adjusted and risk based. The ExecRemConsultants have a wider view -
they're looking at both the pay setting and the structures, whereas we are

focusing on the structures’ (ROO: 7)

UKRemCoAdyvisoryScene: ‘The RemCo papers are written by me, and it
is clear to the members of the RemCo that they are written by me, unless
they are one of the papers that's provided as independent, in which case
they're written by the RemCo advisors. | suppose ultimately what goes
into those papers is at my request but broadly that reflects the wishes of
the RemCo Chair and RemCo members rather than the company. So |
think they are independent, but equally, | don’t. | know that it's very rare
for the consultants to meet independently with members of the RemCao.
So they're independent, | think more by chance than design. Objectivity?
| think that they are too driven by what will go through the approval hoop,
rather than what might be the right answer for the company’

(CoyExecRemSpecialist: 7)

UKRemCoAdvisoryScene: ‘I think the ExecRemConsultancy profession
has matured. | do think that there are times when you need the
ExecRemConsultant to stand up to the company and the RemCo if it's
about to do something mad. And | do think that the old kind of consultant

was more likely to do that’ (CoyExecRemSpecialist: 7)
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UKRemCoAdyvisoryScene: ‘| think that executive pay is doing pretty well
exactly what is asked of it in this country at the moment and has done for
some time. RemCo advisory services are working very well given the
premises of what they are asked to do as advisors. Over the long term
in this country, as in many other markets, what has been primarily asked
of executive pay is to align its senior management with the interests of
shareholders. | think in terms of getting management thinking about the
shareholder interest and kind of increasing over time, there’s a step-
change from the 1970s onwards. And shareholders have had the benefit
of that. ExecRemConsultants are kind of part of that answer. The advice
they have given has enabled companies to achieve that kind of alignment,

that kind of performance profile’ (ExecRemConsultant: 10)

UKRemCoAdvisoryScene: ‘I think that varies hugely. One of the things |
think is really noticeable if you look across companies of all sizes, is the
very varied level of experience among RemCo Chairs. The RemCo Chair
discharges the majority of work, certainly the majority of work outside the
formal committee meetings on behalf of the RemCo, and therefore the

experience of that individual is very important’ (ExecRemConsultant: 3)

UKRemCoAdvisoryScene: ‘They manage both the RemCo side and the
consulting side quite actively, and they effectively give direction on behalf
of the RemCo to all of the players in that dynamic’

(ExecRemConsultant: 3)

UKRemCoAdvisoryScene: ‘There are occasions, particularly with a
strong agenda on the management side...in the absence of direction from
the RemCo, it can be a rather more challenging environment for the

consultant facing a stronger management team’ (ExecRemConsultant: 3)
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UKRemCoAdvisoryScene: ‘I've never been a fan of the argument that we
are advisors and therefore all we do is advise. Even if one does simply
provide advice, that in a sense does not let you off the hook in respect of
the decisions made upon that advice. But more generally | think that in a
lot of relationships our intervention goes beyond advice. On behalf of
clients and with the consent of both the committees and management of
those companies, we do to a certain extent manage the process for them.
We do lead them towards certain conclusions and help them build a
consensus around a certain course of action so | think that to label that
purely as advice, | think | would step away from that defence. | do take
the point that we do not have the same statutory responsibilities or duty

in the way that auditors do’ (ExecRemConsultant: 3)

UKRemCoAdvisoryScene: ‘Need for there to be more clarity, more
transparency, in terms of how the recommendation is actually interpreted
and eventually translated into the actual remuneration policy by RemCos.
ExecRemConsultants tell us that sometimes they advise on something
and that is not featured. Basically, it does not surface in the drafting of
the policy and in the discussions that will eventually become subject to a
binding vote at the AGM’ (ROO: 8)

UKRemCoAdvisoryScene: ‘Where do ExecRemConsultants'
responsibilities end and where do the shareholders have to step up to the
plate? ExecRemConsultants are advisors, a key part of a process which
needs to be got right but shareholders have to step in’

(CoyExecRemSpecialist: 8)
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UKRemCoAdvisoryScene: ‘| think the provision of services currently
works well. Why do | say this? By judging the evidence. RCG - by and
large, every listed company of matter uses an advisor under that
membership, so every member commits to give independent, objective

advice under that' (CoyExecRemSpecialist: 3)

UKRemCoAdyvisoryScene: ‘Not bad and vastly improved. After the last
ten years it has become clear who is in the driving seat on the
appointment process. RemCos have taken charge of external consultant
appointments, with clear lines of accountability. Resulted in improved
independence of advice (ambiguity gone) and quality of such (with
ExecRemConsultants previously providing benchmarking data now
moving to support the RemCo on a range of issues). The position has
improved - within the acknowledgement that it is a demanding
environment. Engagements can be small in scope/value but in a high-
profile context...much is down to the quality of the external consultant
providing advice to the RemCo. There has been a change in personality
type of consultant: less ego-driven/less personality-paramount/more
team-based skills used within consulting. The advisor still needs to be
self-confident though. Relationships between ExecRemConsultants and
RemCos are on the whole pretty good. RemCo Chairs are on top of their
brief and they build a personal relationship with their advisors’

(ExecRemConsultant: 11)
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UKRemCoAdvisoryScene: ‘| would not want to come across as in any
way complacent, but in terms of current UK RemCo scene | do not see a
large governance problem needing to be fixed. There are inherent
tensions though, and this is a legitimate public concern. CEOs are
important and powerful people, NEDs have to face complicated issues in
a unitary board structure...they need to pick their battles with
CEOs...NEDs have internal tension with the Board/management...there

is a danger of misdiagnosing the problem’ (ExecRemConsultant: 11)

UKRemCoAdvisoryScene: ‘Weak advisors get found out. Market
operates with transparency and RemcCos are in control. They will change
advisors they consider weak. US moving to Boutique advisors could have
lowered standards, rather than increasing them’

(ExecRemConsultant: 11)

UKRemCoAdvisoryScene: ‘UK's 2013 reforms were good: fundamentally

a good system’ (ExecRemConsultant: 11)

UKRemCoAdvisoryScene: ‘I think the provision of UK RemCo advisory
services isn't working terribly well. For the simple reason that the
consultants involved, working for the RemCo, are often not quite as
independent in terms of their ability to give possibly unwelcome advice

as they might be’ (ExecRemConsultant: 13)

424



UKRemCoAdvisoryScene: ‘Companies cross-buy, from someone they
trust/have used in another context already. The Big Four are still national
partnerships - could be argued that Boutique consultancies are more
likely to share expertise within the firm. With greater scale comes greater
professionalism. For example, within Audit there may be Audit Technical,
and Audit Technical in the Financial Services Sector. There are also
certainly economies of scale. Occasionally in our Boutique firm we were
told we had not won a ‘pitch’ because it was not global — the same
considerations are applicable in respect of below the Board advice.
ExecRemConsultants have good reputation with RemCos who
need/value their services, but not with the general public. Independence

can range from zero to one hundred’ (ExecRemConsultant: 14)

UKRemCoAdyvisoryScene: ‘When I first started using
ExecRemConsultants one sat down and thought about the things one
might like to do and then went and talked to the consultants about it, got
some advice about the structure and practice and some help about who
one might consult from the shareholder base about it. And by and large
one then went to that and the job was done. It has moved now with
increased regulation and prescription in the format of these things, that it
doesn't really happen like that. You go to the ExecRemConsultant and
say: “We are coming up to our annual review, what is it we can do?”
Consultant produces a model that looks pretty much the same for all
companies in your size band. The degrees of freedom you have to

change appear to be very small’ (NED: 3)
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UKRemCoAdyvisoryScene: ‘RemCo Chairs have come under so much fire
recently that they are very, very loathe to step away from those guidelines
- even if they think they don't really work. And of course the requirement
to have produced and reported on and have agreed your RemCo policy
means there is very little degree of freedom to do that. You pay always
a large amount of money in fees because you do not want to do anything
without formal advice from the consultants to get something which is
pretty vanilla - which really doesn't do much to help to drive motivation or
even, perhaps, the remuneration of the executives whom it's meant to
work for’ (NED: 3)

UKRemCoAdvisoryScene: ‘It's unusual to have more than two executive
directors on the Board, and they're only a very small proportion of the
people who work in the business and whose pay is key to what they do.
So the whole system's got rather silly, and is an example of regulation
gone mad. And producing a result that is not what was expected’

(NED: 3)

UKRemCoAdvisoryScene: ‘I didn't see any CompCo outsourcing of
decisions to ExecCompConsultants. Committees looked for a
perspective on programmes, payouts and current remuneration of
executives. | did see Committees who were too beholden to
management - so afraid the CEO would leave if he did not get what he
wanted. At the end of the day that's the CompCo's decision you know’

(ExecCompConsultant: 2)

426



UKRemCoAdvisoryScene: ‘It's all so expensive and it doesn't really do a
good job, | don't think. It certainly doesn't do a good job to motivate the
executive. It does a slightly better job of rewarding them for performance.
You're having an investment fund manager who spends a lot of time,
through its compliance department, looking at the pay of the very few
executives in a public company yet nobody looks at the pay of the
investment manager which is many times the order of magnitude higher.
The people who provide them with the funds are not engaged in the pay
of the investment fund manager. Why should it be that you have a big
institutional investor who spends all the time and effort on the pay of the
managers in a publicly listed company and spends no time at all looking
at the pay of the managers in their private equity portfolio? What is the
difference? You could say that the private equity portfolio, the manager
of the company there, is more directly aligned to the results of the firm’
(NED: 3)

UKRemCoAdvisoryScene: ‘In my most recent case the CEO started
when the share price was under £1 and moved it to almost 20 times that.
It was impressive. And we tried to put his salary up by 20% and the
institutions weren't happy with it. It was the corporate governance
advisor, rather than the fund manager. We did eventually manage to do
it. But it was just hard. And there was a knee-jerk reaction which is not
good or not helpful’ (NED: 3)

UKRemCoAdvisoryScene: ‘Fee level extraordinary, and then, of course,
executives get even more unhappy because they don't think they are
getting value for money. But it's part of the cost of regulation. Nobody
would mind if it produced a better result, but | don't think it does. A CEO
has resigned to run a company that is three times as big - because he's
paid three times as much and there's nothing a RemCo can do about it.
It's silly’ (NED: 3)
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UKRemCoAdvisoryScene: ‘I don't consider the provision of UK RemCo
advisory services is working very well. The way that companies get
advice is to lean on their internal HR functions to do a large amount of
what | call ‘grunt work’ around pay. So that's benchmarking, looking for
trends, looking for pitfalls and then getting a consultant with experience
to provide a third-party assessment of that and back up the views held

internally’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘Much more common now is for there to be a
relatively arm's-length relationship created: where either the company or
the RemCo (or both) have a beauty parade. Choose an
ExecRemConsultancy firm, but not always. Mostly five companies, a
small handful of organisations. Their process has taken 15 to 20 years
to solidify into now a very well-known process. Consulting firms that have
acquired these clients, where the companies are relying on so-called
independent consultants to give them advice, these organisations
actually have mechanisms whereby they stay advising the companies for
a period of time that's longer than one year. That makes perfect business
sense, as the process of acquiring an ExecRemConsultancy appointment
is expensive. Once you've had a request for proposal, you're probably
investing £15,000 to £20,000 of professional fees to put in place a
sophisticated offer to the company to select your firm to provide those

services’ (ExecRemConsultant: 15)
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UKRemCoAdvisoryScene: ‘We have Ilost the engagement to
ExecRemConsultancy firms that have effectively done what | call Phase
1 work for free. If that's the case then naturally what's happened is that
there's an investment in the company up-front which you'd expect them
to then somehow pay back by means of longer-term relationship with the
company. Consulting firms will initially invest very heavily in areas such
as benchmarking, and pay data can be something which is rather unique
if it's below the Board level. Access to financial services, pharmaceutical
or specialist sector data gives them a unique selling point for the client.
They may have geographic range and coverage that other companies

don't’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘This is a consulting firm which only eats what
it kills. If you have a client that's not paying up there's no cash to fund
the analysts who are needed to do the work. That tends to create an
environment where the Big Four/ABCs have an unfair advantage in this
particular marketplace, and at the other end of the spectrum small players
are able to exist. They are being under greater scrutiny as a result of
some mistakes they've made recently. Our firm outside US is an
uncomfortable environment to be in because we are sticking rigidly to
rules of independence where Big Four/ABC have a different playing field’

(ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘There's a bit of consolidation in the
marketplace because economics are such that it makes sense to be the

larger players’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘And | do think you get this inherent myopia
with the RemCo focusing on: “We want the right answer to keep the

executive happy” (CoyExecRemSpecialist: 1)
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UKRemCoAdyvisoryScene: ‘This is a B2B business. And clients are
sophisticated buyers of services, and they will find advisors that give them
good advice and meet the service needs. So, | don’t perceive there to be

a problem’ (ExecRemConsultant: 4)

UKRemCoAdvisoryScene: ‘We are a very regulated system, particularly
in the UK, but globally as well and therefore the ability to really do our
job... to move away from the vanilla is actually quite difficult and really
nine times out of ten our job is how we address developments and best
practice when advising on quite detailed points like holding periods and

malus and clawback or whatever (ExecRemConsultant: 4)

UKRemCoAdvisoryScene: ‘In terms of genuinely stepping back and
thinking back from first principles, I’'m not sure that's a comment on the
work of ExecRemConsultants, or just the system more generally, but I'll
guery how much of that really goes on. If | wanted to level a criticism
against our industry, it's interesting you have within the question, pay
outcomes. The feedback | sometimes get is with new clients: “Our
previous ExecRemConsultants never really offered a view on how tough
or otherwise the bonus targets are.” If you’re not commenting on the
target range against which that is assessed, | don’t know how much
added value there is, if 'm honest. | think the best consultants do that
and probably do it well. | suspect there is a whole tier of second division

advisors who don’t do that very well’ (ExecRemConsultant: 4)
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UKRemCoAdvisoryScene: ‘Like most things in life, it generally works. |
think that RemCos on the whole in the UK are effective. There is
perception that is different than the reality, and the perception is that it's
behind closed doors, so something mysterious must be going on. This is
not my experience and I’'m sure it's not the experience of most people
who have attended those meetings. | think there is a desire to ensure
due process is followed. There is often, but not always, adequate debate
in decision making. And there is reliance, and a heavy reliance of NEDs
on the advice of appointed ExecRemConsultants. And that is right and
proper, and that is what they are there to do. The general

approach/purpose is positive’ (CoyExecRemSpecialist: 4)

UKRemCoAdvisoryScene: ‘Increasing complexity in regulation results in
a minefield of confusion and complexity that not only the
ExecRemConsultants but the NEDs themselves are asked to navigate. It
is making the job more difficult, not easier, to do the right thing’

(CoyExecRemSpecialist: 4)

UKRemCoAdvisoryScene: ‘Over-regulation, too many rules, which is
detracting its purpose — motivate executive directors to deliver business
strategy. And that strategy is not just about profit. It is much wider than
that. Negative view of the executive directors, these guys need
controlling because they’re going to do the worst thing. Applying more
and more guidelines and rules. The old days of ‘comply or explain’ are
largely gone. It's now ‘comply and’, and inevitable complexity of rules, it
means that the rules do not make sense. They cross over each other

and often defeat their purpose’ (CoyExecRemSpecialist: 4)
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UKRemCoAdvisoryScene: ‘I don’t believe control is through rules. |
believe it is controlled through the application of the rules. NEDs have
the will and skill to apply controls and use their discretion to apply the
rules, to have an appropriate assessment of risk and ensure that
executive directors are doing the job that they’re supposed to do without

taking short-cuts/mis-selling’ (CoyExecRemSpecialist: 4)

UKRemCoAdvisoryScene: ‘| have seen RemCo Chairs who do not have
any understanding/background in Reward, or wider HR and the cultural
aspects of it, and they’re on a huge learning curve. | think there is a huge
flaw in the industry and that the NEDs as ex-executive directors may not
have backgrounds that qualify them to have an understanding of Reward
in the way they need. The training is de minimis, and often one day. They
are learning as they go. It leads to the propensity to make mistakes. It
leads to an over-reliance on ExecRemConsultants. They inevitably look

to the expert in the room’ (CoyExecRemSpecialist: 4)

UKRemCoAdvisoryScene: ‘Often, | find the advisors are more powerful
in the decision-making than the RemCo members, and that's something
that needs to be fundamentally looked at. | do not believe it is the fault of
the ExecRemConsultants. | believe they are doing the job they are asked
to do. They are very objective in their approach to pay and state facts.
But these facts are over-relied on. The NEDs need to have more
confidence to apply the brakes rather than feel that they’'ve just got to

follow a process here’ (CoyExecRemSpecialist: 4)

432



UKRemCoAdvisoryScene: ‘So | would say that a lot has been done in the
period following the financial crisis to regulate, particularly through the
RCG, the work of the ExecRemConsultant. | have to say at once the
work that’'s been done in that field is clearly valuable and positioned the
industry well in perception terms externally. | suspect that there were
rather fewer issues than some external commentators might have

suggested’ (ExecRemConsultant: 3)

UKRemCoAdvisoryScene: ‘I suggest that the situation was not
particularly poor, that there were actually relatively few issues prior to that
point. But overall | would say that the provision of services is working

well' (ExecRemConsultant: 3)

UKRemCoAdvisoryScene: ‘I think that RemCos, particularly in larger and
Mid-Cap companies, are very clear about the hiring and firing
responsibility with regard to ExecRemConsultants. They give direction to
consultants, albeit that they expect their consultants to work fluidly with
members of the corporate management. My experience is that line is
sometimes a little more blurred as one moves into the Small Cap and
maybe there isn’t always the strength of RemCos’ experience to develop
a good working relationship there. But certainly, as | say, in the FTSE
350 | think it works well’ (ExecRemConsultant: 3)
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UKRemCoAdvisoryScene: ‘My feeling about it is that there are too few
ExecRemConsultants. There’s not enough choice and | feel that clients
are frustrated by that. Some big accountancy firms do not wish to act as
independent advisors to RemCos. They have taken a commercial
decision that it is not the space they want to be in, as it would prohibit
them from doing further work for clients. It's too limited a mandate and
frankly it just doesn’t pay enough for what they may think is the external
brand risk that one takes in associating oneself with another firm'’s

remuneration’ (City Lawyer: 3)

UKRemCoAdvisoryScene: ‘| very much get the feeling that companies
here change their remuneration advisors very frequently. And I'm not
sure that’s helpful because it seems to me the advisor gets changed
because the company, or the executives, or the RemCo just don't like the
particular advice they’re giving. Which seems to run contrary to the idea
of giving independent advice? If what you’re seeking is confirmation of

what you want to do, | think there’s a big tension there’ (City Lawyer: 3)

UKRemCoAdvisoryScene: ‘Provision of UK RemCo advisory services is
working quite well. NEDs are not always as supportive of the RemCo
Chair as they could be. So I think that an external firm or an individual as
an advisor is a useful sounding board at least, and more often is a source
of technical advice, plus some insights into general market practice. So
| think there is a need for ExecRemConsultants and | think that they on

the whole do a reasonably good job’ (NED: 1)
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UKRemCoAdvisoryScene: ‘We have interactions with
ExecRemConsultants, we have interactions with the RemCo members,
but we don’t see exactly how they work in the Boardroom, and have to go
on what we pick up elsewhere. The situations have improved perhaps if
you compare it to where we were 10, 15 years ago. | think there was a
concern at the time that a number of ExecRemConsultants maybe had
too much power in terms of setting schemes, or proposing schemes to
RemCos which they felt were appropriate but weren’t necessarily right for
the company’ (ROO: 4)

UKRemCoAdvisoryScene: ‘I think ExecRemConsultants have taken a
flair bit of flak in the past for their role perceived through the whole debate.
Some of it fairly, probably some of it unfairly. | guess they’re not dissimilar
in position to proxy advisory firms that are criticised for what they do from
time to time. But | don’t think the role of ExecRemConsultants is the
biggest in executive pay where there are much bigger issues. If you
asked your typical investor: “What is the big problem with executive
pay?”, I'd be surprised if many of them said: “It's consultants over-
reaching themselves or putting inappropriate things forward”. It's more
of a question of how pay levels and structures have developed or the

complexity of the overall’ (ROO: 4)

UKRemCoAdvisoryScene: ‘That reflects concerns over sheer levels of
pay. If nothing else, | guess where you could bring an
ExecRemConsultant in is the extent to which their work has contributed
to levels being at the stage where they now are. Benchmarking for
example, is driven up. If consultants hadn’t been so aggressive with their
benchmarking in their early days, it wouldn’t be in this position now. But

it's only a small part of a much bigger picture’ (ROO: 4)
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UKRemCoAdyvisoryScene: ‘Pay for failure? We have malus and
clawback arrangements, with much longer-term pay programmes, we no
longer have re-testing, we have 12 months or less notice periods, we
have RemCos applying discretion on a downwards basis. That sort of
good citizenship of a company doesn’t get reported because what makes
headlines from a newspaper’'s perspective is the ones that fail and the

ones that are perceived to be working awry’ (ExecRemConsultant: 5)

UKRemCoAdvisoryScene: ‘There can be formulaic misunderstandings or
the exercise of discretion by the RemCo perhaps wasn’'t powerful
enough. The perception since the recessionary period and general low
growth is that executive wages seem to be on a different escalator to
everyone else’s. We forgot that executive pay has increased because
we did not have long-term incentives 30 years ago. US had them and a
higher productivity and high growth, and balance out short and long-term
behaviours. | think the shareholders/proxy agents can’t continue to point
the finger over in one direction when they themselves have made it more
difficult to reach certain aspects of pay in the executive structure. Higher

potential maximums. Higher volatility’ (ExecRemConsultant: 5)

UKRemCoAdvisoryScene: ‘There seems to be some strange outcomes
in terms of where performance appears to be over-rewarded, or shall |
put it in this way, slightly more in terms of mediocre performance appears
to be over-rewarded. How do you reward executive directors when the
economy is not performing well, where there is a declining market, and
yet your company compared to its peers is actually performing rather well,
even though the share price may be falling and profits may be falling? So
maybe there is some disfunction in the way RemCo advisory services is
working’ (ROO: 5)
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UKRemCoAdvisoryScene: ‘I've got no reason to say things are not
working well. | do however have some scepticism in relation to the very
small number of external consultancies that provide these services to

companies, which never ceases to surprise’ (CoyExecRemSpecialist: 6)

UKRemCoAdyvisoryScene: ‘One of the things | always found quite difficult
was that CEOs get huffy about HR-related costs in a way they don’t about
audit and other financial costs. | was always under intense pressure to
keep RemCo costs down. That’s probably because auditors have legal
responsibilities; appointed ExecRemConsultants don’t, which is good and
bad. The fact that they don’t have skin in the game could lead to them
thinking that they can just do what the company thinks it wants, rather
than what perhaps they ought to be thinking about in terms of alternatives.
| have never felt that by the way, but it could be a risk’

(CoyExecRemSpecialist: 5)

UKRemCoAdvisoryScene: ‘Weir Group had their DRR voted down. |
thought: “Were the ExecRemConsultants doing their job?” because one
of the things our ExecRemConsultants always did for us was to go out
and test with the major shareholders what their views were, as the
consultants had a very good idea what was acceptable to them and what
wasn’t. So | think that’s probably a case of where something broke down
in the system, because | would expect our appointed
ExecRemConsultants to know what was going to happen, though these

days in politics that’s less clear’ (CoyExecRemSpecialist: 5)
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UKRemCoAdvisoryScene: ‘A friend of mine said to me recently that one
of the problems with ExecRemConsultants at the moment is because of
some legislative changes all firms are now on the same three-year cycle.
Everybody is wanting everything at the same time. It's damned hard to
get the people you want because they’re so busy because everyone’s on

the same cycle’ (CoyExecRemSpecialist: 5)

UKRemCoAdvisoryScene: ‘The newspapers do hate us. The RemCos |
have seen are so varied. Often, | would say they do sometimes love us,
but they sometimes also don’t like us because we’re standing there
saying: “Well, if you want a vote from your shareholders, you can’t do
that”. I've seen a couple of occasions where it’s like: “Oh we lost”. They
didn’t invite us back to tender. The relationship had broken down
because | told them they couldn’t do it and they didn't like that because
they wanted to do it, so they’re going with a practice that will let them do

it (ExecRemConsultant: 7)

UKRemCoAdvisoryScene: ‘It is very hard though, for us to see the quality
of that advice and we will never know whether an ExecRemConsultant
gave different advice which the RemCo didn'’t follow and | am certainly
aware of some ExecRemConsultants that have resigned or threatened to
resign because they felt that the RemCo was not following their advice.
To blame everything on ExecRemConsultants is maybe a step too far’
(ROO: 6)
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UKRemCoAdvisoryScene: ‘Lawyers have fallen out of the first line of
communication in this area. | am very, very rarely in meetings between
RemCo and ExecRemConsultants. | get the impression consultants are
not always in RemCo meetings. When | talk to RemCo consultants they
seem sensible and concerned about the way executive pay is perceived
by the outside world. Not really sure what goes on face-to-face between

appointed ExecRemConsultants and RemCos’ (City Lawyer: 4)

UKRemCoAdyvisoryScene: ‘Advisory services in the UK: It's in quite a
boring place, mainly as the result of higher regulatory requirements and
general guidance pressure from the investor community than any other

country’s ever seen.” (ExecRemConsultant: 16)

UKRemCoAdvisoryScene: ‘It’'s less a problem of bias. It's a problem of
RemCos. The industry has got relatively little demand from RemCos for
truly expert advice. Good advisory skills. Much less demand than you
would have thought, considering the concentration of large corporates in
this country. There are many fantastic companies, RemCos, CEOs, who
do this in a tremendously good way, and they’re served by very good
ExecRemConsultants and they hire the bad ones. And sometimes they
hire the good ones because they just need to get good ideas/thoughts
and it's all valid in a consultancy situation. There are too many
companies not just in the UK even more so across Europe, who do not
feel this is a matter of true urgency and importance and it's more a game
for the galleries. Therefore they only want very basic, very safe support,

and they don'’t really want advice’ (ExecRemConsultant: 16)
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UKRemCoAdyvisoryScene: ‘Companies that turn over CEOs are much
more productive in terms of what they get for their money. Research
shows higher value figures for companies that turn over the CEO. This
suggests that RemCos ought to be less risk-averse than they are

currently’ (ExecRemConsultant: 15)

UKRemCoAdyvisoryScene: ‘RemCo Chair and members are on the face
of it our client, but ironically don’t pay the bills. The RemCo Chair is an
individual who is the chooser. If RemCo Chair wants an
ExecRemConsultant they will get that consultant and what tends to
happen is that as RemCo Chair moves from one company to another they
will bring their preferred advisor with them. Large firms can consolidate
their position as they have a large bunch of professionals who they can
serve up in any circumstances, whoever happens to be on the Board.
The company’s Chair is rarely critical to this conversation around
remuneration governance, but sometimes can be. Thinking about a
recent UK corporate governance debacle, shareholders and proxy
advisors should have had massively more influence on who is advising
the company on pay. ExecRemConsultants selected especially on the
basis of the ability to read the runes of where the proxy voting agencies
are feeling most uncomfortable, so that companies can avoid bear traps
when it comes to proxy voting recommendations’

(ExecRemConsultant:15)

UKRemCoAdvisoryScene: ‘I think probably we need to be more proactive
in calling out bad behaviour and certainly if | heard the examples of going
to management and saying: “You’re underpaid” then | would definitely call
that out. | have a very good idea of who are good ExecRemConsultants
and who are bad consultants. If a company is advised by one of the latter
then it tells us a lot and we would add extra scrutiny. Would we have less
trust in that structure? Yes, probably’ (ROO: 6)
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UKRemCoAdvisoryScene: ‘I also attended US Comp Committee
meetings. My initial reaction was to be appalled that papers would be
presented, very often by HRDs. A few grunts. Terribly old boys network.
And | used to think that these were awful. In UK, terrific meetings, we’d
discuss everything and we’d reach some sort of conclusion. It struck me
| was missing a point about the US meetings. Bit like politicians getting
together to sign documents. All the work had been done beforehand. UK
meetings were heated affairs because people had not had these
preparatory meetings. RCG’s VCC is good. Normal requirement for
meetings without executives present. Papers were read before, but there
was never any discussion about them beforehand. People would come
armed with their opinions, views and questions, which had to be resolved
within the hour that was allotted before the main Board meeting started.
There was a lot about the process | found rather unsatisfactory’

(ExecRemConsultant: 18)

UKRemCoAdvisoryScene: ‘| think ExecRemConsultants genuinely listen
to the RemCo, which probably trots out the classic “attract, retain and
motivate”. Not want to be behind the market. Provide a bit of an
incentive. Can’t give big pensions anymore. ExecRemConsultants will
say: “This is the package | can design for you” - if you want to put it like
that. RemCos some have clear ideas on metrics. Not want to set us too
far apart from anybody else. But interesting question is whether a lot of
junior ExecRemConsultants, or even senior ones, actually sit there and
believe executives are incentivised by short-term incentives? Wide range
of answers, ranging from this guy is driven by money but that one would
not be incentivised at all, and they would make a decision which was in

the long-term interests of the business. And | don'’t think consultants
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actually, sort of, challenge RemCos how they think about these sorts of
issues. Nor do they flag their concerns about somebody doing that.
Executive Directors will do something short-term to maximise their bonus.
| agree that the duty of ExecRemConsultants is never to not say

something you consider to be of importance later on’ (NED: 4)

UKRemCoAdyvisoryScene: ‘The accountabilities lie with RemCo. | think
to blame ExecRemConsultants you've also got to blame NEDs for being
lazy. Not satisfying themselves that they should know what they should
do. The ExecRemConsultant is there to a certain extent to make sure the
package gets through shareholders and is okay. Compliant might be
another word. But NEDs sit on a Board with those people whose pay they
are determining. There is a natural bias then, to not make trouble,
because this will wash over to the functioning of the Board itself’

(NED: 4)

UKRemCoAdvisoryScene: ‘Female ExecRemConsultants: It was a way
of making progress in a professional service field. Very open to having
women doing these roles. With women RemCo Chairs it might be
different. A lot of women do end up as RemCo Chairs. | don'’t think
ExecRemConsultants egg on their clients to do things. Some innovations
come from institutions others, like performance share plans, come from
ExecRemConsultants (and did not come from the US incidentally)’
(NED: 4)

UKRemCoAdyvisoryScene: ‘ExecRemConsultants have a
disproportionate impact sometimes. They know from experience how it
happens and often do the research concerned — for example, in relation
to performance share plans and short averaging periods for
measurement. The people who do the modelling on share capital

consumption also tend to be the ExecRemConsultants. Just occasionally
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you will get a Share Manager in an organisation who really knows their
stuff, but normally it’s the consultant who has got more information’
(NED: 4)

UKRemCoAdvisoryScene: ‘RemCos are potentially the worst possible
decision-making bodies in the world. Members probably have great and
glorious careers and don’t want to look foolish, but don’t have time to get
into all the detail. Maybe the NEDs have not been given all the detail.
HRD/Head of Compensation & Benefits/CoySec probably in truth feel that
their main allegiance is to the CEO because he’s the one who decides if
they’re going to be employed or what they’re going to be paid. CEO is
probably in RemCo meeting or makes his views known. Also conspiracy
of interest; whatever CEO is paid there tends to be a relationship to what
his direct reports are paid. So there’s a great conflict of interest there.
Appointed remuneration consultants may only be asked to advise on a
few limited things and however splendid, objective, insightful their

evidence may be, it may not be sought’ (ExecRemConsultant: 18)

UKRemCoAdvisoryScene: ‘ExecRemConsultants have no right of reply
so that if a decision is made by the company that they disagreed with,
that won’t come out. We took over as RemCo advisors in a particular
instance where the CEO had been given the right to millions of pounds
worth of shares with very, very modest performance conditions (because
really it was a retention payment or a ‘stick around bonus’). We were
asked to comment on a plan that was not of our own design and opined
that the shares concerned should be released. The upshot was that we
were vilified in the press and | had to write to 150 of our clients. You can
be an unwitting victim of the press, everybody likes somebody to blame.
It's just not a perfect situation. Too many vested interests, too many

conflicts of interests. It's somewhat tense’ (ExecRemConsultant: 18)
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UKRemCoAdvisoryScene: ‘I think the industry is in a worrying state.
There has been a lot of consolidation and so the diversity or difference, |
think, has diminished. @ Two of the Big Four [are leaders in
ExecRemConsultancy advisory services], the other two have “dabbled”.
Towers have merged, Aon Hewitt acquired NBSC. Mercer has recently
acquired Kepler. So there’s much less diversity and it’s really happening
over the last three or four years. And it's hard to see now where the new
start-ups are going to come from. Other than corporate activity there
hasn’t been much change in any of the players over ten years. Market is
quite stable. | think that's not healthy because it means there isn’t a huge
range of choice. In terms of how independent it is, | think the challenge
with RemCo advice is a lot of it is very particular to the individual. It's not
even the firm’ (NED: 5)

UKRemCoAdyvisoryScene: ‘There are a whole variety of skillsets that you
need to be an effective ExecRemConsultant to a RemCo, you have got
all of the know-how of market data and how to deal with it responsibly,
and | think a lot of people aren’t that good at that, but beyond that there’s
the ability to be impactful and effective if you are actually presenting to a
RemCo or you are privileged enough to participate in their deliberations.
And so to say it is working or it is not, | would say it's working in some
respects and not in others. It works well in the sense of there being
access to market data. And | think it works well in there being people that
will help the RemCo understand some of the technical issues around
remuneration, so compliance, disclosure, reporting requirements. It
works less well in the true independence of an individual, quite what their
purpose is. When | was an ExecRemConsultant, | viewed my

responsibility to be to the company’ (NED: 5)

444



UKRemCoAdyvisoryScene: ‘A lot of ExecRemConsultants’ reports are
very formularised. Very lacking in genuine interrogation of the specific
issues the RemCo of the organisation is looking to get a handle on’
(NED: 6)

UKRemCoAdyvisoryScene: ‘| don’t think the CEO would over-step the
mark in terms of trying to influence the appointed ExecRemConsultants
inappropriately. He wouldn’t try to use it to unduly influence his

remuneration’ (NED: 6)

UKRemCoAdyvisoryScene: ‘RemCo relationship with external consultants
is working pretty well in UK. Experience is that consultants do not fully
appreciate position of management in certain cases, in terms of
reasonable  pay  practices operated in certain  sectors’

(CoyExecRemSpecialist: 12)

UKRemCoAdyvisoryScene: ‘| see appointed ExecRemConsultants as just
that, consultants. They are there to advise the RemCo but actually and
ultimately | believe very, very strongly that the Board as a whole, including
the NEDs and executive directors and the RemCo, they’re the ones who
are ultimately responsible to shareholders. So any notion that the
consultants should be moving, cajoling or bullying RemCos doing the
right thing for shareholders is a complete nonsense. It is for NEDs to
protect the interest of the company as a whole. There is the danger of
the whole remuneration environment becoming very prescriptive...
NEDs constrained by tunnel thinking on the part of shareholders’

(CoyExecRemSpecialist: 11)
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UKRemCoAdvisoryScene: ‘Tunnel thinking: Is it shareholders? |s it proxy
advisory bodies? Who's really driving their requirements and how best is
that done and brought together? It sort of goes back to trust in the end
and just common sense on the part of Boards. Going back some way the
first awareness | had of remuneration issues was the “snouts in the
trough”. Reviled because of excessive executive pay in the face of
corporate under performance or even failure. Excessive rewards for
failure. I'm quite interested in the last year or two to see a lot of people
taking a pasting on some quite technical remuneration-type issues that
are entirely related to the quantum (absolute or relative). That's an
interesting development, and one | don't really welcome. Issues that
have been had over disclosure of performance targets. Some level of
detail can be quite difficult in a highly-competitive market particularly
when you happen to be one of the only quoted companies in the industry’

(CoyExecRemSpecialist: 11)

UKRemCoAdvisoryScene: ‘We are getting hung up on a one-size-fits-all
very technical set of requirements now. | find that frustrating because
ultimately a company needs to do what is right for that company in those
circumstances. It's absolutely not about making sure that all the execs
fill their boots, absolutely not, it is about making sure one is putting in
place mechanisms that are genuinely relevant and motivating. | see,
much to my disappointment, a resurgence in the demand for TSR as a
performance measurement. How does that work in a company that’s
counter-cyclical? Fundamental misunderstanding of the drivers of value
in that business. Who is setting the standards? Who is demanding that
they’re implemented? Who actually holds the vote? Long-term future of
the company? Translates into long-term future of all the employees. We
are missing the broader perspective as we shoe horn everyone into a

one-size-fits-all remuneration structure’ (CoyExecRemSpecialist: 11)

446



UKRemCoAdvisoryScene: ‘On the one hand, as a ‘process person’, |
really welcome the standardisation. What you can’t have is your top 15
shareholders (who may account for over 50% of the shares in a particular
case) each sending you their own remuneration policy with conflicting
requirements telling you that if you fall foul of any one of those
requirements it will result in a vote against the DRR in a situation where
that’s going to be binding. This is unhelpful. On the other hand, do we
really want a situation where the 15 shareholders are telling us that we
do have their full support, we’re doing all the right things including in
remuneration, but they can’t even take a view on how they’re going to
vote because they're just going to follow slavishly the voting
recommendations of one of the big proxy voting services?

(CoyExecRemSpecialist: 11)

UKRemCoAdyvisoryScene: ‘ISS swing the vote. On the one hand, great,
if they are really representing all the shareholders properly, because it
gives clarity of requirements. It gives a single point of engagement, and
there’s lot of potential benefit in that. It does not cater for the situation
where a company, because it is at a particular point in time at a certain
stage in its cycle, actually has to do something a bit more imaginative or
different. The fascinating thing in those circumstances is when one tries
but fails to genuinely engage and tries to set out the rationale. | have had
situations where a report lands on my desk with a deadline for comments
that has expired between receiving the e-mail and me leaving the meeting
| was in. Engagement has got to go two ways. There must be a very,
very valuable role ExecRemConsultants can play in trying to draw these

things together’ (CoyExecRemSpecialist: 11)
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UKRemCoAdvisoryScene: * RemCo discretion: Yes, but, | agree with
that, but then | think how on earth they can determine the quantum of
what the up or down should be, and | suppose all they do is to look at
what other companies might be doing in similar circumstances’

(CoyExecRemSpecialist: 3)

USRemCoAdvisoryScene: ‘Enron/Tyco drove a lot of
ExecCompConsultants as well as Boards to really pay attention to these
issues, so they don't fall into the trap, as it were. | think there is a need
for the kind of reform we saw in the private sector being introduced into

the public sector, actually’ (ExecCompConsultant: 2)

UKRemCoAdvisoryScene: ‘I think it could work. Manifest tried to get
themselves in a position, where it was for shareholders, as clients and
then were providing remuneration advice on the back of that. Like lots of
things in remuneration governance, the shareholders will say one thing,
but actually do something else. They expect their client companies, in
which they have an investment, to make sensible decisions around
remuneration governance, and if they don’t, they’ll just complain until it's

changed’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘The importance of engaging with investors.
Because if they’re insisting on having all these performance-related
measures and metrics, and deferring it, and having it in cash, shares and
options, then actually they’re causing the problem. But how easy is it to
say to investors, look, what you really need to do is forget LTIs because
they don’t work. Just focus on base pay and a simple bonus scheme,
which is a percentage rather than a multiple of salary. And look beyond
things being based on TSR and EPS’ (ROO: 2)
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UKRemCoAdvisoryScene: “You start focusing on the vehicle, rather than
the destination’ (ROO: 2)

UKRemCoAdvisoryScene: ‘The intrinsic stuff, for a lot of people, is
incredibly strong, and just putting a large bonus on it isn’t going to make
them do anything’ (ROO: 2)

UKRemCoAdyvisoryScene: ‘The thing that’'s missing at the moment is that
there is no body of RemCo Chairs to exchange information on whether
they think they’re getting the right professional standards as a group, and
that's very different from the ICAEW regulating them or the RCG
regulating ExecRemConsultants. So, rather than looking through the

lens of the consultant, looking through the lens of the client’ (NED:1)

UKRemCoAdvisoryScene: ‘I've got a question that sits in the back of my
mind. Everybody seems to drive their remuneration policies from the
median of the market, and my concern is that if everyone is driving off the
median of the market, then everyone is driving up compensation just by

that very nature’ (CoyExecRemSpecialist: 6)

UKRemCoAdvisoryScene: ‘I do think one of the things that we've
probably lost a lot of is passing on a business to future generations, and
that's as employees come, or potential employees, and | think we have

lost that a bit’ (CoyExecRemSpecialist: 6)
UKRemCoAdvisoryScene: ‘There are some quite extraordinary levels of

remuneration, for the proposed output for their marking the executives

against? | don’'t know what the answer is to that at all’ (City Lawyer: 4)
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UKRemCoAdvisoryScene: ‘| wonder whether ExecRemConsultants are
always getting enough background information, getting to the nub of
strategy to help them design performance conditions: they’re either too
easily attained, and the outputs then seem disproportionately high, for
what has been achieved, or they’re too hard to get and no one’s happy.
| suspect that in some cases, the ExecRemConsultant is better informed
than others. It's difficult to balance up all these conflicting issues’ (City

Lawyer: 4)

UKRemCoAdvisoryScene: ‘The public at large may take the view that

there’s just a spiral going on’ (City Lawyer: 4)

UKRemCoAdvisoryScene: ‘Companies with profit sharing schemes
actually outperformed those without (Studies in late 1980s/early 1990s).
It was something that was quite important, and it was part of the
philosophy of the company, which | think is gone. It will probably not

come back now’ (ExecRemConsultant: 9)

UKRemCoAdvisoryScene: ‘The British though, the Anglo-Saxon
business community generally, are a bit uncomfortable with completely

free enterprise. That’s the truth’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘Look at total value rather than TSR. The
ISS’s of this world are wedded to TSR (perspective of individual
shareholders). Look instead at total shareholder body’

(ExecRemConsultant: 15)
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UKRemCoAdvisoryScene: “The biggest reason for executive pay being
kept low in Sweden, say, is that you have strong owners. They are more
confident. Capital doesn’t feel like sharing too much with its executives.
In US and UK, we treat management like pseudo-owners, not employees’
(ExecRemConsultant: 16)

UKRemCoAdvisoryScene: ‘I do think RemCo focus is too much on
external benchmarking, and not enough on internal benchmarking. That
is going to have to change. We have been pushing it, but | don’t think
RemCos are that interested. Ratios from the United States are going to
come here. Very blunt instruments, not helpful. But there are
sophisticated ways in which internal relativities could be used more. |
don’t think RemCos do enough of that, just as | don’t think RemCos
challenge targets in a sophisticated enough way’

(ExecRemConsultant: 7)

UKRemCoAdvisoryScene: ‘Restricted stock has a discount to the
performance share arrangements because that means you can deliver
less volatility in terms of outcomes. Key issue is when ISS think about
ERWG, some investors go off on their own without bringing the whole of
the investor community with them, and especially ISS being a US-based

organisation’ (ExecRemConsultant: 5)

UKRemCoAdvisoryScene: ‘Shareholder groups and proxy agents,
around how they’ve managed changes from one form of pay to another,
which have led to the current situation | think we're in. As well as

globalisation’ (ExecRemConsultant: 5)
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UKRemCoAdvisoryScene: ‘It will be so interesting to see what happens,
but feel like all the IA stuff came out so late, ISS came out, what,
yesterday [referring to 26th of November 2016]. And then people are
already having to make decisions. People are just going to be quite
subdued about it. | feel it might not be as interesting as people think
[referring to 2017 AGM Season]’ (ExecRemConsultant: 7)

UKRemCoAdvisoryScene: ‘Disappointing outcome to the ERWG from
quite a lot of effort. They restated a hell of a lot of stuff which people like
myself knew beforehand, so it was not incremental. It's just kind of catch-

up’ (ExecRemConsultant: 15)

UKRemCoAdyvisoryScene: ‘Strong support for the view that there has to
be a clear alignment with a long-term objective and interests of the
company and shareholders with executive remuneration. It goes back to
KPIs and performance indicators, retention periods, whether long-term
incentives are indeed long-term. As you know, Kay recommended that it
should be at least ten years, and even a couple of years after leaving the
company’ (ROO: 8)

UKRemCoAdvisoryScene: ‘It's all gone...you wonder if that had been
maintained and employees had been able to get bigger and bigger stakes
in companies. Employees hold shares for a long, long, long, long time.
That's why, when RBS failed, middle managers, cashiers, lost money.
Context has changed and, therefore, the feeling that executives were
getting away with blue murder. If you want to put it like that, it does ring
true, because the institutional shareholders become more short-term.
They’re making trading profits out of them, rather than being active
shareholders’ (NED: 4)
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UKRemCoAdyvisoryScene: ‘What are the guidelines? | think institutional
shareholders have a lot to answer for incidentally in the way that pay is
designed in the UK. From the time they have had very hard rules. No
vesting on TSR below median-type rules, which is actually just plain
bonkers. Some Board members, comprising RemCo, who are
independent, who know a bit about pay, because they've been paid
themselves normally, who want to attract, retain, and motivate a group of
executives. Most Boards don’t have any understanding or oversight
about how pay lower down has been set and worked. Ability to pay not
really an issue...not much difference to share price or profits. Smaller
organisations do have ability to pay issues. When you’re setting pay for
the rest of staff, ability to pay is important. Divorced top pay from lower
pay’ (NED: 4)

UKRemCoAdvisoryScene: ‘| don’t want executive pay to be divorced from
everyone else’s. And | think that's what happened on executives’ pay.
The rules for them are different from those down there. You now get
ExecRemConsultants who may deal with executive pay, and you don'’t
deal with pay for the masses. And they’ve often done that from quite an
early age as well. Bright graduates/bright MBAs being recruited, or
actuaries have decided they don’t want to be actuaries anymore. Not
many of them have experience of managing pay for everyone else’
(NED: 4)

UKRemCoAdvisoryScene: ‘When executive pay changed under
Margaret Thatcher, she talked about the shareholding democracy and we
all had all-employee share plans as well, on a smaller scale. An
opportunity for people to have a stake in the business they work for. We
thought as a result of being shareholders we would have an influence on
those companies. Executives having much bigger share-owning stake in

the business. There was going to be a change in society, and some sort
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of change of ownership. Privatisations...mass ownership. It hasn’t
turned out like that at all. Pension schemes invest less in UK companies,
and have got more diversified portfolios. They don’t consult people
whose pensions they have got as to how to vote on executive pay. That
sort of shareholder democracy just doesn’t exit. That's what makes us

cynical, would be my view’ (NED: 4)

UKRemCoAdvisoryScene: ‘Well, part of this is the currency, the currency

of shares necessarily has an unpredictable outcome’ (City Lawyer: 2)

UKRemCoAdyvisoryScene: ‘Puzzles me as to how remuneration has
become such an issue, whereas it wasn’t 30, 40 years ago. Arguably,
social inequality was just the same, although perhaps it was perceived in

pointing in a different direction’ (City Lawyer: 2)

UKRemCoAdvisoryScene: ‘LTIs are so opaque and such a crapshoot.
They're very expensive and have lost their value. It used to work
extremely well when you had a rolling test period for market price options.
By and large, to some extent, if shareholders did well, the executives did
well as well... maybe the share price goes up disproportionately in one
business as opposed to another. But, so what? The intricacies in actually
changing these things have been so intense that they have lost all their

value anyway’ (NED: 3)

UKRemCoAdvisoryScene: ‘The thought that bonus at this level is
motivational is not true. They don’t change behaviour at all. One should
look to see what one wants to bonus. It would be nice to have a whole
shift away from that. Look at overall performance of the business over a
period of time and to allocate that to the variable element of compensation
in an appropriate way. | think you get a better result from that. What is

the value that LTIs provide? It's become so unrelated to reality that one’s
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tempted to think it's a total lottery whether the things pay out or not. And
they’re certainly not going to pay out regularly because the whole

structure of the testing means it is most unlikely to happen’ (NED: 3).

UKRemCoAdyvisoryScene: ‘| wonder whether our corporate society can
actually survive the idea that meeting the requirements of the capital

markets are the only ambition for a company’ (NED: 3)

UKRemCoAdvisoryScene: ‘Change the debate from how much is the
other getting to what they are doing for the money. Productivity of
executive pay is lowest in mid-sized organisations. Higher when CEO
moves regularly. Higher when a woman is in charge of the RemCo’

(ExecRemConsultant: 15)

UKRemCoAdyvisoryScene: ‘I think it's absolutely right that an
ExecRemConsultant’s position is worse than anyone else’s? Not at all.
The process is dysfunctional between the RemCo being a proxy for the
market and it’s rather an ineffective proxy. Why would a CEO be allowed
to set their own package? NEDs volunteer to decide pay (ie., RemCo) —
therefore, they need expert advice. The analogy | would draw is looking
out of car windows to the side, to see what other cars are doing - calling
it a benchmark - almost mathematical formula for higher than normal

inflation in executive pay’ (ExecRemConsultant: 15)

UKRemCoAdvisoryScene: ‘Beauty parade for RemCo advisory
appointments: Report viewed by internal management, then three or four
ExecRemConsultants are presented to the RemCo for their decision. It
is entirely the RemCo who makes the decision. You can be cut out before
you have even got to the RemCo, if you have a certain reputation... and

they don't want that reputation’ (ExecRemConsultant: 19)
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UKRemCoAdvisoryScene: 2017 pay policy votes: It's going to be very
difficult resources-wise, but in a RemCo that's what the policy was
designed for, so you set your three-year policy and you see how it pans
out in terms of your annual advisory vote. If you are not satisfied, you
should have enough information to consider how you would change it for
the next three years’ (ROO: 5)

USCompCoAdvisoryScene: ‘ISS were massively empowered, Glass
Lewis less so, by Dodd-Frank, the SEC and Say-on-Pay. Companies are
trying to balance the tension in motivating their executives to create
shareholder value in the current context of a quasi-regulator like ISS.
Many practices that were perfectly fine, if not great, practices are
disappearing. Mega-grants are very awkward now due to Say-on-Pay.
Feature that has been homogenised. Another is stock options have been
dramatically reduced because ISS and a very small group of institutional
investors with their pension funds don’t like stock options’

(ExecCompConsultant: 3)

USCompCoAdvisoryScene: ‘| tell people at social gatherings and cocktalil
partes | am an HR consultant. | don’t tell them | am an
ExecCompConsultant because all it does is end up with me being backed
into a corner and people wagging their fingers at me telling me what an
awful mess we have got around executive compensation, and implying
that | am a contributor to the process, or complicit in all of that. So | stay
clear from telling people what | actually do for a living’

(ExecCompConsultant: 4)
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USCompCoAdvisoryScene: ‘In short | actually think that while we were
entering a new kind of uncharted territory for executive compensation
consulting in the States, it's all turned out rather fine, and certainly | think
at worst it's neutral to what we had before and probably at best there is

an improvement’ (ExecCompConsultant: 4)

4.3.2. RITG1:SQ1, RITGST1 — ‘What is your view on a shareholder
vote being held on the appointment/retention of

ExecRemConsultants [Sub-coding: ‘SVExecRemConsultants’]?’

SVExecRemConsultants: ‘2009 draft Labour legislation for shareholder
approval requirement in respect of ExecRemConsultant appointment to
Big Bank RemCo advisory posts: | don’t think it's a good idea. I'd add on
the piece which is that actually shareholders don’t choose the auditors,
the company does and the shareholders ratify it. And when you've got a
market of four providers, it's not that big an issue. But | also think that
the framework against which you assess what an auditor does is much
more a prescribed framework. Shareholders have no insight into what
ExecRemConsultants are actually doing for present fees, or indeed the
level of work carried out. The role is varied by reference to the
organisation that's commissioned the remuneration advice’

(CoyExecRemSpecialist: 9)

SVExecRemConsultants: ‘I think it's more bureaucracy, I’'m not sure it
adds anything. The only justification for doing it would be that it would
make RemCos look at their advisors and make sure they were satisfied
they were getting the best advice. It's good practice to go out to tender
on these things every three or five years, and people, | think, can get a
bit lazy and not do so, and if that’s another way of doing it, well, so be it.
But | think doing it every vyear, it's just another burden’
(CoyExecRemSpecialist: 9)
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SVExecRemConsultants: ‘Politicians are short-termers. What | saw of
them in one context did not impress me one whit, and the civil servants
don’t understand business, most of them, because when they get to
business, it's usually when they have left the civil service and that may
be the reason that | can’t imagine there was a huge amount of pressure

amongst the individual investors to do it’ (CoyExecRemSpecialist: 9)

SVExecRemConsultants: ‘It comes down to more micromanagement of
businesses by shareholders. Impractical and inappropriate. | would like
to see ExecRemConsultants more involved in creation and certainly the
perpetuation of strong cultures which drive businesses and reward for
appropriate behaviour—in a genuine, powerful business culture way.
Involved with a degree of subjectivity about a specific business. | don’t
want them playing a quasi-audit role...just bringing a set of templates to
compare the company’s behaviour to. | believe radical ideas on
remuneration can sometimes transform the performance of companies.
Properly directed and remunerated individuals can make very big
differences to corporate performance. ExecRemConsultants can play a
dynamic business role, rather than a policing one. Policing role? Not
specific shareholder approval function. It's a kind of expanded role for
Audit Committee on policing front?” (NED: 6)

SVExecRemConsultants: ‘If shareholders had a vote on the appointment

of the ExecRemConsultants, why not of those on the lawyers?’

(ExecRemConsultant: 4)
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SVExecRemConsultants: ‘From my perspective, it's a bit of a misguided
proposal in the first place. We have a very different role from that of
auditor. The auditor has the final say on whether they agree with the
accounts that are presented, and they write an opinion saying that they
do agree the accounts are true and fair reflection of the business, at the
time they sign the accounts. There are many occasions when we give
advice, and we recommend something that the RemCo decides to
override, and for good commercial reasons, decide they want to do
something we have not agreed with in the first place. So it is difficult for
shareholders to have any of that insight, because they’re not in the
meetings. From the perspective of them having the ability to vote every
year on the individual advisors to the RemCao, it seems a little perverse
that without any statutory authority for us to make our decisions, or views
heard, how they would make that informed decision about what we were
saying in a closed room. In the same way, you don’t vote on strategy
consultants or PR consultants, or anyone else the Board appoints to

advise them to do the job’ (ExecRemConsultant: 19)

SVExecRemConsultants: ‘I don’t think regulation is always a good thing,
but | do think that governance is a good thing, and | think accountability
is a good thing. Do | think that Boards should love ExecRemConsultants
who are imposed on them by shareholders? No. I think that if they get it
wrong, shareholders should get rid of the Board. The Board should have
full flexibility and discretion to make sure it is appointing the best advisors
to help it in its role. There is a real danger the Boards with
ExecRemConsultants imposed on them will actually relinquish a level of
independence, or accountability and responsibility, so it might actually be
tempting to say, well...we had these people imposed on us, they told us
what to do, what we could do. | think it's a very bad idea’

(CoyExecRemSpecialist: 11)
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SVExecRemConsultants: ‘Strongly against shareholder approval being
sought for appointment/retention of ExecRemConsultants. Five out of

five against on your continuum’ (CoyExecRemSpecialist: 12)

SVExecRemConsultants: ‘Waste of shareholders’ time. If something like
Chris Philp’s Shareholder Committee concept came in and there was a
forum for shareholders to be more involved and accountable, then in
theory, it could happen, but as things currently stand with remote
shareholders having diverse views, | can’t see how it would possibly work’

(ExecRemConsultant: 17)

SVExecRemConsultants: ‘And they’d all cut each other's quotes to do
this work; the answer is given of the 50, actually, only three are probably
big enough and they’ve got the right people and the knowledge that would

actually be able to do the work’ (CoyExecRemSpecialist: 1)

SVExecRemConsultants: ‘| don’t think it is necessary to seek shareholder
approval for the appointment of ExecRemConsultants’

(ExecRemConsultant: 1)

SVExecRemConsultants: ‘I don't think the role of the
ExecRemConsultants is in any way comparable, really, to the role of an

auditor’ (CoyExecRemSpecialist: 2)

SVExecRemConsultants: ‘| think, in broad terms, not a good idea, but I'd

like to explain and, you know, explore it a little bit more’ (ROO: 1)

SVExecRemConsultants: ‘To essentially create a situation where
ExecRemConsultants are appointed at the behest of the shareholders,
as opposed to an advisor to the business, | think is a different step
altogether, and | don’t think it is one you should take’ (ROO: 1)
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SVExecRemConsultants: ‘I don’t think, in my view, it would assist
shareholders in appointing ExecRemConsultants in the same way as
auditors. | think ExecRemConsultants tend to be appointed and

unappointed on a more regular basis than auditors’ (City Lawyer: 1)

SVExecRemConsultants: ‘I'm not sure it needs to go to shareholder vote.
Perhaps in extremis we might end up there one day, but, like in the

banking system, it was proposed’ (ExecRemConsultant: 2)

SVExecRemConsultants: ‘I mean, it's one of those things which appeals
to me in theory. But, as you mentioned earlier, as there’s only three or
four competitors out there, unless you kind of adapted the approach, |
think it was with accountancy, where they’re the top five. You would have
to kind of say: “Look, you can’t just have a market where most of the firms
have got one of the big three, or was it the big four, of
ExecRemConsultants?” (ROO: 2)

SVExecRemConsultants: “You’d just be, kind of, pass the parcel
(ROO: 2)

SVExecRemConsultants: ‘Our job is nothing to do with the shareholder,
actually. Our job is to support. An ExecRemConsultant firm, | guess,
comes in many different guises. This firm is pretty much exclusively an
advisor to RemCos. Our client is the RemCo. | think we need a
relationship of confidence/trust, where | can say | think you are making a
mistake here, you are being too cautious. More often than not it is the
opposite of that. Do | think we should be approved by shareholders? No,

because | don’t think it is anything to do with shareholders. Should the
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advice be published or should it be stated where they give advice
opposed to that? I’'m very firmly opposed to that. How on earth does the
CEO end up with a 10% salary increase? It’s ridiculous. | bet you a
pound to a penny that the advisor got it down to X from 2X, if you see

what | mean’ (ExecRemConsultant: 4)

SVExecRemConsultants: ‘I suspect the power to remove an auditor is
rather more useful, in the negative to remove ones that they are not happy

with, rather than appoint one in the first place’ (ExecRemConsultant: 3)

SVExecRemConsultants: ‘I think the problem with that from my
perspective is the kind of lethargy of some of the shareholders. All that
would happen is that shareholders would rubber-stamp the
recommendation. If you haven’t got many ExecRemConsultants to
choose from, it’s like the audit, isn’t it? It’s just going to rotate around the

same four or five’ (City Lawyer: 3)

SVExecRemConsultants: ‘I would have no problem with
ExecRemConsultants being appointed by shareholders. | think it is the
shareholders who would have a problem with it. The shareholders argue
that they want to hold management to account, but if they were to appoint
the advisors to the RemCo, some of the shareholders feel that brings
them inside the tent’ (NED: 1)

SVExecRemConsultants: ‘ExecRemConsultants are not going to impact
on the viability of the business directly when you look at the quantum.
The whole shareholder problem in the UK is that they are not engaged,
and therefore you are left with a handful of shareholders who take an
active interest in this. The focus in the press is on the very large
companies, but you get outside the top companies and shareholders are

very engaged’ (NED: 1)
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SVExecRemConsultants: ‘For me, it's not really a priority that
shareholders should have a vote on the appointment of the
ExecRemConsultants. | can’t think of a situation where an investor would

want to vote just on the advisor’ (ROO: 4)

SVExecRemConsultants: ‘At a purely theoretical level, | would be in
favour of the appointment by shareholders, but | think the position of the
ExecRemConsultant is quite different from that of an auditor. You're a
business advisor. It's a matter of judgement on the spectrum of what is
going to help the company and shareholders on the one hand, and what
IS going to screw it up on the other. By making the senior executives very
rich, you may bust the company. It's to do with what makes people tick,
it's to do with their motivation, all of these things come with it quite apart

from the maths and the money’ (ExecRemConsultant: 6)

SVExecRemConsultants: ‘I think we are completely different from
auditors. Shareholders are already approving packages that are there on

the table’ (ExecRemConsultant: 5)

SVExecRemConsultants: ‘1 don’t think it's gone anywhere, really,
because there’'s no appetite for it to go anywhere

(CoyExecRemSpecialist: 6)

SVExecRemConsultants: ‘Far to the right on your continuum. | don’t think
that we should be bound by that because we are just advisory, that’s the
whole essence of what itis. You’re not making decisions for the client. |
just feel it would be extra red tape that would take up much more time
and money on every side and | don’t know if you'd gain much from it’

(ExecRemConsultant: 7)
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SVExecRemConsultants: ‘No, | think it's a step too far. | think the annual
report and accounts is the key way that shareholders understand what'’s
going on in the business so that it is very important to ensure that the
annual report is as it says it is. Reporting regulations and practice have
moved on since the Labour Government, so it is now a requirement for
fees to be disclosed in the remuneration report, so if there was an issue
with either the fees or ExecRemConsultants, then we will get more
visibility about the advisors, who the advisors are, and what they’re being
paid, than we did back then, because it wasn'’t a reporting requirement. |
suppose there has been maybe some call for additional visibility and
wider fees paid to that ExecRemConsultant. But | don’t think that’s
certainly in my considerations with my members, or even the Government

at present time; is not particularly on the agenda at the moment’(ROO: 6)

USSVExecRemConsultants: ‘Not a good idea, but mandatory rotation of
ExecCompConsultants might be thought about instead. Many
ExecCompConsultants, though, have excellent, long-standing
appointments, and this is to the benefit of everyone (including

shareholders) (ExecCompConsultant: 1)

SVExecRemConsultants: ‘I think shareholders have the opportunity, if
they are truly interested in the business, to reflect their views in their
votes, contacts and discussions with the company in a variety of ways.
I’'m not into this micromanagement by shareholders. If there are things
that are seriously wrong, you change the fundamentals of the company,
which is basically the management, and move into a different situation’
(NED: 2)
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SVExecRemConsultants: ‘It ought not to be a shareholder approval
issue. Shareholders delegate management matters to management.
Shareholders can take control of individual issues, if they feel sufficiently
strongly about it. One gets the impression that, on the whole, they haven’t
wanted to do more, to some extent quite understandably’

(City Lawyer: 4)

SVExecRemConsultants: ‘I don’t necessarily have that high a regard for
institutional shareholders and | think they are in a bit of a mess too.
They’ve got the fund managers themselves, who are obviously interested
in optimising or at least meeting their tracking error targets, and then
you’ve got these corporate governance people who are a sort of industry
who have to justify their existence in some way. And also, issues from
shareholders who are intermediaries, so have their own clients and those
clients themselves have got political views — some of them, those clients,
are just naturally left wing and there is a strongly unionised population of
pension funds. I’'m not in favour of shareholders appointing
ExecRemConsultants, not so much on the technical point that they are
unlike auditors, but | actually think the NEDs are the people responsible

for this’ (ExecRemConsultant: 8)

SVExecRemConsultants: ‘I'm not sure what would be gained by approval
because ultimately, you would end up with the same choice of people.
Unless the company had made a completely bonkers appointment of
someone nobody had ever heard of. | can’t see that it would ever be

turned down, ultimately’ (CoyExecRemSpecialist: 7)
SVExecRemConsultants: ‘I would find that a bit difficult to accept

because | think for the amount of fee involved, it would be difficult for the

shareholder to say yes, they’re worth it’ (ExecRemConsultant: 9)
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SVExecRemConsultants: ‘I certainly would be open to that idea if there
was a fiduciary statutory duties kind of responsibilities and framework
under which ExecRemConsultants could operate which were set out in
the same way as an auditor. It would be very difficult and unhelpful to
require the ExecRemConsultant to be approved by shareholders where
there wasn’t a clear framework in which to operate. Auditors, because of
the framework in which they operate gives them strength in the way they
can deliver their advice, ensure their advice is either acted upon, or if it's
not, they’re able to clearly flag what their advice is more broadly
externally. You'd have to replicate something of that framework for it to
be effective in the area of compensation. Auditors have much more
leverage over the company to take their advice and act upon it.’

(ExecRemConsultant: 10)

SVExecRemConsultants: ‘In many ways, thank God, they did not
introduce that rule. There are a number of consultancies to executives
and to the Board, and to appoint each individual, then giving the right of
veto to shareholders, would be over-bureaucratic and a governance
nightmare. I'd give shareholders more of a right to have an influence over
the outcome of remuneration schemes, not the process’

(CoyExecRemSpecialist: 8)

SVExecRemConsultants: ‘I don’'t think ExecRemConsultants advisors
are like auditors. Indeed, auditors cannot give remuneration advice.
Having said that, | see no difficulty in a vote along the lines of that which
is required for auditors (give directors authority to appoint the auditors).
So | don’t think there’d be any new objections if similar wording were to

be used for ExecRemConsultants. But | do see the functions as being
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fundamentally different.  Auditors have an independence to the
shareholders, to attest to their opinion on the financial statements.
ExecRemConsultants have no such obligations in their work’

(ExecRemConsultant: 12)

SVExecRemConsultants: ‘“Totally against the idea. ExecRemConsultant
do not assess remuneration policy against an external standard approved
by shareholders, they’re appointed to advise the RemCo. It's up to
shareholders to use proxy voting agencies if they wish’

(ExecCompConsultant: 2)

SVExecRemConsultants: ‘Shareholders should have a vote on
appointment/retention of ExecRemConsultants. Similar concept to
present annual vote on directors. Big Four lend regulators resources for
a particular task (for example, FCA in respect of the Remuneration
Handbook) - it could be argued that this compromises
independence/leads to possible asking of favours. Regulatory
environment now driven more by fear, which could be worse than the
original problem regulation brought in to solve. Big banks should not have
been bailed out in 2008’ (ExecRemConsultant: 14)

SVExecRemConsultants: ‘1 think it's an absolutely horrific idea...pushing
decisions further and further away from where they should be taken.
Putting them in the hands of people who have no competence or
understanding of the subject matter, or indeed, the industry. The
investment industry works incredibly differently from the rest of the

industrial world’ (ExecRemConsultant: 15)
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SVExecRemConsultants: ‘Think about the overall good of the
corporation, not just current large shareholders, but for all shareholders.
The only result you'd get is that you would be down to four or five
ExecRemConsultants like with the auditors, because the shareholders
couldn’t support/keep relationships with more. Small handful of advisors.
Independence would go out of the window. It would all be about how you

manage the large institutional investors’ (ExecRemConsultant: 16)

SVExecRemConsultants: ‘I think it's a pretty terrible idea, actually. Even
naming ExecRemConsultants - you are not always appointed, you know.
If you have clear role as an appointed person, then that’'s okay. Lawyers
and auditors have opportunity to make their views known in the annual

report, ExecRemConsultants don’t’ (ExecRemConsultant: 18)

4.3.3. RITG1:SQ1, RITGST2 - ‘What is your view on a shareholder

annual binding vote on remuneration [sub-coding: ‘SABV’}?’

SABV: ‘So | think my instinct would be any kind of transparency or control
or pushback or vote on an annual basis just seems to me like a lot of box-
ticking and additional red tape. Whereas that energy and time, | think
would be better served to look at the overall, total compensation structure
of the senior positions, and just get more rigorous about value generated,
reward paid, and ideally, over the longer term

(CoyExecRemSpecialist: 1)

SABV: ‘| don’t think necessarily having an annual binding vote is going to
make anything better. It might make companies more nervous, which
you may say is a good thing. Nervous of doing anything that would be

seen as an outlier’ (ExecRemConsultant: 2)
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SABV: ‘Annual binding votes. Or having somebody working on the Board,
etcetera. Each of these on their own is probably not going to make much

of a difference. You have got to have a multiple approach’ (ROO: 2)

SABV: ‘I'm not sure in its current form, unless you have some sort of
threshold where you had to get 75% or 65% or something, because at

the moment, most votes have gone through’ (ROO: 2)

SABV: ‘If you go down the FTSE the amounts of money on offer are
considerably smaller, and if you introduce these rules, is it going to be for
all publicly listed companies, where in many cases these problems do not
exist?” (ROO: 2)

‘SABV: ‘I think it’s too early in the current regime to fully assess its merits

and benefits’ (City Lawyer: 4)

SABV: ‘I don’t really understand how it would operate...you want to give
someone a bonus and then you have the chance for that to be voted
down, what do you then do? Do you withhold it?’

(ExecRemConsultant: 7)

SABV: ‘Annual advisory vote, moving to a binding one? | think it's a poor
idea. Again, it's getting into a very detailed bit of a company’s activities,
which, in the grand scheme of a company’s activities, is relatively small.
Unfortunately, it has headline value. There are other ways of dealing with

things. Changing the management and the Board’ (NED: 2)
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SABV: ‘Annual binding vote on remuneration...the difficulty is how that
links into the contractual entitlement for executive directors. Better way
of doing it than shareholder vote on ExecRemConsultants (if on the latter,
shareholders say: “No, no, no” - then who do you end up with?). Give
shareholders more rules where they can say they don’t like the
remuneration. In publicly quoted companies, shareholders are
sometimes really poor. What | mean by that is they whinge a lot, but they
don’t actually do enough. They have a reasonable degree of rights
already, and don’t make the job of the CEO/Board more difficult because

you can’t be asked to get off your backside’ (CoyExecRemSpecialist: 8)

SABV: ‘Sceptical about the idea that more binding votes are needed...if
we were to go down the Australian route, we would need another
remedy...are we really asking shareholders to micro-manage in this way?
There is a danger that the RemCo/Board could see such a vote as
absolving them from making the right decisions. Would an annual binding
vote be on single issue? Bonus payments? Pay inequality is a broader
economic phenomenon than simply pay in listed companies.
Government has a political problem, but is the Government narrative of
pay being massively out of control due to lack of shareholder oversight
going to result in annual binding votes, bringing about a change in its UK

executive pay?’ (ExecRemConsultant: 11)

USSABV: ‘We are definitely not a million miles away. | just think it is so
obscure and minor from a Board perspective, and | don’t know that
anyone will focus on it, but it is definitely possible. | would put it at
definitely less than 20%, but certainly not zero. | know the Swiss have a
binding vote on Say-on-Pay. The nature of what they’re voting on in

Switzerland is very different to the US - it’s literally a cap on the total

470



amount paid and there’s no constant definition of what that means, so
there is some room on that, but it is a hard cap. It is very problematic if
someone accuses you of exceeding that cap. | think it could be a felony’

(ExecCompConsultant: 3)

SABV: ‘Perhaps we’ll have an annual binding vote as well? Well, yes,
that’s one of the options. How some clever person will find their way

around the contractual implications of that I'm sure’ (ROO: 5)

SABV: ‘| think you’d have to be terribly careful. | think it could get quite
divisive because | think shareholders are as capable of misbehaving as
the executives, etcetera. You could lose a really good CEO for all the
wrong reasons, and that does even less for shareholder value. Let’s put
the onus back on the RemCo being sensible and discipline them when it

all goes wrong’ (CoyExecRemSpecialist: 5)

SABV: ‘Theresa May’s putting a large burden on the public companies,
and she’s not thinking about the privately-held ones, where misbehaviour
is probably bigger and there’s no shareholders, and it’s just the poor old

employees who get clobbered’ (CoyExecRemSpecialist: 5)

SABV: ‘Shareholders don’t want to get more actively involved and they’re
not resourced to do so. And that’s even the ones that are, that take the
stuff seriously. We’re in a place where the politicians have got to do
something. The only other viable option is a binding vote on variable pay,
so the bonus accumulated in LTI to be granted going forward. | think
that’s also very difficult. It's either Norway or Sweden, where apparently

that structure was introduced. The votes against have gone down.
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Everybody can say what they think with an advisory vote without actually
losing the CEO. | think so much of this stuff is about beware what you
would wish for and be very clear about what it is you are trying to achieve’
(NED: 5)

SABV: ‘“Trouble is, it is an area that lends itself to a quick fix, and so much
of where we are is almost accidents of history (for example, with
performance share measures, the threshold used to be at the very
beginning payouts between 30th and 70th percentile, until institutional
shareholders introduced no payouts below median). It's extraordinary,
really, when you think about it. Every company devotes enormous
amounts of energy and intellectual firepower to differentiating his
business strategy. And then when it comes to pay, they’re fighting for the
middle of the pinhead’ (NED: 5)

SABV: ‘If we can get onus to engage properly with Boards, then a binding
vote on remuneration has potential, but until then it's just not a good idea.
A large number of small shareholders do not engage/vote, so a few big
shareholders can shape the outcome of the vote. The shareholder
engagement issue needs to be sorted out first, before consideration
of binding vote requirements, and also whether shareholder approval
might be made obligatory for appointment/retention  of

ExecRemConsultant’ (CoyExecRemSpecialist: 10)

SABV: ‘You have that danger with shareholders/a shareholder vote. | do
find myself slightly on the horns of a dilemma here because | do think
there is a lot of advice in this area. There is a lot of payment for failure.
Expectations of remuneration for FTSE 100 CEOs, have got a bit out of
whack. | can understand the sentiment from outside the business that
says: “No, you have performed poorly, you don’t deserve this.” Purely

giving shareholders a lot of power, though, to look at things in an informed
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way, and then to have them disrupting corporate strategy and potentially
well thought out, effective remuneration programmes fills me with a sense
of difficulty’ (NED: 6)

SABV: ‘The problem that runs at the heart of this is the extent to which
NEDs, as you move up the NED scale, appear to become almost less
objective and less critical. More puppet-like in their behaviour, if you will.
At lower levels, NEDs are engaged. PRA environment now, no longer
acceptable for NEDs to be puppets. This needs to be driven through
FTSE 100 companies — close relationships between Company Chair,
CEOs, and the waving through of remuneration arrangements and things
because everyone’s in it together is uncomfortable and somehow needs
to be disturbed. Tone of the business is driven by relationships between
the company’s Chair and the CEO’ (NED: 6)

USSABYV: ‘UK three-year binding vote on policy, plus annual binding vote
on implementation? Right now | don’t see an event in the United States
that would force things to move in that direction. You need a crisis of
some type. Crisis in confidence, social strategy, or political
upheaval/seminal event to create change like that. Average Say-on-Pay
vote in the States get 92% support. Investors are satisfied with the
management of executive compensation of the companies they own.
Whether or not the public are satisfied is an altogether different question,
but investors who are the ones casting the Say-on-Pay votes, every
indication would be they are reasonably happy with the way things are

going’ (ExecCompConsultant: 4)

SABV: ‘Nobody has been particularly clear about the problem we’re trying
to solve. Do we believe corporate governance in the UK isn’t powerful
enough and shareholders need more votes, then it will be better? What

does better look like? The problem is that no one really wants to talk
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about it, but quantum is perceived to be the problem. By the politicians
in particular. But they don’t want to actually address that head-on. My
view is that giving shareholders more votes will not help. If they don’t like
the NEDs making the decisions, they can vote them out, and they never
do. There’s more than enough ways in which shareholders can express
dissatisfaction with what's going on in remuneration, and if they’re
unhappy with it. 80% of companies get 90% support, and 90% of
companies get 80% support. Companies will be less likely to vote against
a binding vote because it has more impact. What do you do if you lose a
binding vote? With advisory vote, companies the following year go up
15% points. The persistent offenders are two or three companies a year.
And rather than create this entire industry that impacts every company
that operates in the UK, we need to sort out just the two or three
companies. Shareholders need to elect a new bunch of NEDs if they

want’ (ExecRemConsultant: 19)

SABV: ‘You never know what you're voting on. Any of the decisions
could’ve triggered any one shareholder to vote against. But none of them,
in isolation, might have been enough to lose a vote. If you lose a binding
vote, do you stop everything? What is it you stop with a binding vote?
For non-binding vote, you go out and talk to your shareholders and there’s
probably a few things people are upset about, and you can fix them for
the following year. Since 2012 legislation has come in, pay hasn’t gone
up at all in terms of the opportunity level available. Share prices have
gone up, so therefore what’s coming out of these plans has gone up. The
legislation is working. This seems a poor time to decide to rewrite it again.
It just seems a trigger-happy reaction to the Brexit vote, rather than a well
thought through policy initiative around what problem we’re trying to

solve’ (ExecRemConsultant: 19)
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* SABV: ‘We recommended the yellow card and red card system so that if
you get less than 75% support, it triggers a set of consequences the

following year, if you manage to get it again’ (ExecRemConsultant: 19)

4.3.4. RITG1:SQ1, RITGSTS - ‘What is your view on pay ratio disclosure
[Sub-coding: ‘PRD’]?’

+ PRD: ‘| don’t think firms have helped themselves here. | think, where you
see increasing ratios between CEOs’ remuneration, and remuneration for
what you might call the ordinary employee...| think you are, you know,

you are setting yourself up for a fall’ (ROO: 1)

* PRD: ‘I personally think they don’t mean a thing. And | just think they are
a bit of a waste of time. It's not going to change how people think about
your company necessarily, or it might for all the wrong reasons’

(ExecRemConsultant: 7)

* PRD: ‘I've got every sympathy with people asking to produce multiple of

pay for whatever, it’s a difficult thin