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1. Introduction

At the time of writing this introduction, executive directors’ pay has again hit the headlines. The High Pay Commission is consulting, the Department of Business Innovation and Skills has also issued a consultation on remuneration and the Kay Review may also consider remuneration. Politicians of every hue are also keen to be associated with attempts to limit over generous pay. The world is in very difficult economic times and in this climate debates over pay become more intense. 
Amidst all this noise, the Quoted Companies Alliance believes that it is important to be rational about pay. Whilst the Quoted Companies Alliance responds to these consultations on our members’ behalf, the practical questions of how best to develop good pay schemes at companies are often overlooked. This guide is an attempt to fill that void. Much existing best practice guidance can tend both to boilerplate and to neglect smaller quoted companies. This guide is aimed at emphasising what is most important for smaller quoted companies to consider. 

Whilst the public policy debate on pay continues, our members and other smaller quoted companies have the capability to create growth in the economy, creating wealth and preserving and increasing employment. Our members all wish for this success, the question that the remuneration committees of our members must therefore ask is: “How can executive director pay at the company be best aligned to the future, sustainable success of the company?” 
The strategy agreed by the board will be intended to deliver this success and above all to provide constructive challenge to the strategy and oversight over its execution. For us therefore good governance is all about encouraging value creation and protection. It flows from this that the remuneration arrangements of the company should assist the implementation of the strategy and effective management of the risks to achieving its lasting success.  At times there can be sharp disagreements about the best strategy for pay for executives, this is why the Quoted Companies Alliance believes that independence is such an important attribute for remuneration committee members, so that their pay proposals can be presented to investors without any taint as the best for the shareholders’ interests. 
Because of the tension between what the executives might want to receive and what the shareholders might wish to pay, the remuneration committee chairman’s role is a difficult and important one. This guide unashamedly argues for the importance of consulting with and disclosing to shareholders the reasons for the committee’s decisions so as to minimise disagreement and increase the understanding between the committee and its shareholders. Through developing trust, remuneration committees can demonstrate in practice how the company is striving to work in the interests of shareholders. 
We trust that this guide, in conjunction with the Quoted Companies Alliance’s Corporate Governance Guidelines for Smaller Quoted Companies, will help remuneration committees to set pay for executives in a fair and reasonable manner, ensuring that the chosen schemes and metrics do not result in adverse consequences, in particular for risk management. 

As always, we welcome any feedback on the publication. 

Tim Goodman 

Chairman, The Quoted Companies Alliance Corporate Governance Committee
Associate Director, Hermes Equity Ownership Services Ltd
2. Objectives of the Remuneration Committee 
The overarching objective of the remuneration committee should be to ensure that key management, and in particular executive directors, are:

1. Aligned with shareholders over the longer term; 

2. Retained and when necessary can be attracted; and 

3. Motivated to accomplish strategic milestones, taking due account of risk. 

Remuneration committees should also ensure that companies are not obliged to pay excessively when executives leave or join the company. 

The Quoted Companies Alliance’s Corporate Governance Guidelines for Smaller Quoted Companies (September 2010) states that “the purpose of corporate governance is to create and maintain a flexible, efficient and effective framework for entrepreneurial management that delivers growth in shareholder value over the longer term.” 

The purpose of a company’s remuneration committee is to ensure that remuneration policy and practice support this goal as effectively as possible. Remuneration is linked to a number of other crucial matters over which the board should provide direction and oversight, including strategy, succession and risk management. The committee therefore plays a crucial role in supporting the board in achieving its objectives. 

How remuneration committees function

The Quoted Companies Alliance believes that every company is unique and each is evolving constantly. Therefore, there is not an ideal remuneration scheme that will fit all companies at all stages of their development. That so many companies’ remuneration schemes are similar could suggest that remuneration committees are not always doing their job as effectively as they should be. This guide  aims to discuss some of the most important issues that committees face. 

The most important decision the remuneration committee has to make is to set the pay of the chief executive and the other executive directors within the context of the company’s remuneration policy. Before it is able to do so, it 
1. Needs to have a clear view of the business’s goals and how it is proposed that they will be achieved and measured. 
2. The committee must then decide on the level of pay, the proportion that will be performance related and the appropriate performance periods (e.g. one year, three years or longer), and any further share retention requirements. 
3. It must decide the performance measures and set targets so as to fulfil the committee’s goals to motivate and challenge the chief executive to achieve strategic milestones and KPIs, and to align the chief executive with shareholders over the long term. 
Remuneration committees must take account of, and therefore have access to, senior management’s remuneration arrangements in order to fulfil these responsibilities. It may be that the board may wish to delegate some or all authority for remuneration of the most senior management to the remuneration committee.
We would note that the CEO’s pay is often the most difficult to set. This can be for a variety of reasons, including the influence of the CEO’s pay on the rest of the pay schemes, the powerful bargaining position that he may have (particularly if succession plans are not sufficiently developed) or be perceived to have and often his powerful influence as shareholder. 
Having decided on the appropriate remuneration schemes, the committee will need to draft any rules and supporting plan documentation (which may require assistance from lawyers and/or remuneration consultants).

Best practice and communication with shareholders
Best practice is most obvious when shareholders are willing to trust the remuneration committee’s judgement. This trust is earned over time by a thoughtful approach to remuneration and associated matters, including how the remuneration policy is developed to help meet strategic objectives and aligns with appropriate risk management. 

This approach can be demonstrated by ensuring that the committee communicates effectively. Often, committees do not explain as well as they could why they have arrived at their decisions. The most important message is to explain why the remuneration schemes for which the committee is responsible are the best for the company at its current stage of development and provide a strong alignment to the creation and protection of shareholder value over the longer term. 

Communication is best done by the committee, in particular the chairman, ensuring that:
· The remuneration committee consults regularly on remuneration matters with its most important shareholders, allowing plenty of time for a proper dialogue; 

· The remuneration committee discusses its work in the annual report in a meaningful and transparent way; 

· Where the committee disagrees with some shareholder views, it explains clearly why it has adopted the course of action that it decides upon – both directly with the shareholders concerned and in the annual report. 
The following sections of the guide address in more detail implementing these objectives, including factors to consider when developing remuneration schemes, communication with shareholders and how the committee itself should function. 

Figure 1 - Design and review of remuneration structure should follow a logical process
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3. Implementing the objectives of the remuneration committee
Remuneration should be a tool to encourage behaviour and actions that lead to the development of a strategy that delivers the sustained and sustainable creation of value for shareholders. As each company is different there is no universal best remuneration policy or practice. 
We describe in this section the factors a remuneration committee should consider when developing or reviewing a remuneration policy or scheme or an individual’s pay. There is also plethora of literature on remuneration, including best practice guidelines, as well as law and regulation, which we refer to some of it in Appendix C. 
What do investors expect?

Investor expectations of what constitutes good remuneration practice are linked to a company’s size and stage of development. As a company grows in size and complexity, investors increasingly expect meaningful disclosure – in particular, why the remuneration practice at the company appropriately motivates the executives to achieve strategic milestones and aligns them to the interests of shareholders over the longer term.
Philosophy


· Levels and structure of remuneration should be sufficient to attract, retain and motivate key management of the quality required to deliver strategic milestones set by the board. A company should avoid paying more than is necessary for this purpose and should be mindful that motivation is not exclusively achieved by remuneration.
· A significant proportion of executive directors’ remuneration should be structured to link rewards to achieving stretching and transparent targets linked to corporate and individual performance. Remuneration policy should be consistent with effective risk management policies and performance metrics should relate to the company’s articulated strategy, its key performance indicators (KPIs) and risk tolerance.
· As each company is different, benchmarking should be used sceptically and sparingly with cogent justification to avoid ratchetting up pay. The committee should use judgement based on its assessment of the individual’s experience and performance when setting the actual pay levels. The Quoted Companies Alliance does not consider it necessary to benchmark pay on an annual basis.  
· The principles and culture of long-term share ownership should be encouraged. A longer term focus, through deferral of part of the annual bonus into shares and operating performance periods beyond three years, should be encouraged. 
· Consideration should be given to the introduction of clawback provisions in the exceptional events, such as misstatement and/or misconduct.
· Succession planning is a vital task of boards. The board should have plans in place for the permanent or prolonged absence from work of the executive directors and other important senior managers. Such plans will also provide comfort to the remuneration committee that no member of staff is indispensible. 

· Remuneration committees should determine and set executive directors’ remuneration. The whole board should set senior management pay by taking into account executive director pay, the culture, succession and other relevant factors. The whole board should set non-executive pay, including that of the chairman. Individuals should recuse themselves from specific discussions on their own remuneration.
· Companies should not make personnel losses as a result of changes to tax law or tax rates. However, remuneration committees should ensure that the tax payable by both the company and its directors or senior employees is legitimately minimised. 
Share Ownership 

· The principles and culture of long-term share ownership should be encouraged at executive director level, senior management and elsewhere, through establishing share ownership guidelines and other means. This leads to directors and senior managers building their shareholding during their entire tenure at the company. 
· There should be a formal policy on how share sales may be conducted, including: 
· an approval process before sales are permitted;
· provisions to maintain an orderly market;
· at a minimum, an agreement that no share sales should be permitted until executive directors have built a meaningful holding of shares in the company; and

· ideally, an agreement that shares should not normally be sold whilst directors maintain tenure at the company, except to fund tax obligations relating to awards.
· A longer term focus in respect of annual variable pay can be achieved through deferral of part of the annual bonus into shares and operating performance periods beyond three years. Consideration should be given to the introduction of clawback provisions in the exceptional events of misstatement and/or misconduct.

· Remuneration policy can encourage retention through:

· holding of shares beyond vesting dates, 
· long-term incentives with appropriate targets, and 
· a performance culture where good rewards can be earned through transparent but stretching targets. 
However, it is worth noting that investors normally frown on retention awards without performance elements, not least because they frequently do not achieve the desired effect. 

Service Contracts

· Prior to agreeing employment contracts, remuneration committees should actively consider the potential rewards on severance in the event of inadequate performance and clarify the performance conditions under which such severance benefits are payable.
· Notice periods should be for twelve months or less, except in extraordinary or special cases. 
· Contracts should have an express duty to mitigate losses. So liquidated damages clauses should be resisted. Payments should be limited to the maximum value of 12 months basic salary and benefits, and should not include compensation in respect of annual bonus and any long-term incentives. When contracts are terminated by settlement, payment in lieu of notice should be phased. 
· There should be no enhanced provisions on a change of control.
· The remuneration committee should make awards under long-term incentives contingent on service contracts remaining in the desired form so that they can be updated at least annually to accommodate the committee’s latest policy.
· Where a company releases an executive director to serve as a non-executive director elsewhere, the service contract should reflect this and the remuneration report should include a statement as to whether or not the director will retain such earnings and, if so, what the remuneration is.

Base Salary


· An agreed base salary policy should be set, taking due account of:

· the executives’ experience;

· contribution to the company; and

· market rates for similar positions in comparable companies.
· Salary increases should be set after taking account of any increases awarded to the wider workforce. Any increase in base salary should be disclosed and justified in any consultation and in the annual report.
· The remuneration committee should be mindful of not over paying to get the best person for any position and consider the multiplier effect on overall pay when other elements, such as bonuses, long term incentives and pension contributions, are linked to base salary. 
· Board and individual director evaluation should be used as part of the assessment process for the review of the executive directors’ remuneration. 

Performance Linked Pay 

· Design performance objectives to deliver the company’s overall strategy, clearly linked to the KPIs and main value drivers of the business. Overall remuneration packages should reflect a range of performance targets and should not rely too heavily on the achievement of a single performance metric.
· Construct performance targets to align executive incentives to the interests of long-term shareholders, avoiding incentives to undertake short-term risks that might imperil longer-term performance.
· Clearly state performance objectives in the remuneration report and include retrospective disclosure on the extent that these short-term targets were met, stating the level of bonus earned for the prior year's performance. The committee should also disclose the type of targets for the coming year (such as the metrics to be measured), the precise targets and actual performance at the end of the performance period.
· Tailor performance measures to the specific circumstance of the business, reflecting a balance of performance targets.
· Care should be taken to ensure performance targets drive appropriate performance. Consider both positive and negative features of performance targets. For example, earnings per share (EPS) is a popular measure because of its frequent use, both by management and investors, and its simplicity. However, it also has some drawbacks such as encouraging leverage, focus on shorter term results and not taking account the cost of capital. 
· Review the continuing relevance of performance objectives and performance targets for each new cycle of target setting.
· Use a sliding scale for vesting. For example, a small proportion of the total award should vest for achieving a stretching threshold level of performance with full vesting for significant out-performance of the threshold target.
· Determine the appropriate proportion of fixed to each component of variable pay. If the company is fast growing, it may be appropriate to have a higher proportion, particularly when targets are exceeded.
· Consider what is an appropriate proportion of cash, revenue and profit to expend on the top team’s pay and agree what degree of dilution is acceptable to investors, the largest of whom will expect to be consulted on this and other matters.
Annual Bonus


· Cap annual bonus potential at an appropriate level and ensure that threshold, target and maximum vesting targets are suitably stretching
· Consider deferral of annual bonus and what proportion should vest at what time, whether there are any further performance conditions over the award and application of clawback, if the payment was made as a result of results that were incorrectly stated or not realised. 
· Do not consider ex-gratia payments or transaction bonuses, especially for acquisitions, unless there are exceptional circumstances for which prior outside shareholder approval has been obtained. Companies should fully disclose the justifications for such payments.
Long-Term Incentives (LTIs)


· LTI plans should be structured to reward long-term growth in sustainable shareholder value, and be subject to stretching performance vesting.
· LTIs should be equity based, with investors expecting a particularly cogent case for options to be awarded rather than shares.
· Phase awards should be smaller annual awards as opposed to ad-hoc large awards. Committees should set and disclose clearly maximum annual award levels (normally expressed as a multiple of salary). One-off equity awards may be appropriate 25% of the time, but will require robust justification and stretching performance targets.
· Apply and disclose stretching performance conditions to all forms of LTI awards other than HMRC approved 'all-employee' style share plans.
· The length of the performance period should, to the extent possible, reflect the strategic time horizon of the company’s business and risk profile (a minimum performance period of three years is normal);
· Performance targets should not be re-tested (for example, if the target is not met at the end of the performance period the award should lapse).
· The committee should pro-rate performance targets to reflect the shortened performance period in the event of change of control or for good leavers.
· The Association of British Insurers’ Guidelines on Executive Remuneration
 note that potential dilution arising from all share plan awards should be limited to 10% of the company's issued share capital in any 10 year period (exercised awards plus outstanding awards). However, it may be more appropriate for smaller companies to set a different level and engage with their investors on this.
Non-Executive Director Pay 

· Non-executive directors should be remunerated fairly in return for their work to represent their level of responsibilities and duties. A number of factors need to be taken into account, including:

· company size;

· chairing and membership of committees;

· time commitment;

· reputational risk;

· a non-executive director’s particular expertise; and 
· responsibilities for engaging with investors and shareholders and travel.
· The result of increasing demands on non-executives may lead to higher fees.  Payment either partly or fully in shares, held during the director’s term of office and for a significant period afterwards sends a good signal about the alignment of the director’s interests to those of the company’s owners.
· Since independence can be compromised, non-executive directors do not normally participate in performance-related remuneration and therefore are not included in LTI schemes. On the rare occasion, this may happen investors should be consulted and their support obtained. 
· Payment of some of the directors’ fees in shares, with a proportion in cash to enable the tax to be paid, usually provides a better alignment to shareholders, particularly if the director is unable to sell shares until after his tenure ends.
· As outlined in the Quoted Companies Alliance’s Corporate Governance Guidelines for Smaller Quoted Companies
, it is important to note that the fact that a director is or has been paid by the company wholly or partly in shares would not be considered of itself to impair his independence. Only significant participation impacts independence.

· Consider service contracts which set the expected time to be spent by the non-executive director with the facility for further payment when the actual commitment exceeds this figure. 
4. Communicating with Shareholders
The remuneration committee, as well as the full board, should enter into a dialogue with the company’s most important shareholders. Knowing and understanding the requirements of shareholders and discussion with them will enable the creation and smooth implementation of policies and plans. Communication with shareholders is one of the most important activities of a remuneration committee, in particular its chairman. 
Know your investors

Institutional investors tend to hold larger stakes in smaller companies and often have very good understanding of the business and its value drivers and good knowledge of the management; as a result they are likely to participate actively in remuneration consultations and account for a larger proportion of the voting rights at shareholder meetings.
Small and mid-cap quoted companies tend to have relatively simple business model, and so strategic value drivers of the business are usually very clear. Therefore, it is easier for investors to assess the appropriateness of performance metrics and targets even where these are not conventional.
A well tailored remuneration policy for key management is likely to have a more positive impact on the overall performance of a smaller quoted company.  Investors and their advisers tend to show more flexibility in relation to small and mid-cap quoted companies when cogent explanations are provided for the rationale of remuneration policy and practice and quantum of remuneration is appropriate for the size and performance of the business. 

How to gain investor support
The steps that the remuneration committee can take to gain investor support include:

· Consult on its proposals to key investors, shareholder bodies and/or advisers well in advance of the AGM/EGM and seek their input through dialogue before finalising them, being prepared to meet them in person as part of this process.
· Understand investors’ views, concerns and objectives (such as those around dilution, alignment, preventing rewards for failure).
· Clearly communicate the remuneration policy, its objectives and how the remuneration policy has been formulated, why it is in the best interests of shareholders and makes good business sense in the annual report and/or the notice of the shareholder meeting. This explanation should explain, if applicable, why the remuneration committee has departed from best practice/investor guidelines (see Appendix C).
· Fully disclose executive remuneration arrangements, including fixed and variable pay, performance objectives and targets and how these are linked to the business strategy and planning (including risk management).
· Be prepared to discuss the finalised proposals with shareholders by telephone or in person after the annual report or notice of meeting have been published, even make further commitments at this point. 
Shareholder Consultation

Remuneration committees should consult their most influential institutional investors, even if they are not the largest shareholders in the company, when making substantive changes to their remuneration policy or practice or if introducing a new pay scheme, particularly those changes which require shareholder approval. Additionally, remuneration committees should do so as part of coming to market or moving to a different market.
In general, the more substantial the change, the greater the need for the remuneration committee chairman to meet investors. It is best to provide good information in writing in advance of any conversation and to allow plenty of time for the dialogue. Preparations for an AGM should start immediately at the end of the previous one, particularly if there is disquiet expressed. Outside the main proxy season (April to June in the UK) investors tend to expect a minimum of two weeks between receiving any initial remuneration proposal before any meeting or conversation. This should be followed by a period of time during which meetings and calls should take place. Finally, it would typically take at least another two weeks to finalise the proposal based on dialogue with shareholders. 

Remuneration committee chairmen should send consultation materials directly to the corporate governance officer at the relevant institutional investor and/or the fund manager. 
Remuneration committee chairmen should be prepared to attend meetings with investors and make themselves available as requested during the consultation period. Additionally, board chairmen and remuneration committees chairmen should meet with their investors on an annual basis to discuss: 
· investors’ view of the company and its position in the market; performance of the business; 
· its strategy; 
· the quality of the board and the management team; and

· corporate governance practices; and executive remuneration policy. 
Annual Remuneration Report
The level of disclosure required by regulation in relation to remuneration policy will be determined by the rules of the market on which the company is quoted; however, all companies should prepare a remuneration report as a part of its annual report.
The purpose of the remuneration report should be to explain remuneration policy and practice and not simply be a compliance document. It should therefore be written in plain English, with helpful tables, charts and graphics.
The following points highlight what information should be included in the annual remuneration report:
· Explain how the chosen remuneration policy and practice drive the achievement of the company's strategy, how the performance metrics used for incentive purposes relate to the strategy and KPIs of the company, and how risk appetite and management is taken into account;
· Include an explanation of the remuneration committee’s pay philosophy and how it sets an appropriate balance between fixed and variable pay and how risk is taken into account when determining remuneration policy.
· Provide robust justification of the choices it has made regarding performance metrics and targets, including why the committee believes they are most appropriate for the company. 
· Disclose each component of the total remuneration paid to each director during the year under review. 
· There should be sufficient disclosure, including appropriate narrative explanation, to enable investors to appraise the level of pay in light of the company's performance and to assess, overall, whether there is linkage sufficiently strong linkage between performance and reward; 
· The remuneration report should explain how it and the board take into account pay and conditions elsewhere in the group when setting pay as a matter of policy;
· Describe clearly the company's policy in relation to directors' service contracts and, specifically, their termination provisions in the remuneration report. If any executive director departs, describe how the cost to the company was minimised.
· Include details of performance evaluations that have taken place and how individual evaluation of executive directors has fed into their annual remuneration review. 
· The remuneration committee chairman may wish to write a personal section of the report, focusing on the work done by the committee, the reasons for any changes to remuneration policy and how they link to the achievement of objectives, and the outcome of any consultation. 

Advisory votes

All quoted companies, regardless of size or market, should submit the directors’ remuneration report to an advisory shareholder vote and seek approval for any new long-term incentive plan (ideally by formal vote even if this is not a regulatory requirement).
When there is significant disquiet expressed through votes against the report or votes consciously withheld the remuneration committee should consider and act on the implications. This should include entering into dialogue with those shareholders who have expressed their concern, the results of the dialogue may reveal either that the remuneration policy and practice was not sufficiently explained or that there is an underlying concern with it.
5. Remuneration Committee Membership, Organisation and Functions
Authority

The authority of the remuneration committee derives from the board, which will establish the extent of the authority in the terms of reference or in the board resolution establishing the committee, taking into account its articles. 
The board must agree the level of authority granted to the committee. As directors should not take decisions on their own pay, ideally the remuneration committee should have formally delegated authority to set executive directors’ pay. Where this is authority is limited to making recommendations, such recommendations should be approved without amendment. Ultimately, investors will judge the members of the committee, in particular its chairman on how they perceive the quality of the executive pay philosophy and practice at the company. In turn this will affect how investors view the wider governance at the company. 
The committee should be specifically authorised to obtain independent professional or legal advice and pay for such advice within financial limits, seek information from employees needed to fulfil its duties and delegate further any of its duties.

The Chairman of the Remuneration Committee

The committee will generally be small. Note that, if there are only two members on this committee, it will be ineffective if one member leaves without immediate replacement or is unable to attend.  Succession planning is therefore essential for small committees and the nominations committee and board should be alive to this.
The chairman must be prepared to answer questions on the remuneration committee report and about remuneration more generally at shareholder meetings and should lead any remuneration consultation.
Composition and Independence of the Remuneration Committee

The remuneration committee should be appointed by the board, following recommendations by the nomination committee (unless there is not one). The chairman of the remuneration committee should be consulted on the appointment of additional members. Given the objectives in respect of executive directors, the remuneration committee should be composed of non-executive directors, all of whom should be independent. (The Quoted Companies Alliance believes that the chairman of the company can continue to demonstrate independence even after appointment and can therefore be a member of the committee but it is best that he does not chair it).

As with all appointments, the process should be formal and transparent, paying attention to diversity on the board, including gender, seeking an appropriate balance of functional and sector skills with the necessary character, skills and knowledge to discharge their duties and responsibilities effectively as a director. Appointments should be for a three year term that may be extended for two further periods of three years. 
Remuneration committee meetings may be attended by the company secretary (though this is inappropriate when the finance director fulfils this role) and other non-members, such as the human resources director or manager, remuneration consultants and/or legal advisers, at the invitation of the chairman of the committee to support the committee’s work and provide technical information.

Attributes of a Remuneration Committee Member 

· Independent and willing to make and justify independent decisions;
· Able to commit sufficient time to the role, including being willing to work as a part of a small committee, undertaking the acquisition of the necessary skills and knowledge (including, for example, the background technical knowledge relating to taxation and law);
· Prepared to work with executive directors but put their remuneration expectations in perspective and hold out against inappropriate demands, taking into account pay policy elsewhere in the company;
· Be willing to seek the views of shareholders and understand the needs and requirements of the shareholders; and
· Be willing to seek independent advice when necessary. 
Induction and Training
Understanding the role of remuneration in the context of corporate governance and corporate strategy is vital for members of the remuneration committee. Levels of training and background reading required will vary according to the experience and background of the members. The following may be useful for new committee members:

· Familiarity with the strategy and operations of the business and the role of the directors and key officers and management in the group;
· A knowledge of the key competitors of the company;
· Understanding of the current pay and bonus structures within the organisation, the pay levels, performance targets, any benchmarking and the key terms of long-term incentives and employee benefit trusts, flexible benefits arrangements, pension schemes and similar benefits in kind;
· Copies of employment or service contracts, noting the notice period and rights on cessation of office or employment;
· The terms of any benefits and of any incentive scheme;
· The Quoted Companies Alliance’s Corporate Governance for Smaller Quoted Companies (September 2010) and those other documents referred to in Appendix C;

· Meetings with shareholders and brokers/nomads to establish their views on remuneration;
· The committee’s terms of reference, in particular the list of duties and the authority given by the board, and seek amendment if it has become out of date or otherwise requires modification.

Terms of Reference, Annual Work Plan and Annual Review of Performance

The terms of reference for the remuneration committee give it authority and also set out the committee’s duties. Most terms of reference will cover the following topics:

· Duties and authorities: for example, delegated board powers to set the  remuneration, benefits and compensation for the chairman, executive directors and, sometimes, senior management, to obtain further professional advice subject to financial limits and power to collect information;

· Composition of membership, appointment of the secretary to the committee (usually the company secretary) and annual (or other) review of the committee’s composition and effectiveness;

· Meetings, quorums, frequency, notices, minutes, requirements to attend general meetings of the company; and
· Reporting responsibilities.

The Institute of Chartered Secretaries & Administrators ‘Guidance on Terms of Reference – Remuneration Committee’
 sets out model terms of reference, as a helpful starting point. The committee should review its terms of reference at least annually and recommend changes to the board. 
A copy of the terms of reference should be freely available on the company’s website.  

Meetings and Annual Work Plan
Meeting should be held as frequent as felt necessary. It is highly likely there will be at least two required meetings. There is even the possibility of more meetings if the company is consulting on a possible change to the remuneration and practice. Regular agenda topics and annual agenda topics will assist to structure meetings. Regular agenda topics may include:

· Annual review of the packages of all executive directors (and senior executives if included in the terms of reference) for new appointments;

· Termination for leavers;

· Agreeing grants of long-term incentives with appropriate and stretching performance conditions (often following announcement of final or interim results);
· Reviewing the extent to which performance conditions have been met for annual and long-term incentive schemes and agreeing the cash and equity payments arising; 
· Agreeing whether the results of these calculations are properly reflective of overall performance and contemplating the use of discretion, if permitted by scheme rules;
· Drafting and agreeing the remuneration committee report;
· Performing an evaluation of the committee at least annually, normally in conjunction with the board evaluation;
· Reviewing the committee’s terms of reference and making recommendations for any changes to the board;
· Preparing for the possible questions at the annual general meeting and any other shareholder meeting;
· Reviewing any issues raised by shareholders at the AGM or otherwise;
· Annual review of advisers and review of their independence and possible conflicts of interest;
· Review at least annually, the company’s legal obligations, including changes to employment and discrimination law, company law and relevant regulations as well as the effect of any changes to tax law or rates of tax. 

Remuneration Committee Advisers
Normally the remuneration committee’s terms of reference will provide for the committee to be responsible for the appointment and selection of advisers. Full disclosure of such appointments will be made in the remuneration committee report.  

Such appointments are expected to be kept to the minimum. Remuneration committees should take the lead in all decision making, with consultants being used to supplement and not replace the committee’s work. Above all remuneration committees should approve not only the appointment of the consultants but all work undertaken by them or their firm for the company in advance. 
As part of its due diligence before appointment and subsequently concerning a consultant’s independence, the committee should satisfy itself that the consultant’s remuneration is in no way determined by the appointment by the company of the firm to provide other remuneration services or other services. Any services provided by the consultant’s firm should be disclosed in the annual report together with how the committee has determined the independence of the committee. 
The committee should be responsible for all appointments by the company relating to remuneration services and should have a veto over any appointments for other services and should only bless any such appointments having satisfied itself that any conflict of interest has been appropriately managed. Other appointments of the firm should be kept to a minimum. 
It is important to note that investors generally expect remuneration committee chairmen, not advisers, to lead consultations or discussions on pay. 
Appendix A – Useful Sources of Information
The Quoted Companies Alliance

www.theqca.com
· Corporate Governance Guidelines for Smaller Quoted Companies (September 2010) (http://www.theqca.com/shop/guides/)
· Rewarding Enterprise III: Guidance for Companies on Employee Share Schemes (July 2009) (http://www.theqca.com/shop/guides/)
· Guidance on Institutional Investor Guidelines for Share Incentive Schemes (July 2009) (http://www.theqca.com/shop/guides/)
The Financial Reporting Council (FRC)

www.frc.org.uk
· The UK Corporate Governance Code (http://www.frc.org.uk/corporate/ukcgcode.cfm)

· Guidance on Board Effectiveness (http://www.frc.org.uk/corporate/ukcgcode.cfm)

· The UK Stewardship Code (http://www.frc.org.uk/corporate/ukcgcode.cfm)
The Institute of Chartered Secretaries and Administrators (ICSA)

www.icsa.org.uk
· Terms of Reference 2010 - Remuneration Committee (http://www.icsa.org.uk/assets/files/pdfs/guidance/Guidance%20notes%202010/Terms%20of%20Reference%202010/1010%20RemCo%20ToRs%20FINAL.pdf)
Association of British Insurers (ABI)

www.abi.org.uk
· Executive Remuneration - ABI Guidelines on Policies and Practices (http://www.ivis.co.uk/ExecutiveRemuneration.aspx)
The National Association of Pension Funds (NAPF)

www.napf.co.uk
· Corporate governance policy and voting guidelines for Aim Companies - March 2007 (http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/0023_Corporate_governance%20policy_and_voting_guidelines_for_Aim_companies_Mar_2007_0307.aspx)
· Corporate governance policy and voting guidelines – 2010 Updates (http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/0154_Corporate_governance_policy_and_voting_guidelines_2010.aspx)
· Stewardship Code guidance for investors (http://www.napf.co.uk/PolicyandResearch/DocumentLibrary/0153_Stewardship_Code_Guidance_for_Investors_2010_261110.aspx)
The London Stock Exchange (LSE)
www.londonstockexchange.com
· The AIM Rules for Companies – February 2010 (http://www.londonstockexchange.com/companies-and-advisors/aim/advisers/rules/aim-rules-for-companies.pdf)

The Financial Services Authority (FSA)
www.fsa.gov.uk
· FSA Handbook – Listing Rules (http://fsahandbook.info/FSA/html/handbook/LR)
· FSA Handbook – Remuneration Code (http://fsahandbook.info/FSA/html/handbook/SYSC/19A)
Appendix B – The Quoted Companies Alliance

The Quoted Companies Alliance is a not-for-profit trade organisation that works for small and mid-cap quoted companies in the UK and Europe to promote and maintain vibrant, healthy and liquid capital markets.

The Quoted Companies Alliance represents small and mid-cap quoted companies outside the FTSE 350 including those on AIM and PLUS Markets.  The small and mid-cap quoted sector is vital to the UK economy – there are nearly 2,000 such companies, representing 85% of all quoted companies.   

We are an independent not-for-profit organisation, founded in 1992 (originally known as CISCO), and are funded by our membership.  Our membership consists of small and mid-cap quoted companies, their advisors, investors, companies seeking admission to a UK equity market and other market participants.  

What we do

The Quoted Companies Alliance is the thinking department for the small and mid-cap sector.  We exist to ensure that the regulatory burden does not fall disproportionately on the sector and help improve investment in small and mid-cap quoted companies through promoting vibrant, healthy and liquid capital markets.  

The Quoted Companies Alliance has three main activities:

· Lobbying:   We successfully lobby on and raise awareness of regulatory and tax issues that are important to small and mid-cap quoted companies.  We carry out this work through our eight committees.

· Education:  We help the sector to understand and implement new rules and promote best practice through our extensive guidance booklet series and topical seminars.  

· Networking:  We provide a forum for small and mid-cap quoted company directors to network and share ideas with other directors, fund managers, brokers and advisors.  Through our events, we help put small and mid-cap quoted companies in touch with leading players in the markets.  

For more information, contact: 
The Quoted Companies Alliance, 6 Kinghorn Street, London EC1A 7HW

Tel: 

020 7600 3745

Fax: 

020 7600 8288

Email: 

mail@theqca.com

Website:  
www.theqca.com

Appendix E – Contributors
A working group, comprised of members of the QCA Corporate Governance Committee and QCA Share Schemes Committee, produced this guide. We would like to thank:

Tim Goodman


Hermes Equity Ownership Services Limited

Clive Garston


Davies Arnold Cooper LLP

Eugenia Jackson

F & C Asset Management

Derek Marsh


China Food Company PLC
Chris Niland


Hewitt New Bridge Street
Edward Beale


Western Selection PLC

Fiona Bell


Memery Crystal LLP

We would also like to thank the members of the QCA Corporate Governance and Share Schemes Committees for their assistance in preparing this guide.
� http://www.ivis.co.uk/ExecutiveRemuneration.aspx


� The Quoted Companies Alliance Corporate Governance Guidelines for Smaller Quoted Companies (September 2010), Appendix A: What is independence? (p. 36 – 38).


� �HYPERLINK "http://www.icsa.org.uk/assets/files/pdfs/guidance/071014.pdf"�http://www.icsa.org.uk/assets/files/pdfs/guidance/071014.pdf�
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Shareholders have views and expectations about each of the above
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