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Conclusions 

Genius methods working group 

 

Executive pay is a minefield of sensitivities that when challenged creates communication barriers that, 

if not effectively managed by the Chairman can see Board dynamics completely undermined.  Sharon 

can confirm that this is a common problem that arises in 1:1 discussions with directors as part of a 

Board Effectiveness Review. 

NED pay is considered to be too low for the time and commitment NED’s are required to give and for 

the responsibilities they carry equally with the Executives. 

Remuneration should always be at a level that the individual can remain independent of mind and not 

be swayed in decision making by the incentive scheme or the risk of loss of pay. 

Investors and shareholders are interested in the remuneration policies but not to the extent the media 

hype has intimated.  The votes in favour are still almost universal, with a few high profile exceptions 

which have been a reduction in the “Yes” vote but seldom a “No” vote. 

The demand is for simplicity and transparency of schemes that are structured with no risk of 

unintended consequences that take into account a number of soft and hard KPI’s that include short 

and long term benchmarks.  

There has been a toning down of the rate of Executive increases relative to other staff, but there is an 

inherent upward pressure as companies want to be paying their executives (and staff) in the upper 

quartile of their peer group. 
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“Organisations are shadows of their leaders” suggests 

Managing Partner of The Principia Group, author and debate 

panellist John Childress.  

BEHAVIOUR 

Directors and senior executives must be aware of the impact 

of their leadership and ethical behaviour on organisational 

culture and productivity of staff. Moreover, in today’s 

economic climate which demands fairness and transparency, 

leaders and Board directors must be aware of the public’s 

perception of their actions.  

Legal Services professional and event attendee, 

Christopher Sserunjogi, explains “the spotlight is on 

executive pay right now, and the recent recommendations 

of various bodies worldwide could bring further regulation 

in this area. It has never been more critical to have a 

robust approach to executive pay that is transparent, 

defensible and clearly aligned to business success.” 

The counter to this was the panel’s debate which 

highlighted that the vote in favour of executive 

remuneration had only decreased by about 2 % for the 

FTSE.  The impact of media coverage has brought this 

debate to the forefront of Board’s attention due mainly to 

the reputational risk perceptions can engender. 

Structure of Remuneration 

One clear conclusion to emerge from the panel debate 

and table discussion was that simplicity is vital, in terms 

of structure, application and understanding by employees 

and all stakeholders.  

Jennifer Walmsley, Director of Hermes EOS shared her 

experiences of conflicts of interest of contributing parties, 

consultants, investors, executives and Remuneration 

Committees which has resulted in complex schemes, not 

delivering, amendments and additions occurring resulting 

in a multiplicity situation. This lack of transparency has 

engendered mistrust and opportunity for abuse and 

made it difficult for shareholders and stakeholders to 

really understand the implication of KPI’s and risks of 

unintended consequences.   

The panel cited the case of RBS where the focus of the 

remuneration package was on the short term returns.  

This combined with the personal stake the CEO had in 

addition to salary, bonus, pension and incentives; all 

being influenced by Earnings Per Share (EPS), focused 

KPI’s in such a way as to influence the downfall of the CEO 

and the bank. 

Ultimately, directors must be prepared to resign if 

necessary as this is their ultimate sanction. If 

remuneration is such that losing it would impact on that 

person’s life and lifestyle then there is a question as the 

independence of that director, executive or Non-

Executive director (NED), and their willingness to resign 

for moral or reasons of principle.  

REMUNERATION CHANGES 

Prior to 2008 the rate of executive versus worker 

increases. as a percentage of existing pay, was often 

double.  This created an ever increasing gap between 

executive income and worker income.   

The economic downturn has changed this and as 

companies have tried to hold staff, executives have taken 

the same or lower percentage increases than the rest of 

the staff.  This action has stabilised the growth in the gap. 

Unfortunately the counter to this improvement, with the 

help of remuneration consultants (perceived to be 

conflicted) there has been a ratcheting upwards of pay 

levels over the last six years.  Board’s often feel that they 

are at risk of Executives being poached, Executives 

believe they are indispensable; together these “mythical” 

views have resulted in policies where executives are 

remunerated at levels equivalent to the upper quartile of 

the industry or similar peer group.  This results in a steady 

increase of overall levels of pay.  

Huw Morris, Chartered Director and MD of Efficienarta 

Ltd, suggests that “the solution is to avoid arbitrary 

application of peer group data to set executive   

compensation levels.  Instead, compensation committees 

must develop internal pay standards based on the specific 

company, its competitive environment and its dynamics. 

Relevant considerations include an executive's current and 

historic performance and internal pay equity.” 

The panel debated changes being seen in remuneration 

policies.  For example some KPI’s and performance 

measures include the “softer”, “people” or “CSR” issues in 

addition to “numbers”.  Therefore retaining talent, staff 

motivation, environmental targets are included alongside 

turnover, profit, EPS, and further balanced by Balance 

Sheet and Income Statement ratios like executive pay as a 
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ratio to profit.  Bonus policies may define that either all or 

the majority of these measurements need to be met.   

As stated by Sean O’Hare, Senior Partner of PwC, “This 

progress is slow – on average remuneration policies and 

reports  remain dire” 

 

Ned INDEPENDENCE 

To retain NED Independence, the conclusions of the 

group were: 

 Restrict the number of directorships any 

individual can take on but pay them more for the 

role.  
 

 Do not reward NED’s with share options as it will 

impact their independence and their objectivity. 
 

 Ensure NED’s are not dependent on the income 

they own from any one NED position.  This will 

ensure the ultimate power of resignation remains 

a choice. 
 

 NED’s are cost effective mentors and coaches, but 

must remain independent of mind. 
 

 Quality of a NED to challenge is more important 

that theoretical independence. 
 

 NED pay is not an issue as there is an oversupply 

of NED applicants for every role advertised. 
 

 NED fees should be fixed and not linked to 

performance or made up of other components. 
 

 NED rates should be related to time, effort, size 

of the company and skills. 

 

 

 

 

 

 

 

 

Succession planning 

The focus on good succession planning was identified by 

the panel, firstly to ensure the company is not held to 

ransom by the executives, secondly to engender a culture 

of responsibility and accountability and thirdly to 

generally improve director education, qualification and 

therefore executive personal development. 

The table discussions raised several concerns; primarily 

focused on the lack of incentives to encourage succession 

planning and, moreover, the prevalence of positive 

disincentives. 

The problem arises as a result of egos and personal 

agendas which can be typical to the profile of people who 

make it to the top of organisations. 

Professor Bryan Foss, SID and Chairman of Risk & Audit of 

Motive Television plc questions “What changes would 

occur if Nomination and Remuneration Committees 

created and implemented effective succession plans?” 

SHAREHOLDER POWER 

The UK Corporate Governance Code (“Code”) introduced 

annual re-election of directors as a way to give 

shareholders further power to ensure competent 

directors sat on their Boards.   

Looking back, this move to annual re-election is seen as 

being counter-productive and has become a routine 

process that adds work and no value. 

Another effort put forward by the government has been 

around the binding vote on remuneration.  Again this is 

seen as adding bureaucratic overload as the existing 

system that works like a “yellow card” is more likely to be 

actioned that the binding vote which could be 

catastrophic if the whole management were to “walk off 

in a huff”  

 

 

 

 

 

 

Four Key NED Responsibilities 

 Strategy 

 People / Culture / Succession Planning 

 Risk 

 Performance 
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VOTING ON Remuneration Reports 

All the panellists agreed that there is not the degree of 

shareholder negativity towards executive remuneration 

as the media coverage would suggest.  Remuneration 

reports are not often voted against. They did agree that 

the “shareholder spring” as hyped by the media, has been 

valuable as it has brought the matter squarely into the 

Board room and the resultant reputational risks are 

forcing Boards to consider “how would this remuneration 

package be viewed by the public”.  This benchmark has 

tamed remuneration & bonuses in many organisations. 

Communication with shareholders on remuneration 

issues is critical.  This needs to be presented clearly and 

transparently which is generally not the case at present. 

One group brainstormed on the inferences which could 

be drawn from the absence of votes against 

remuneration reports. They discussed whether this could 

be a reflection of the lack of engagement of shareholders 

– particularly the foreign shareholders and those that flip 

shares frequently.  

One possible trajectory for the future could be a higher 

threshold for shareholder support In favour of 

remuneration policies, beyond the current simple 

majority threshold. How high the bar would be raised is a 

point for consultation. 

Non-executive directors 

We learned from Chris Spencer-Phillips, Director of First 

Flight Non-Executive Directors Ltd, that Coutts research 

indicates “56% of entrepreneurs do not feel confident of 

getting good performance from a non-executive director” 

– this is a very high percentage and the debate covered 

possible reasons for such a statistic….   

NED’s are often appointed from the wrong pool 

of friends, high profile individuals, look alike’s or 

regulars.   

Therefore, why such a high dissatisfaction ratio?   

Maybe because the appointments were wrong in 

the first place! 

Statistics relate to entrepreneurs not UK plc 

The Board has the power to change this situation, so 

there are no excuses. 

Does this in part explain why NED remuneration has 

hardly increased over the period that Executive 

remuneration has multiplied? 

There is a clear issue which is starting to be recognised by 

Nomination Committees and head-hunters around the 

small gene pool of NEDs which are considered for Board 

roles and the boxes that need to be ticked when filtering 

the shortlist.  

Although there are a great many people who are in a 

position to be good NED’s, Boards only tend to hire those 

with ‘experience’ and therefore draw from those already 

sitting on FTSE Boards. Given the increased time and 

responsibility demands on NED’s, the high number of 

Board roles some hold is not sustainable.   

As stated by Alan Hindley, Chairman of Genius Methods 

and Chartered Director “over 1000 business people have 

qualified as Chartered Directors.  These directors provide 

a vast injection into the NED gene pool, which to date is 

being primarily ignored to the detriment of Board 

effectiveness”   

 

 

 

 

Sean confirmed that there is a “pent up demand for 

education by individuals wanting to become NED’s” 

Diversity on boards 

Too many companies still appoint NED’s incorrectly 

without a formal interview process.  This is an 

unsustainable and counterproductive policy which, 

fortunately,  the reputational risk caused by the 

“shareholder spring”, is generating change.  

Diversity – in terms of gender was debated and stated 

that the “Lehman Sisters may not have failed as did 

Lehman Brothers”.   

Research by the International Journal of Business 

Governance and Ethics shows that the existence of 

women on Boards has resulted in more successful 

businesses.  Is this due to an effective Board in the first 

place or specifically the impact of women?  Difficult to 

prove the chicken or the egg first!    

 

In contrast to being capable, these Chartered 

Directors are “qualified” to be NED’s 
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The study identified that women will take more risk, 

consult others, consider the organisation first and will 

take into account all stakeholders, resulting in a better 

overall business decision that is not fuelled by a personal 

or top brass agenda. 

The panel did iterate that diversity at all levels is critical.  

Geography and culture being key new diversity 

requirements as the world becomes more global. 

 

 

 

 

 

 

Age, skill, background and experience are considered key 

going forward as the risk decisions of the future are not 

the same as those current directors are familiar with. 

A “new” NED may be more able to ask the ‘stupid’ 

questions and to look at agenda items and discussions 

from a fresh and challenging point of view.  

Sharon Constancon, Chartered Director and CEO of 

Genius Methods explained that “NED’s need to work 

together as a team when challenging certain key strategic 

issues; otherwise their efforts are often counterproductive 

as Boards are typically not mature at challenging and 

often even less mature at responding to challenges” 

Challenge Pay proposals 

It takes a special kind of NED to be able to challenge and 

stand up to a CEO and question the remuneration 

packages proposed.  The CEO will be passionate about the 

ability, responsibility and measurements that underpin 

their belief in the packages put forward.   

The panel agreed that very few NED’s and Remuneration 

Chairmen can provide a competent challenge to this very 

emotive and sensitive subject.  The Remuneration 

Chairman needs to have the full support of the Board 

Chairman to ensure that their “lonely place” and difficult 

decisions do not undermine their role as a NED in the 

eyes of the Executive directors. 

 

STRATEGIC PLANNING 

The panel had grave concerns about the ability of Boards 

to effectively set strategy.  “These are big decisions that 

impact the future of the business”.  The exercise is often 

carried out in a vacuum, with a tendency for group think, 

limited research is carried out and the exercise is done as 

a number crunching effort rather than one that looks 

outside the box first. 

In the February 2013 edition of McKinsey Quarterly 

Report - ‘Tapping the Strategic Potential of Boards’, the 

authors describe how “very often, the energizing 

discussions between the board and management about 

the business, its economics, and the competition represent 

the end of the debate. Afterwards, the CEO and top team 

go off to develop a plan that is then presented to the 

board for approval”. 

 Instead, on issues of remuneration as well as strategy 

more generally, it would be best if some time was spent 

“to formulate a robust set of strategic options, each 

followed through to its logical end state, including the 

implications for the allocation of people, capital, and 

other resources”. 

Changes that are emerging 

The capitalist system is now re-inventing itself again and 

some things are beginning to emerge: 

 More regulation. 

 Debt will be controlled – over time 

 The welfare state and public sector will be reduced  

 There will be a better balance in the economy 

between manufacturing and services 

Several other changes that may be emerging which are not 

yet totally clear: 

 Public opinion, driven by the media and supported by 

parliament will demand a “fairer” society 

 Companies will have to provide greater transparency 

of their activities 

 High pay, high pay increases, bonuses, stock options 

will have to be seen by the public as fair and 

reasonable and connected to performance 

 Pay differentials will have to be seen as fair and 

reasonable 

 Companies will have to pay their fair share of taxes 

Warren Buffet has said that 

“in recent years Remuneration 

Committees too often have been tail-

wagging puppy dogs meekly following 

recommendations from Remuneration 

Consultants, a breed not known for 

allegiance to the faceless shareholders 

who pay their fees”. 
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 Companies who fail to meet these standards will 

suffer a downgrade in their reputations 

 Even worse their Directors may end up being grilled 

and humiliated by a Parliamentary Select Committee 

or subject to being hounded by the media 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

        Remco Tensions 

 Bonus v Pay 

 Market perceptions 

 Degree of  percentage increase for Execs v staff 

 Relative pay of peers 

 Message v Monies 

 Justifications 

 Responsibility v Accountability 

 Remuneration v Performance 

 Responsiveness of shareholders 

 Long term strategy 

 Culture and Ethics 

 Communication of Policy 

 

Sue Bartlett of Patterson Associates, a Pearl Meyer Company, explained the outcome of the 

research the delivered the Patterson Index released in January 2013: 

 Whilst pay is higher amongst larger companies, pay is also more aligned with value creation  

 In other words, CEOs for large, successful companies are worth it  

 In contrast, those running smaller enterprises appear to mimic the programmes in larger 

companies and therefore pay more than they should, or deliver less value than required  

 FTSE 250 companies therefore pay CEOs more per pound of value added than FTSE 100 

companies  

 The majority of UK companies are delivering Index outcomes within a surprisingly narrow range 

– suggesting that many companies have designed pay programmes based on the ‘norm’, rather 

than the business requirement  
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Genius methods working group 

 

Executive pay is a minefield of sensitivities that when challenged creates 

communication barriers that, if not effectively managed by the Chairman can 

see Board dynamics completely undermined.  Sharon can confirm that this is a 

common problem that arises in 1:1 discussions with directors as part of a 

Board Effectiveness Review. 

NED pay is considered to be too low for the time and commitment NED’s are 

required to give and for the responsibilities they carry equally with the 

Executives. 

Remuneration should always be at a level that the individual can remain 

independent of mind and not be swayed in decision making by the incentive 

scheme or the risk of loss of pay. 

Investors and shareholders are interested in the remuneration policies but not 

to the extent the media hype has intimated.  The votes in favour are still 

almost universal, with a few high profile exceptions which have been a 

reduction in the “Yes” vote but seldom a “No” vote. 

The demand is for simplicity and transparency of schemes that are structured 

with no risk of unintended consequences that take into account a number of 

soft and hard KPI’s that include short and long term benchmarks.  

There has been a toning down of the rate of Executive increases relative to 

other staff, but there is an inherent upward pressure as companies want to be 

paying their executives (and staff) in the upper quartile of their peer group. 

 


