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“Say over Pay”:

A Theme for Today or Here to Stay?
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by Victor Hughes

n recent years, shareholders have

expressed growing concern about

the size of the remuneration

packages for their company’s senior
management. Bankers’ bonuses have
been the headline issue, but there are
other companies where sharecholders have
expressed reservations about executive
pay in their company. The recession
and continuing financial problems
have brought this topic to the forefront.
Shareholders tend to be more tolerant
during times of prosperity, but are less
accepting and more critical in hard times.

The foundations of the free market system
include the right and the obligation of
shareholders to appoint directors to run
their company on their behalf. Directors
are required to make their decisions in
the best interests of the company, hence
ultimately in the best interests of the
company’s shareholders.

Corporate governance guidelines advise
that directors have a fiduciary duty
towards their company’s shareholders.
A key issue for directors, particularly the
board’s remuneration committee, is how
well they control and monitor the risk and
reward balance between shareholders and

company staff.

The press have frequently observed that
the 2008 crisis reduced sharecholder
value materially, while directors and
managers continued to receive sizeable
and increasing remuneration packages.
In 2010, the British newspaper The Daily
Telegraph, reported that the results of
a survey by remuneration consultancy

MMSK and Manifest, a voting proxy
agency, which showed that in the span
of two years the salaries of Britain’s top
100 executives rose by an average of five
percent, whilst earnings per share of the
companies they ran fell by one percent.
The survey also noted that annual bonuses
accounted for an increasing proportion
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of their remuneration packages and
commented that if the remuneration
committees want to avoid criticism at
annual meetings, they have to “be more
diligent and challenging”.

There are jurisdictions where shareholders
have the right to approve or reject their
director’s remuneration package. The
right is often known as “Say over Pay”.
Sharcholders of some companies, such
as Motorola, have rejected director’s
remuneration proposals and other
companies faced opposition from their
shareholders which resulted in pay plans
being amended.

It is sad that on the important issue of
remuneration, shareholders and those
they have appointed to run the company
often cannot be united on the correct
course for their company. The apparent
lack of sensitivity shown by directors to
shareholders’ worries is likely to increase
demands by shareholders for the ability
to vote on director’s actions and could
possibly lead to sanctions on the members
of the remuneration committees.

One reason why investors find it difficult
to express their concern is that frequently
their investment is made through
managers or nominee companies. Pension
schemes are significant investors on behalf
of pensioners. The beneficial shareholders
have to rely on investment managers to
speak on their behalf. It is possible that
some investment managers may focus
only on future profits and dividends,
overlooking other areas of the company’s
operation that may worry the ultimate
investor.

In July 2010, Britain introduced The UK.
Stewardship Code to guide companies
that invest for others and establish how
they should “carry out the wishes of
their clients”. It will be interesting to
see how the guidance works in practice.
If it improves communication between
beneficial shareholders and a company’s
management, it will enhance corporate
governance and the approach could be
introduced to other markets.
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Another possible reason why shareholders

worry about executive pay is the lack of
information about pay scales and benefits.
An idea that the highest paid executive in
a company should not receive more than
20 times the remuneration of the lowest
paid employee was floated some years ago
in the U.S. and has recently re-emerged.
This idea has been discussed in the U.K.
as a guide for civil servants’ pay. For many
years, at least one Hong Kong listed
company has reported the remuneration
of all of its employees, analysed into salary
ranges and by staff classification. This
simple report could be modified to give
the information needed for a shareholder
to decide whether the remuneration
structure is fair and acceptable.

The activities of the board’s remuneration
committee are usually described in the
company’s annual report. Judging from
the usual description, the committee’s
main role is to appoint external advisors
to compare remuneration packages with
their peers in the same industry. There
is rarely any information on what the
committee does with the information and
whether and how it uses the performance
information to form the regular appraisal
of its senior staff.

Many companies state they must offer the
best pay to secure and retain the best staff.
This approach can often lead a company
to set a target of offering pay packages
that are in the top half or top quartile
of the survey. If other companies adopt
the same approach, there can be a rapid
inflation in pay packages without any
improvement in individual or company
performance.

Those who are involved in encouraging
good corporate governance, including
stock exchange regulators, institutes
of directors, investment managers and
boards of directors, need to find a
solution to address sharcholders’ worries
on executive pay and the operation of
their remuneration committee. If those
who understand business best do not find
a solution, one may be formulated and
imposed by others.

The current sanctions available to
unhappy sharcholders are not really
effective in this situation. Shareholders
can remove directors from the board, but
even in a medium-sized company it can be
difficult and costly to organise the removal
motion. In a family-controlled company
with a minority of shares owned by non-
family, it is probably next to impossible.

Dissident shareholders can sell their shares
and more than one company chairman
has aggressively suggested this option in
response to shareholder’s questions. It
would be unfair for this to be the only
course of action if the shareholder is
happy with other aspects of the company.

The right answer to addressing
shareholders’ concern over executive
pay surely has to be for those involved in
good corporate governance in business
to find an appropriate way to involve
shareholders in the design and agreement
of their company’s senior management
remuneration, before a mechanism is
imposed.
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