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The closing date for this consultation is 27 April 2012 

Please return completed forms to: 
 
Barry Walker 
Executive Pay Consultation 
Department of Business, Innovation and Skills  
1 Victoria Street 
SW1H 0ET 
020 7215 3930 
executive.pay@bis.gsi.gov.uk  
 

Confidentiality & Data Protection  
In the interests of transparency, the Department may choose to publish the 
responses to this consultation.  Please state clearly if you wish your response to 
remain confidential.   

Please note also that information provided in response to this consultation, including 
personal information, may be subject to publication or release to other parties or to 
disclosure in accordance with the access to information regimes (these are primarily 
the Freedom of Information Act 2000 (FOIA), the Data Protection Act 1998 (DPA) 
and the Environmental Information Regulations 2004). If you want information, 
including personal data that you provide to be treated as confidential, please be 
aware that, under the FOIA, there is a statutory Code of Practice with which public 
authorities must comply and which deals, amongst other things, with obligations of 
confidence.  

In view of this it would be helpful if you could explain to us why you regard the 
information you have provided as confidential. If we receive a request for disclosure 
of the information we will take full account of your explanation, but we cannot give an 
assurance that confidentiality can be maintained in all circumstances. An automatic 
confidentiality disclaimer generated by your IT system will not, of itself, be regarded 
as binding on the Department. 
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Name of respondent 
 
The Investor Relations Society 

Please state whether you are responding as an individual or representing the views of 
an organisation by ticking the appropriate box below: 

X Business or business representative organisation 

 Investor or investor representative organisation 

 Government or regulator 

 Lawyer 

 Remuneration consultant 

 Other professional advisor 

 Trade union or employee organisation 

 Individual 

 Other (please describe) 

 

Question 1: The Government proposes to require an annual binding vote on 
remuneration policy.  What are the costs and benefits of this approach? 

 

In principle we support the idea of a binding vote on the future remuneration policy as 

a way of building openness and commitment into the remuneration framework. The 

identifiable elements of short term rewards and long term rewards can be separable 

identified and a range of possible outcomes shared with shareholders for their 

approval. Then the actual determination, in line with the agreed framework, should 

prove less controversial and discussions and examinations would rightly focus on 

areas of discretion and qualitative measures.  

Costs:  
That said, there are a number of costs we consider associated with this proposal. Our 

main concern is that an unduly controlling and risk averse process risks making UK 

company remuneration packages uncompetitive with the potential consequence of 



difficulty in attracting talented management that could help deliver additional 

shareholder value. Though our consultation shareholders have made it clear that they 

do not see their job as running the company or setting exacting remuneration policies 

- they expect the Board and the remuneration committees to exercise judgement and 

make recommendations. Although the evidence would point to the fact that there is 

usually an alignment of views between major shareholders and the Board on 

remuneration (there are few examples of a significant vote against), the introduction of 

a Binding vote may well give undue emphasis to what is financially a small part of a 

company’s overall cost base. Some consideration will need to be given to having 

specific areas of flexibility. For example, ‘golden hellos’ may be necessary to appoint 

individuals supported by investors and the board but having sufficient notice of this 

may not be possible as part of the binding vote. Therefore allowance for some 

secondary process for consultation here could be advisable when senior executives 

are appointed. 

There is also a question of how the policy would work with remuneration committees. 

While in the benefits section below we state the proposal may encourage investor 

dialogue, there is no guarantee on how investors will ultimately vote. Companies 

already find it hard to access shareholders during the AGM season due to the 

frequency of meetings and these proposals might exacerbate that situation.  

Finally, we have concerns about the growing influence of the proxy advisor which has 

extended significantly over the past 5 years. Proxy advisors are third party 

organisations recommending to shareholders which way they should vote and we are 

not confident that they will always give either the appropriate response, or even in 

some case the response which the fund manager may have indicated. We consider 

that on certain sensitive areas these advisors are not always fully versed with the 

nuances of company policy issues, and that more engagement is required ahead of a 

potential binding vote on remuneration. We believe shareholders should be 

accountable for their voting procedure and that any potential vote against a 

remuneration policy should be discussed with the board well ahead of a vote.     

 

Benefits: 
Benefits would be a more open dialogue on future remuneration, a smoother approval 



of pre-approved rewards and hopefully a better long term dialogue on appropriate risk 

taking in delivering strategic and operational outcomes.  

 
Question 2: In the event that a company fails the binding vote on remuneration 
policy, the Government proposes that it maintains its existing policy or returns 
to shareholders with amended proposals within 90 days.  What are the costs 
and benefits of this approach? 
 
Costs:  
The risk is the potential lack of flexibility contained within this proposal. Within 90 days 

businesses will have moved forward – 90 days for a business can be significant - and 

thus the hiatus caused by this disruption could put a company at a competitive 

disadvantage.  

Different investors will have different reasons for voting against the proposal. Investors 

who vote against remuneration packages will need to explain why to the company. 

Polling all shareholders will have its own budgetary costs depending on the size of the 

company and shareholder register. One mailing alone can potentially cost up to 

£250,000, before premises and other associated costs of a meeting are considered – 

AGM voting budgets can be in the region of £1m.  

Benefits:  
The potential benefits are obviously developing acceptable remuneration policies and 

having a less confrontational approach to approving the remuneration report for the 

previous year. It should also encourage better consultation between companies and 

shareholders ahead of the report. There may also be the negative consequence that 

draft reports leak to market test outcomes or have issues raised to avoid a negative 

vote. 

 
Question 3: The Government proposes that directors’ service contracts and 
other arrangements should, if necessary, be amended to take account of the 
new requirement to seek shareholder approval of remuneration policy.  What 
are the costs and benefits of this approach? 



 
Costs:  
We see this is as a retrospective issue. If existing contracts were amended 

retrospectively to take into account this new requirement the most likely consequence 

would be to drive up other areas of the package as a counterbalance. We think it 

unrealistic to expect contracts to be retrospectively amended. As contracts are legally 

agreed between two parties, both parties would have to agree to any alteration and 

the proposal as it stands would require wide-reaching legislation to enact.   
 
Benefits:  
None that we can see - if a director is over paid relative to the value he/she brings 

then investors remain open to encouraging change in management and the Board 

would be made aware of that quickly enough. 

 
Question 4: The Government proposes that remuneration packages offered to 
in-year recruits should be confined by the limits and structures set out in the 
agreed remuneration policy.  What are the costs and benefits of this approach? 

Basically, this puts the focus for incoming directors to be initially paid in line with 

precedent and to have agreed that changes are proposed to shareholders through the 

binding vote process on future remuneration. This presents challenges for attracting 

talent and assuming you have attracted the right talent, being able to fulfil acceptable 

outcomes though the process. It could argue that shareholder consultation on the right 

individual increases, but this can have the consequences of asking investors to be on 

side for a significant period of time which they may not be comfortable with. Some 

flexibility on scope may also be sensible to ensure the board can offer suitably 

attractive enablers - one off compensations for losses etc incurred in pursuit of the 

right candidate.  

 
Question 5: The Government proposes that the report on future remuneration 
policy should provide more details on how approved LTIPs will operate for 
directors in that particular year.  Do you agree with this approach? 



This approach appears to lead towards a single remuneration figure and although we 

agree with that in principle as a helpful goal, it can be hard to define between LTIPs 

and single figures as there will always be different factors giving different results. 

Currently it is up to the company which single figure is calculated. CFOs would be 

keen to cut down reporting clutter but we believe more details on LTIPs would require 

enhanced scenario communication in annual reports. We consider that in certain 

circumstances an overall single remuneration figure could be helpful in helping 

companies communicate with their investors. However, standardised guidelines would 

be required to ensure investors can compare companies – Government should have a 

role in developing the methodology and we would welcome the opportunity to be 

involved in that discussion.  

 

Another suggestion is for two stated numbers – one giving pay related to the year to 

date and one relating to long term value creation. This allows the opportunity for the 

annual pay details to be released with the results of the year just past to aid 

discussion with investors, and the other in the circular ahead of the AGM. With two 

numbers, overall performance can be split into short-term performance v performance 

for long term value creation etc. and provides scope for separate resolutions as well 

on the two aspects of policies – short term and long-term incentives. 

 

Question 6: The Government proposes to increase the level of shareholder 
support that should be required to pass the vote on future remuneration policy.  
Do you agree with this approach and if so, what would be an appropriate 
threshold? 

Do you agree? 
We do not agree that the level of shareholder support should be increased – we think 

this should stay at 50%. Shareholder bases are significantly diffused even compared 

with ten-fifteen years ago. The appropriate threshold depends on the level of 

importance to confer to executive remuneration. Should the threshold be higher than 

for an ordinary resolution? We have doubts whether the wider investor community 

would think so. If the threshold is set at 75% this would indicate remuneration policies 



are of material significance – the threshold for special resolutions. It is currently 

atypical for a company’s remuneration policy to not be approved, although of course 

this does happen.  

 

If so, what would be the appropriate threshold? 
 

If a different threshold is to be introduced we believe it is very important that this 

should relate to the percentage voting in favour and not including abstentions. It is 

sometimes the practice of proxy firms to factor in abstentions as a vote against which 

obscures the result. Any change from 50% should be modest. 

 

Question 7: The Government proposes to require companies to explain how the 
results of the advisory vote have been taken into account the following year and 
to issue a statement to the market sooner than this where there is a significant 
level of shareholder dissent.  What are the costs and benefits of this approach? 

Costs: 
Provided that results can be distributed electronically (online) we do not see any 

significant costs arising from this approach. 
 
Benefits: 
In effect companies already declare their votes anyway. A RNS is already distributed 

for voting results following an AGM so this proposal would probably see the two 

combined. The proposal above also assumes that companies will have been informed 

of any dissenting vote and the reason why, which of course may not have happened. 

We refer to our previous point (in response to question 1) that it would be helpful for 

shareholder to be accountable for any reasons as to why they may vote against. 

 
Question 8: The Government proposes to give shareholders a binding vote on 
exit payments of more than one year’s base salary.  Do you agree with this 
approach or would an alternative threshold for requiring a shareholder vote be 
more appropriate? 
 



Do you agree? 
In many cases, it is very likely that exit payments may be above one year’s salary 

taking into account share options although this depends on how the figure is 

expressed and calculated – other factors will come into play. 
 
Would an alternative threshold be appropriate? 
We think an 18 month threshold might be more appropriate taking into account a 

defined definition of exit payments. 

 
Question 9: The Government recognises that the circumstances under which a 
director leaves their post are complex and diverse and so invites feedback on 
the appropriate scope and breadth of the proposed legislative measures.  

What should be the scope of the proposed legislative measures? 
We question whether shareholders would wish to be involved in this process which as 

the question states are often complex and diverse. Contractual matters such as this 

would be between the director and the company and we question whether it is 

appropriate for shareholder intervention in these cases or the desirability for 

legislation.  

 
Question 10: The Government proposes that directors’ service contracts and 
other arrangements should be amended to take account of the new requirement 
to seek shareholder approval for exit payments over one year’s base salary.  
What are the costs and benefits of this approach?.  

Our view here is similar to our response in question 3 – seeking to retrospectively 

amend contracts poses challenges 

 
  

Question 11: The Government notes that a small number of directors could be 
entitled to generous pension enhancements if their contract is terminated early.  
It proposes not to legislate to override these rights, owing to the rarity of such 



arrangements and the complexity of legislation that would be required.  Do you 
agree with this approach?  

Do you agree? 
Yes 

 
Question 12: The Government proposes to leave unchanged the existing 
requirement in company law (section 188 of the Companies Act) to get 
members’ approval for notice periods of more than two years.  Do you agree 
with this approach? 

Do you agree? 
We support leaving the existing requirement unchanged as it is in issuers’ interests to 

retain section 188 in its current state, and D.1.5 of the UK Corporate Governance 

Code anticipates situations where notice periods can be longer initially, although 

overall the Code states that notice periods and service contracts for directors should 

be set at one year or less. We do feel this is slightly inconsistent with the 

Government’s other proposals given the assumption is that contracts are for 12 

months. 
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