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Overview from Stephen Cahill

In recent months the UK has seen the implementation of a package of corporate governance reforms announced
by the Government in August 2017, designed to maintain the UK's reputation for being a ‘dependable and confident
place in which to do business'.

Under the reforms, which seek to make companies more transparent and accountable to their employees and
shareholders, the role of the remuneration committee is set to change. Remuneration committees will be required
to go further to demonstrate that executive pay outcomes are fair and reasonable, and that they “take seriously
enough their existing obligations to take account of wider workforce pay and conditions in setting executive remuneration™.

Now more than ever, politicians, investors and the public expect remuneration committees to understand

their workforce - how it is comprised, rewarded, and incentivised. Quoted companies with more than 250 UK
employees will be required to publish and explain the pay ratio of the chief executive to the median, lower quartile
and upper quartile UK employees, and directors will be required to explain how success sharing opportunities
such as all-employee share plans are promoted through the organisation.

At the same time, the Financial Reporting Council (FRC') has published a new UK Corporate Governance Code, to
apply for accounting periods beginning on or after 1 January 2019. This includes some far-reaching changes and
extends the remit of the remuneration committee to include the review of workforce remuneration and related
policies, and the alignment of incentives and reward with culture.

So what does this mean for the remuneration committee agenda, and how can companies best prepare for
change? In our view, over the coming months remuneration committees and HR teams must review their annual
cycle, considering how relevant workforce data and context can be presented to remuneration committees in

a comprehensive but practical way.

This guide is intended to provide a high-level ‘dashboard’ illustration to help remuneration committees in
navigating the new reforms - to ask the right questions and ensure that decisions on executive pay are made
through a broader lens.

Stephen Cahill, Deloitte LLP
August 2018
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How is the
workforce
comprised?

Workforce demographics

Understanding of workforce * Level and source of
composition by e.g.: recruitment in the year
* Gender, age, ethnicity * Redundancy/down

* Regional/global split scaling programmes

+ Contractors, agency workers, -dr;av'zl'gg;git

remote workers opportFL)Jnities and
Salary level by pay grade,

X L participation rates
national “V'ng wage Workplace initiatives
demographics

(e.g. agility)

How are
employment
terms set across
the organisation

e.g. employment status e.g. % workforce and National Living Wage

Workforce engagement

>0
=Qo
=0

Code Guidance - Questions for Remuneration Committees
What have we done to explain to the workforce how executive pay

arrangements align with wider company pay policy?

* Oversight of employee engagement surveys and outcomes, across
different grades and jurisdictions

* Consider feedback raised via ‘employee voice’ mechanism developed
by the Board

* Consider what engagement with the workforce has taken place to explain
how executive remuneration aligns with wider company policy

Culture and behaviours

1O

Code Guidance - Questions for Boards

Is the board clear on what sort of culture is needed to underpin th
company’s purpose and long-term success?

Turnover
and absenteeism
rates
Recruitment,
reward and
promotion

‘Sources decisions

How has management
communicated values and
expected behaviours across
the company

Consider what behaviours
are being driven when setting

Code Guidance - Questions for Remuneration

Incentives, values and risk

Committees

O

How do workforce incentives support our culture and encourage the desired

behaviours?

Have we considered how the choice of any particular measure may encourage negative

behaviour and what steps have we taken to manage such risks?

How will any financial and non-financial performance measures support long-term

thinking and delivery against strategy?

identify areas of risk? (see example of incentive matrix below)

Awareness of incentives across the organisation and key performance indicators used -

50% of cultural strategy and financial targets
€& pulse surveys - employee engagement scores . . - « Understand approach to risk management and link to remuneration - interaction with
'/\s_\./‘ slzhEs * Ongoing monitoring of culture other committees (e.g. risk, sustainability)?
90% (Code and sources of insights 8- 1sk, Y
.,_’o—o/”" 80% T i i . * Company KPIs - aligned with executive and workforce incentives?
70% Ai Curitengg) W"!St'eb"’w'”gf + Identifying any ‘hotspots and pany g
30% 0% ,f;'::;ﬂ;?;:ta outliers’ that may indicate  Balance of financial and non-financial metrics and link to behaviours
500 Board aproblem
interaction with . . . . . . . .
‘\/—\ Jan  Mar  May July  Sept  Nov SRR . Undzrstarl;d :ow negative e.g. incentive review across organisation using matrix
10% - - - and workforce trends or behaviours are N N N 5 N
I b 012 2075 016 2017 2018 Executives Management Employees addressed ‘(’:vciT::Isatleunecsy vAv|i|tghn:ner_1t Allgnmen';:lstﬁ LII:l.k tt: ) :::rasi::bility
. pany ir
H Agency worker —@— Below NLW —O&— IX-2XNLW and purpose strategy and appetite behavioural and long-term
KPIs objectives? success

W Contractor —&— 2X+NLW

Code Guidance: “The remuneration committee has a role in advising the board in
respect of policies on rewards, incentives, terms and conditions and other related
matters”.

Review of policies in relation to base pay, benefits, pension and incentives across
the organisation.

Understanding of pay increases and bonus distribution each year e.g.
- % of employees receiving a salary increase

- Average bonus across organisation (including historical data)

Knowing your workforce

Workforce
demographics

Pay and reward

Understanding your workforce

Deloitte

Workforce
engagement

Culture and
behaviours

Considering the wider workforce -
Remuneration Committee gui

Sharing success

Gender pay and

Incentives, values

and risk

Pay ratios

e.g. Sales
incentive
plan

High degree of consistency

Consistency
with values and purpose

with values and
purpose

Generally in line with
values and purpose,
some areas of concern

Significant degree of
divergence with values and
purpose

High degree of alignment

Alignment
with strategy and KPIs

with business
strategy and KPIs

Generally in line with
strategy and KPls, some
areas for concern

Significant degree of
divergence with strategy
and KPIs

High degree of alignment

Alignment with
with risk appetite

company'’s risk
appetite

Some potential financial
or ethical risks identified

Significant areas of financial
or ethical risk, inconsistent
with risk appetite

Incentives subject
to specific individual
behavioural objectives

Link to individual

objectives?

Incentives partly linked
to individual behaviour
(e.g. underpin)

No link to individual
behavioural objectives

Incentives fully aligned
with long-term sustainable

Focus on
sustainability

Generally in line with
long-term success, some

Incentives focussed on
short-term - little or no

~ Distribution of bonus spend by performance ratings, business areas and performance diversity :nfcleos';g-term business success areas for concern :SEE:;sntWith sustainable
u
e.g. performance ratings by grade e.g. bonus distribution by performance rating
80% 0%
Rewarding your workforce Fairness and diversity
25%
40% I H H
1 0 Fl Sharing success and performance Gender pay and Code Guidance - Questions for Remuneration Committees
0% o0 LAY [ i I I How do the company'’s pay policies address pay gaps and pay ratios between the
<\\\<\°0 R Oob & e>\°°o 0 g E|T g E|2 B E different quartiles of the workforce?
R 5§ & S o0 3 [ -] o X ) i ) P _ q P "
S © & & 25 Elge Elg & E Has the company introduced, maintained or developed arrangements aimed at sggetqu’ga"cet, Qure;sr/onsfo'rlemt{:;rgrt‘/on Con'rm/z{ees -
ce& & o’ £ 2 e 2|c 2 encouraging the involvement of employees in the company’s performance 4 (;n ertahc |¢;n atve weftz wi Kf e nom:intahlon commit e? £ ® Publish ratio of CEO's ‘single figure’ . )
N v through an employees’ share scheme or by some other means? reﬁar ; '“g,t S ;uc ure ot the workforce and the company's plans for to median, 25th and 75th percentile Quoted companies registered
NUED E3EL4EGEG Lower levels |Middle levels | Board levels (UK registered companies with more than 250 UK employees) recucing its gencer pay gap- total pay of full-time equivalent UK in the UK with more than 250

UK employees

» Whatis our gender pay gap (pay and bonus)? employees (group basis)

) ) . L What all-employee What are How does * What are the key drivers of our gap?
* Alignment of executive and workforce pension contribution rates share plans are participation levels remuneration spend + What commitments have we made towards closing our gap? - Supporting information required includes methodology used, explanation for year
+ Consider im ¢ . aryi inli ith K offered to the and how can these link to company o ) _ g our gap? on year changes, and whether median ratio is ‘consistent with the company’s wider
pactof any executive salary increases in line with workforce workforce? be improved? performance? ¢ How are we monitoring progress against achievements? policies on employee pay, reward and progression’.

on £ value of total executive remuneration * Whatinitiatives are in place to improve diversity across the organisation?
p p y & : - Requirement to publish total remuneration and salary (Evalue) for LQ, median and UQ

“..for example, a 3% increase to an executive’s £1m salary. A £30,000 increase in salary could employees used in the pay ratio calculation.

be worth multiple times more as typically, many other elements of an executive’s pay [..] are
determined as a % of salary. i.e. if executives are able to earn 400% of salary in bonus and LTIPs,

e.g. All-employee plan participation rates e.g. pay spend (excl LTIs) and operating profit e.g. pay demographics by gender

e.g. gender diversity commitments
- female representation

- Disclose in a table in the annual remuneration report Consider early voluntary

the increase could result in another £120,000 to total pay” 1SS written evidence in BEIS fair 50% 100% (pay ratioAdata will build incrementally to a ten year disclosure prior to 2020?
pay enquiry (June 2018) period going forward).
40% 80% By 2020
* Consider pay principles to apply across the workforce? 30% 60% 50% lllustrative table
workforce Consider pay ratio
Code Guidance: 20% 40% 2018 2019 2020 movement and link to
M . " 25th percentile pay ratio 65:1 401 70:1 erformance
Examples of pay principles Code Guidance: “One way that boards could 10% 200 Wiedian pay Fatio — o — IF—)| -
« ‘Like pay for like work’ consider approaching workforce pay would 33% \ 339% ’ i i - : [©) OW can pay ratios be
- be to endorse clear principles for pay and 0% 0% 3 75th percentile pay ratio  37:1 211 36:1 used to explain how
* Livingwage . d h P p ® 2014 2015 2016 2017 2018 2014 2015 2016 2017 2018 0 N N N & executive board Method c c C remuneration aligns with
+ Predictability of income reward across the organisation, against Fo S Lo . ‘ wider company policy?
+ Market competitiveness which pay policies and outcomes can be M SAYE M Global SIP Group pay spend \}Qy& AN V& 25th percentile payratio  £20,000  £21,000  £21,500 !
« Reward for contribution justified and benchmarked”. & & & & Median pay £28,000 £29,500  £32,000 Consideration of direct
Operating profit BVen HWomen 75th percentile pay £35000  £40,000  £42,000 peer comparisons?




Also available

in interactive format
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Important notice

This document has been prepared by Deloitte LLP for the sole purpose of enabling the parties to whom it is
addressed to evaluate the capabilities of Deloitte LLP to supply the proposed services.

Other than as stated below, this document and its contents are confidential and prepared solely for your
information, and may not be reproduced, redistributed or passed on to any other person in whole or in part. If this
document contains details of an arrangement that could result in a tax or National Insurance saving, no such
conditions of confidentiality apply to the details of that arrangement (for example, for the purpose of discussion
with tax authorities). No other party is entitled to rely on this document for any purpose whatsoever and we accept
no liability to any other party who is shown or obtains access to this document.

This document is not an offer and is not intended to be contractually binding. Should this proposal be acceptable to
you, and following the conclusion of our internal acceptance procedures, we would be pleased to discuss terms and
conditions with you prior to our appointment.
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