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Executive Reward Briefing 
Updated Investment Association Guidelines for 2018 

The Investment Association has today published both 

its updated guidelines (“The Investment Association 

Principles of Remuneration for 2018”) and also a 

covering letter to Remuneration Committee 

Chairmen.  As in past years, the letter is used to 

highlight particular expectations from the IA’s 

members regarding remuneration governance and 

reporting for 2018. 

The changes are not extensive but rather add detail 

to the IA’s views and that of its members. 

Key points 

Levels of remuneration 

The IA says that “In the coming year, investors will be 

looking closely at how any increases are justified, and 

will expect Remuneration Committees to show 

restraint in relation to overall quantum.” 

To expand on this: 

• The IA says that it found encouraging the steps 

taken by certain larger companies to reduce 

variable pay opportunities in 2017.  

Consequently, the IA is now encouraging 

companies of all sizes to: 

 Show restraint with regards to 

increasing variable pay opportunities 

 Follow the lead of larger companies 

and consider reducing such 

opportunities 

• The IA also says that it is concerned by any 

automatic increases in base salaries, even 

normal “salary inflation” increases 

This appears to be part of the developing theme of 

“fairness” in pay: 

• The IA says that in considering overall 

quantum, companies should “take into 

account the wider social context of executive 

pay” 

• The IA has reiterated its expectation for 

pensions contributions to be the same for 

both Executive Directors and the general 

workforce 

• The IA is encouraging all companies to disclose 

voluntarily pay ratios in 2018 (i.e. 2017 

reports) on the basis that these are “part of 

justifying and explaining the levels of executive 

remuneration in the business” 

FIT Comment:  the updated guidelines reflect a 

broader momentum which is consistent with thinking 

at many Remuneration Committees and, indeed, is 

understood by Executive Directors.  However, we 

need to be wary of common sense being overtaken 

by anti-business sentiment.  For example:  

• Although a number of companies did increase 

variable pay quantum at their 2017 AGMs, 

many of these companies will have been 

renewing their 3-yearly remuneration policies 

for the first time since their 2014 AGM 
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• Consistently across the last 5 years, around 30% of 

FTSE 350 CEOs each year did not take an annual 

salary increase 

• Within companies renewing their directors’ 

remuneration policies at 2017 AGMs, we saw a 

number of cases where recruitment policies 

committed to giving newly recruited directors   

reduced pension contributions more in line with 

those  for other, if not all, employees  

As always there is a need to be wary of “the law of 

unintended consequences”.  Some of these ideas may 

accelerate pay inflation: 

• Where companies do not pay market-level salaries, 

their executives can be a flight risk (they are cheaper 

for a new employer to buy out).  When plcs then 

recruit externally for replacements, salaries can tend 

to correct to market rates to secure the appropriate 

candidate.  This can, in turn, lead to a need to 

address internal relativities across broader executive 

teams.  No element of this scenario is addressing pay 

restraint or, we would suggest, supporting wider 

shareholder interests.  Accordingly, we still believe 

that appropriate commercial cases can be made for 

one-off higher than general salary increases for 

strongly performing incumbent executives 

• If pension contributions are to be equalised between 

Executive Directors and employees, there are likely to 

be corresponding increases in other aspects of fixed 

pay (base salary/ benefits).  If this is on base salary, 

the total package as a whole will increase as this will 

flow through to the value of other package elements 

calibrated by reference to base salary (annual bonus/ 

LTIP quantum) 

With regards to disclosing pay ratios, as we’ve said before, 

we aren’t sure what insight this will actually give: 

• In a good year, where the company performs well 

and there are high bonus and LTIP out-turns, one 

would reasonably expect the ratio to be higher 

• Is that less preferable to a lower ratio which would be 

the case for a year in which performance has been 

sub-optimal and there is no bonus and no LTIP 

outcome? 

• That said, the revised IA guidelines include a 

statement (which applies to all comparisons of 

workforce pay, including Gender Pay Gap Reporting), 

that companies are expected to “provide these 

numbers in the context of their business and fully 

explain why these figures are appropriate” 

As a practical matter, we think there will be more clarity on 

preparing pay ratios for DRR disclosure when the FRC 

publishes its proposed methodology for the calculation 

endorsed in the 29 August 2017 BEIS paper (comparing the 

CEO’s total remuneration to that of the average of UK 

employees).  This FRC guidance would need to be published 

quite soon to be available for FY 2017 reporting.  Unless this 

guidance is published separately, it will not be available for 

the main 2018 reporting season; the FRC’s current timetable 

for publishing new secondary legislation to amend the DRR 

regs is March 2018. 

While we have some sympathy with the IA’s view that 

making a voluntary disclosure of pay ratios in 2018 would be 

optimal, we think that many companies will be resource-

constrained in producing another detailed figure from 

scratch at the same time as the company is in audit mode 

and also has the commitment to make first disclosures 

under Gender Pay Gap Reporting. The labour-saving option 

is to show the ratio based on the data for all employees 

already published in the notes to the accounts, but this 

means the methodology may well change when the revised 

DRR regs are settled, and this will affect comparability of the 

published ratios year-to-year. 

Remuneration Structures – Restricted Stock 

Investors are clearly still divided on this.  In fairness to the 

IA, they note that the debate has become rather “binary” 

between traditional long-term incentive plans and restricted 

stock with some investors having principled objections to 

restricted stock, while “a growing number” of shareholders 

are supportive of restricted stock in certain circumstances. 

In the IA principles, the IA re-iterate their view that in 

restricted stock: 

• Award quantums should reflect at least a 50% 

discount to equivalent participation in a PSP with pre-

vesting performance conditions 

• The combined vesting and holding period for 

restricted stock should be at least  5 years 

• Vesting should be subject to an underpin 

 



 

FIT Comment: The IA’s letter suggests that restricted stock 

may be appropriate to certain companies but not typically 

those with a recent history of zero pay-outs.  While this 

reflects the concern of shareholders that restricted stock 

should not lead to higher pay-outs, their view is actually 

counter-intuitive and shareholders should be more 

concerned about companies with high vestings calling the 

top of the market and moving to restricted stock than those 

which have seen the “pain” of zero vestings calling the 

bottom and wanting a more stable structure.    

We await further guidance from ISS as to whether it is likely 

to support restricted stock which was, perhaps, the main 

challenge at 2017 AGMs, and we understand that ISS has 

asked its subscribers whether the conversion rate from PSP 

should be worse than 50%. 

Engagement 

The IA highlight two points: 

• That companies who withdraw resolutions should 

consult carefully before re-introducing polices for 

new approvals 

• That there is a newly emerging trend amongst the 

IA’s members to vote against the re-election of 

Remuneration Committee Chairs.  However, the 

“entry point” which is being applied on this appears 

to be quite high (DRR vote defeated in the prior year; 

2 successive years where the investor has voted 

against the DRR) 

Disclosure and design 

Whilst not “new news” the IA has re-stated the following 

points relevant for annual bonus: 

• Financial targets for annual bonuses should be 

disclosed retrospectively, stating the threshold, 

target and max levels for each financial metric 

• Where a company does not disclose an annual bonus 

target range at the expected time for commercial 

sensitivity reasons, it should be disclosed no more 

than 12 months later in the next DRR 

• Personal and strategic metrics for annual bonus 

should be more fully disclosed, and this disclosure 

should reflect more explanation and justification 

rather than a list of actions undertaken.  This has 

been an area of focus for some years and 

shareholders are clearly looking for additional 

disclosures each year with a move in emphasis from 

listing objectives to explanation of what 

‘outperformance’ was delivered to justify the 

payments 

• IA members are concerned where there is a pay-out 

under non-financial annual bonus metrics and no or 

much lesser pay-out under the financial metrics 

• IA members are concerned where annual bonus 

financial metrics are further adjusted from stated 

KPIs 

• Where annual bonuses have an above 100% of salary 

maximum, there is an expectation for deferral to be 

applied 

One point that is, perhaps, “new news” is in relation to 

relocation payments.  The revised IA guidelines now include 

a statement that:  “Any benefits relating to the relocation of 

an executive should be disclosed at the time of appointment. 

Where these benefits are deemed necessary, they should be 

in place for a limited period, which is disclosed to 

shareholders. Each element of any relocation benefits should 

be detailed in the Remuneration Report.”   

It is worth noting that we have seen greater scrutiny of such 

benefits in the last couple of years as the cost of stamp duty, 

in particular, can be a very material sum.  In our experience, 

shareholders will look for full explanation rather than simply 

hiding such amounts in the notes to the Single Figure Table. 

The Stakeholder Voice in Board Decision Making  

The IA’s communication to companies also highlights the IA/

ICSA paper published last week.  Please see our earlier 

Briefing. 
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If you wish to discuss anything arising from this briefing, 

please ask your usual contact at FIT or call us on 020 7034 

1111. 
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This paper is intended to be a summary of key issues but 

is not comprehensive and does not constitute advice.  

No legal responsibility is accepted as a result of reliance 

on the contents of this paper. 
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http://www.fit-rem.com/wp-content/uploads/2015/11/FIT-Executive-Briefing-IA%E2%80%99s-Public-Register-goes-live-October-2017.pdf

