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	What is the problem under consideration? Why is government intervention necessary?

Supporting principle B1 of the Combined Code of Corporate Governance says that remuneration committees in quoted companies should “be sensitive to pay and conditions elsewhere in the group, especially when determining annual salary increases”.  

It is claimed that this principle is not being applied effectively.


	What are the policy objectives and the intended effects?

The policy objectives and intended effects cover three main areas: the effective assessment of directors’ pay, employee morale and productivity and overall income inequality. These are non-monetised.


	What policy options have been considered? Please justify any preferred option.

The policy options considered were doing nothing, detailed disclosure and a narrative disclosure statement. The latter is preferred as it offers flexibility and minimal financial burden.



	When will the policy be reviewed to establish the actual costs and benefits and the achievement of the desired effects? 


2009



	Ministerial Sign-off: NB THIS IS THE SIGN-OFF FOR A DRAFT, CHANGE FOR OTHER STAGES

I have read the Impact Assessment and I am satisfied that, given the available evidence, it represents a reasonable view of the likely costs, benefits and impact of the leading options
Signed by the responsible Minister:






	Policy Option  :    

	ANNUAL COSTS


One off  

       Yrs

(Transition)
Average Annual Cost


(excluding one-off)  



	

Total cost (PV)




	Other key non-monetised costs 



	ANNUAL BENEFITS


One off  

       Yrs

Average Annual Benefit


(excluding one-off)  



	NA - non-monetised


Total Benefit PV




	Other key non-monetised benefits

See evidence base.


	KEY Assumption/Sensitivities Risks



	Price Base 

Year
	Time Period

Years
	Net Benefit Range (NPV)

£-£
	NET BENEFIT 

(NPV Best Estimate)
£

	What is the geographic coverage of the policy/option?
	UK

	On what date will the policy be implemented?
	6 April 2008

	Which organisation(s) will enforce the policy?
	FSA

	What is the total annual cost of enforcement for these organisations?
	0

	Will implementation go beyond minimum EU requirements
	NA

	What is the value of the proposed offsetting measure per year?
	NA

	What is the value of changes in green gas emissions?
	NA

	Will the proposal have a significant impact on competition?
	No

	Annual cost per organisation (excluding one-off)
	Micro 

   0   
	Small 

0
	Med 

 0
	Large 

0.2 – 0.9m

	Are any of these organisations exempt?
	yes
	yes
	yes
	no

	Impact on Admin Burdens Baseline (2005 prices)

Increase of 


Decrease of 


Net Impact 


	Evidence Base

for Summary Sheets




Issue
Supporting principle B1 of the Combined Code of Corporate Governance says that remuneration committees in quoted companies should “be sensitive to pay and conditions elsewhere in the group, especially when determining annual salary increases”.  

During the passage of the Companies Act 2006, an amendment was proposed to the directors' remuneration report disclosure requirements to require quoted companies to include an analysis of the general pattern of remuneration in the company and how that was taken into account in determining directors' remuneration. The Government did not accept the amendment, but promised to consult on the issue of companies reporting more effectively on the way in which they take pay and employment conditions into account in deciding directors’ remuneration.

Those who responded to the consultation who were in favour of further disclosure in this area said that most quoted companies do not publish sufficient detailed information in order to permit shareholders to assess whether this principle is applied effectively.  It was further argued that the best way to improve disclosure was to introduce a legislative requirement.
Policy objectives
Policy objectives cover three main areas: the effective assessment of directors’ pay, employee morale and productivity and overall income inequality.  

It is argued that shareholders need to be better informed about comparisons between directors’ and employees’ pay so that they are able to judge the overall performance of the company.  If it is accepted that well-motivated staff are an important factor for any company to succeed, the other side of the coin is that wide discrepancies in pay within a company are said to be a significant contributor to lack of job satisfaction and low workforce morale.  Therefore, pay awards for directors which do not take into account pay and conditions elsewhere in the company risk undermining competitiveness.  

At a wider socio-economic level, it is also argued that there is increased public concern about income inequality and its effects and that the relationship between directors’ pay and the pay of employees is an important part of this wider debate.
The above objectives and intended benefits are non-monetised.
Policy options
The policy options considered have focussed on the degree of detail which a legislative requirement might contain.
A
Doing nothing would not incur any costs not would not deliver the identified non-monetised benefits.

B
Detailed disclosure.  It has been suggested that companies should reveal specific information for each director, such as the rate of increase in their basic salary and total remuneration over a certain period. The average pay increase for other employees of the company over the same period should also be included for comparison purposes.  Further suggestions include disclosure of the distribution of total pay throughout the company by grade and, where the average rise in basic pay for directors is higher (by more than a certain percentage) than the average rise for employees, an explanation for this differential should be given.

C
Narrative statement.  The other main option examined was whether to incorporate a narrative disclosure requirement similar to that in the Combined Code.  This would give companies freedom to report on this issue in a way which would enable then to report more flexibly and appropriately on the way in which remuneration policy was handled within the company.
Conclusions
A range of stakeholders were consulted.  The majority were resistant to any legal requirement in this area, arguing that what a company decides to pay its employees is a matter for the company and its shareholders, and that any information which the company decides to disclose on the subject are similarly a matter for the company and its shareholders to decide.  

The main reason for not prescribing more detailed disclosure are that it would be extremely difficult to draft - and for companies to implement - a requirement that would produce information which was specific and appropriate to the company concerned, and which was not unreasonably burdensome. Given that any legislation would cover a wide variety of companies operating in different sectors with diverse business models, a legal requirement might not the best way to bring about greater and clearer disclosure.  

On the other hand it is argued that disclosure at present is inadequate and that levels of directors’ pay need to be more clearly justified to shareholders and others; and only a specific reporting requirement will better allow shareholders to judge whether the Combined Code principle on directors’ pay was being applied by the company.

On balance, the Government is persuaded that there are good reasons for requiring quoted companies to report more effectively on directors’ and employees’ pay, but that a further legislative requirement should be proportionate and not overly burdensome.  It therefore proposes a non-prescriptive disclosure statement that would give quoted companies flexibility to report in the way most appropriate to their business operations – Option C.
The closest Information Obligation in terms of process appears to be the requirement to produce a report on allocation to member of shares in specified circumstances (IO 27162).  This provides a basis for calculating the internal time and staff costs taken to prepare the report.  For quantity metric  IO 14004 and IO 7587 are relevant.  Using data from these and other IOs as the basis for calculations, it is estimated that the total additional costs of the regulation will be in a range from £0.3mn to £1.2mn.  The median "Business As Usual" (BAU) adjustment  is 24.44%.  Using this adjustment factor, the admin burden is estimated at between £0.2mn - 0.9mn annually.

.

	Specific Impact Tests - Checklist




	Type of testing undertaken 
	Results in Evidence Base? (Y/N)
	Results annexed? (Y/N)

	Competition Assessment
	
	

	Small Firms Impact Test
	
	

	Legal Aid
	
	

	Sustainable Development
	
	

	Carbon Assessment
	
	

	Other Environment
	
	

	Health 
	
	

	Race Equality
	
	

	Disability Equality
	
	

	Gender Equality
	
	

	Human Rights
	
	

	Rural Proofing
	
	








Ministerial Sign-off:





I have read the Impact Assessment and I am satisfied that, given the available evidence, it represents a reasonable view of the likely costs, benefits and impact of the leading options





Signed by the responsible Minister:	











Date:














1.5m





0.3m – 1.2m





0.3m – 1.2m





























0.2m – 0.9m














0.2m – 0.9m











PAGE  
6

