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Top 14 Remuneration Trends

Globalisation

Media Scrutiny

Setting NED Pay

Generations and Reward

More Flexibility

Total Package Approach

Governance

Dual Career Paths and Broadbanding
New Long Term Incentives

Linking Executive Pay to Performance
Rewards for Creativity and Innovation
Retention Trends

HR, Reward and the Bottomline

Branding
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1. Globalisation

Remuneration$

Trends

Act local Think Global

@
Q
= s oy - E
@ 7 enliuy :
p— PAY SOLUTIONS Gh UP (pmv) 0 E
3
info@21century.co.za www.21century.co.za Tel: +27 11 447 0306 Fax: +27 11 788 1832



Glopats want to know that:

A Their pay is competitive

A They will not be worse off (and that hardship is taken into
account).

A Living standards are upheld

A Their purchasing power parity (PPP) index is upheld

A Sufficient and adequate pension arrangements are made
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2. Media Scrutiny

Executive Pay T too much or too
little?
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Most Common Determinants of CEO Pay

A Organisation Size - turnover, number of employees, value of
assets

A Organisation Performance - profitability, return on
Investment, value added

A Executive Specific Factors - Age, experience, tenure,
career path

A Organisation Structure - Holding, subsidiary or single unit
company, capital or labour intensive

A Job or Position Specific Factors - level of decision making,
consequence of error, organisation level

A Job Complexity
9 Gentury
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Remuneration Committees

>

To be successful RemComs, rely heavily on the executive management to

prepare board packs in advance for pre-reading.

Too much or too little information wastes a lot of time. Often, executive

>

management expects RemComs to make vital decisions without giving them the

full remuneration picture. The full picture should include information on:

>

Guaranteed Package

S T | i6skort term incentives

>

A

A Retention arrangements

L T I'idosg-term incentives and/or shares
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The full remuneration picture
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The important things to consider when defining
the market include:

Holding, subsidiary or single unit organisation

Private, public or state owned enterprise

Monopoly or many competitors

Complexity of industry or market

Listed or not

Local listing only (JSE) or overseas listing e.g. LSE, NYSE or both

Organisation size in terms of turnover, budget, profit, assets, market cap, number of employees
Job content, not just position title

Job size T not all CEO job sizes are the same

> > > >» >» > >» > > >

Performance of organization in terms of financials, shareholder return, strategic vision, people
management practices

Geographic footprint
Ownership structure

> > >

Extent of regulation
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Comparator Selection Challenges

| Weighting Factor Sasol Anglo American
(USD) (ZAR) Score
Average R/$ for Year 6.77
Year End R/$ 7.00
Sizing / Financial (Year-End) 80.0% Jun-06 Dec-06
Market Capitalisation (R'on) 4.2% 179.06 598.20 | 334.1%
Total Assets (R'bn) 4.2% 102.80 46.48 325.36 | 316.5%
Turnover / Income (R'bn) 75.0% 63.85 33.07 223.88 350.6%
Value Add (R'bn) 4.2% 31.78 10.06 68.09 | 214.3%
EBITDA (R'bn) 4.2% 20.73 12.20 82.59 | 398.4%
Staff / Employment Costs (R'bn) 4.2% 7.65 4.86 32.90 | 430.1%
Number of Employees 4.2% 23,638 34,000 143.8%
Other Factors 20.0%
Group or Single Unit (G/S) 10.0% G G 100%
Private, Public, SOE (Pr/Pu/S) 10.0% PU PU 100%
Monopoly or Competitors (M / C) 10.0% C C 100%
Complexity of Industry / Market (H/ M /L) 10.0% H M 0%
SA Listing or Dual Listing (S / D) 10.0% D D 100%
Geographic Footprint: Dometic, Regional or Intemational (D/R /) 10.0% [ | 100%
Ownership Structure: Any shareholder > 25%7? (Y / N) 10.0% N N 100%
Regulated (Y / N) 10.0% Y N 0%
Industry Sector: Similar (primary/resource) or Different (S / D) 20.0% S S 100%
Size / Financial score 271.6%
Other Score 16.0%
| Weighted Comparator Score 100.0% 100% I 287.6%
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Comparator Selection Challenges
Threshold score to rank as a comparator (both "financial" and 50.0%
Size / Other
Comparator Weighted Score Financial
Score
Score
Old Mutual 364.7% 348.7% 16.0%
Anglo American 287.6% 271.6% 16.0%
BHP Billiton 278.3% 262.3% 16.0% The closer the
SABMIlleI’ 1638% 1538% 120% score to 100’ the
Standard Bank 1546% 1426% 120% C|Oser the f|t to
FirstRand 97.8% 85.8% 10.0% Sasol.
Sanlam 98.1% 84.1% 10.0%
Anglo Platinum 77.5% 65.5% 8.0% (A score > 100%
MTN 74.7% 64.7% 12.0% indicates that the
ABSA 65.9% 57.9% 12.0% comparator is
Telkom 698% 618% 140% "bigger" than Saso|)
Nedbank 53.5% 41.5% 8.0%
Harmony Gold 54.7% 16.5% 16.0% (A score <100%
Anglogold Ashanti 47.1% 33.1% 14.0% indicates that the
Gold Fields 39.4% 27.4% 12.0% comparator is
Impala Platinum 39.6% 27.6% 12.0% "smaller" than
Mittal Steel 39.3% 29.3% 10.0% Sasol).
Naspers 36.0% 26.0% 10.0%
Lonmin 32.5% 19.3% 14.0%
Pretoria Portland 31.7% 6.3% 6.0%
Remgro 23.4% 13.4% 10.0%
Exxaro Resources 17.5% 17.7% 14.0%
Aquarius Platinum 17.5% 3.5% 14.0%
Kumba Iron Ore 14.2% 4.2% 10.0%
Sappi 12.3% 38.7% 16.0%
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How to Set CEO Pay

There are 4 main methods of setting CEO pay, but many
variables within the methods.

Method 1: Market Benchmarking

Method 2:Economic model (statistical correlation)

- fraiosauied
Method 3:Competitor Model SHee Seks e ST
MONEYII]
Method 4: Job sizing (Execu-measure) A\
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3. Setting Non Executive Director (NED) Pay

A Should they all earn the same?
A Should they get shares to align with agency theory?

A Should they get an incentive bonus to reward great decisions?

The current answer is mostly T NO
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Factors to consider when setting NED pay

A A.Fromani ndi v ipantoavie@:s
A Reputation
Track record
Experience

A
A
A Specific knowledge and skill
A Industry understanding

A

Network reach

A B. The role played:
A Chairperson or committee member
A Main board
A Audit committee
A Remuneration or HR committee
A Other committees such as risk, career and succession, projects
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Factors to consider when setting NED pay

A C. Organisationtype
A Organisation size i assets, turnover/sales, number of employees, market capitalisation,

A Complexity of work/industry i single or multi product or service

>\

Impact on sector, industry, national economy or international impact i impact on one sector
versus the impact on the national economy is always debatable, as most would argue

that they have a wide sphere of impact and influence. The decisive test is the extent to
which it is nice to have or have to have, and the extent of alternatives.

A CompetitorsT the extentto which there are no competitors e.g. monopolies or cut

throat global competition e.g. the garment industry

A Strategiclevel i this refers to the levels in stratified systems theory.
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A typical NED pay model

Market remuneration data - Chairperson

Organisation size/ | Lower Median/ Upper 90 th
complexity/ Impact [/ | quartile / P50 quartile/ percentile /
strategic level P25 P75 P90
A R900 000 R1000 000 | R1100 000 R1200 000
B R700 000 R800 000 R900 000 R1000 000
C R500 000 R600 000 R700 000 R800 000
D R300 000 R400 000 R500 000 R600 000
E R100 000 R200 000 R300 000 R400 000
Knowledge | Experience | Track record | Reputation

Executive Factors

st/
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4. Generations and Reward

B

1 Find challenging
projects for them in
which they can feel they

can make a difference

be fun

1 Concentrate on
providing good
guaranteed pay
packages and short

term incentives

Generation Veterans Baby Boomers Generation X Generation Y
(born before1940) (1940-1960) (1960-1980) (Millenials 1980 -2000)
A Reward 1 Extra days A Recognition 1 Flexibility - consider 1 Non-financial
practice T what leave schemes - especially in | flexi-hours, working at incentives work well for
each generation 1 Sponsor publié with the CEO home arrangements for this generation e.g.
values from an education A services for staff e.g. Xers movie tickets, meal
organisation programs dry cleaning 1 Workplaces need to vouchers

1 Rewards should be
done in an original way
1 They want
meaningful work

T Appr e qiaredt e

celebrations

o D
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The War for Talent

Ranking by age group

187 29 | 3071 44 | 4571 54| 55 or older

Base salary 1 2 1 2
Variable pay 2 4 4 6
Shares 3 5 6 5
Medical aid 5 1 5 3
Retirement funding 6 6 3 1

4 3 2 4

Deferred compensation

Ry 740
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Why do we call the last long generation Y. | did not know, but a

caricaturist explains it eloquently below...
Learned something new!

JOURMNAL DE QUEBEC | MARDI 22 JANVIER 2008
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5. More Flexibility

Executives have tried to create more flexible working arrangements for

both themselves and the organisation.

Five year contracts with handsome Acon

increasingly popular in South Africa, and this approach serves several

goals.
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6. Total Package Approach

The concept of creating flexibility in this area continues to be a
trend. There are few tax reasons for going this route.
The main reason for the employee is perceived flexibility:

My pay-my way; and for the organisation: cost containment.
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/. Governance

Learning to strike the balance between good governance and being

>

too transparent

The question being asked is: If we disclose all our remuneration data,

>

schemes and how they operate, we are giving our competitive
advantage awayo

NED fees- should they receive shares and bonuses in the

>

organisation they serve

Governance stands and falls by Communication
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8. Dual Career Paths and Flat Structures
(Broadbanding)

A Broadbanding is hugely seductive to organisations who want to
become HPOOG6s (High performing or
A The reason is that the million of hours spent doing job grading
and fighting about miniscule changes in the job description
leading to non-value-add-upgrades can now be spent on

performance.
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SST - Dual Career Path Approach

PATERSON SST LINE Specialist
DESCRIPTIONS
| |!| |!|! !| !! !!!m!m | S| - Corporate strategic direction and policy sign-
F ) E off

FUNCTIONAL /|  SE - Translation of corporate direction into
ADVISOR organisation planning & management

m MP - Translation of organisation plans into

/ SPECIALIST functional plans and best practice systems

PRACTITIONER SP - Optimizing a given system to achieve plans

i

C Upper 2 SUPERVISORS

AO - Solving a range of technical problems within
arecognized technical discipline through the
appropriate use of tools

C Lower 1

O - Routine application of industry specific tools
OPERATIONAL SKILLS and equipment which require training but not
discipline apprenticeship

P - Routine task orientation using simple tools
and equipment normally of a manual nature

1l
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9. New Long Term Incentives

With the introduction of AC 139/IFRS2, companies need to evaluate different

>

share valuation models and select one that is most appropriate to their

circumstances.

>

Although AC139/IFRS2 does not prescribe share valuation models (nor offer

more than cursory guidelines as to their application), the onus regarding fair

valuation rests squarely on the shoulders of the external auditor as part of the
fiduciary responsibility to certify the
statements.

Section 8C of the Income Tax Act

A
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10. Linking Executive Pay to Performance

A Movement away from discretionary bonus plans (determined
by the Board after the fact) to target based plans (where
specific performance requirements and contingent reward

outcomes are set in advance).

A Targets are both quantitative and qualitative
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Allocation Multiples in SA for Employee Share
Participation Schemes

PAY SOLUTIONS Gk UP prv) D

Typical
Paterson Grade Options as a multiple of guaranteed package
Decision Making Level Typical Roles
. . Upper
Lower Quartile Median Quartile
F Upper CEO 4x 6X 8x
Strategic Intent
F Lower Top Executives (Reporting level 1) 2X 4x 7X
E Upper General Manlae%gnze)nt (Reporting 1 5x 3x 5x
Strategic Execution
E Lower Senior Management (Reporting 1x ox 3x
level 3)
Middle Management D Upper Reporting level 4 0.5x 1x 2X
@
Q
Q78> §
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5

inffo@21century.co.za www.21century.co.za Tel: +27 11 447 0306 Fax: +27 11 788 1832



Options/Share as a Percentage of Package

Eligibility* Typical Paterson
Grade Options as a multiple of guaranteed package
Decision Making Level Typical Roles
QLS::‘(?Ire Median Upper Quartile
90% F Upper Group CEO 56% 83% 111%
Top Management; 85%
Strategic Intent CEO/MD; Subsidiary CEO/MD;
’ ! 0, 0, 0,
F Lower Group functional Director 28% 56% 9%
General Management; 80% E Ubper CEO/MD; Subsidiary CEO/MD; 21 429 69%
Strategic Execution PP Functional Director 0 0 0
; . 70%
Senior Management, ; . 0 0 o
Strategic Execution E Lower Functional Director 14% 28% 42%
. 40%
Middle Management;
professmnallyquallfled D Upper Manager 79% 14% 28%
and experienced
specialists
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Short Term Target and Stretch Targets
Percentages by Level

. 4 “  PAY SOLUTIONS Gﬁ UP prv) D

Short term incentive payment trends as a % of guaranteed package
TITLE PERFORMANCE
Lower . Upper 9ot
Quartile Median Quartile Percentile
On-target 30% 50% 70% 200%
CEO
Stretch 50% 75% 100% 500%
On-target 20% 35% 60% 100%
Top Executives (Reporting
level 1)
Stretch 35% 60% 80% 200%
- 0, 0, 0, 0,
Senior Management On-target 15% 25% 50% 75%
(Reporting level 2) Stretch 25% 50% 70% 100%
. 0, 0, 0, 0,
Middle Management On-target 10% 20% 35% 50%
(Reporting level 3) Stretch 17% 30% 60% 75%
On-target 5% 10% 15% 20%
Advanced Operational
Stretch 10% 15% 25% 35%
On-target 5% 8.3% 10% 15%
Operational & Primary %
Stretch 8.3% 10% 15% 20% ol
¢ .s’/( J 5
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