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MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION

on remuneration of directors of listed companies and remuneration policies in the 
financial services sector
(2010/2009(INI))

The European Parliament,

– having regard to the Commission Recommendation of 30 April 2009 on remuneration 
policies in the financial services sector (C(2009) 3159),

– having regard to the Commission Recommendation of 30 April 2009 complementing 
Recommendations 2004/913/EC and 2005/162/EC as regards the regime for the 
remuneration of directors of listed companies (C(2009) 3177),

– having regard the Commission proposal for a directive of the European Parliament and of 
the Council amending Directives 2006/48/EC and 2006/49/EC as regards capital 
requirements for the trading book and for re-securitisations, and the supervisory review of 
remuneration policies (COM(2009)0362),

– having regard to the Financial Stability Forum's (FSB) Principles for Sound 
Compensation Practices of 2 April 2009 and the accompanying Implementation Standards 
of 25 September 2009,

– having regard to the Committee of European Banking Supervisors' (CEBS) High-level 
Principles for Remuneration Policies of 20 April 2009,

– having regard to the Basel Committee on Banking Supervision's Compensation Principles 
and Standards Assessment Methodology of January 2010,

– having regard to Rule 48 of its Rules of Procedure,

– having regard to the report of the Committee on Economic and Monetary Affairs 
(A7-0000/2010),

A. whereas inappropriate remuneration structures of financial institutions that incentivise 
excessive and imprudent risk-taking have been one of the main causes of the current 
financial, economic and social crisis, and are therefore a major issue of concern for 
policy-makers and regulators,

B. whereas numerous initiatives have been launched at the global, European and national 
levels to address the issue of problematic remuneration practices, and whereas a globally 
coordinated approach is important in order to guarantee a level playing field,

C. whereas the FSB Principles for Sound Compensation Practices which were endorsed by 
the G20 leaders set out five elements for sound remuneration practices,

D. whereas several scientific studies and practice have demonstrated the limited impact of 
non-binding recommendations on remuneration policies, which underlines the need to put 
in place a stronger instrument in order to ensure respect for the principles,
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E. whereas it is necessary to set up an insurance fund fed by a financial fee paid by financial 
institutions in order to avoid a new financial crisis,

General remarks

1. Welcomes the initiatives taken by the Commission and the FSB on remuneration policies 
in the financial sector and listed companies in general;

2. Fully supports the proposals of the rapporteur on the capital requirements directives
putting forward binding principles on remuneration policies in the financial sector;

Effective governance of compensation

3. Stresses that every financial institution and listed company should have a remuneration 
committee which should determine the remuneration policy, which must be independent 
and accountable to shareholders and supervisors and should work closely with the firm's 
risk committee in the evaluation of the incentives created by the compensation system as 
well as with the trade unions' representatives;

4. Believes that the chair and the members of the remuneration committee must be members 
of the management body who do not perform any executive functions in the financial 
institution concerned;

5. Is of the opinion that shareholders should contribute towards the determination of
sustainable remuneration policies and should be given the opportunity to express their 
views on the remuneration policies through a non-binding vote on the remuneration report 
at the general meeting;

6. Stresses that non-executive board members' compensation should only comprise fixed pay 
and should not include performance or share-based pay;

7. Underlines that members engaged in risk control should be independent from the business 
units they control, have appropriate authority and be compensated independently of the 
performance of these business units;

Effective alignment of compensation with prudent risk-taking

8. Underlines that remuneration should be risk-sensitive and that risk adjustments should 
take into account all types of current and potential risks;

9. Stresses that the operational risk management should therefore be pre-approved by the 
supervisor;

10. Considers that amounts of variable remuneration should be determined according to the 
achievement of long-term objectives which should be clearly defined in advance; 

11. Stresses that compensation systems should link the size of the bonus pool to the overall 
performance of the firm, while an employee's incentives should be linked to his/her 
contribution to such performance, while quantitative and qualitative criteria, as well as 
human judgment, should play a role in determining this link;
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12. Believes that negative performance by a firm should lead to a considerable reduction of 
total variable remuneration payouts, in terms both of current compensation and of payouts 
of amounts previously earned, including through malus or clawback arrangements;

13. Is of the opinion that quality-linked performance criteria should be taken into 
consideration in order to determine the level of the variable compensation; proposes 
therefore that the 'social added value of companies' performance' should be taken into 
consideration as one essential criterion, as well as 'sustainability' criteria when applicable;

14. Considers that guaranteed bonuses should not be part of the compensation plans;

15. Is of the opinion, for ethical reasons, that the difference between the highest and the 
lowest remuneration in a company should be reasonable;

16. Stresses that a procedure should be set up and applied by the supervisor in order to solve 
any conflict which may occur between the risk management and the operational unit;

17. Underlines the need to extend these principles to the remuneration of all employees whose 
professional activities have a material impact on the risk profile of the company they work 
for;

Balanced structure of the remuneration package 

18. Stresses that there must be an appropriate balance between variable and fixed 
remuneration and that in particular an individual's bonus must not make up more than 
50% of their total annual remuneration;

19. Suggests that variable remuneration should be paid only if it is sustainable in the light of 
the financial situation of the institution and justified in the light of the long-term 
performance of the firm;

20. Underlines that the deferred proportion and the length of the deferral period should be 
established in accordance with the business cycle, the nature of the business, its risks and 
the activities of the member of staff in question;

21. Believes that a substantial proportion, i.e. more than 50%, of variable compensation 
should be awarded in shares or share-linked instruments, as long as these instruments 
create incentives aligned with long-term value creation and the time horizons of risk;

22. Suggests setting a limit of a maximum two years of the fixed component of directors' pay 
on severance pay ('golden parachutes') in case of early termination and banning severance 
pay in case of non-performance or voluntary departure;

Effective supervisory oversight and engagement by stakeholders

23. Believes that firms should disclose clear, comprehensive and timely information about 
their compensation practices to facilitate the constructive engagement of all stakeholders, 
and that supervisory authorities should have access to all information they need to 
evaluate compliance with applicable principles;
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24. Calls on the Commission to adopt strong binding principles on remuneration policies in 
the financial sector as suggested in the draft report on the CRD and a naming and shaming
procedure for listed companies which do not respect these principles;

25. Calls on the Commission to ensure in its legislation the decisive role of the supervisory 
authority in remuneration policy and risk management;

26. Calls on the Commission to conduct an impact assessment on the feasibility of instituting
a European bonus tax;

27. Requests the Commission to set up an insurance system fed by contributions from the 
financial institutions in order to avoid a new financial crisis;

28. Instructs its President to forward this resolution to the Council, the Commission and the 
EU and national regulatory authorities.
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EXPLANATORY STATEMENT

The financial and economic crisis we find ourselves in was caused inter alia by excessive risk 
taking by a very wide variety of firms in the financial sector. Investment  banks, banks, hedge 
funds were all involved not just in building up excessive risks at the level of individual firms 
but even more so in the aggregate build up of systemic risk.

The decisions to take on these risks were driven by the boards and CEOs who ran these firms 
and the employees who worked for them. Their motivation for doing this was simple:

- The higher the risks a firm takes, the greater the profitability is likely to be.

- The greater the profitability of a firm, the greater the compensation paid.

However, the level of overall compensation paid did not vary significantly as profits 
diminished, as demonstrated by the Attorney General for the State of New York, Andrew 
Cuomo; indeed, there is always the taxpayers to bail out.

This makes that employees in the financial sector get the upside, in the form of bonuses, of 
the excessive risks they load on to the firms they work for. Their personal downside is limited 
to being fired, the equivalent of zero compensation. The downside instead falls within and 
outside of the firms they work for. 

To make sure such a crisis will not happen again and to make change these illogic reasoning, 
the rapporteur is convinced the incentive structures faced by the individual employee should 
be looked at. Therefore, steps have to be taken to decrease the risks taken and to redesign the 
incentive structure. Only in this way, the profits of the financial institutions and the 
compensations paid to the board members and CEOs could be reduced till an acceptable level.

Several national initiatives have been taken since the start of the crisis in order to moderate 
some remuneration policies and some bonuses excesses and this under different forms (code 
of conduct tax measures, salary caps, strengthen of corporate governance rules etc). The 
rapporteur welcomes these initiatives and considers them as useful. However, in order to 
avoid a non-coordinated approach and to create a level playing field, the rapporteur is of the 
opinion that a European initiative has to be taken on remuneration policy in the financial 
sector and listed companies.

For these reasons, a coordinated European action on remuneration of directors in the financial 
sector and in listed companies is needed.

To face this challenge, the rapporteur is convinced of the need of a mix of measures on 3 
levels: the sector itself has to be prevented from taking so many risks, the employee upside 
has to be limited and the employee downside has to be increased.

Therefore, the rapporteur welcomes the initiatives proposed by the G 20, the Larosière report 
and by the European Commission taken up in its two recommendations, (Commission 
Recommendation of 30 April 2009 on remuneration policies in the financial services sector 
(C(2009) 3159), and  the Commission Recommendation of 30 April 2009 complementing 
Recommendations 2004/913/EC and 2005/162/EC as regards the regime for the remuneration 
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of directors of listed companies (C(2009) 3177), in which the European Commission has 
given its views on remuneration policy of directors in financial institutions and in stock 
exchange listed companies.

On structure of directors' remuneration, the Recommendation invites Member States to:

- set a limit (2 years maximum of fixed component of directors' pay) on severance pay 
(golden parachutes) and to ban severance pay in case of failure;

- require a balance between fixed and variable pay and link variable pay to 
predetermined and measurable performance criteria to strengthen the link between 
performance and pay;

- promote the long term sustainability of companies through a balance between long 
and short term performance criteria of directors' remuneration, deferment of variable 
pay, a minimum vesting period for stock options and shares (at least three years); 
retention of part of shares until the end of employment;

- allow companies to reclaim variable pay paid on the basis of data, which proved to 
be manifestly misstated ('clawback').

On the process of determining Directors' remuneration, the Recommendation invites Member 
States to:

- extend certain disclosure requirements contained in the existing Recommendation to 
improve shareholder oversight of remuneration policies; 

- ensure that shareholders, in particular institutional investors, attend general meetings 
where appropriate and make considered use of their votes regarding directors´ 
remuneration; 

- provide that non-executives should not receive share options as part of their 
remuneration to avoid conflict of interests; 

- strengthen the role and operation of the remuneration committee through new 
principles on 

(i) the composition of remuneration committees;

(ii) the obligation for the members of the remuneration committee to be present 
at the general meeting where the remuneration policy is discussed in order to
provide explanations to shareholders;

(iii) avoiding conflicts of remuneration consultants. 

However, these proposals are only a first cautious step. Practice demonstrated indeed the 
rather limited impact of recommendations on the remuneration policy in the financial sector 
and in listed companies. Therefore, in order to make a real change, the rapporteur is 
convinced we should go further. The rapporteur request the European Commission to set up 
strong binding principles on remuneration policies in the financial sector as supported by the 
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rapporteur on the CRD and a name and shame procedure for listed companies not respecting 
these principles; requests the European Commission further to make an impact assessment/ 
study on the feasibility of setting up a European bonus tax as well as a European banking tax;

To make such a following step, focus should be concretely put on the principles developed by 
the FSB being, an effective governance of compensation, an effective alignment of 
compensation with prudent risk-taking; a balanced structure of the remuneration package; and 
finally an effective supervisory oversight and engagement by stakeholders.

In order to get a real governance of the compensation package, more attention should be paid 
to the composition of the remuneration committee and a stronger role should be given to this 
committee in determining the remuneration policy and proposing it to the supervisor. This 
should be done in close cooperation with the risk managers and after receiving the advice of 
the shareholders. In the opinion of rapporteur it should be clear that non executive directors 
only get paid a fixed remuneration.

Further, the rapporteur is of the opinion that, the operational risk scheme has to be supervised 
and pre -approved by a strong independent regulator. Further, the rapporteur fully supports the 
approach taken in draft report on the proposal of the capital requirement directive to increase 
the capital requirements in case higher risks are taken. Quality linked elements should be 
taken into consideration in order to determine the level of the variable compensation; he 
proposes therefore to take into consideration 'social added value of companies performance' as 
one essential criterion, as well as sustainable criteria when applicable; given its risk 
sensitivity, the amount of a variable remuneration should be determined according to the 
achievement of long term objectives, which should be clearly defined in advance; the 
rapporteur is further the opinion all this principles should be applied to the remuneration of 
everybody whose professional activities have a material impact on the risk profile of the
company they work for.

In line with these principles and to limit the employee upside, the rapporteur is of the opinion 
a cap should be put on the bonus, namely in particular an individual's bonus must not make up 
more than 50% of their total annual remuneration.

The rapporteur underlines the fact that profits and losses are realized over different periods of 
time, and variable compensation payments should be deferred accordingly over a sufficient 
period; the size of the deferred proportion and the length of the deferral period should be 
established in accordance with the business cycle, the nature of the business, its risks and the 
activities of the member of staff in question. The rapporteur is in favour of at least 50% of the 
variable remuneration being paid under the form of chair options as long as these instruments 
create incentives aligned with long-term value creation and the time horizons of risk, while 
awards in shares or share-linked instruments should be subject to an appropriate share 
retention policy.

The rapporteur is further convinced of the need to tax higher the financial institutions the 
directors of which are paid a compensation package above a certain level; invites therefore the 
European Commission to examine this suggestion; he invites the European Commission
further to impose a financial fee to financial institutions to feed a kind of insurance fund to 
avoid new financial crisis.
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In order to increase the transparency on the remuneration policy in the financial sector and in 
listed companies, the rapporteur is convinced of the need of a strong annual remuneration 
report. By this report firms should disclose clear, comprehensive and timely information 
about their compensation practices to facilitate the constructive engagement by all 
stakeholders, and that supervisory authorities should have access to all information they need 
to evaluate the conformance of practice to the Principles.


