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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the Department for Business, Energy & Industrial Strategy’s Green Paper 
“Corporate Governance Reform”, published on 29 November 2016. 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public 

benefit of achieving sound and effective administration of taxes. 
 

1.3. AAT has added comment in order to add value or highlight aspects that need to be 
considered further.   

 
1.4. AAT has focussed on the operational elements of the proposals and has provided opinion 

on the practicalities of implementing the measures outlined.   
 

1.5. Furthermore, the comments reflect the potential impact that the proposed changes would 
have on SMEs and micro-entities, many of which employ AAT members or would be 
represented by AAT’s 4,250 licensed accountants. 

 
 
2. Executive summary  

 
2.1. Shareholders need stronger powers to improve their ability to hold companies to 

account on executive pay and performance. AAT supports all four of the different 
proposals suggested to achieve this but would like to see numerous points clarified as set 
out in 3.3. 
 

2.2. A new pay ratio reporting requirement, as required in many other countries, should 
be introduced as an absolute minimum. However reporting the pay ratio is unlikely to 
significantly impact on the ratio itself. The AAT Corporate Governance Survey (2017) 
indicates that 40% of AAT members would like to see a mandatory pay ratio requirement 
of 20:1 introduced compared to just 7% who indicated no pay ratio should be introduced. 
 

2.3. With regard to share rewards, it may be better to consider introducing a requirement 
whereby directors are paid a significant proportion (say 20%) of their salary through 
dividends. The directors could have “notional shares” (strips) that pay the same dividends 
as ordinary shares but cannot be traded, do not carry voting rights and only apply where 
the dividends are declared whilst the person is a director of that public limited company. 

 
2.4. Proposals to improve the way employees’ views are taken into account at board 

level in large UK companies are very small steps in the right direction. Requiring 
employee representation on boards as originally implied would be preferable as this is 
likely to bring about better alignment of employer/employee interests, could lead to 
increased productivity and help to bring about greater public confidence in big business. 

 
2.5. Reform in this area is long overdue. The voluntary approach has not worked since the 

first efforts were made to address these issues in the 1990’s. Given the consistent failure 
of codes and voluntary approaches, no alternative but a mandatory approach appears to 
exist.  
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3. AAT response to the Department for Business, Energy & Industrial Strategy’s Green Paper 
“Corporate Governance Reform” 

 
Question 1 
Do shareholders need stronger powers to improve their ability to hold companies to 
account on executive pay and performance? If so, which of the options mentioned in the 
Green Paper would you support? Are there other options that should be considered? 

 
3.1. AAT agrees that the existing powers need to be strengthened because of excessive 

executive pay. 
 

3.2. Shareholders already have powers under various sections of the Companies Acts that 
have only been used in a small number of cases (1.29, Green Paper), which suggests that 
in addition to having stronger powers there should be a focus on encouraging investors to 
exercise existing powers more often when needed. 

 
3.3. AAT supports all four options, as they are not mutually exclusive. However, to clarify, 

option (i) should include all elements of the pay package, not some. Under option (iii) 
companies should be required rather than simply encouraged to set an upper pay 
threshold. For option (iv) the binding vote on executive pay should be held annually in all 
circumstances. 

 
Question 2 
Does more need to be done to encourage institutional and retail investors to make full use 
of their existing and any new voting powers on pay? Do you support any of the options 
mentioned? Are there other ideas that should be considered? 

 
3.4. More does need to be done to encourage use of existing powers. 

 
3.5. AAT agrees with the proposal to make the disclosure of fund managers voting records at 

AGMs mandatory.  
 

3.6. Furthermore, AAT would support new ways to facilitate and encourage individual retail 
investors to exercise their rights and each of the suggested solutions appears to be 
sensible. 

 
Question 3 
Do steps need to be taken to improve the effectiveness of remuneration committees, and 
their advisers, in particular to encourage them to engage more effectively with shareholder 
and employee views before developing pay policies? Do you support any of the options set 
out in the Green Paper? Are there any other options you want to suggest? 

 
3.7. Yes, steps need to be taken to improve the effectiveness of remuneration committees. 

 
3.8. Requiring chairs of remuneration committees to have served at least 12 months on a 

remuneration committee is a common sense proposal that in practice occurs at most 
companies already. Given this helps to ensure greater knowledge of both the company 
and the executive – and crucially the shareholder base – ensuring all companies behave in 
this way would inevitably have value. 

 
3.9. Consideration should be given to the development of a process whereby the members of 

the Remuneration Committee are nominated by the board or shareholders and elected to 
serve a fixed term of (say) three years and could be de-elected by the shareholders, as 
this would give the Remuneration Committee greater independence.  

 
 
 
 
 
 
 
 
Question 4 
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Should a new pay ratio reporting requirement be introduced? If so, what form of reporting 
would be most useful? How can misleading interpretations and inappropriate comparisons 
(for example, between companies in different sectors) be avoided? Would other measures 
be more effective? Please give reasons for your answer. 

 
3.10. Yes, at the very least pay ratio reporting should be a mandatory requirement as it is in 

other countries such as the US. This will aid transparency, shining a light on excessive 
pay. However, although a useful assessment tool it will do little to exert pressure to curb 
such excesses. The AAT Corporate Governance Survey (2017) found that only 21% of 
AAT members believe introducing a requirement to publish pay ratios is sufficient. 
 

3.11. Instead most AAT members believe the time has come for a mandatory pay ratio to be 
imposed. Some companies have already done so. For example, the John Lewis Group has 
imposed a 75:1 pay ratio.  The High Pay Centre recommends a 40:1 pay ratio.  

 
3.12. David Cameron recommended a 20:1 pay ratio for the public sector and many others have 

suggested this would be a reasonable ratio for large privately-held companies too.  
 

3.13. The AAT Corporate Governance survey (2017) found that 41% of AAT members believe 
there should be a pay ratio of 20:1. This compares to 0% who felt 150:1 (the current 
average FTSE 100 pay ratio) was appropriate and only 7% who believe there should be no 
pay ratio at all. 
 

3.14. There should also be a requirement for the figures to be critically audited to include low 
paid employees who have been taken off the books by the use of arrangements such as 
outsourcing, offshoring and off-payroll workers. 

 
3.15. In addition, whether the pay ratio is based on comparisons between the Chief Executive 

and the median or lowest paid employee or between executives and the median/lowest 
paid and so on will all contribute towards the usefulness or otherwise of imposing pay 
ratios.  

 
3.16. Here the comparison should be between executive pay and the lowest paid because, 

although rare, the Chief Executive may not always be the highest paid executive. 
Executive pay in general would provide a better base for comparison. Similarly, the lowest 
paid would be a better measure to ensure the pay ratio is reflective of the true level of 
differentiation as median pay can mask some significant differences. 

 
3.17. There may also be merit in requiring organisations to provide the “coefficient of inequality 

of income” for the company and each of its subsidiaries. While this coefficient and its graph 
is currently not widely known, it is not too difficult to explain or understand and once it is 
understood it is a useful and absolute measure that would allow users to compare the 
fairness of the salary structure of one company against another company or against the 
average for an industrial sector. 
 

Question 5 
Should the existing, qualified requirements to disclose the performance targets that trigger 
annual bonus payments be strengthened? How could this be done without compromising 
commercial confidentiality? Do you support any of the options outlined in the Green Paper? 
Do you have any other suggestions? 

 
3.18. Disclosure requirements relating to performance targets do require strengthening.  

 
3.19. “Commercial sensitivity” is a relatively weak justification. The fact that almost two thirds of 

companies have already disclosed in 2016, with more to do so retrospectively, adequately 
demonstrates this.  
 

3.20. AAT believes that the delaying of disclosure by one year is increasingly untenable too 
given that there is already a delay as the accounts are normally published/filed six months 
after the end of the accounting period. 
 

3.21. Given the above (3.18 & 3.19) it would appear reasonable to make this a mandatory 
reporting requirement.  
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3.22. Future targets should also be published so shareholders can challenge these if they are 

not considered to be sufficiently stretching. 
 
Question 6 
How could long-term incentive plans be better aligned with the long-term interests of quoted 
companies and shareholders? Should holding periods be increased from a minimum of 
three to a minimum of five years for share options awarded to executives? Please give 
reasons for your answers. 13 

 
3.23. The AAT Corporate Governance Survey (2017) found that 11% of AAT members believe 

LTIPs should be scrapped completely contrasting with 18% who think LTIPs are fine as 
they are.  
 

3.24. The most supported proposal among AAT members was that payments should be made in 
cash instead of shares to avoid short term fluctuations and gaming as well as to reflect the 
running of the company rather than the response of the markets (35%). This was followed 
by those who believe holding periods should be increased from a minimum of 3 to a 
minimum of 5 years (25%). 

 
3.25. 12% of AAT survey respondents believe holding periods should be increased from 3 to 10 

years, a similar figure to those who think they should be scrapped completely.  
 

3.26. In short, survey results demonstrated a rather wide variety of views on this particular issue. 
 

3.27. One significant issue with the Long-Term Incentive Plans (LTIPS) is that the primary 
benefit to directors is the capital value of the shares rather than the income from the 
dividends, which forms a very small part of the remuneration package. 
 

3.28. Therefore, to better align the interests of directors with shareholders it may be better to 
consider introducing a requirement whereby directors are paid a significant proportion (say 
20%) of their salary through dividends. The directors could have “notional shares” (like 
strips) that pay the same dividends as ordinary shares but cannot be traded, do not carry 
voting rights and only apply where the dividends are declared whilst the person is a 
director of that public limited company. 
 

Question 7 
How can the way in which the interests of employees, customers and wider stakeholders 
are taken into account at board level in large UK companies be strengthened? Are there any 
existing examples of good practice that you would like to draw to our attention? Which, if 
any, of the options (or combination of options) described in the Green Paper would you 
support? Please explain your reasons. 

 
3.29. UK company law already enshrines the importance of wider interested groups in corporate 

governance (section 172 of the Companies Act 2006). However, not all companies are 
taking adequate account of wider interests and different social perspectives. Therefore, 
these requirements need to be strengthened.  
 

3.30. AAT would support option (i) for the creation of stakeholder advisory panels as this would 
be an improvement on the current situation at many organisations. However, given they 
are, as the name suggests, purely “advisory” the alternative of meaningful employee 
representation on boards covered in option (iii) would be preferable. 
 

3.31. Likewise, the idea in option (ii) of having a dedicated Non-Executive Director (NED) to 
ensure that stakeholder voices are heard at board level would likely be a positive 
development for many organisations but again would not be as effective as direct 
employee representation on boards. 
 

3.32. Of the various options, option (iii) meaningful employee representation on boards is likely 
to bring about better alignment of employer/employee interests, could lead to increased 
productivity and bring about greater public confidence in big business. The Green Paper 
states that a significant challenge would be how such representatives should be chosen 
but this concern is overstated. There are various  ways this could be achieved e.g. direct 
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elections by all staff, co-opting, trade union recommendations etc. Government should not 
be overly concerned about this issue, as there is no need to be prescriptive. Instead such 
arrangements can be left to individual companies to decide so that they choose the 
method that best suits their circumstances. 
 

3.33. There are some benefits to strengthening reporting requirements covered in option (iv). 
However, the benefits may be marginal given that companies (except small companies) 
already have to prepare an annual Strategic Report so it is likely that the costs and 
administration of complying with any new requirements will outweigh any benefits to the 
company or users of the report. 
 

3.34. The AAT Corporate Governance Survey (2017) found some AAT member support for the 
creation of stakeholder advisory panels (11%) that an existing N.E.D. should be 
responsible for ensuring employee and customer voices are considered (23%) that 
individual stakeholder representatives should be appointed to boards (19%) and that 
reporting requirements relating to stakeholder engagement should be strengthened (26%). 
However, the greatest level of support was for all of these proposals to be adopted 
together (50%). 

 
Question 8 
Which type of company do you think should be the focus for any steps to strengthen the 
stakeholder voice? Should there be an employee number or other size threshold? 

 
3.35. France requires companies with 1,000 employees to have worker representation on 

boards compared to companies with just 35 employees in Denmark. The AAT Corporate 
Governance Survey (2017) indicated that 17% of AAT members would like any companies 
with 250+ employees to be the focus of these measures. 
 

3.36. However, the same survey indicated that 11% of AAT members felt a financial threshold 
would be preferable to an employee number, stating that companies with a turnover in 
excess of £500m should be the focus of such changes. 

 
3.37. Given some very small companies can have large turnovers and some large companies 

have small turnovers, AAT believes that a measure based on turnover, employees and 
assets would be the fairest and most appropriate to take. 63% of AAT members who 
responded to the AAT Corporate Governance Survey (2017) agreed.  
 

Question 9 
How should reform be taken forward? Should a legislative, code-based or voluntary 
approach be used to drive change? Please explain your reasons, including any evidence 
on likely costs and benefits. 

 
3.38. The voluntary approach has not worked since the first efforts were made to address these 

issues in the 1990’s. Given this consistent failure of codes and voluntary approaches, no 
alternative but a mandatory approach exists.  
 

Question 10 
What is your view of the case for strengthening the corporate governance framework for 
the UK’s largest, privately-held businesses? What do you see as the benefits for doing so? 
What are the risks to be considered? Are there any existing examples of good practice in 
privately-held businesses that you would like to draw to our attention? 

 
3.39. In relation to privately-held businesses the issue of excessive director pay may not at first 

glance appear to be so much of an issue as the directors and shareholders are often the 
same and these companies are not permitted to offer shares to the public. That said, given 
the recent practices of some privately held companies e.g. BHS and some executive pay 
issues at companies backed by private equity, together with the Governments binding 
commitment to adopt fiscal and economic policies that progressively achieve greater 
equality (as a signatory to the UN Global Sustainable Development Goals, September 
2015) then the case for a renewed focus on the UK’s largest privately held companies is 
strong.  
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3.40. Change here would also ensure a level playing field and prevent the small number of 
public companies who may be attracted to turn private purely on Corporate Governance 
grounds from doing so. 

 
Question 11 
If you think that the corporate governance framework should be strengthened for the largest 
privately-held businesses, which businesses should be in scope? Where should any size 
threshold be set? 
 
The thresholds should be the same as for public companies to ensure a level playing field. 

 
Question 12 
If you think that strengthening is needed how should this be achieved? Should legislation 
be used or would a voluntary approach be preferable? How could compliance be 
monitored? 

 
3.41. As previously mentioned in 3.3835, in relation to the issue of excessive director pay, the 

voluntary approach has not worked so it is time for Government to take a mandatory 
approach. 
 

3.42. In relation to employees-on-boards a voluntary approach should be taken in the first 
instance, over a three-year period whereby companies are given an opportunity to comply 
on a voluntary basis. If a majority of companies (public and privately-held) continue not to 
have employees-on-boards after this three year period then the Government should give 
serious consideration to mandating the requirement for public limited companies and the 
largest privately-held businesses. 

 
Question 13 
Should non-financial reporting requirements in the future be applied on the basis of a size 
threshold rather than based on the legal form of a business? 

 
3.43. No, because the reporting requirements of public limited companies are driven by the stock 

exchange’s listing requirements, the Investment Association and promotion of the business 
to investors, whereas reporting requirements are quite different for a company where the 
shares are privately-held and the shareholders may be active participants in the 
management of the business. 
 

Question 14 
Is the current corporate governance framework in the UK providing the right combination 
of high standards and low burdens? Apart from the issues addressed specifically in this 
Paper can you suggest any other improvements to the framework? 

 
3.44. The Green Paper suggests that the strength of capital flows into the UK reflects confidence 

in the UK’s framework of corporate governance and associated regulation. Conversely, it 
could be argued that the confidence of UK investors has reduced which is leaving a 
vacuum filled by overseas investment. In either case, the solution is, as this Green Paper 
is doing, to review the issues and consider whether or not there is a need for Government 
intervention.  
 

3.45. In the case of excessive director pay, this Green Paper is seeking higher standards of 
accountability from directors to explain the increasing divergence between their excessive 
pay increases compared to more modest returns to shareholders. The curbing of 
excessive pay increases should help to increase public confidence in the stock market and 
address the reputational damage that this does. It could also have some positive financial 
effects for the individual company not just in terms of increased consumer confidence but 
that money previously spent on excessive pay can be invested elsewhere. 
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4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow 
members and 90,000 student and affiliate members worldwide. Of the full and fellow 
members, there are over 4,250 licensed accountants who provide accountancy and 
taxation services to individuals, not-for-profit organisations and the full range of business 
types. 
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote 
the study of the practice, theory and techniques of accountancy and the prevention of 
crime and promotion of the sound administration of the law. 

 
 

5. Further information 
 

If you have any questions or would like to discuss any of the points in more detail, please contact 
Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk   Telephone: 020 7397 3088  

 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  
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