[bookmark: _nj23sjpj5u97]Director Remuneration 


Name: Emma Thomas 

CIPD Membership Number: 52087709  
  
Using Information In HR - M5X02260

Student Number: 0201743  

Word Count - 

Date: 24/10/2018


I declare that this assignment is my own work and that any information obtained from books and other sources have been appropriately referenced.

Signed: Emma Thomas..................................	Date: 24/10/2018.........................
ABER Instruments Board Remuneration Report 2018
[bookmark: _dw2dac9r7xzm]A critical review of Secondary Data - Director Remuneration.  
[image: ]
Emma Thomas 
Human Resources 


[bookmark: _yspy8tt3f0xe][bookmark: _ag4iznwo93c0][bookmark: _4y3hf3b7t5vc]
ABSTRACT
This research report aims to address considerations for the review of ABER’s Director Salary review. The topic was investigated by way of a secondary information literature review. The finding showed that there was little direct published data directly concerning SME’s therefore the focus is based upon current theory.  The findings highlight that in line with ABER’s culture a Strategic Total Reward Remuneration strategy should be introduced. 

[bookmark: _n5nb4c2j48pa]









CONTENTS
· [bookmark: _19l3vrd86zb2]Introduction             p 4-6
· Literature Review p 6-8
· Methodology            p 9
· Conclusion                p 10
· Recommendations   p 11
· References                p 12
· Appendix 1               p 14 







Appendix 1 – Aber Instrumrnts Profit Share Document




INTRODUCTION

The focus of this report is to evaluate Reward Management at Board level and the requirement for Aber Instruments (ABER) to review its own Director Remuneration. The rational for this research report has been identified through “practical problem strategy” one of 4 areas of research identified by Horn (CIPD, 2016). The report is compiled of secondary data. 

In 2000 ABER’s 4 originals founders began looking at succession planning and ways of exiting the company and retiring. There was no desire to sell. They wanted the employees to control the business. Following research and consultation with Wales Cooperative Centre (everyonesbusiness.coop, 2016) a decision was made that ABER would become Employee Owned and they gradually sold their shares. In 2011 ABER became fully employee owned with 51% of shares being held in the Employee Benefit Trust (EBT) whilst the other 49% are available to employees to purchase either through a salary sacrifice share scheme or on one of two ‘Dealing Day’ per year where shares can be bought and sold. Each employee is gifted 1000 shares once the probation period has pass. 

Profit share was introduced in August 2016 and induced in ABER articles of association. 25% of all profit for the financial period Jan-Jun and July-Dec is divided between all employees based on individual salary and hours worked (see appendix 1).

Currently all employees (including the Board of Directors) are entitled to; 
· 4x salary Death in Service
· Critical illness cover (75% of salary) 
· Company Pension contribution of 8%
· 20 – 26 days holiday (dependant on service) 
· Affiliated UWA gym membership.
 
The Employee Ownership model has proved successful and ABER has seen considerable growth, especially over the past three years (see figure 1). Due to this rapid growth, at the request of the Board, HR conducted a salary review across all departments in March 2018. The salary review excluded ABER Board members; however the incremental inflationary 3% rise was given.

It has now become evident that in line with the Company growth the Directors Remuneration needs also to be reviewed. A change in remuneration will have a direct effect on employee stakeholders. An increase in Director Remuneration will affect the overall Profit Share however in contrast if no change is made it may have a negative effect to the Board motivation or even engagement, again effecting ABER stakeholders. The main driver to the research report is to review the options available, ensuring that the correct decisions are made for all stakeholders, not just ABER’s Board. The overall aim is to continue growth productivity for ABER. As suggested by Armstrong and Taylor the aim of reward management is to meet the needs of both the organisation and stakeholders(         ). 

The focus will be towards SME in similar regions to Aberystwyth. Also the report will give consideration to setting remuneration competitively to both retain and attract in the future with fairness for both the Board and the employee stakeholders.

Consideration must also be given to the additional legal responsibilities that a Board undertakes (gov.uk, n.d.) 


ABER Turnover & Profit Chart (Instruments, 2018). Figure 1
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LITERATURE REVIEW
Over recent years there has been vast media coverage of the so called “fat cat” remuneration packages within FTSE 100 companies with median salaries just under £4m, up 11% since 2017 (Jones, 2018). However the reality is that many British Board rooms are in organisations much smaller than in the FTSE 100. Much less information is available within the media with regards to SME businesses.
In an annual survey, conducted by Croner Reward, covering pay and benefits for directors in organisations up to £500 million turnover shows the average managing director earns £99,445. 61% of Managing Directors in smaller companies up to 5 million turnover had a pay freeze in 2011 and over the past 5 years their pay had only risen by £5,000 to an average of £70,000. Of those who did have a pay rise that year, the average was 3%. Their average bonus at this time had dropped from £30,000 to £12,500 (Copeland, 2011).
Remuneration Consultants 
Tricker (Tricker, 2015) highlights the challenge of balancing the interest of both directors and shareholders for both the long and short term. Much focus has been based around board level remuneration thus creating a market for remuneration consultants. Tricker goes on to discuss that comparing similar companies is useful however consultants recommendations can be misleading, one such problem being ‘remuneration ratcheting’ (Tricker, 2015).  Lowry (Lowry, 2002) also advises caution when selecting consultants and that special consideration should be made to align culture and management styles of the organisation.
In the Telegraph Jonathan Russell describes remuneration consultants as ‘arms dealers’, continuing to say  ‘they are, according to the head of their own trade body “devil incarnate”, professionals held in such low regard they have “horns growing on their heads” (Telegraph, 2012).  This article is of course in reference to large organisations. 
Corner discuss the importance of monitoring directors pay annually to enable organisations to remain competitive and retain key staff, not risk losing them to more favorable remuneration packages. Therefore other elements must be considered for example Bonus, holiday allowance and company car as part of a package. Also review should be conducted regularly to ensure any additional duties or responsibilities are taken into account. The importance is highlighted by industry expectation and on the value of reward for a job well done (Croner, 2018). 
Market Rate
Armstrong (Armstrong, 2007) discusses the process of market analysis. This process gathers information regarding market rates, the rates of pay paid by employers within local or national labour markets for specific jobs. He continues by stating that this is not as simple as it sounds and establishing what the market rate may be for a specific job can be more a matter of judgement than accuracy. He continues that is commonly believed that it is relatively easy to establish a ‘correct’ rate for any given job, in any industry, in any location, for any age or experience level, but explains that accurate market rate information may be difficult to obtain. Armstrong and Tricker (Tricker, 2015) share the same sceptical view that using consultants and surveys they provide can overlook the complexities of remuneration. 
Armstrong states it is rare that any two companies even in the same industry and location are managed in the same way. Different companies will have different cultures and values. Differences in the perception of the contribution of each job to the effectiveness of the organisation and the experience and performance of the individuals holding the jobs all have an effect on the remuneration given to people in similar roles.  
Market Pricing 
The CIPD discusses this topic further referring to Market Rate as Market Pricing (CIPD, 2018). The factsheet identifies the need to evaluate roles internally to compare equivalent roles in other organisations and sectors. The combination of job evaluation (CIPD, 2016) and market pricing helps to implement fair and competitive remunerations.  Organisations decide what types of reward to compare such as additional benefits, pensions and bonus.
The factsheet provides further advice regarding four main sources of pay data; 
Published data – pay surveys. CIPD also highlights the limits of this data due to comparing of like with like as identified by Taylor and Armstrong, however it advises the potential for providing a periodic reality check of markets with regards to location and specific occupation. 
Pay Clubs – groups that regularly exchange information on remuneration. This information would not be widely available.
Special surveys – funded by individual organisations from specialist pay consultancies.  
Consultants’ pay databases – containing data collected on systematic or ad hoc basis which they relate to the results of job evaluation and compare rates across organisations. Common role characteristics enable the comparisons across organisations.  
Strategic Reward and Total Reward
A further factsheet from the CIPD (CIPD, 2018)  and an overview from Perkins and Woodhams (CIPD, 2016) discusses the topics of both strategic reward and total reward. Total reward is a term used to cover all aspect of work that an employee values, these can be tangible such as a nice office space to work or intangible such as culture but also include pay and benefits. These can be aligned with employee needs with a strategic view of potential increase in productivity and performance. 
Strategic reward takes the view of a long term approach to the way organisations support their business objectives creating a balance between the needs of the employee and the organisation. 

There are clearly gaps in litrature regarding the topic of Board remuneration in SME’s. However Adesian and Afrifa (Godfred Adjappong Afrifa, 2017) research finding highlight the importance of SME’s setting CEO pay at an optimal level relative to companies financial performance. They continue by implying the importance of this in advanced economies where SME’s provide the bulk of economic income thus booting impacting on the strength of the economy.    
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METHODOLOGY
The data in the literature review is comparative, based around secondary data and therefore based upon research from academics through a mix of Journal articles, core texts books and credible websites providing quality, valid information.  The report begins with a graph displaying the quantitative date around the growth of ABER and thus identifying the requirement to address the needs of the Board.
 Data specifically relating to SME proved particularly difficult to find and seems that there is little published on the remuneration packages of SME’s based in Wales, this lead the research strategy to examine key areas within the Human Resources (HR) field of Reward. The research is designed to identify key areas that ABER could look at when considering a strategy regarding director remuneration.   
Although the research data obtained is qualitative the potential data that would be available from a Remuneration Consultant would contain a mix of both qualitative and quantitative data. The quantitative data being pay values from the market and qualitative data with regards to additional benefits within that same market. The information from Croner, though from a sales source, is clearly credible as they are also partnered with CIPD, a professional body on HR matters.  Also literature from Tricker is extremely credible as he is a well know publish author within the HR field. 
Again the data around market rate and market pricing is qualitative data. The potential data that would be sources would be quantitative and qualitative especially with regards to market pricing. The information provided by Armstrong is also potentially out of date as it is over 10 years old however with the more recent view point of the CIPD it can be validated.
The data regarding strategic and total reward is the most up to date information within the literature review and is based predominantly on literature from the CIPD. 
The journal article by Adesian and Afrifa, although specifically discussing SME’s was not a local source and was written around a different industry, financial. 
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CONCLUSIONS
ABER is owned by its shareholders, but the power and responsibility for running the company are devolved to its board of directors, it is for this reason that the remuneration package must be fair. For ABER to continue on the current growth trajectory requires a long term outlook which appears from the literature to be something that would be gained by adopting a strategic reward strategy however as an employee owned business the culture is at the heart of the business so a combination of both strategic reward and total reward is the best option. ABER needs to remain competitive to retain the current Board at the same time as being attractive for future recruitment needs.  However within that strategy there is still a requirement to ensure that base pay is set correctly.
[bookmark: _o8rmzovhszmh]As an SME’s having all the key elements of Directors’ pay and benefits packages in one place would save time therefore considering the use of remuneration consultants could have its benefits    
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RECOMMENDATIONS 
As a result of the conclusion of this report the recommendation would be for ABER look further into adopting a Strategic remuneration policy. 

A review of the current benefits package would need to be conducted in line with approach to asses if the current provision meets the expectations of the board. This will require primary data gathering in the form of direct 1:1 interviews between HR and Directors.  This should complete within two week of sign off from the Board. This will have a time cost on both HR and the Directors.

Secondly a review of Directors base pay should be conducted by a remuneration consultant. This will come at a cost of £3,595.
The results from this should be thoroughly analysed and agreed internally between the Board, collectively, and HR before any change are implemented. Cost of base salary increases are currently unknown. This process will have a direct on employee stakeholder Profit Share in the accounting half that it is implemented. This process should be completed within 4 months of Board sign off.
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