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Foreword
Welcome to the 2016 UK CEO Value Index, a
measure of how much all of the shareholders
receive in value for every £1 a CEO is paid.
This unique research offers a fresh look at
the effectiveness of remuneration committees and the way in which the shareholders’ investment in incentive pay leads to
incremental value—or not. It also provides
companies with insights into how executives
could deliver more value where incentives are linked to those measures which drive value. Further, our UK CEO Value Index, published
annually since 2012, has become increasingly insightful as the database accumulates. In the 2016 report, for example, we can now focus
on specific insights from the research that can help in the effective
design and calibration of incentive pay programmes.
The 2016 report, consistent with previous years’ research, looks
back four years to include all of the elements of CEO pay to be fair to
executives who are working to build value in their organisations over a
reasonable timeframe.
Although it is a highly-charged public debate, it is our view that high
pay is not the core issue. High pay for low performance is the key
issue. By focusing on the value of an executive, rather than the cost of
an executive, the 2016 UK CEO Value Index provides far more insight
into the effectiveness of executive pay programmes than traditional
pay benchmarking. As you will read in our new ‘Insights’ section,
this database can help remuneration committees identify where pay
programmes are likely to go astray, and to calibrate future levels of
required performance for every pound paid to the CEO.
Simon Patterson
Managing Director of Pearl Meyer – London
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Approach and Methodology
The UK CEO Value Index is a simple ‘rule-of-thumb’ to
guide remuneration decision making.
The UK CEO Value Index measures how much value a CEO adds to
their company for every pound they are paid. The index has a simple
methodology and can easily be applied by remuneration committees
to their own companies.
• We look at value added to shareholders by the company
between June 2012 and June 2016 using data from S&P Capital
IQ—this comprises change in market cap, dividends, and share
buybacks.
• We look at total remuneration paid to the CEO in the same period.

How we Calculate the Index

How to Read the Bar Charts in this Report
The top line of the darkest colour
represents the upper quartile.
The dividing line between the
dark and light colours represents
the median.
The bottom line of the lightest
colour represents the lower
quartile.
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Median
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Executive Summary
In the next few pages we set out
the upper quartile, median, and
lower quartile Index results for
all of the companies we studied.
Detailed information for your
company is available on request.
As in previous years, we have
broken the findings into four groups, by company size, and have also
included industry sector analysis. The findings offer shareholders,
remuneration committees, reward professionals, regulators, and commentators the opportunity to calibrate pay programmes in a number of
important ways.

For shareholders there is:
• Clear and immediate evidence of whether leadership is delivering
value, relative to the total pay opportunity being offered; and
• A simple comparison across sectors, by company size, and over
time.

For remuneration committees and reward
professionals there is:
• The ability to review the results of incentive compensation design;
• An opportunity to ask how well pay aligns with performance and
how our pay-to-performance alignment compares with other relevant comparators; and
• The ability to calibrate future performance requirements, given
‘benchmark’ pay.

For regulators and commentators there is:
• A comprehensive view of pay and performance across the UK,
over time, and across sectors; and
• A snapshot of pay-to-performance alignment, providing an objective commentary on recent regulatory changes.
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Summary:
The CEOfrom
Value Index
2015 Report
Key Findings
our 2016
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Value Added
Value added is the first component of
the UK CEO Value Index.
‘Value added’ comprises market
capitalisation, reinvested dividends, and
share buybacks.
Our analysis to date has covered four
4-year periods. This report focuses on
the four-year period ending June 2016.
The FTSE 100 added significantly more
value to shareholders than the FTSE 250, especially at the upper
quartile. This finding has been consistently true throughout our four
years of research.

UQ = £6,606
Change in Market
Cap + £2,480
Reinvested
Dividends

M = £1,037
Change in
Market Cap +
£82 Reinvested
Dividends

UQ = £1,354
Change in
Market Cap +
£234 Reinvested
Dividends

M = £577
Change in
Market Cap +
£49 Reinvested
Dividends
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Remuneration
Remuneration is the second element of
the UK CEO Value Index, comprising salary,
bonus, and long-term incentives (LTIs).
The table below shows the methodology
used to calculate total remuneration.
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Remuneration is not proportionally lower for the FTSE 250 CEOs
compared with the FTSE 100 CEOs when taking the value added to
shareholders into account.
These charts break up four-year total remuneration into its elements
(excluding one-off payments).
LTIs are by far the largest component of pay across the FTSE 100
once again.
As we have also seen previously, components of pay are weighted
slightly differently in the FTSE 250, with salary contributing to a larger
proportion of pay at median.

FTSE 100

FTSE 250

Remuneration 7

Insights from the
2016 UK CEO Value Index
We have analysed and compared the findings from our last four UK
CEO Value Index reports (the four years ending 2013, 2014, 2015,
and 2016 compared), and share with you below some important
insights.

Insight #1
When you look at the eight companies that have remained within the
top 30 companies ranked in terms of the UK CEO Value Index, for
four years running, you will find they deliver the most value to their
shareholders, and they also pay the most to their CEOs. Success
is about executives creating value, not about saving executive pay
pennies.
FTSE 100 CEOs that consistently deliver high value for shareholders
also share in that success through their own higher earnings levels in
the long-term.

Median Total Value Added and Remuneration:
Constant 8 vs. Rest of the Top 30
Note: Constant
8 are BT Group,
GlaxoSmithKline,
AstraZeneca,
National Grid,
Associated British
Foods, Royal
Dutch Shell, Lloyds
Banking Group,
and SSE.

8 2016 UK CEO Value Index

Only eight companies have consistently ranked in our top 30 over the
last four 4-year periods, since 2009. On average, they have added
100% more value to shareholders and earned 44% more in total earnings over that period, compared with the rest of the top 30.

Total Value Added:
Constant 8 vs. Rest of the Top 30

Total Remuneration:
Constant 8 vs. Rest of the Top 30
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Insight #2
Using strategic measures in incentives is a good idea and we can
prove it.
We looked at the use of strategic measures, defined as measures
directly attributable to company-specific goals and objectives, in both
short- and long-term incentives. By looking at the UK CEO Value Index
for companies and segregating them by the use of strategic measures
in their incentives, we were able to show:
“The Goldilocks Factor”: Not enough strategic measurement, or too
much emphasis, in the short-term incentives was a bad thing. But with
just enough focus (between 50% and 70%), the results were excellent.
“Double the value, despite higher pay”: Companies that use strategic
measures in their long-term incentives clearly out-perform in terms of
the Index, and do so despite paying more.

Pearl Meyer Commentary
Companies counting strategic measures amongst their LTI performance metrics have added almost double the value. Pay at these ‘strategic measure’
companies is 30% higher at median.
Strategic measures provide a more direct link to not just the expected outcome (increase in shareholder value) but also how the executives will deliver
that value. They should, in theory, create both greater accountability, as well
as greater influence on business performance and pay outcomes.
However, it is important to test the relationship between these strategic measures and shareholder value, whilst also ensuring they are used in conjunction with other key financial metrics, to build a more balanced pay structure.
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Total Remuneration Broken
Down by LTIP Measures

CEO Value Index Performance
Broken Down by LTIP Measures

Total Value Added Broken Down
by LTIP Measures
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Insight #3
CEOs that have more at stake—who own more of the
company—add around four times more value than those with
less ownership.
One third of the CEOs we looked at in 2016 have shareholdings
worth £5m or more, and they deliver more than double the value to
shareholders compared with CEOs with shareholdings under £5m.
In fact, they are paid more, deliver more, and as a result are
better value for shareholders overall.

Pearl Meyer Commentary
Having ‘more at stake’ has always been believed to be a key factor in incentive pay. Our analysis simply provides the evidence to back-up that claim.
Arguably, one of the easiest ways to align executive and shareholder interests is by making executives shareholders as well. The challenge for companies is to be able to do this whilst balancing:
- Shareholder dilution with greater executive ownership;
- Direct influence over reward outcomes with long-term value creation;
and
- Building and maintaining a meaningful shareholding with greater control
over investment decisions on earned income.
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CEO Value Index

Insight #4
Pay packages for the best value CEOs in the FTSE 100 are less
leveraged than the rest of the FTSE 100 CEOs.
At median, the top 30 companies in our value index pay their CEOs
39% of their total pay in salary, compared with only 29% in the
remainder of our top 100.
Furthermore, it’s not just the balance of pay that is more favoured
towards fixed pay in the top 30, the actual amount for fixed pay is also
21% higher at median, whilst variable pay awards are 53% smaller,
resulting in a more balanced pay package over time.
Median Pay Mix for
CEO Value Index Top 30

Median Pay Mix for
CEO Value Index Top 31-100
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Breakdown of Fixed and Variable Pay in Top 30 vs.
Top 31-100 as Ranked by the UK CEO Value Index

Pearl Meyer Commentary
It has long been argued by behavioural economists that people are generally risk averse and place a higher value on ‘less now compared to more in
the future’. A recent Harvard study1, covering 736 executives globally, found
63% of executives chose lower guaranteed pay over higher, but uncertain,
future pay. They also found that executives discount heavily for time, which
means the further the award in the future, the lower its perceived value.
Our analysis seems to support the view that companies that have more
balanced pay packages in place tend to be better value for money for the
shareholders. Arguably, by using a more balanced pay model, shareholders
could manage both the quantum and variability in pay year-on-year for their
executives, whilst also reducing excessive pressures on them to achieve
specific incentive plan-linked measures, which at times can come at the
cost of long-term health of the business.
1

Harvard Business Review, October 2016, “The Case Against Long-Term Incentive Plans”
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Insight #5
CEOs promoted from within the business add more value, are paid
less, and are better value for money compared to those hired from
outside.
70% of new CEO appointments in the FTSE 100 in the last five years
have been promoted from within the business, and they have added 6%
more value, whilst being paid 20% less than those hired from outside.

Internal Promotions vs. External
Hires: Who is Better Value?
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Pearl Meyer Commentary
Our findings highlight the slight irony that whilst most CEOs are promoted
from within, as opposed to being hired from a competitive external talent
market, a lot of the executive pay debate and remuneration committee
time is still spent on ‘benchmarking’ pay against peer companies.
What’s worse is that even when executives are hired from outside, they
are not great value for money, despite costing more. Perhaps remuneration committees need to think more about greater investment in succession planning, offering a wider pool of talent to choose from, with a flatter
learning curve, smoother transition, lower costs, and better returns.
The pressures on remuneration committees and the rising pay levels
based on the fear of losing executives to competition, seems to be
largely unfounded.
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The UK CEO Value Index—
Additional Analysis
FTSE 100

FTSE 250

In an ideal world, these index lines would move up the chart from year
to year as CEOs create more value for their shareholders and executive pay is balanced correctly. However, there seems to have been
a stagnation in value creation and pay over the four periods we have
studied. In the FTSE 250, 3% of the companies produce a CEO Value
Index between 550-1,350, whilst the other 97% produce an index
score of below 550.
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Size Analysis

Total remuneration increases with company size. However, larger
companies add much more value than smaller companies so they are
able to deliver much more value to shareholders and hence generate
a higher CEO Value Index score.

Companies excessively
rewarding middle of the
pack performance are
poor value for money
for shareholders
Rewards for
failure must be
challenged by
shareholders
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Companies should
maximise alignment
between pay and
performance

The difference in median index score between the FTSE 30 and the
FTSE 31-100 is particularly high, indicating that CEOs of larger firms
are much better value for money. This could be due to the fact that
smaller firms tend to replicate the pay model and pay opportunities at
larger firms, but are unable to add as much value for their shareholders, and as a result they generate a much lower index score.
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Sector Analysis
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This chart shows that yet again sector has little significance on
remuneration, with the ranges of all sectors lying within close
proximity of one another.

The upper quartile for the healthcare sector shows the largest total
value added, however the energy sector has the largest median once
again this year.

Sector Analysis 21

The healthcare sector and energy sector have both remained the best
performing industries on this year’s UK CEO Value Index. The other
sectors are fairly closely grouped in terms of their index, leading to
the conclusion that, barring a few exceptions, size, and not sector,
determines the index.
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For Further Information
Many companies have asked us for an index analysis which focuses
on their company in particular or their peer group. If you would like an
index specifically for your company, please get in touch.
Further information on this and previous years’ reports is available on
our website at www.pearlmeyer.com.
If you would like to be added to our mailing list and receive tailored,
relevant articles and research on executive compensation, please
email london@pearlmeyer.com or contact one of our experienced consultants directly.

Simon Patterson
Managing Director
+44 20 3384 6712

Nishant Mahajan
Vice President
+44 20 3384 6715

simon.patterson@pearlmeyer.com

nishant.mahajan@pearlmeyer.com
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About Us
Pearl Meyer is the leading advisor to boards and senior management
on the alignment of executive compensation with business and leadership strategy, making pay programs a powerful catalyst for value creation and competitive advantage. Pearl Meyer’s global clients stand at
the forefront of their industries and range from emerging high-growth,
not-for-profit, and private companies to the Fortune 500 and FTSE
350. The firm has offices in New York, Atlanta, Boston, Charlotte, Chicago, Houston, London, Los Angeles, and San Francisco.

Our Philosophy is Different
We believe that aligning executive compensation with your business
and leadership strategy can make your pay programs a powerful catalyst for value creation and competitive advantage.

Create a Business-Based Compensation Strategy
As a Pearl Meyer client, you will receive the benefit of our business-based, strategic thinking grounded in more than 27 years of
experience guiding the creation, implementation, and communication
of executive, director, and employee pay programs for hundreds of
global clients.
We begin by understanding the unique needs of your organisation—
your industry, your culture, your business objectives. And then apply
that knowledge to a careful and consistent process which integrates
strategy and analytics—combined with the appropriate focus on compliance—to deliver tailored solutions.
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Core Service Areas:
•E
 xecutive Remuneration
Strategy and Implementation

•P
 erformance Measurement
and Calibration

• Remuneration Governance

• Sales Compensation Design

•B
 road-Based Remuneration
Strategy and Implementation

• Performance Management

• Incentive Design (Short- and
Long-Term)

•E
 xpert Witness and Legal
Support

Locations

NEW YORK
570 Lexington Avenue, 7th Floor
New York, NY 10022
(212) 644-2300
newyork@pearlmeyer.com
ATLANTA
One Alliance Center
3500 Lenox Road, NE, Suite 1708
Atlanta, GA 30326
(770) 261-4080
atlanta@pearlmeyer.com

HOUSTON
Three Riverway, Suite 1575
Houston, TX 77056
(713) 568-2200
houston@pearlmeyer.com

BOSTON
93 Worcester Street, Suite 100
Wellesley, MA 02481
(508) 460-9600
boston@pearlmeyer.com

LONDON
3rd Floor
58 Grosvenor Street
London W1K 3JB, UK
+44 (0)20 3384 6711
london@pearlmeyer.com

CHARLOTTE
3326 Siskey Parkway, Suite 330
Matthews, NC 28105
(704) 844-6626
charlotte@pearlmeyer.com

LOS ANGELES
550 S. Hope Street, Suite 1600
Los Angeles, CA 90071
(213) 438-6500
losangeles@pearlmeyer.com

CHICAGO
123 N. Wacker Drive, Suite 860
Chicago, IL 60606
(312) 242-3050
chicago@pearlmeyer.com

SAN FRANCISCO
595 Market Street, Suite 1340
San Francisco, CA 94105
(415) 651-4560
sanfrancisco@pearlmeyer.com

www.pearlmeyer.com

