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1. INTRODUCTION

A large proportion of the employees in the financial sesvgzetor receive some form of variable
compensation. For some the variable compensation is aicagmipart of the overall
compensation package. Variable compensation schemes aaatendtrectors and employees
and provide a means of establishing a link between peafwrenand pay. However, variable
compensation schemes can also provide incentives to tdksitable and sometimes
irresponsible risks. In addition, this form of compermatian induce people to act in a manner

contrary to the interests of the financial enterpaisé its clients.

Since the start of the credit crisis, many organisatioojding the FSFand IIR2, have

identified variable compensation structures of finanemérprises as one of the causes of the
crisis3. The moment has come to change this situation. Finamt&rpeises are now more
inclined than in the past to acknowledge the necessitytohkatg their compensation policy.
DNB (De Nederlandsche Bank) and the AFM (the Netherlandsohity for the Financial
Markets) wish to encourage this development by providing guedfondinancial enterprises and
developing a supervisory framework so that the risks dopeaance-related pay can be better

managed in the future.

Supervision of compensation policies

Compensation policies of financial enterprises are sutgdaNB’s supervision of the sound
management of business operations and is relevant to ti&s Akpervision of the provision of
services with due caveThis is because compensation policy can act as astatahelation to
the scope of various risks, including credit risk, marisét operational risk, compliance and

strategic risk, and can also adversely affect thefdgeovision of services to clierfts

Given the complexity and diversity, it is not easy to fraoles of general application for a sound

compensation policy. DNB and the AFM have therefore dedmmsthrt by drafting a number of

1 Report of the Financial Stability Forum on Enhancing Market andttristnal ResilienceApril 2008

2 Final Report of the IIF Committee on Market Best Practi@Biciples of Conduct and Best Practice
Recommendations, Financial Services Industry Response to thetMarmoil of 2007-2008nstitute of International
Finance, July 2008. The IIF is the worldwide associationaybnfinancial enterprises.

3 Surveys by PricewaterhouseCoopers and KPMG also shoihéhiaidustry itself sees compensation structures as
one of the main causes of the crifteward: A new paradigm®ricewaterhouseCoopers, 2008 alader Again?
KPMG, 2008

4 See, for example, the gentlemen’s agreement on armfsmand moderate compensation policy, which was
concluded between the Minister of Finance and the financiatesrindustry on 30 March 2009.

5 The report of the High-Level Group on Financial Supervigidhe EU (De Larosiére Group) of 25 February 2009
contains a recommendation for supervision by financial sugms/of the compensation policies of financial
enterprises (Recommendation 11).

6 In this report "clients” should be understood as clientsswmers and unit holders as defined inwret Financieel
Toezicht/WffAct on Financial Supervision)].



principles that are broadly applicable. These principlepeesented and explained in this

document.

In order to give the AFM a widely applicable and concrete leafadlenforcing the principles
too, the Ministry of Finance will ensure that sound comatns policy is clearly embedded in
theWet Financieel Toezicht/Wfct on Financial Supervision] The supervisors will thenroef
in more detail what they mean by sound compensation pdligg.may take the form, for

example, of a policy rule or guidance.

Steps are now being taken at the international level Asondefine what is meant by a sound
compensation policy. DNB and the AFM are actively partiniggin these discussions. In
addition, DNB and the AFM will enter into a dialoguetihe financial services sector, both
through the trade associations and directly with theniizd enterprises subject to supervision.
The principles set out in this document will be elaboratete light of international

developments, the experience gained from supervision ancalbgul with the sector.

Pending the adoption of clearer provisions on this subjédegislation and regulations, the
principles contained in this document will serve as guiddocsupervisors on how they should
approach the subject. Financial enterprises are expectse the principles as guidance in
critically reviewing their compensation policy and adjusitnghere necessary. If DNB and the
AFM consider that the compensation policy of an enterpneg result in substantial prudential
and/or behavioural risks, this will prompt an investigatidno the identified risks and stricter

supervision of the enterprise as a whole.

Establishment of the principles

The principles for sound compensation policies for the IDfibancial services sector have been
developed on the basis of existing national and internatpiradiples and schemes for
compensation, including the Markets in Financial Inseois Directive (MiFID) inducement

rule, parts of the Dutch Corporate Governance Code and th@&iples for Sound
Compensation Practices. In addition, DNB and the AFM hateeviewed directors and
employees of financial enterprises to obtain more in&tion about compensation in practice and
the attendant risks. They have also held discussions xp#rts on compensation and corporate
governance and have consulted with trade associations financial services sector. Finally,

they have used the literature and the findings of receuegs.

7 The process of providing guidance will be organised byAfi in much the same way as the introduction of the

MiFID inducement rule for investment firms and financivice providers.



Target group and scope of the principles

The principles are intended for all financial entergriged pension funds which come under the
supervision of DNB or the AFM by virtue of the Act on Fisal Supervision, the Pensions Act
or the Occupational Pension Schemes (Compulsory Membersttf)TAey apply to employees
and directors whose compensation consists (or may €otuse significant extent of variable
compensation, as in the case of senior management pssiticommercial jobs. No two
financial enterprises are the same in terms of nahdeiae, and it is therefore to be expected
that the way in which the principles are applied wilfefifrom enterprise to enterprise. The
governance principles have been drafted from the perspettarge and medium-sized
companies. Small companies will have to take comparable arrigkenanagement measures
that are appropriate to the extent of the risk posetidiy tompensation policy. DNB and the

AFM expect that companies will observe the spirit, andusitthe letter, of the principles.

Enterprises that have outsourced a substantial part ogitteiities, for example a large
proportion of the pension funds, must use their influen@ith the outsourcing relationship to
bring the compensation policy of the service provider into lirib thie principles for sound

compensation policies.

It is the responsibility of financial enterprises toaage for the right balance to be struck between
the use of variable compensation and the management ofeéhdaatt risks. If an enterprise is
not able to provide a sufficient degree of risk manageritemil] have to modify its

compensation policy accordingly and pursue a more moderate paligriable compensation.

Outline of this report

Chapter 2 contains the principles for sound compensationglithe principles are subdivided
into three categories: (1) foundation principles for comgims policies, (2) governance of
compensation policies, and (3) design of the variable comp@ms#ructures. Chapters 3 to 4
and 5 of this report explain the principles in more defdik explanation is an integral part of the

principles for sound compensation policies.

8 References in this document to financial enterprisedesmed to include pension funds.



2. PRINCIPLES FOR SOUND COMPENSATION POLICIES

Foundation principles for compensation policies

1. The compensation policy should promote the integritysmhdness of the financial

enterprise, with a focus on the enterprise’s long-termasts.

2. The compensation policy contains no incentives that cdi@m the obligation of a financial
enterprise to promote the interests of its cli¢éatsd other stakeholders, or from other duties

of care to which it is subject.

Governance of compensation policies

3. On the basis of principles 1 and 2, the enterprise shouldutgrdfaw up a compensation
policy for the directors and job groups within the enterpaisa apply it consistently and
evaluate its operation. In doing so, it should pay expligitstructural attention to limiting
and managing the negative effects of variable compensatiatuses on the enterprise’s risk

profile and the clients’ interests.

4. The supervisory board (or any similar internal superyigody) should arrange for the
careful and sound design, implementation and evaluation abthpensation policy for the
management board. It should also supervise the compengalionfor the entire enterprise.
Each variable compensation structure within which compiemsabove a fixed level is

possible requires the prior approval of the supervisorychoa

5. The personnel, risk management, compliance and interniaffanctions should work

together to manage the risks of the compensation policyl f@tleer) employees.

a) The personnel function draws up, on behalf of management, @eosation policy for
all job groups within the enterprise. The personnel functiem donitors the consistent

application of the policy and evaluates its operation.

b)  The risk management function analyses how a variable ctmapen structure affects

the risk profile of the enterprise and monitors its maresye.

c) The compliance function analyses how a variable compensatimiuse affects the

enterprise’s compliance with legislation, regulationd aternal policy.

9 In this report "clients” should be understood as clientsswmers and unit holders as defined inwret Financieel
Toezicht/WffAct on Financial Supervision)].



d)

The internal audit function periodically carries out aeeipendent audit of the design,

implementation and effects of the enterprise’s comp&mspbolicy.

6. The compensation and the compensation policy for emplayesk-control positions

should support their role of independent countervailing poweglation to the commercial

jobs.

7. The enterprise should provide insight and transparencytincompensation policy to

relevant stakeholders.

Design of variable compensation structures

8. Each variable compensation structure should comprisaadea mix of measures

appropriate to the job in order to ensure the correchineeeffects.

a) The variable compensation should be in due proportidmetéixed salary. The enterprise

b)

d)

e)

9)

should set a maximum ratio between variable and fixed ensgtion per function group.

Variable compensation should be linked to predefined, asdessal influenceable
performance criteria. These performance criteria lshailect as far as possible the

interests of all stakeholders in the enterprise.

The award of variable compensation should be dependets loging in due proportion
to the performance of the employee and/or the department adnel/enterprise as a

whole.

Financial results which are used in appraising performainceld be corrected to take

account of risks and costs.

The award of the variable compensation should not be depemdant‘all or nothing’
commercial objective, and such compensation should inktaga linear or graduated

structure.

The variable compensation structure should provide fgpdhsibility of exercising some
degree of discretion when awarding variable compensatiorder to counter
undesirable effects, such as compensation that is not caeuraémwith actual
performance. This is equally applicable in exceptional stns such as an acquisition or

dismissal.

An appropriate time horizon should be observed when assessimygercial performance
as a basis for variable compensation, so that thet efftlte performance on the long-

term results may be taken into consideration.



h) The ratio between compensation in cash, shares, optiatley forms of compensation

should be in keeping with the enterprise’s risk managepraatices.



3. FOUNDATION PRINCIPLES FOR COMPENSATION POLICIES (pr inciples 1 and 2)

Financial enterprises play an essential role in the ecpnbhe course which financial
enterprises pursue not only determines their profitabilityalad influences the operation of and
confidence in the financial services sector and hence ticiduing of the economy as a whole.
Partly due to their special economic position, finanaémprises often have to deal with a
complex network of stakeholders. On the basis of the prexipi good corporate management
as set out in the Dutch Corporate Governance Code, actmuitl e taken of the interests of all
stakeholders, including shareholders, clients, employeesaognety as a whole, when
determining the strategic cout€eThe strategy of the enterprise is translated istpaticy,
including its compensation policy. Compensation policyus th reflection of the interests of the

various stakeholdets.

Part of the compensation received by a large proportidmecéinployees (including directors) of
financial enterprises is variable. An enterprise carelmany different valid reasons for a
variable compensation policy. For example, it may wishftaence the behaviour of its
employees, create extra motivation, recruit or reanted staff or adjust salary costs in line
with the financial resulf€. But a variable compensation structure may also encoarage
employee to take undesirable or irresponsible risks in the dlogenerating more turnover or
making more profit and thus increasing his variable cosg@n. A variable compensation
structure may also cause employees to focus too much waribbles for which they are held
accountable rather than on other important aspeckenfjpb. A third danger of variable
remuneration structures is that employees may be tenpteldy’ with or manipulate

information with a view to making their (measured) perfance look better.

From the perspective of the supervisors, the integnitlysoundness of a financial enterprise and
the interests of its clients should be the basic caitieri the design of the enterprise’s
compensation policy. The compensation policy and the compamsatucture for all employees

(including directors) should be drawn up, implementedemadliated in this light.

10 This is described in the preamble to the Dutch Corp@aternance Code as follows: ‘The code is based on the
principle accepted in the Netherlands that a companyoisgatérm form of collaboration between the various esarti
involved. The stakeholders are (...) employees, shareh@lddrsther providers of capital, suppliers and clients, but
also government and civil society. The management boarthe supervisory board have overall responsibility for
weighing up the interests, generally with a view to ensptie continuity of the enterprise. In doing so, the company
endeavours to create long-term shareholder value.’

11 Remuneration; where we've been, how we got there, what are therpsothel how to fix thenM. Jensen and K.
Murphy, ECGI, 2004; Recommendation no. 1, “Companies should eenéntightened value maximization /
enlightened stakeholder theory in which creating firmeadithe firm’s sole governing objective”.

12|t is important in this connection to ensure that in baedithe variable compensation is greatly reduced or not paid
out at all. In practice this is often difficult to achéelvecause staff quickly become accustomed to receivig thi
compensation and there is great dissatisfaction if the besugidenly much lower.



The importance of the principles is explained below. Aféeds, there is a description of various
factors that have to some extent compromised the integritysoundness of some financial
enterprises and the interests of their clients. TéssHad an effect on the compensation policy,

which has in turn amplified the effect of these factors.

Principle 1: The compensation policy should promotette integrity and soundness of the

financial enterprise with a focus on the enterprise’song-term interests.

The soundness and integrity of financial enterprises grecondition for financial stability. This
is why it is essential for the business operations afetleaterprises to be carried out in a
controlled and sound way. The nature and extent of tke wikich the enterprise takes should be
determined in this light. It must also design a risk mamegé system that is in keeping with the

chosen risk profile.

Controlled and sound business operations may be comproasisedonsequence of incorrect
compensation incentives. These may encourage directerspboyees to engage in high risk
activities geared to short-term results that arem&eeping with the chosen risk profile and
which the risk management system is not equipped to dimllwcertain cases, the effects of the
compensation incentives may have a major impact on tbgrityt and soundness of the financial
enterprise. This is clearly shown by the role which tramensation incentives have played in
the present financial crisis. Many transactions woelchaps never have been entered into in the
first place if the director or employee concerned had natdifmalso had a financial interest in
them. Examples are the sale of mortgages to uncreditwdiéngs, the purchase of high risk
financial products and excessive focus on the growth of thedsss thereby jeopardising

stability.

Compensation incentives may raise the risk profilefofencial enterprise in such a way that the
profile is no longer in keeping with the chosen risk potiog the risk management system is not
equipped to deal with the level of risk. Given the stregthe incentives (which is connected
with the relative level of the variable compensation) &edact that they apply mainly to risk-
taking jobs, inadequate control of the effects of the compiengaolicy may have immediate
consequences for the integrity and soundness of thgaseerThis is why the principle that the
policy must support the integrity and soundness of the fiahanterprise, and that the focus
should be on the long term, should be the basic criterioeviEny compensation policy. This

serves as a general basis for further definition of the policy



Example of undesirable practice

A financial enterprise invests heavily in products withhaving a clear understanding of these produgts’
components and what risks are attached. Warnings issubé bgk manager are ignored, because the
investments yield high returns for the bank and bexso for the directors and employees in the foren [of
large bonus. The risks warned against by the risk martetge materialise. However, the bonuses hav
already been paid out.

11%

Principle 2: The compensation policy should not contaimcentives which detract from the
obligation of a financial enterprise to promote the inteests of its clients and other
stakeholders, or from other duties of care to which it9 subject.

In their day-to-day operations financial enterprisegehdealings with a large number of
stakeholders with disparate interests (e.g. shareholdiergagscemployees and society as a
whole). An incorrectly designed compensation structure mdycie employees and directors to
allow the interests of the enterprise (e.g. boosting turnmverarket share) or their own interests
(receiving the variable compensation) to prevail over thos¢hefrr stakeholders. These
stakeholders are not always in a position to assess whieghactivities of the enterprise or the
products or service offered to them actually serve tharests. This applies especially — but not
exclusively — to non-professional clients. An inadequatetygied compensation policy may
induce commercial employees, in their role as a finaseiadices provider, to give priority to
their own financial interests rather than the cleengeds and personal situation. In order to avoid
this potential conflict of interest, the interestdlu# clients and other stakeholders must form the
basis for the compensation policy. This will help to prevestss to clients such as product

pushing, misselling and churning.

As long ago as 2005 the AFM noted that a conflict of interasld arise as a consequence of
variable compensation, thereby compromising the duty of&akerecent example of product
pushing and misselling as a consequence of compensatioissus the sale of investment-
linked insurance policies with excessive charges (reféor@dDutch aswoekerpolissen: The
commission earned on these policies was often higher ththa tase of investment funds or
savings products, which thus increased the pressure dflifrerstaff to sell these produéts

The financial crisis provides numerous examples of how eosgtion structures have stimulated
the development of ever more complex products, which consudicdenst comprehend and often

proved unfathomable even to professional and institutionaltionges

13 AFM ReportVoortdurende Zorgplicht2005.
14 AFM ReportFeitenonderzoek beleggingsverzekering@as.



The principle formulated above resembles the MiFID inducems®t This rule has been
incorporated in the Act on Financial Supervision (Wft) HrelDecree on the Supervision of the
Conduct of Financial Enterprises (BGfo) and appliexésihJanuary 2009) to commission
payments for complex financial products or mortgage loatsgden financial enterprises To
prevent the risks described above and promote a level plagidddr financial services in a
broad sense, this rule is a logical starting point fontarnal compensation policy. Since the
introduction of the MiFID inducement rule, it has also beeted in Europe that conflicts of
interest comparable to those between enterprises caningespect of compensation structures

within enterprise¥.

Example of undesirable practice

A significant share of the variable compensation for comiakeemployees is based on
turnover. Employees thus have an incentive to sell as manygtso@ds possible (or a certain
kind of products). This incentive, arising from the variadenpensation, is at odds with the
obligation on financial enterprises to provide approprietéca to their customers based on
their situation and needs. This type of variable compemsaicreases the risk pfoduct
pushingenmissellingand may seriously impinge on the customer’s interests.

Factors that may compromise the principles of a soundompensation policy

The principles of a sound compensation policy as descabede (i.e. a controlled and sound
enterprise that acts in the interests of its cliemay be compromised by a variety of factors.
Together these factors have resulted in some finangeipgises focusing too much in recent
years on creating short-term shareholder value. Thigttasn affected the compensation policy
of these enterprises. These factors will be explaimédd remainder of this chapter. The role and
compensation of the management board of the enterprisalsdlbe examined. As listed and

unlisted companies face different problems, they are déalseparately.
Listed companies

The objectives of an enterprise should do justice toaihg-1lerm interests of all stakeholders and
the compensation policies should support this. Arrangingdlasmatter for the management

board of a listed company, on the basis of the principlgea@d corporate management.

The compensation policy of some enterprises is or hers floeused too emphatically on the

short-term interests of some of the shareholders. Possib&es are:

15 Wit, section 4:90, BGfo articles 149a and 168a.
16 committee of European Securities Regulators (CEBB)icements under MiFID, recommendatic2@07.



» Shareholder activisnT he interests of some shareholders may not be notlgmtirene,
certainly in the short term, with those of other stakdérd such as depositors, policyholders
and other clients. In recent years groups of sharehdidsessuccessfully pressed for short-
term shareholder value. In some enterprises this develop@eed to more high risk

behaviour in the short term in order to meet expectations.

» Pressure on directors to perforiirectors of listed companies operate increasinglién t
public domain. They are expected to produce results witféw gears. Moreover, directors
themselves often wish to put their stamp on their enterpitbén the relatively short period
of their term of office with a view to establishing thegputation and furthering their career.
The external expectations and the director’'s own ambitimmsresult in more risk-taking

than is desirable in the long-term interests of the enserp

» Executive payThe compensation of directors generally contains a sulsteatiable short-
term componedt. This compensation structure can cause the managenadttbdocus

even more on short-term results.

The tone and behaviour of the management board (the ‘tonetapthhave a strong influence
on the corporate culture. If the management board is preocaupreghort-term considerations,
this has a strong impact on the entire enterprise.rasudt, the enterprise’s compensation policy
will tend to focus to a greater extent on achieving steorir results. This creates a self-
perpetuating process in which the long-term interestsaitsland other stakeholders are
increasingly compromised and ultimately the integrity smandness of the enterprise can be

undermined.

In the long run, it is the responsibility of the managenhealrd to ignore the various disruptive
influences and continue along its own course, which shoeilaimed at the long term and take
sufficient account of the interests of the various stelders. This is irrespective of the extent to
which stakeholders are able to make known their interestdmald the management board
accountable for this. All of this stands or fallswehether the directors have sufficient expertise
and integrity. It is the task of the supervisory bdardnsure that the management board pursues
a policy that serves the collective long-term interestie various stakeholders. To this end the
supervisory board should also ensure that the compensation @f the management board is
conducive to these interests. This will then be trargiate a compensation policy for the rest of
the enterprise. The role of the supervisory board in catp@ompensation policy is discussed in

more detail in chapter 4.

17 compensation of the top executives of AEX-listed compani@807, Hewitt in association with Erasmus
University Rotterdam, 2008; ‘An ever-growing proportion isalale. On average, only a quarter of the direct
compensation package now consists of basic salary. 7806is&’



Unlisted companies

The previous section dealt with various factors thatezhassharp focus on short-term results in
some listed companies and led to this being reflected icottmpensation policy. The extent to
which pressure exists in an unlisted company to deliver-ghortresults depends above all on
the ownership structure of the company. In the case of arpesésthat is owned by a private
equity fund that will wish to sell the enterprise agaithin a few years of its purchase, the focus
on short-term results will perhaps be stronger than icdke of listed companies. By contrast,
the pressure is generally less in the case of a finaswoglerative. How a managing
director/majority shareholder manages his company depends pereonal ambitions and how

quickly he wishes to achieve them.

Regardless of the ownership structure, the management Baardiolisted financial enterprise
too is responsible for ensuring that the interests of theusstakeholders are reflected in a

balanced way in the corporate policy on compensation.

Although the Dutch Corporate Governance Code applies onlstéalIcompanies, it can also
serve as a good guideline for unlisted financial enterpnsthe design of their compensation
policy for the management board. In addition, the princifdesound compensation policy act as
a guideline for the compensation policy of the management lboarthe enterprise as a whole,

just as this serves as guide for all employees and disenftitisted companies.



4. GOVERNANCE OF COMPENSATION POLICIES (principles 3 - 7)

The previous chapter dealt with the criteria underlying acdoompensation policy. These
criteria apply equally to every financial enterprisegspective of the type of enterprise and the
amount of the variable compensation. The principles sxdfapter have been drafted from the
perspective of large and medium-sized companies. Small coespare expected to take

comparable risk management measures appropriate to the catpempolicy pursued by them.

It is up to the financial enterprises to strike a good lcald@tween the use of variable
compensation and the management of the attendant risksetiterprise chooses a compensation
policy that allows for the possibility of high variable cagnpation, it must also put in place a
strong corporate governance structure to manage the ritks cbmpensation policy. If an
enterprise is unable to provide adequate risk managememistitadapt its compensation policy

and introduce a more moderate policy on variable compensation.

A moderate compensation policy involves a deliberate andcéxpjcle of drafting,
implementing, evaluating and, if necessary, adjusting thgpensation structure for both the
directors and the employees of the enterprise. A sound ciapen policy also means that at
each step of the cycle explicit account is taken ofitks of variable compensation structures. It
is important for the enterprise to be aware of theiplesandesirable effects of a variable
compensation arrangement on the behaviour of directorsmaplibyees and to limit and control
such behaviour as far as possible. Various departments withienterprise should play a role in

this and cooperate together.

This chapter will deal with the governance of compensalianll also discuss the role which

audit functions should play in the good governance of compensation.

Principle 3: On the basis of principles 1 and 2, the ¢erprise should carefully draw up a
compensation policy for the directors and job groups withirthe enterprise and apply it
consistently and evaluate its operation. In doing so, ghould pay explicit and lasting
attention to limiting and managing the negative effects of vaable compensation structures
on the enterprise’s risk profile and the clients’ inerests.

The first step in ensuring that the risks of the compenspolicy are manageable is to draw up a
compensation policy for directors and job groups within tiiererise. The compensation policy
should be determined on the basis of the enterprise’s nigeeind the criteria referred to in
principles 1 and 2 of the previous chapter. It is imporfian&n enterprise, when drawing up a

variable compensation structure, to analyse its possittlesirable side-effects on the behaviour



of the directors and employees and how this would affeantexprise’s risk profile and the

clients’ interests. The enterprise should also indibatwv the identified risks are limited or sound.

It is evident from interviews with personnel officerdiancial enterprises that line managers are
sometimes inclined to act outside the fixed framewdritsely wish to recruit scarce talent or
retain good staff. Performance-related compensatisongetimes paid even though this is not in
keeping with the compensation structure, where compliafitegements have been identified
and reported in respect of the employee concernedisrmainly relevant where the commercial
performance of the employee concerned is good. In ordestwesthat the risk management
measures operate, it is important for the fixed corepgon policy to be applied consistently.
Departures from the implementation of the fixed remainder eosation policy may have an
unintended effect on the moral and social compass of emplagdéablus induce undesirable
behaviour. The corporate culture itself may even be adyerfected by the differentiation
between employees accorded preferential treatment anthérs. Policy departures should
therefore seldom be permitted and those that are peadrshitRild first be approved by senior

management.

It is evident from interviews conducted by DNB and the Awlth the staff of financial
enterprises that compensation policy is not always vieset source of risk. Risks entailed by
the compensation policy are generally not managed in a dekend structured way. The
compensation policy is not an integral part of the ensisrinternal risk management and
control system. A possible explanation for this is thahany enterprises variable compensation
is mainly regarded as a recruitment and retention toahgte the (then) labour shortages. Its
operation is therefore mainly evaluated in the lighhaf bbjective. Consequently, the need to

monitor the impact on the employees’ behaviour seems to beoked.

Consideration of how the compensation policy adversely affleetenterprise’s risk profile and
the clients’ interests should be part of every step ircoinepensation policy: design,

implementation and evaluation. Risk management is thustegral part of compensation policy.

Principle 4: The supervisory board (or any similar internal supervisory body) should
arrange for the careful and sound design, implementatioand evaluation of the
compensation policy for the management board. It should alssupervise the compensation
policy for the entire enterprise. Each variable compenga@n structure within which
compensation above a fixed level is possible requires thgor approval of the supervisory
board.




This principle describes the process of managing the contpenpalicy. The supervisory board
should arrange for the proper implementation of this psogesespect of the compensation
policy for directors. As a substantial part of the compimséor directors of financial enterprises
is often variable, it is of great importance for dwasideration to be given to any undesirable
side-effects on the behaviour of directors. Supervisoaydbmembers should be aware of the
incentives which may emanate from the compensation stegdioey frame for directors and of
their role in limiting and managing any negative consequeasfdégse structures. This is not an
easy task, which is why supervisory boards often ussdiwces of external advisers. It is
important for such advisers to be appointed by the supeywbeard and not by the management
board. Ultimately it is the supervisory board that masuee that it is sufficiently able to make
its own independent assessment of what is desirable angap@aith regard to the
management of the enterprise in keeping with the long-teerests of the various stakeholders.
Finally, the compensation policy for the management boanddhbhe approved by the general

meeting of shareholders.

The compensation policy for the rest of the enterpsiggimarily the responsibility of the
management board. However, the supervisory board should mitstess part of its supervision
of the enterprise’s internal risk management and contstés. The compensation policy may,
after all, have the effect of greatly increasing thie eiement, certainly for groups of employees

who are eligible for high variable compensation.

In financial enterprises the highest variable compensegtioot always paid to members of the
management board. Some employees, often those in jobs invabrimges cial transactions,
receive a high level of variable remuneration. The renatioer of these employees sometimes
exceeds that of members of the management board. iB&sa employees accept substantial
risks directly and on behalf of the enterprise. Thisadirgluence on the risk profile, in
combination with the strong incentive caused by a largatbla compensation component,
means that it is desirable for the supervisory boanddwoitor the compensation of these
employees as well. This is why each compensation steuct the enterprise, within which the
variable compensation in excess of a given level is plesshould be approved by the

supervisory board. This level should be determined by the\sspey board itself.

The supervisory board may decide to establish a remumeiaimmitte&8 to prepare and define

these duties.

Enterprises that do not have a supervisory board but do haréahle compensation policy

should also ensure that an internal supervisory body igetiavith these duties.



Principe 5: The personnel, risk management, compliancand internal audit functions
should work together to manage the risks of the compensatigolicy for all (other)

employees.

The management board and the line management have prasponsibility for pursuing a
sound compensation policy for the employees of the ergergrhey are supported in this
connection by the enterprise’s personnel function. In additiomjskenanagement function, the
compliance function and the internal audit function all hHére& own role to play in managing
the risks of the compensation policy. They should work togétheake possible the sound
implementation of the compensation policy for all employeeeeferred to in principle 3. The

tasks of these functions are set out below.

Principle 5a: The personnel function draws up, on beH&of management, a
compensation policy for all job groups within the enterprse. The personnel
function also monitors the consistent application of ta policy and evaluates its
operation.

A compensation policy for employees is drawn up by the perséumaion on behalf

of management. Where the compensation structure has a eaiievlent it arranges

for the risk management function and compliance function sufiiently involved

in order to ensure that the attendant risks are idedit#hd managed. The same applies

to the implementation and evaluation of the compensation policy.

The personnel function should ensure that the compensatiotuses are consistently
applied to the positions to which they relate. Procedakesving the appointment of
new employees and periodical appraisal and remuneration rsiiodkl be designed
in such a way that personnel function is able to mortitemtconsistently. It will
sometimes be necessary for the personnel function to tlesi&ishes of commercial
line managers to act outside the fixed compensation poheyn\attracting or retaining
good staff. If necessary, the personnel function may alldis@ute on this subject to
escalate to a higher management level, which can then decaley departure from

the policy.

18 Under the Dutch Corporate Governance Code supervisory bddistecdcompanies (including financial
enterprises) are required to establish a remuneration itgam



Principle 5b: The risk management function analyses how a vable
compensation structure affects the risk profile of tle enterprise and monitors its

management.

If a compensation structure includes a variable compensstfteme, the involvement
of the risk management function is necessary. A variagensation scheme may,
after all, encourage more risk-taking. Depending on the eafithe position, this may
result in an increase in, for example, the credit, tis& market risk, the operational risk
and the compliance risk. A variable compensation sclieenefore influences the risk
profile of the department or business unit concerned and tegase as a whole. The
higher the variable compensation is in relation to the feaddry, the greater will be

this influence.

It is the task of the risk management function to amedyproposed variable
compensation structure and determine the risks of undedeltderiour and how this
impacts the enterprise’s risk profile. On the basis af éimalysis the proposed
compensation structure can be modified. Measures for maeagef the remaining

risks should also be identified.

The risk management function should then continuously nrasitd manage the
influence of a variable compensation scheme on the rafhepnif it is known, for
example, that the compensation structure provides a stioegtive for employees in
commercial positions to take certain risks, the risinagement function must be aware

of this and ensure that an adequate risk managemeeirsigsin place.

It is evident from interviews with risk managers ofafintial enterprises that the
majority of enterprises do not regard their compensgiadicy as coming within the
domain of the risk management function. Their involvemelnised in most
enterprises to providing input for the appraisal of employeesmmercial positions
(e.g. the number of times specified limits are exceed@fi@¢n they have no
information about the extent to which this input actualfiuences the appraisal and

remuneration of the employees concerned.

As a variable compensation scheme can act as a cdtalysk-taking by the
enterprise, it is important for the risk managementtiondo be closely involved in all
steps of the compensation policy, particularly for job grdapsvhich variable

compensation can be substantial.



Principle 5c: The compliance function analyses how a variablcompensation
structure affects the enterprise’s compliance with lgislation, regulations and
internal policy.

Like the risk management function, the compliance functiorshoold be involved in
drawing up, implementing and evaluating any compensation pblatyncludes a
variable component. The compliance function analyses hmepsed variable
compensation structure will affect the enterprise’s campk with legislation and
regulations or internal rules. A variable compensatiaucsire may, for example,
result in actions contrary to clients’ interests anacedn breach of the duty of care.
The involvement of compliance functions too in compensatioioypid often at
present limited to providing input for the appraisal of emptsyi@ commercial jobs
(compliance infringements). The compliance function play$urther role in
compensation policy. Given the potentially negative effectompensation structures
on clients’ interests (duty of care), it is importémtthe compliance function to be

closely involved in all steps of the compensation policy.

Principe 5d: The internal audit function periodically carries out an independent
audit of the design, implementation and effects of thenterprise’s compensation

policy.

The task of the internal audit function of a finanealerprise is to assess the design
and operation of the enterprise’s internal risk managemnd control system through

independent audits. These are carried out at all levéigwthe organisation.

The present financial crisis has shown that the desigireafompensation policy and
the management of its effects are defective in manyperges. This would perhaps
have been discovered and addressed at an earlier stagénifernal audit function had

investigated this.

As part of its planning the internal audit function shouldqakcally study the effects
of the compensation policy on the enterprise’s risk prafié how these effects are

managed.



Principle 6: The compensation and the compensation pioy for employees in risk-control
jobs should support their role of independent counterviding power in relation to the

commercial jobs.

The previous sections have described why employees inamgketjobs (risk management,
compliance and internal audit) should play a role in thepamsation policy of a financial
enterprise. This is in keeping with their general tagirofecting enterprises from undesirable

risks.

To enable these functions to perform their tasks progaslyart of the day-to-day operations of
the enterprise), it is important that they should be tbégpoint and retain sufficiently qualified

staff for these positions. Adequate compensation is #sistem this purpose.

Interviews with a number of financial enterprises shioat employees in risk-control jobs
generally earn much less than their colleagues in coamh@ositions. This also affects the
status of these functions within the enterprise. THer@ihce in remuneration in some enterprises
has meant that employees in risk-control jobs are ti@ly to switch to commercial jobs than

vice versa.

In the day-to-day practice of a financial enterpris@legees in risk-control jobs should be in a
position to resist the wishes of commercial staff. Tinay find themselves taking a position
diametrically opposed to that of a commercial line managen deciding on whether to enter
into a high-risk transaction. In such circumstancesiinportant for the employee in the risk-
control job to have a sufficiently strong position in thedmiehy to actually serve as a
countervailing power. A substantial difference in pay leetwthe commercial and the risk-

control jobs can result in a shift in the balance to thendent of the risk-control job.

In order to safeguard the independence of employees inargkol jobs it is also important that
any variable compensation for them should not be dependestidold be dependent only to a
limited extent) on commercial results. In addition, thedatnation of the compensation policy
and the award of compensation for these employees shauldindependently of the
commercial line manager of the business unit in which theamplworks. The line manager

should merely provide input for the decision-making process.



Principle 7: The enterprise should provide insight andransparency into its compensation
policy to relevant stakeholders.

The enterprise should provide transparency about its caapemn policy to DNB and the AFM.
On request, the enterprise should provide information teupervisors about the design of the
compensation policy and its consequences for the behavieorpdoyees and directors and the
enterprise’s risk profile. There should also be trarspy about how the governance of the

compensation is organised and how the functions referradptanciple 5 are involved.

It is important for shareholders and clients to know Husventerprise’s compensation policy
affects the risk profile and quality of the service.sThill enable them to determine whether it is
in keeping with their interests. It is therefore advisablmake supplementary information on the
enterprise’s compensation policy available to shareholdetlients as a supplement to the

collective agreement and the transparency of executivi®.pay

The information provided should not only relate to the entgjgrimanagement board but should
also deal in general terms with the compensation policthéorest of the enterprise, explaining
the general philosophy that was chosen as the underlyimggbe and how it has been
implemented, giving specific attention to the manner in kvthe instrument of variable
compensation is used and what targets are envisaged. Wniiieecase of directors of listed
companies, this information does not include details on the d¢weimpensation for individual

employees.

The exact information that should be made availablehiohwstakeholders, and in what way,
will differ per type of enterprise and will be subjéztchange. Experience will reveal good
practices. Every financial enterprise has the taskftgating on what information could be
relevant to stakeholders and to make that informatiaitadte accordingly. It is important that

the information is communicated transparently to theveeit stakeholders.

19 The Dutch Corporate Governance Code contains principlelsemtgbractice provisions on the provision of
information about the remuneration policy pursued and yet putstied for the management board of listed
companies and the individual remuneration for members oh#magement board and the individual components of
this policy.



5. DESIGN OF VARIABLE COMPENSATION STRUCTURES (princip le 8)

It has already been stated in the previous chaptea t@ihpensation policy must be drawn up
for the management board and each job (or job groupgierterprise. In many enterprises the
compensation structure for the directors and some ohtipdogees contains a substantial
variable component. In these cases, the criteria faxdsoampensation policy and the
governance of compensation should first be designed in suak that the risks can be
managed, as described in the previous chapters. This cdapte with the substantive design of
a variable compensation scheme and some of the measuresrthe built into it in order to

limit the risk of undesirable incentive effects.

Principle 8: Each variable compensation structure shald comprise a balanced mix of
measures appropriate to the job in order to ensure theazrect incentive effects.

Various measures can be included in a variable compemsaheme to ensure that the incentive
effects are in tune as far as possible with the long-tetlerests of the company and its
stakeholders. This chapter describes a number of measpegsisors consider important. When
these measures are applied an appropriate balance shetiddiefor each job. Depending on

the nature of the job and the quality of the general managemeinbnment in which the

directors or employees concerned operate, specific measasebe of greater or lesser
importance. However, when each compensation structdraven up, all these measures must be

considered and a suitable balance deliberately chosen.

Principle 8a: The variable compensation should be in duproportion to the fixed
salary. The company should set a maximum ratio between viable and fixed

compensation per function group.

For directors and some employees in financial enterpusesble compensation has
grown over the years from being an extra something over and fkedaalary to a
very significant part of the income and sometimes even apieutif the fixed sala@p.
For such people variable compensation has become an abkparttof their income

and hence a factor that helps to determine their livisgdsirds and the financial

20 see also:Beloningen van topbestuurders bij AEX-ondernemingen’ Z0@mpensation of the top executives of
AEX-listed companies in 2007, Hewitt in association iithsmus University Rotterdam, 2008; ‘An ever-growing
proportion is variable. On average, only a quarter oflitext compensation package now consists of basic salary. 75%
is at risk’



obligations they can assume. Although they allow for dloe that the amount of the
variable compensation can fluctuate, they regard theblai@mpensation to some
extent as a given. The word bonus therefore appears t@bgueed a different

meaning in these situations.

The greater the proportion of total income that comngiStariable compensation, the
greater the incentives provided by this compensation. Anbigiwer the possible
variable compensation, the stronger the incentive to delieerequired performance
and the greater the attendant risks. This effectbeikven more marked if the director
or employee concerned has become accustomed to a given lgeaebble

compensation and has based his standard of living ®n thi

Moreover, very few jobs in financial enterprises are shahthe employee’s
contribution to the long-term objectives of a financial girise can be accurately
calculated. This is also true of jobs that pay substhvdriable compensation, often
the jobs of directors and some commercial staff. Tlks estered into by people in
these jobs usually have a long time horizon. When this horizends beyond the
period over which compensation is paid, the employees conceiaete rewarded for
performance that ultimately turns out to have been pdw rést of this chapter
describes various measures that can be taken to solegitobdems, such as adjusting
commercial performance measurements to take accouskeftaken and assessing
performance over a longer time horizon when granting var@teensation. These
measures can to some extent mitigate the problem of wabllestisk-taking and avoid
‘rewarding failure’. However, for most jobs it is almastpossible in practice to
measure individual employee performance in a manner #ett fall account of the

risks taken and allows for the long time horizon of thlksr.

For the reasons mentioned above, a suitable maximum fableacompensation in
relation to total compensation should be determined fdr eempensation structure.
The desired ratio of fixed to variable compensatioredsffrom job to job. What is
suitable depends, for example, on the extent to which othesures (discussed in the

sections below) can be applied in the compensation strifdture

21 Kees Cools in his boolControle is goed, vertrouwen nog bet@005): ‘In the event of maximum influenceability
and a maximum contribution to long-term objectives of comgsmmariable compensation can be 50%, otherwise less.’



Example of good practice

An insurer has fundamentally changed the ratio of figechtiable income in its sales

departments. The variable compensation has been greddiged and the fixed compensatig
raised. The new ratio is more in keeping with the degirefile of the staff, who are to act as
advisers rather than sellers.

>

Example of undesirable practice

A financial enterprise pays staff in commercial possia relatively low fixed salary . The
bonus accounts for the majority of the total compensdliey receive. This is higher than th
fixed compensation in normal periods and can easily inerg@gaificantly in good times. The
employees concerned have in fact come to regard somefdramus as a fixed salary
component.

[}

Principle 8b: Variable compensation should be linkedo predefined, assessable
and influenceable performance criteria. These performace criteria should
reflect as far as possible the interests of all stakeluers in the enterprise.

The performance of directors and employees is genefghased by reference to
various predefined performance criteria. The effectiveaktisese criteria depend on
the extent to which the performances of a directongleyee can be assessed against

them as well as the extent to which they can be infleeihy the director or employee.

A result of working with performance criteria is tlitectors and employees will
mainly focus on those aspects of their position, as #mgraisal and hence their
compensation are dependent on them. This is why it is ienididr the performance
criteria to provide a good and balanced reflection of trezasts of the various
stakeholders in the financial enterprise. If this is notctse, there is a risk that the

interests of one or more stakeholders may receive inadegtiantion.

Commercial activities can often easily be translateal measurable criteria (e.qg.
volume, profit). This is more difficult in the case of roommercial activities. This
may mean that the commercial aspects of a job recalispeoportionately large
amount of attention in the appraisal of a directorropleyee. Other essential, non-
commercial aspects of the job such as integrity, quadgm spirit and risk

management may then receive insufficient attention.



By using a good mix of performance criteria, an entergasestrike a better balance in
pursuing the long-term interests of the various stakehol@kreugh the intermediary
of the corporate objectives these should be translatedhatperformance criteria of

directors and employees.

Example of good practice

The commercial objectives for members of the managebmant of a medium-sizeg
bank include not only commercial performance criteria (fuen growth, market
share etc) but also other criteria. Examples are theessitl completion of projects,
improvement of client satisfaction, expansion of produageaand improvement of
risk management.

Example of undesirable practice

A financial enterprise motivates its advisors by meafriarnover targets and related
variable compensation. Clients are not informed of #& extent to which clients
are provided with the product best suited to them is nosuned and is barely taken
into account in the appraisal and compensation of theadviSonsequently, the
risks of product pushing and misselling are high.

Principle 8c: The award of variable compensation shoultbe dependent on its
being in due proportion to the performance of the employe and/or the
department and/or the enterprise as a whole.

Employees can be encouraged to pursue the interests of therdeytar enterprise by
arranging for the variable compensation to be partiallgdéent on the performance

of the department, business unit or enterprise as a whole.

Ideally, variable compensation should be determined on tle dfabe contribution
made by the employee to achieving the objectives of thepeisierFor this purpose it
is necessary to be able to measure the individual contritatmmately. If this is
measured properly, the interests of the employee or diredidoe more in keeping
with those of the enterprise. If this is not possilile, gerformance of the broader
group can be taken into account in order to strike trenbealbetween personal and

corporate objectives.

How much weight should be attributed to the performant¢leedbroader group in
relation to that of the individual employee level depends omsttent to which the

individual performance can be measured independently obtlia¢ rest of the group.



For most jobs this is scarcely measurable, if at adl,iis therefore advisable to take
account of the performance of the broader group and tegpeise as a whole. This has
the further advantage that the scope of the variable coatpmmss better synchronised
with the results of the enterprise. A situation in whicheheerprise runs a loss will
have serious consequences for an employee’s variable ceatipan Limited variable
compensation is still an option if the employee has peddrwell individually. In

most cases, no variable compensation will be paid totdiem the event of a loss,
because their individual performances are strongly relatdtetenterprise’s

performance.

Example of undesirable practice

A financial enterprise has made a loss in a certain. yidhe directors of the enterprige
have performed well against other performance crit@h& supervisory board hencg
decided, on the basis of existing agreements, to alloeaigble compensation of
75% of the fixed salary (the maximum being 100%) to the wirecThe supervisory
board fails to explain why it is reasonable to award aibamthis case. It is thus
unclear to stakeholders whether this compensation is in lthetlve performances of|
the directors, seen in the context of the incurred loss.

D

Principle 8d: Financial results which are used in appreing performance should
be corrected to take account of risks and costs.

Variable compensation schemes of significant size tend tisdxabove all in
commercial jobs. The commercial activities thereforerofilay a major role in the
granting of variable compensation. Commercial performanfrequently determined
by reference to the financial results that have laetneved. It is important for these
results to be corrected to take account of the cosieofdpital employed and risk
taken. In this way, it is possible to obtain a cleatype of the quality of the results and

the performance.

If an employee has taken too much risk in order to aclseyreen result, the
performance is less than that of an employee who lasvad the same result with
less risk. Likewise, a difference in how costs areguhiss can produce different
results even where the performance is the same. By iadjtis¢ measurements to take
account of risk and costs, enterprises can avoidiatsit in which employees are
rewarded for seemingly good results that are later faafiet, correction for risks and

costs, to have been altogether less impressive.



Depending on the job, adjustments of varying degrees aeragnt will have to be
made for the risk taken. Where this is not possibleguamtitative sense, it is

important to take as much account is possible of #iewhen interpreting the results.

Example of good practice

In a mortgage acceptance department at an insurer thempanice criteria include
not only the amount but also the quality of the turnover. Fsgtoluded are the
average loan to value and the extent of payment arretivs nelevant portfolio.

Example of good practice

A large bank uses risk-adjusted criteria to determine tiferpgance of the trading
portfolio of individual dealers.

Principle 8e: The award of the variable compensatioshould not be dependent
on an ‘all or nothing’ commercial objective, and such compesation should

instead have a linear or graduated structure.

In some variable compensation schemes for commerciasatton-oriented jobs, the
so-called ‘all or nothing’ target applies. The employee eomed either receives the
full variable compensation or nothing at all (binary sy3térhis depends on one or
two measurable indicators, such as the number of modgade or the economic
profit of the trading portfolio. A binary system providestsong incentive for
undesirable behaviour. If the target has not yet been réaoWwards the end of the
period, the employee concerned may be tempted to enternotmlaer of risky
transactions in order to secure the bonus after all. Carlyemsce the target has been
reached, the system may prompt excessive caution and pratlembentive for extra
effort. Application of a binary system also fails to gstgficient recognition to

differences between the performance of the employees concerned.

For these reasons, it is better to use commercialtsargerhich there is a more linear
or graduated relationship between performance and payliriear or graduated
compensation system it is possible to reward performaamponents. Rewarding
performance components reduces the incentive to make tatling’ attempts. In
such cases employees will make decisions on risk and sehich are more in

keeping with the interests of the enterprise and take amm@uint of the interests of the

client.



Example of good practice

The amount of the variable compensation received by the salff of a medium-
sized insurer is dependent on their performance in vartunehsions’. Four levels
of performance are specified for each dimension. Thedbleeel is a satisfactory
level. If the lowest performance level is achieved ipees of all dimensions, the
employee is eligible for a modest bonus. If the second téysrformance is reached
in respect of all dimensions, the employee is entitlealh@her bonus. And so on and
so forth.

Example of undesirable practice

Based on a peer group comparison, the management boardnif lsalssbeen set the
target by the advisory board and the shareholders of reazlgivgn value for the
share. If this value is reached by a given date @imer performance criteria have
been fulfilled), variable compensation amounting to 100%efiked salary is
awarded. If the value of the share remains below theeddagget, no variable
compensation whatever is awarded.

Principle 8f: The variable compensation structure shold provide for the
possibility of exercising some degree of discretion wheletermining variable
compensation in order to counter undesirable effectush as compensation that
is not commensurate with actual performance. This isqgially applicable in

exceptional situations such as an acquisition or dismuis

The use of measurable performance criteria, if properipetf can form an important
part of the compensation systems of financial entepridewever, if appraisals are
conducted solely by reference to measured performaiheatiens can arise in which

the director or employee concerned focuses on these asp#atgob to the exclusion

of others22 Measurable performance criteria can be defined for guimsebetter than
for others. Even in jobs where this is perfectly possiiblis important for the
responsible management or the supervisory board to decidleantigere are reasons
for adjusting or even withholding the compensation to whictethployee or the
director, as the case may be, would be entitled obdhkis of his measured
performance. After all, situations can occur for witied measurable criteria do not
cater. It is therefore necessary for the managemertharglipervisory board to have

some degree of discretion in every variable compensatiocigte. The less the

22 Kees Cools describes this phenomenon as ‘bonus blindnéss’tinok ‘Controle is goed, vertrouwen nog beter’,
2005



performance can be assessed in measurable critergretiter should be the degree of

discretion that can be exercised.

For managers and supervisory boards, measurable perfroateria have the
advantage of seemingly promoting an objective assessmemtpbdyee performance.
However, it is necessary to guard against assessing y#apland directors on the
basis of measurable criteria that are too remote featity. This tends to promote
manipulation of information in such a way as to exaggehat@érformance. A

measure of discretion in appraising performance cantb@pviate this risk.

Example of good practice

To determine the level of bonuses for dealers, the managemeid to discuss the
performance of each individual dealer. The input for teeussion is a survey of the
measured performance of each employee. The meeting shsowbether the
information in the survey corresponds with the image of takedeoncerned in the
view of those present. If this is not the case, the banadjusted upwards or
downwards. The personnel, risk management and compliancérdepts are also
present at this meeting.

Example of undesirable practice

A bank has established a variable compensation structunegfeer management,
which includes a wide set of performance indicatorsitdation can arise in which a
manager is found at the end of the year to have scolédmal indicators and
therefore be entitled to a high bonus. In reality, howdwehas neglected a numbef
of internal projects and his behaviour has led somerrohgmts to take their business
elsewhere. As these aspects do not form part of the naédesperformance
indicators, the management board is obliged to pay thedualls.

Where, owing to unforeseen or exceptional circumstancgsgjable compensation
structure produces an undesirable result in terms of tharan@discretionary power
exercisable by the supervisory board or the managementloglpldo bring the
variable compensation more into line with the actual pedmce. Especially where
use is made of shares or options, the results ardwmysin keeping with the actual
performance. This applies particularly in the case ofgers; acquisitions or the
departure of a director or employee. In the event of guisition of an
underperforming enterprise, for example, the situation mag that a director is
rewarded for his “failure”, because in the course of ttwuigition he can redeem the
shares he has accumulated over the years. The perforstarctaere should allow

compensation to be brought into line with actual performamsuch situations too.



This also applies to any severance payment and the resattyg G¢hange of control”

provisions.

Example of good practice

In the course of an acquisition that was partly cabydatie enterprise’s weak
performance, the supervisory board decides that the dsetimy not sell their share
at the acquisition price, but at a certain historical ayeerd the price.

U7

Principle 8g: An appropriate time horizon should be obsrved when assessing
commercial performance as a basis for variable compensan, so that the effect
of the performance on the long-term results may be takeimto consideration.

Variable compensation is generally awarded on an annual blsvever, the time
horizon of the transactions that are concluded or the gfééctecisions that have been
taken is generally much longer for most jobs. This apgiesexample, to directors or
dealers who perform long-term transactions. Often nothangoe said with any
certainty about the quality of the performance of thesgl@yees for some years at the
earliest. If the variable compensation structure forelass is oriented towards the
short term, any compensation is paid on the basis of ladimalt that is still uncertain.
This creates the risk of ‘rewarding failure’. It is tbf®re important to take account of
the performance over a number of years when assessing coaimerformance in

awarding variable compensation.

It will not always be possible to do complete justice®mtime horizon in which the
results of the performance will become clear. But sopesf 3 to 5 years can be
observed in such cases in order to minimise the risksfiiancial enterprise is unable
to take sufficient account of the long-term risks inveisiable compensation structure,

the solution may be to moderate the variable part of the easagpion.

One way of taking account of the long-term risk in dalde compensation structure is
to pay only part of the variable compensation immediatetita award the remainder
conditionally. This conditional part can then be paid osubsequent years once there
iS more certainty about the quality of the performahaerviews with financial
enterprises show that when the variable compensation obgeqd is determined only
the financial results for the previous year, as shown ibdo&s, are usually taken into

account. In consequence, the employees are mainly motivgtehort-term results and



the enterprise's long-term results receive insufficigengon. If it later transpires that
the performance has turned out badly for the enterprsleing can be done because

the variable compensation has already paid.

Variable compensation that has already been paid out enegclaimed if it has been
awarded and paid out on the basis of what later emevdes/é been incorrect
financial or other information resulting from fraudulewtions by the director or
employee concerned. It is important that that the pnserreclaims this undeserved

compensation, if necessary by legal means.

Example of good practice

At the end of each year a trading firm awards variablepemsation in cash. Only
part is paid out directly and the remainder is awarded tiondlly. The conditional
part is retained for five years on a risk-bearing basisi® subsequently adjusted if
this is warranted by results.

Example of good practice

An asset manager awards variable compensation (in caghg basis of a moving
weighted average of performance over the previous three years.

Example of undesirable practice

The senior management of a large bank are awardedbleac@mpensation each yeg
This averages about 50% of the fixed salary. The variaioigpensation paid in cash
as soon as it has been awarded.

=

Principle 8h: The ratio between compensation in castshares, options or other
forms of compensation should be in keeping with thenterprise’s risk

management practices.

The payment of variable compensation to employees in filaenerprises is usually
made in cash. Some employees receive all or part ofvidlweable compensation in the
form of shares, share options or other forms of compiensafFor senior management
and the directors of large enterprises, this form dbisée compensation is often higher

than the amount paid out in cash.



The desired effect of variable compensation in the farshares or share options is
that the director or employee should do their best teease the overall value of the
enterprise (i.e. that the interests of directorsengloyees should thus coincide with
those of the enterprise). In addition, directors and eyagels should generally hold the
awarded shares or share options for a few years,tegogasmote the long-term focus.
However, a variable compensation in the form of sharesane options also has
disadvantages. The link between performance and the apaidris often difficult to
establish, because external circumstances (such &ssidet conditions) have a
major influence on the results. Moreover, the awardirghafes or share options may
induce a director or employee to focus primarily on tHeevaf the share and less on

the enterprise and its stakeholders’ other long-term irtgeres

For these reasons, variable compensation in the foghases and share options should

be used sparingBB. The mix of variable compensation in cash, shares tzame s
options should be designed to give the correct incentive®ahds match the
enterprise’s risk management practices. In additiondifeeetionary power of the
supervisory board or management, as formulated in pren8uplis essential to prevent

shares or option arrangements leading to undesirable results

The Dutch Corporate Governance Code contains best praatigsipns for the use of
shares and share options schemes for directorseaxf istmpanies. These provisions
are endorsed by the AFM and DNB.

Example of undesirable practice

In the course of an acquisition, the directors of arfaial enterprise allow themselves
to act in their own interests, which are relatechtodizeable share packages built up
by the directors over the years.

23 See also ‘Risk-taking incentives: a review of theditere’, R. Windram, Bank of England, 2005 and
‘Remuneration; where we’ve been, how we got there, wiaharproblems and how to fix them’, M. Jensen and K.
Murphy, ECGI, 2004.
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WITH THE FSF PRINCIPLES FOR SOU ND

COMPENSATION PRACTICES

Financial Stability Forum

DNB/AFM

1. The firm’'s board of director
must actively oversee th
compensation system’s desi
and operation.

sPrinciple 4: The supervisory board (or any similaenngl

esupervisory body) should arrange for the careful and soun

gdesign, implementation and evaluation of the compensatig
policy for the management board. It should also supetivese
compensation policy for the entire company. Each variable
compensation structure within which compensation above
fixed level is possible requires the prior approvahef t
supervisory board.

a

2. The firm’'s board of director
must monitor and review th
compensation system to ensu
the system operates as intendg¢

sPrinciple 3: On the basis of principles 1 and 2, the enserpr
eshould carefully draw up a compensation policy for the
irdirectors and job groups within the company and apply it
rconsistently and evaluate its operation. In doing sboitilsl
pay explicit and lasting attention to limiting and manadhmey
negative effects of variable compensation structureben t
company’s risk profile and the clients’ interests.

Principle 5: The personnel, risk management, compliante
internal audit functions should work together to manage th
risks of the compensation policy for all (other) employees.

e) The personnel function draws up, on behalf of
management, a compensation policy for all job groups
within the company. The personnel function also monit
the consistent application of the policy and evaluates it
operation.

f) The risk management function analyses how a vari
compensation structure affects the risk profile of the
company and monitors its management.

g) The compliance function analyses how a variable
compensation structure affects the company’s complig
with legislation, regulations and internal policy.

h) The internal audit function periodically carries out af
independent audit of the design, implementation and
effects of the company’s compensation policy.

an

7]

ors
S

able

nce

N

3. Staff engaged in financial ar
risk control must be
independent, have appropris
authority, and be compensat
in a manner that is independe
of the business areas th
oversee and commensurate W
their key role in the firm.

dPrinciple 6: The compensation and the compensation polig
> for employees in risk-control positions should support their
itendependent role of countervailing power in relatiorn t
edommercial jobs.

nt

24

ith

y

4. Compensation must H

adjusted for all types of risk.

éPrinciple 8d: Financial results which are used in apioigis
performance should be corrected to take account of aistts
costs.




Financial Stability Forum

DNB/AFM

5. Compensation outcomes my
be symmetric with  risk
outcomes.

usrinciple 8c: The award of variable compensation should
dependent on its being in due proportion to the performain
the employee and/or the department and/or the company
whole(explanation of principle).

e
ce
AS a

6. Compensation payol
schedules must be sensitive
the time horizon of risks.

utPrinciple 8g: An appropriate time horizon should be obskr
tavhen assessing commercial performance as a basis for
variable compensation, so that the effect of the perdorce
on the long-term results may be taken into consideration.

e

7. The mix of cash, equity an
other forms of compensatig
must be consistent with ris
alignment.

Principle 8h: The ratio between compensation in cdsires,
rPptions or other forms of compensation should be in keep
Kwith the enterprise’s risk management practices.

ing

8. Supervisory review of This FSF principle relates to supervisors.
compensation practices must pe
rigorous and sustained, and

deficiencies must be address
promptly  with  supervisory
action.

ed

9. Firms must disclose cled

comprehensive and timelytransparency into its compensation policy to relevant
information about their stakeholders.

compensation  practices [0

facilitate constructive

engagement by all stakeholder

rPrinciple 7: The enterprise should provide insight and

2

The following DNB/AFM principles from this report are an addition to the principles of the

FSF

Principle 1: The compensation policy should promotertegrity and soundness of the financial
enterprise with a focus on the enterprise’s long-tererasts.

Principle 2: The compensation
obligation of a financial enterpr
clients and other stakeholders

policy should not contaientives which compromise the
ise to use its besleanours to look after the interests of its
or discharge other ddtes®to which it is subject.

Principle 8: Each variable compensation structure shmantprise a balanced mix of measures
appropriate to the job in order to ensure the correchineeeffects.

a)

The variable compensation should be in due proportidmet@ixed salary. The

company should set a maximum ratio between variable aed ompensation per

function group.

b) Variable compensatio

n should be linked to predefined, asdessal influenceable

performance criteria. These performance criteria lshailect as far as possible the
interests of all stakeholders in the enterprise.

(see table above)



d)

9)
h)

(see table above)

The award of the variable compensation should not be depemdant‘all or nothing’
commercial objective, and such compensation should inktaga linear or graduated
structure.

The variable compensation structure should provide fgodksibility of exercising
some degree of discretion when determining variable compensatorder to counter
undesirable effects such as compensation that is not casuraés with actual
performance. This is equally applicable in exceptional St such as an acquisition
or dismissal.

(see table above)

(see table above)



ANNEX Il
CODE

RELATIONSHIP WITH THE DUTCH CORPORATE GOVER NANCE

The Dutch Corporate Governance Code (the Code) includes a&nofririnciples and best

practice provisions for the remuneration of members ofrtiieagement boards of Dutch listed

companies. This annex compares the principles and best gsactm the Code with the

DNB/AFM principles for sound compensation

policies.

Differences between the two can be explained by:

different target groups:

0 The Code relates only to listed comp

applicable to both listed and unlisted

to all (listed) companies.

anies whereas théAMBprinciples are

companies.

The DNB/AFM principles relate only to financial entrises whereas the Code relates

The Code relates only to the management of the companyastieeeDNB/AFM

principles relate to all employees, including the directors

different objects: the object of the Code is to reguialttions between the management

board, the supervisory board and the shareholders (i.getieeal meeting of shareholders) of

a listed company, with overall consideratio

the compensation policy of a financial ente

Every effort has been made in drawing up the

n of all inter@stolved. The DNB/AFM
principles are primarily intended to prevent and cont@luthdesirable incentive effects of

rprise.

DNB/AFMagpies for sound compensation

policies to avoid inconsistencies with the Code.

The Dutch Corporate Governance Code

DNB/AFM

PREAMBLE

Preamble 7: The Code is based on the princip
accepted in the Netherlands that a company is
long-term alliance between the various parties
involved. The stakeholders are the groups and
individuals who, directly or indirectly, influence
— or are influenced by — the attainment of the
company’s objects (...) The management boar
and the supervisory board have overall
responsibility for weighing up the interests,
generally with a view to ensuring the continuity
of the enterprise, while the company endeavo
to create long-term shareholder value.
Preamble 8: (...) If stakeholders are to coope

&rinciple 1: The compensation policy shou
Promote the integrity and soundness of the
financial enterprise, with a focus on the
enterprise’s long-term interests.

Principle 2: The compensation policy should
ghot contain incentives which compromise the

obligation of a financial enterprise to use it$

best endeavours to look after the interests |of
its clients and other stakeholders or discharge

[&ther duties of care to which it is subject.

ate
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within and with the company, it is essential for
them to be confident that their interests are
represented [by the management board and
supervisory board]

Preamble 12: (...) It is important for the
remuneration policy of companies to be closel
aligned with the strategy and the related risks.
This applies to the remuneration of both the
management board and the other levels of the
organisation. (...) Ultimately, remuneration
policy must serve the interests of the company
and its affiliated enterprise, in other words be
aimed at creating long-term value.

1.2 REMUNERATION

Principle: Amount and composition of the
remuneration

The level and structure of the remuneration
which the management board members receiv
from the company for their work shall be such
that qualified and expert managers can be
recruited and retained.

The DNB/AFM principles focus on a sound
&ompensation policy that seeks to prevent
and/or manage undesirable incentive effec
This principle from the Dutch Corporate
Governance Code does not relate to this.

[s.

When the overall remuneration is fixed, its
impact on pay differentials within the enterpris
shall be taken into account.

The DNB/AFM principles focus on a sound
ecompensation policy that seeks to prevent
and/or manage undesirable incentive effec
This principle from the Dutch Corporate
Governance Code does not relate to this.

[s.

If the remuneration consists of a fixed
component and a variable component, the
variable component shall be linked to
predetermined, assessable and influenceable
targets, which are predominantly of a long-terr
nature.

Principle 1: The compensation policy shou
promote the integrity and soundness of the
financial enterprise, with a focus on the
enterprise’s long-term interests.

=1

Principle 8 (b): Variable compensation

should be linked to predefined, assessable
and influenceable performance criteria. Th
performance criteria should reflect as far a
possible the interests of all stakeholders in
the enterprise. Principle 8 (g): An approprig
time horizon should be observed when

assessing commercial performance as a b

may be taken into consideration.

for variable compensation, so that the effec
of the performance on the long-term results

ese

ite

ASIS

—

The variable component must be appropriate i
relation to the fixed component.

nPrincipe 8 (a): The variable compensation
should be in due proportion to the fixed
salary. The company should set a maximu
ratio between variable and fixed
compensation per function group.

M

The remuneration structure, including severan
pay, shall be simple and transparent.

c&he DNB/AFM principles focus on a sound
compensation policy that seeks to prevent
and/or manage undesirable incentive effec

[s.
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This principle from the Dutch Corporate
Governance Code does not relate to this..

It shall promote the interests of the company it
the medium and long term, may not encouragg
management board members to act in their ov
interests or take risks that are not in keeping
the adopted strategy, and may not ‘reward’
failing board members upon termination of the
employment.

n Principle 1: The compensation policy shou
> promote the integrity and soundness of the
yinancial enterprise, with a focus on the
idnterprise’s long-term interests.

. Princi

| ple 2: The compensation policy should

not contain incentives which compromise the
obligation of a financial enterprise to use it$
best endeavours to look after the interests |of

its clients and other stakeholders or discharge
other duties of care to which it is subject.

=

Principle 8: Each variable compensation

structure should comprise a balanced mix
measures appropriate to the job in order to
ensure the correct incentive effects (princig
8 (a) to (h)).

pf

The supervisory board is responsible for this.

Principle 4: The supervisory board (or any
similar internal supervisory body) should
arrange for the careful and sound design,
implementation and evaluation of the
compensation policy for the management
board. It should also supervise the
compensation policy for the entire enterprig
Each variable compensation structure with
which compensation above a fixed level is
possible requires the prior approval of the
supervisory board.

5E.

The level and structure of remuneration shall k
determined by reference to, among other thing
the results, the share price performance and n
financial indicators that are relevant to the
company’s long-term value creation.

ndPrinciple 8 (b): Variable compensation

sshould be linked to predefined, assessable

omnd influenceable performance criteria. Th
performance criteria should reflect as far a
possible the interests of all stakeholders in
the enterprise.

ese

The shares held by a management board men
in the company on whose board he sits are lor
term investments.

niemcipe 8 (g): An appropriate time horizon
nghould be observed when assessing

commercial performance as a basis for

variable compensation, so that the effect o
the performance on the long-term results n
be taken into consideration.

f
nay

Principle 8h: The ratio between
compensation in cash, shares, options or
other forms of compensation should be in
keeping with the enterprise’s risk
management practices.

The amount of compensation which a
management board member may receive on

The DNB/AFM principles apply to directors
and all employees. It would not be desirabl

termination of his employment may not exceec

Ito have a maximum amount of severance [

hay
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one year’s salary, unless this would be manife
unreasonable in the circumstances.

styr employees that is universally applicable.

The purpose of principle 8 (f) is to prevent
undesirable situations. In addition, the
Corporate Governance Code is applicable
the directors of listed companies.

Principle 8 (f) The variable compensation
structure should provide for the possibility
exercising some degree of discretion when

to counter undesirable effects such as
compensation that is not commensurate w
actual performance. This is equally

an acquisition or dismissal.

Best practice provisions

11.2.1 Before drawing up the remuneration poli
and determining the remuneration of individua
management board members, the supervisory
board shall analyse the possible outcomes of {
variable remuneration components and how th
may affect the remuneration of the manageme
board members.

cYPrinciple 3: On the basis of principles 1 ang
2, the enterprise should carefully draw up &
compensation policy for the directors and |
hgroups within the enterprise and apply it
gyonsistently and evaluate its operation. In
ntloing so, it should pay explicit and lasting
attention to limiting and managing the
negative effects of variable compensation
structures on the enterprise’s risk profile ar
the clients’ interests.

11.2.2 The supervisory board shall determine tf
level and structure of the remuneration of the
management board members by reference to
scenario analyses carried out and with due reg
for the pay differentials within the enterprise.

érinciple 4: The supervisory board (or any
similar internal supervisory body) should
tle@range for the careful and sound design,
yantplementation and evaluation of the
compensation policy for the management
board. It should also supervise the
compensation policy for the entire enterprig
Each variable compensation structure with
which compensation above a fixed level is
possible requires the prior approval of the
supervisory board.

11.2.3 In determining the level and structure of
the remuneration of the management board
members, the supervisory board shall take int
account, among other things, the results, the
share price performance and non-financial
indicators relevant to the long-term objectives
the company, with due regard for the risks to
which variable remuneration may expose the
enterprise.

Principle 3: On the basis of principles 1 ang
2, the enterprise should carefully draw up &
D compensation policy for the directors and |
groups within the enterprise and apply it
consistently and evaluate its operation. In
ofloing so, it should pay explicit and lasting
attention to limiting and managing the
negative effects of variable compensation
structures on the enterprise’s risk profile ar
the clients’ interests.

Principle 8 (g): An appropriate time horizon
should be observed when assessing
commercial performance as a basis for

variable compensation, so that the effect o

determining variable compensation in orde

applicable in exceptional situations such as

to

nd

»e.

nd

[
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the performance on the long-term results n
be taken into consideration.

nay

I1.2.4 If options are granted, they shall, in any
event, not be exercised in the first three years
after the date of granting. The number of optio
to be granted shall be dependent on the
achievement of challenging targets specified
beforehand.

Principle 8 (g): An appropriate time horizon
should be observed when assessing
nsommercial performance as a basis for
variable compensation, so that the effect o
the performance on the long-term results n
be taken into consideration.

f
nay

I1.2.5 Shares granted to management board

members without financial consideration shall
retained for a period of at least five years or uf
at least the end of the employment, if this perig
is shorter. The number of shares to be granteq
shall be dependent on the achievement of
challenging targets specified beforehand.

Principle 8 (g): An appropriate time horizon
bshould be observed when assessing
ntdommercial performance as a basis for
ndvariable compensation, so that the effect o
| the performance on the long-term results n

be taken into consideration.

f
nay

11.2.6 The option exercise price may not be fixg
at a level lower than a verifiable price or a
verifiable price average in accordance with the
trading in a regulated market on one or more

predetermined days during a period of not mo
than five trading days prior to and including th¢
day on which the option is granted.

e@d\s the DNB/AFM principles relate to all
employees of a financial enterprise (wheth
the enterprise is listed or unlisted) no spec
provisions have been included for the
estructure of option schemes. DNB and the

> AFM endorse the provisions on this subjec
in the Dutch corporate governance code.

er

fic

11.2.7 Neither the exercise price of options
granted nor the other conditions may be
modified during the term of the options, excep
in so far as prompted by structural

changes relating to the shares or the company
accordance with established

market practice.

As the DNB/AFM principles relate to all
employees of a financial enterprise (wheth
[ the enterprise is listed or unlisted) no spec
provisions have been included for the
tructure of option schemes. DNB and the
AFM endorse the provisions on this subjec
in the Dutch corporate governance code.

er

fic

[1.2.8 The remuneration in the event of dismiss
may not exceed one year’s salary (the

‘fixed’ remuneration component). If the

maximum of one year’s salary would be
manifestly unreasonable for a management bq
member who is dismissed during
his first term of office, such board member sha
be eligible for severance pay not

exceeding twice the annual salary.

a*‘he DNB/AFM principles apply to directors
and all employees. It would not be desirabl
to have a maximum amount of severance |

for employees that is universally applicable.

aere purpose of principle 8 (f) is to prevent
IIundesirable situations. In addition, the
Corporate Governance Code is applicable
the directors of listed companies.

|

Principle 8 ()The variable compensation
structure should provide for the possibility
exercising some degree of discretion when
determining variable compensation in orde
to counter undesirable effects, such as
compensation that is not commensurate w
actual performance. This is equally

applicable in exceptional situations such as

an acquisition or dismissal.

hay

to

11.2.9 The company may not grant its
management board members any personal 10¢

The DNB/AFM principles focus on a sound

AIddmpensation policy that seeks to prevent
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guarantees or the like unless in the normal col
of business and on terms
applicable to the personnel as a whole, and af
approval of the supervisory board.

No remission of loans may be granted.

ured/or manage undesirable incentive effec
This principle from the Dutch Corporate
t€eovernance Code does not relate to this.

[s.

Principle: Determination and disclosure of the
remuneration

The supervisory board shall determine the
remuneration of the individual members of the
management board, on a proposal by the
remuneration committee, within the scope of tl
remuneration policy adopted by the general
meeting of shareholders.

Principle 4: The supervisory board (or any
similar internal supervisory body) should
arrange for the careful and sound design,

'¥mplementation and evaluation of the
compensation policy for the management
board. It should also supervise the
compensation policy for the entire enterprig
Each variable compensation structure with
which compensation above a fixed level is
possible requires the prior approval of the
supervisory board.

5E.

The report of the supervisory board shall
include the principal points of the
remuneration report concerning the
remuneration policy of the company. This
shall describe transparently and in clear and
understandable terms the

remuneration policy that has been pursued
and give an overview of the

remuneration policy to be pursued. The full
remuneration of the individual

management board members, broken down
into its various components, shall

be presented in the remuneration report in
clear and understandable terms.

Principle 7: The enterprise should provide
insight and transparency into its
compensation policy to relevant stakeholdg

Best practice provisions

11.2.10 If a variable remuneration component
conditionally awarded in a previous financial
year would, in the opinion of the supervisory
board, produce an unfair result due to
extraordinary circumstances during the period
which the predetermined

performance criteria have been or should havg
been achieved, the supervisory board

has the power to adjust the value downwards
upwards.

Principle 8 (f): The variable compensation
structure should provide for the possibility
exercising some degree of discretion when
_determining variable compensation in orde
Ifo counter undesirable effects.

, Principle 8 (g): An appropriate time horizor
should be observed when assessing
Dcommercial performance as a basis for

(/ariable compensation, so that the effect o
the performance on the long-term results n
be taken into consideration.

r

f
nay

[1.2.11 The supervisory board may recover fro
the management board members any
variable remuneration awarded on the basis o
incorrect financial or other data (clawback

clause).

Mn so far as this relates to conditionally
awarded variable compensation DNB/AFM
f principles 8 (f) and 8 (g) provide for this. Ir
so far as this relates to variable compensat
that has already been paid, this is covered
existing legislation and regulations.

ion
by
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[1.2.12 The remuneration report of the
supervisory board shall contain an account of
manner in which the remuneration policy has
been implemented in the past financial

year, as well as an overview of the remunerati
policy planned by the supervisory

board for the next financial year and subseque
years. The report shall explain how

the chosen remuneration policy contributes to
achievement of the long-term

objectives of the company and its affiliated
enterprise in keeping with the risk profile.

The report shall be posted on the company’s
website.

Principle 7: The enterprise should provide
thﬁsight and transparency into its
compensation policy to relevant stakeholdg

on
nt

the

11.2.13 The overview referred to in best practic
provision 11.2.12 shall in any event contain

the following information:

a) an overview of the costs incurred by the
company in the financial year in relation to
management board remuneration; this overvig
shall provide a breakdown showing

fixed salary, annual cash bonus, shares, optio
and pension rights that have been

awarded and other emoluments; shares, optio
and pension rights must be

recognised in accordance with the accounting
standards;

b) a statement that the scenario analyses refe
to in best practice provision 11.2.1

have been carried out;

c) for each management board member the
maximum and minimum numbers of

shares conditionally granted in the financial ye
or other share-based remuneration
components that the management board may
member acquire if the specified

performance criteria are achieved;

d) a table showing the following information fo
incumbent management board

members at year-end for each year in which
shares, options and/or other share-based
remuneration components have been awarde(
over which the management board

member did not yet have unrestricted control &
the start of the financial year:

i) the value and number of shares, options ang
other share-based remuneration

components on the date of granting;

ii) the present status of shares, options and/or
other share-based remuneration

components awarded: whether they are
conditional or unconditional and the year in
which vesting period and/or lock-up period enc

EPrinciple 7: The enterprise should insight and
transparency into its compensation policy t
relevant stakeholders.

As the DNB/AFM principles relate to all
vwemployees of a financial enterprise (wheth
the enterprise is listed or unlisted) no spec
Herovisions have been included for the cont
of the remuneration report. DNB and the
n&FM endorse the provisions on this subjec
in the Dutch corporate governance code.

o

Py
fic
ot

[

rred
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ili) the value and number of shares, options
and/or other share-based remuneration

components conditionally awarded under i) at the

time when the management board

member obtains ownership of them (end of
vesting period), and

iv) the value and number of shares, options
and/or other share-based remuneration
components awarded under i) at the time whe
the management board member

obtains unrestricted control over them (end of
lock-up period);

e) if applicable: the composition of the peer
group of companies whose remuneration
policy determines in part the level and
composition of the remuneration of the
management board members;

f) a description of the performance criteria on
which the performance-related

component of the variable remuneration is
dependent in so far as disclosure would not
be undesirable because the information is
competition sensitive, and of the
discretionary component of the variable
remuneration that can be fixed by the
supervisory board as it sees fit;

g) a summary and account of the methods that
will be applied in order to determine
whether the performance criteria have been
fulfilled;

h) an ex-ante and ex-post account of the
relationship between the chosen

=]

performance criteria and the strategic objectives

applied, and of the relationship

between remuneration and performance;

i) current pension schemes and the related
financing costs; and

j) agreed arrangements for the early
retirement of management board members.

11.2.14 The main elements of the contract
management board member with the company

Sha” be made publIC after |t ha.S been COﬂClud Eeompensation pohcy to relevant Stakeholde

and in any event no later than the

date of the notice calling the general meeting
where the appointment of the

management board member will be proposed.
These elements shall in any event

include the amount of the fixed salary, the
structure and amount of the variable

Principle 7: The enterprise should provide
insight and transparency into its

remuneration component, any agreed redundancy

scheme and/or severance pay, any
conditions of a change-of-control clause in the
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contract with a management board
member and any other remuneration components

promised to the management board

member, pension arrangements and performance

criteria to be applied.

11.2.15 If a management board member or forn
management board member is paid
severance pay or other special remuneration
during a given financial year, an account

and an explanation of this remuneration shall |
included in the remuneration report.

"®rinciple 7: The enterprise should provide
transparency about its compensation policy
relevant stakeholders.

be

to

The following DNB/AFM principles from this report do not form part of the principles and
best practice provisions of the Dutch corporate governancade

DNB/AFM principle Explanation

Principle 5: The personnel, risk The principle and best practice provisions

management, compliance and internal au@

bverning remuneration in the Dutch corporz

functions should work together to managegovernance code relate only to the
the risks of the compensation policy for allmanagement board of the company.

(other) employees.

a) The personnel function draws

up, on behalf of management, a

compensation policy for all jok
groups within the enterprise.
The personnel function also
monitors the consistent
application of the policy and
evaluates its operation.

b) The risk management function
analyses how a variable
compensation structure affect
the risk profile of the enterpris
and monitors its management

12}

[4)

¢) The compliance function
analyses how a variable
compensation structure affects
the enterprise’s compliance
with legislation, regulations
and internal policy.

d) The internal audit function
periodically carries out an
independent audit of the
design, implementation and
effects of the enterprise’s
compensation policy.

ate

Principle 6: The compensation and the | The principle and best practice provisions




compensation policy for employees in riskgoverning remuneration in the Dutch corporate
control positions should support their governance code relate only to the

independent role of countervailing power{imanagement board of the company.
relation to the commercial jobs.
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