STATUTORY INSTRUMENTS

2002 No. 1986
COMPANIES

The Directors’ Remuneration Report Regulations 2002

Made - - - - - 25th July 2002

Coming into force - - 1st August 2002

The Secretary of State, in exercise of the powers conferred upon her by section 257 of the
Companies Act 1985(a) and of all other powers enabling her in that behalf hereby makes the
following Regulations of which a draft has been laid before Parliament in accordance with
section 257(2) of that Act and approved by a resolution of each House of Parliament:

Citation, commencement and interpretation

1.—(1) These Regulations may be cited as the Directors’ Remuneration Report
Regulations 2002.

(2) These Regulations shall come into force on 1st August 2002 and shall have effect as
respects companies’ financial years ending on or after 31st December 2002.

(3) In these Regulations, “the Act” means the Companies Act 1985.

Disclosure required in notes to accounts

2. For section 232 (1) of the Act substitute—

“(1) The information specified in Schedule 6 shall be given in notes to a company’s
annual accounts, save that the information specified in paragraphs 2-14 in Part I of
Schedule 6 shall be given only in the case of a company which is not a quoted company. ”

Directors’ remuneration report
3. After section 234A of the Act, insert—
“ Quoted companies: directors’ remuneration report
234B  Duty to prepare directors’ remuneration report

(1) The directors of a quoted company shall for each financial year prepare a directors’
remuneration report which shall contain the information specified in Schedule 7A and
comply with any requirement of that Schedule as to how information is to be set out in
the report.

(2) In Schedule 7TA—

Part 1 is introductory,

Part 2 relates to information about remuneration committees, performance related
remuneration and liabilities in respect of directors’ contracts,

Part 3 relates to detailed information about directors’ remuneration (information included
under Part 3 is required to be reported on by the auditors, see section 235), and

Part 4 contains interpretative and supplementary provisions.

(a) 1985 c. 6; section 257 was substituted by sections 1 and 20 of the Companies Act 1989 (c.40).



(3) In the case of any failure to comply with the provisions of this Part as to the
preparation of a directors’ remuneration report and the contents of the report, every
person who was a director of the quoted company immediately before the end of the
period for laying and delivering accounts and reports for the financial year in question is
guilty of an offence and liable to a fine.

(4) In proceedings against a person for an offence under subsection (3) it is a defence
for him to prove that he took all reasonable steps for securing compliance with the
requirements in question.

(5) Itis the duty of any director of a company, and any person who has at any time in
the preceding five years been a director of the company, to give notice to the company of
such matters relating to himself as may be necessary for the purposes of Parts 2 and 3 of
Schedule 7A.

(6) A person who makes default in complying with subsection (5) commits an offence
and is liable to a fine.

234C Approval and signing of directors’ remuneration report

(1) The directors’ remuneration report shall be approved by the board of directors and
signed on behalf of the board by a director or the secretary of the company.

(2) Every copy of the directors’ remuneration report which is laid before the company
in general meeting, or which is otherwise circulated, published or issued, shall state the
name of the person who signed it on behalf of the board.

(3) The copy of the directors’ remuneration report which is delivered to the registrar
shall be signed on behalf of the board by a director or the secretary of the company.

(4) If a copy of the directors’ remuneration report—

(a) is laid before the company, or otherwise circulated, published or issued, without
the report having been signed as required by this section or without the required
statement of the signatory’s name being included, or

(b) is delivered to the registrar without being signed as required by this section,

the company and every officer of it who is in default is guilty of an offence and liable
to a fine.”

Auditors’ report

4. Insection 235 of the Act, after subsection (3) insert—
“(4) If a directors’ remuneration report is prepared for the financial year for which the
annual accounts are prepared the auditors shall in their report

(a) report to the company’s members on the auditable part of the directors’
remuneration report, and

(b) state whether in their opinion that part of the directors’ remuneration report has
been properly prepared in accordance with this Act.

(5) For the purposes of this Part, “the auditable part” of a directors’ remuneration
report is the part containing the information required by Part 3 of Schedule 7A.”

Duties of auditors

5. Insection 237(1) of the Act, after paragraph (b), insert “and

(c) (in the case of a quoted company) whether the auditable part of the company’s
directors’ remuneration report is in agreement with the accounting records and
returns.”



6. For section 237(4) of the Act, substitute—

“(4) If—
(a) the requirements of Schedule 6 (disclosure of information: emoluments and
other benefits of directors and others) are not complied with in the annual
accounts, or

(b) where a directors’ remuneration report is required to be prepared, the
requirements of Part 3 of Schedule 7A (directors’ remuneration report) are not
complied with in that report,

the auditors shall include in their report, so far as they are reasonably able to do so, a
statement giving the required particulars.”

Members’ vote on directors’ remuneration report
7. After section 241 of the Act, insert—
“241A Members’ approval of directors’ remuneration report

(1) This section applies to every company that is a quoted company immediately before
the end of a financial year.

(2) In this section “the meeting” means the general meeting of the company before
which the company’s annual accounts for the financial year are to be laid.

(3) The company must, prior to the meeting, give to the members of the company
entitled to be sent notice of the meeting notice of the intention to move at the meeting, as
an ordinary resolution, a resolution approving the directors’ remuneration report for the
financial year.

(4) Notice under subsection (3) shall be given to each such member in any manner
permitted for the service on him of notice of the meeting.

(5) The business that may be dealt with at the meeting includes the resolution.

(6) The existing directors must ensure that the resolution is put to the vote of the
meeting.
(7) Subsection (5) has effect notwithstanding—
(a) any default in complying with subsections (3) and (4);
(b) anything in the company’s articles.

(8) No entitlement of a person to remuneration is made conditional on the resolution
being passed by reason only of the provision made by this section.

(9) In the event of default in complying with the requirements of subsections (3) and
(4), every officer of the company who is in default is liable to a fine.

(10) If the resolution is not put to the vote of the meeting, each existing director is guilty
of an offence and liable to a fine.

(11) If an existing director is charged with an offence under subsection (10), it is a
defence for him to prove that he took all reasonable steps for securing that the resolution
was put to the vote of the meeting.

(12) In this section “existing director” means a person who, immediately before the
meeting, is a director of the company.”

Provision of summary financial statement to shareholders

8.—(1) Section 251 of the Act shall be amended as follows.
(2) For subsection (3) substitute—

“(3) The summary financial statement—

(a) shall be derived from the company’s annual accounts, the directors’ report and
(in the case of a quoted company) the directors’ remuneration report, and

(b) shall be in such form and contain such information as may be specified by
regulations made by the Secretary of State.”
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(3) For subsection (4) substitute—

“(4) Every summary financial statement shall—

(a) state that it is only a summary of information in the company’s annual accounts,
the directors’ report and (in the case of a quoted company) the directors’
remuneration report;

(b) contain a statement by the company’s auditors of their opinion as to whether the
summary financial statement is consistent with those accounts and those reports
and complies with the requirements of this section and regulations made under it;

(c) state whether the auditors’ report on the annual accounts, or on the annual
accounts and the auditable part of the directors’ remuneration report, was
unqualified or qualified, and if it was qualified set out the report in full together
with any further material needed to understand the qualification;

(d) state whether that auditors’ report contained a statement under—

(1) section 237(2) (accounting records or returns inadequate or accounts or
directors’ remuneration report not agreeing with records and returns); or

(i) section 237(3) (failure to obtain necessary information and explanations),
and if so, set out the statement in full.”

Content of directors’ remuneration report

9. After Schedule 7 to the Act insert the Schedule 7A which is set out in the Schedule to
these Regulations.

Minor and consequential amendments
10.—(1) The following minor and consequential amendments to the Act shall have effect.

(2) Insection 237(2), after “the company’s individual accounts are not in agreement with the
accounting records and returns,” insert “or if in the case of a quoted company the auditable
part of its directors’ remuneration report is not in agreement with the accounting records and
returns,”.

(3) In section 238 (1), for “A copy of the company’s annual accounts, together with a copy
of the directors’ report for that financial year and of the auditors’ report on those accounts,”
substitute “A copy of each of the documents mentioned in subsection (1A).”

(4) In section 238, after subsection (1), insert—

“(1A) Those documents are—
(a) the company’s annual accounts for the financial year,
(b) the directors’ report for that financial year,

(c) (in the case of a quoted company) the directors’ remuneration report for that
financial year, and

(d) the auditors’ report on those accounts or (in the case of a quoted company) on
those accounts and the auditable part of the directors’ remuneration report.”

(5) Insection 238(4A), for “a company’s annual accounts, of the directors’ report and of the
auditors’ report” substitute “copies of the documents mentioned in subsection (1A).”
(6) In section 239 (1), for the words after “without charge,” substitute “with a copy of—
(a) the company’s last annual accounts,
(b) the last directors’ report,
(¢) (in the case of a quoted company) the last directors’ remuneration report, and

(d) the auditors’ report on those accounts or (in the case of a quoted company) on
those accounts and the auditable part of the directors’ remuneration report for
the financial year for which those accounts are prepared.”

(7) In section 241 (1), for the words after “lay before the company in general meeting”
substitute “copies of—
(a) the company’s annual accounts,
(b) the directors’ report,
(c) (in the case of a quoted company) the directors’ remuneration report, and
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(d) the auditors’ report on those accounts or (in the case of a quoted company) on
those accounts and the auditable part of the directors’ remuneration report.”
(8) In section 242(1), for the words after “deliver to the registrar” substitute “a copy of—
(a) the company’s annual accounts,
(b) the directors’ report,
(c) (in the case of a quoted company) the directors’ remuneration report, and
(d) the auditors’ report on those accounts or (in the case of a quoted company) on
those accounts and the auditable part of the directors’ remuneration report.”
(9) In section 245—

(a) in subsection (1), after “directors’ report” insert “or directors’ remuneration
report”; and

(b) in subsection (3), insert “or a revised directors’ remuneration report” after “a revised
directors’ report”.

(10) In section 245B(3)(b) after the words “directors’ report” insert “, directors’
remuneration report”.

(11) In section 262(1), after the definition of “qualified” insert—

quoted company” means a company whose equity share capital—

(a) has been included in the official list in accordance with the provisions of Part VI
of the Financial Services and Markets Act 2000; or

(b) is officially listed in an EEA State; or

(c) is admitted to dealing on either the New York Stock Exchange or the exchange
known as Nasdagq;

and in paragraph (a) “the official list” shall have the meaning given it by section 103(1) of
the Financial Services and Markets Act 2000;”.
(12) In section 262A, after the entry for “associated undertaking” insert—
“auditable part (of a directors’ section 235(5)”
remuneration report)
and, after the entry for “qualified” insert—
“quoted company section 262(1)”.

(13) In Schedule 6—
(a) after the heading for Part 1 (and before the italic heading for paragraph 1) insert

“CHAPTER 1

PROVISIONS APPLYING TO QUOTED AND UNQUOTED
COMPANIES”;

(b) in paragraph 1(2), for “In the case of a company which is not a listed company”
substitute “In the case of a company which is not a quoted company and whose equity
share capital is not listed on the market known as AIM”;

(c) in paragraph 1(5), omit the definition of “listed company”; and
(d) after paragraph 1 (and before the italic heading for paragraph 2) insert—

“CHAPTER 2

PROVISIONS APPLYING ONLY TO UNQUOTED COMPANIES”.

(14) In Schedule 24 insert—
(a) after the entry for section 234A(4),

“234B(3) Non-compliance with requirements Summary One fifth

as to preparation and content of directors’ of the

remuneration report statutory
maximum.



234B(6) Default in complying with section Summary One fifth
234B(5) of the
statutory
maximum.”
(b) after the entry for section 241(2) or 242(2),

“241A(9) Default in complying with the Summary One fifth
requirements of section 241A(3) and (4) of the
statutory
maximum.
241A(10) Failure to put resolution to vote of Summary One fifth
meeting of the
statutory
maximum.”

Melanie Johnson,

Parliamentary Under-Secretary of State for

Competition, Consumers and Markets,

25th July 2002 Department of Trade and Industry



SCHEDULE
“Section 234B SCHEDULE 7A
DIRECTORS’ REMUNERATION REPORT

PART 1

INTRODUCTORY

1.—(1) In the directors’ remuneration report for a financial year (“the relevant financial year”) there
shall be shown the information specified in Parts 2 and 3 below.

(2) Information required to be shown in the report for or in respect of a particular person shall be
shown in the report in a manner that links the information to that person identified by name.

PART 2
INFORMATION NOT SUBJECT TO AUDIT

Consideration by the directors of matters relating to directors’ remuneration

2.—(1) If a committee of the company’s directors has considered matters relating to the directors’
remuneration for the relevant financial year, the directors’ remuneration report shall—

(a) name each director who was a member of the committee at any time when the committee was
considering any such matter;

(b) name any person who provided to the committee advice, or services, that materially assisted the
committee in their consideration of any such matter;

(c) in the case of any person named under paragraph (b), who is not a director of the company,
state—

(i) the nature of any other services that that person has provided to the company during the
relevant financial year; and

(ii) whether that person was appointed by the committee.

(2) Insub-paragraph (1)(b) “person” includes (in particular) any director of the company who does not
fall within sub-paragraph (1)(a).

Statement of company’s policy on directors’ remuneration

3.—(1) The directors’ remuneration report shall contain a statement of the company’s policy on
directors’ remuneration for the following financial year and for financial years subsequent to that.
(2) The policy statement shall include—

(a) for each director, a detailed summary of any performance conditions to which any entitlement
of the director—

(i) to share options, or
(ii) under a long-term incentive scheme,
is subject;
(b) an explanation as to why any such performance conditions were chosen;

(c) asummary of the methods to be used in assessing whether any such performance conditions are
met and an explanation as to why those methods were chosen;

d) if any such performance condition involves any comparison with factors external to the
y p y p
company—
(i) a summary of the factors to be used in making each such comparison, and

(i) if any of the factors relates to the performance of another company, of two or more other
companies or of an index on which the securities of a company or companies are listed, the
identity of that company, of each of those companies or of the index;

(e) adescription of, and an explanation for, any significant amendment proposed to be made to the
terms and conditions of any entitlement of a director to share options or under a long term
incentive scheme; and

(f) if any entitlement of a director to share options, or under a long-term incentive scheme, is not
subject to performance conditions, an explanation as to why that is the case.

(3) The policy statement shall, in respect of each director’s terms and conditions relating to
remuneration, explain the relative importance of those elements which are, and those which are not,
related to performance.



(4) The policy statement shall summarise, and explain, the company’s policy on—
(a) the duration of contracts with directors, and
(b) notice periods, and termination payments, under such contracts.
(5) In sub-paragraphs (2) and (3), references to a director are to any person who serves as a director of

the company at any time in the period beginning with the end of the relevant financial year and ending
with date on which the directors’ remuneration report is laid before the company in general meeting.

Performance Graph

4.—(1) The directors’ remuneration report shall—
(a) contain a line graph that shows for each of—

(i) a holding of shares of that class of the company’s equity share capital whose listing, or
admission to dealing, has resulted in the company falling within the definition of “quoted
company”, and

(i) a hypothetical holding of shares made up of shares of the same kinds and number as those
by reference to which a broad equity market index is calculated,

a line drawn by joining up points plotted to represent, for each of the financial years in the
relevant period, the total shareholder return on that holding; and

(b) state the name of the index selected for the purposes of the graph and set out the reasons for
selecting that index.

(2) For the purposes of sub-paragraphs (1) and (4), “relevant period” means the five financial years of
which the last is the relevant financial year.
(3) Where the relevant financial year
(a) is the company’s second, third or fourth financial year, sub-paragraph (2) has effect with the
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substitution of “two”, “three” or “four” (as the case may be) for “five”; and
(b) is the company’s first financial year, “relevant period”, for the purposes of sub-paragraphs (1)
and (4), means the relevant financial year.
(4) For the purposes of sub-paragraph (1), the “total shareholder return” for a relevant period on a
holding of shares must be calculated using a fair method that—

(a) takes as its starting point the percentage change over the period in the market price of the
holding;

(b) involves making—
(i) the assumptions specified in sub-paragraph (5) as to reinvestment of income, and
(i) the assumption specified in sub-paragraph (7) as to the funding of liabilities; and
(c) makes provision for any replacement of shares in the holding by shares of a different description;
and the same method must be used for each of the holdings mentioned in sub-paragraph (1).

(5) The assumptions as to reinvestment of income are—

(a) that any benefit in the form of shares of the same kind as those in the holding is added to the
holding at the time the benefit becomes receivable; and

(b) that any benefit in cash, and an amount equal to the value of any benefit not in cash and not
falling within paragraph (a), is applied at the time the benefit becomes receivable in the purchase
at their market price of shares of the same kind as those in the holding and that the shares
purchased are added to the holding at that time.

(6) In sub-paragraph (5) “benefit” means any benefit (including, in particular, any dividend) receivable
in respect of any shares in the holding by the holder from the company of whose share capital the shares
form part.

(7) The assumption as to the funding of liabilities is that, where the holder has a liability to the company
of whose capital the shares in the holding form part, shares are sold from the holding—
(a) immediately before the time by which the liability is due to be satisfied, and
(b) in such numbers that, at the time of the sale, the market price of the shares sold equals the
amount of the liability in respect of the shares in the holding that are not being sold.

(8) In sub-paragraph (7) “liability” means a liability arising in respect of any shares in the holding or
from the exercise of a right attached to any of those shares.

Service contracts

5.—(1) The directors’ remuneration report shall contain, in respect of the contract of service or
contract for services of each person who has served as a director of the company at any time during the
relevant financial year, the following information:

(a) the date of the contract, the unexpired term and the details of any notice periods;
(b) any provision for compensation payable upon early termination of the contract; and



(c) such details of other provisions in the contract as are necessary to enable members of the
company to estimate the liability of the company in the event of early termination of the
contract.

(2) The directors’ remuneration report shall contain an explanation for any significant award made to
a person in the circumstances described in paragraph 14.

PART 3
INFORMATION SUBJECT TO AUDIT

Amount of each director’s emoluments and compensation in the relevant financial year

6.—(1) The directors’ remuneration report shall for the relevant financial year show, for each person
who has served as a director of the company at any time during that year, each of the following—

(a) the total amount of salary and fees paid to or receivable by the person in respect of qualifying
services;

(b) the total amount of bonuses so paid or receivable;
(c) the total amount of sums paid by way of expenses allowance that are—
(i) chargeable to United Kingdom income tax (or would be if the person were an
individual); and
(i) paid to or receivable by the person in respect of qualifying services;
(d) the total amount of—
(i) any compensation for loss of office paid to or receivable by the person, and
(i) any other payments paid to or receivable by the person in connection with the termination
of qualifying services;
(e) the total estimated value of any benefits received by the person otherwise than in cash that—
(i) do not fall within any of sub-paragraphs (a)—(d) or paragraphs 7-11 below,
(i1) are emoluments of the person, and
(iii) are received by the person in respect of qualifying services; and
(f) the amount that is the total of the sums mentioned in paragraphs (a) to (e).
(2) The directors’ remuneration report shall show, for each person who has served as a director of the

company at any time during the relevant financial year, the amount that for the financial year preceding
the relevant financial year is the total of the sums mentioned in paragraphs (a) to (¢) of sub-paragraph (1).

(3) The directors’ remuneration report shall also state the nature of any element of a remuneration
package which is not cash.

(4) The information required by sub-paragraphs (1) and (2) shall be presented in tabular form.

Share options

7.—(1) The directors’ remuneration report shall contain, in respect of each person who has served as a
director of the company at any time in the relevant financial year, the information specified in paragraph 8.

(2) Sub-paragraph (1) is subject to paragraph 9 (aggregation of information to avoid excessively
lengthy reports).

(3) The information specified in paragraphs (a) to (c) of paragraph 8 shall be presented in tabular form
in the report.

(4) In paragraph 8 “share option”, in relation to a person, means a share option granted in respect of
qualifying services of the person.

8. The information required by sub-paragraph (1) of paragraph 7 in respect of such a person as is
mentioned in that sub-paragraph is—

(a) the number of shares that are subject to a share option—

(i) at the beginning of the relevant financial year or, if later, on the date of the appointment of
the person as a director of the company, and

(i) at the end of the relevant financial year or, if earlier, on the cessation of the person’s
appointment as a director of the company,

in each case differentiating between share options having different terms and conditions;

(b) information identifying those share options that have been awarded in the relevant financial
year, those that have been exercised in that year, those that in that year have expired unexercised
and those whose terms and conditions have been varied in that year;

(c) for each share option that is unexpired at any time in the relevant financial year—
(i) the price paid, if any, for its award,



(i1) the exercise price,
(iii) the date from which the option may be exercised, and
(iv) the date on which the option expires;

(d) a description of any variation made in the relevant financial year in the terms and conditions of
a share option;

(e) a summary of any performance criteria upon which the award or exercise of a share option is
conditional, including a description of any variation made in such performance criteria during
the relevant financial year;

(f) for each share option that has been exercised during the relevant financial year, the market price
of the shares, in relation to which it is exercised, at the time of exercise; and

(g) for each share option that is unexpired at the end of the relevant financial year—
(i) the market price at the end of that year, and
(ii) the highest and lowest market prices during that year,
of each share that is subject to the option.

9.—(1) If, in the opinion of the directors of the company, disclosure in accordance with paragraphs 7
and 8 would result in a disclosure of excessive length then, (subject to sub-paragraphs (2) and (3))—

(a) information disclosed for a person under paragraph 8(a) need not differentiate between share
options having different terms and conditions;

(b) for the purposes of disclosure in respect of a person under paragraph 8 (c)(i) and (i) and (g),
share options may be aggregated and (instead of disclosing prices for each share option)
disclosure may be made of weighted average prices of aggregations of share options;

(c) for the purposes of disclosure in respect of a person under paragraph 8§ (c) (iii) and (iv), share
options may be aggregated and (instead of disclosing dates for each share option) disclosure may
be made of ranges of dates for aggregation of share options.

(2) Sub-paragraph (1)(b) and (c) does not permit the aggregation of—
(a) share options in respect of shares whose market price at the end of the relevant financial year is
below the option exercise price, with

(b) share options in respect of shares whose market price at the end of the relevant financial year is
equal to, or exceeds, the option exercise price.

(3) Subparagraph (1) does not apply (and accordingly, full disclosure must be made in accordance with
paragraphs 7 and 8) in respect of share options that during the relevant financial year have been awarded
or exercised or had their terms and conditions varied.

Long term incentive schemes

10.—(1) The directors’ remuneration report shall contain, in respect of each person who has served as
a director of the company at any time in the relevant financial year, the information specified in
paragraph 11.

(2) Sub-paragraph (1) does not require the report to contain share option details that are contained in
the report in compliance with paragraphs 7 to 9.

(3) The information specified in paragraph 11 shall be presented in tabular form in the report.

(4) For the purposes of paragraph 11—

(a) “scheme interest”, in relation to a person, means an interest under a long term incentive scheme
that is an interest in respect of which assets may become receivable under the scheme in respect
of qualifying services of the person; and

(b) such an interest “vests” at the earliest time when—
(i) it has been ascertained that the qualifying conditions have been fulfilled, and

(i) the nature and quantity of the assets receivable under the scheme in respect of the interest
have been ascertained.

(5) In this Schedule “long term incentive scheme” means any agreement or arrangement under which
money or other assets may become receivable by a person and which includes one or more qualifying
conditions with respect to service or performance that cannot be fulfilled within a single financial year,
and for this purpose the following shall be disregarded, namely—

(a) any bonus the amount of which falls to be determined by reference to service or performance
within a single financial year;

(b) compensation in respect of loss of office, payments for breach of contract and other termination
payments; and

(c) retirement benefits.
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11.—(1) The information required by sub-paragraph (1) of paragraph 10 in respect of such a person
as is mentioned in that sub-paragraph is—

(a) details of the scheme interests that the person has at the beginning of the relevant financial year
or if later on the date of the appointment of the person as a director of the company;

(b) details of the scheme interests awarded to the person during the relevant financial year;

(c) details of the scheme interests that the person has at the end of the relevant financial year or if
earlier on the cessation of the person’s appointment as a director of the company;

(d) for each scheme interest within paragraphs (a) to (c)—

(i) the end of the period over which the qualifying conditions for that interest have to be
fulfilled (or if there are different periods for different conditions, the end of whichever of
those periods ends last); and

(i) a description of any variation made in the terms and conditions of the scheme interests
during the relevant financial year; and

(e) for each scheme interest that has vested in the relevant financial year—
(i) the relevant details (see sub-paragraph (3)) of any shares,
(ii) the amount of any money, and
(iii) the value of any other assets,
that have become receivable in respect of the interest.
(2) The details that sub-paragraph (1)(b) requires of a scheme interest awarded during the relevant
financial year include, if shares may become receivable in respect of the interest, the following—
(a) the number of those shares;
(b) the market price of each of those shares when the scheme interest was awarded; and
(c) details of qualifying conditions that are conditions with respect to performance.
(3) In sub-paragraph (1)(e)(i) “the relevant details”, in relation to any shares that have become
receivable in respect of a scheme interest, means—
(a) the number of those shares;
(b) the date on which the scheme interest was awarded,;
(c) the market price of each of those shares when the scheme interest was awarded;
(d) the market price of each of those shares when the scheme interest vested; and
(e) details of qualifying conditions that were conditions with respect to performance.

Pensions

12.—(1) The directors’ remuneration report shall, for each person who has served as a director of the
company at any time during the relevant financial year, contain the information in respect of pensions
that is specified in sub-paragraphs (2) and (3).

(2) Where the person has rights under a pension scheme that is a defined benefit scheme in relation to
the person and any of those rights are rights to which he has become entitled in respect of qualifying
services of his—

(a) details
(i) of any changes during the relevant financial year in the person’s accrued benefits under the
scheme, and
(i) of the person’s accrued benefits under the scheme as at the end of that year;

(b) the transfer value, calculated in a manner consistent with “Retirement Benefit Schemes—
Transfer Values (GN 11)” published by the Institute of Actuaries and the Faculty of Actuaries
and dated 6th April 2001, of the person’s accrued benefits under the scheme at the end of the
relevant financial year;

(c) the transfer value of the person’s accrued benefits under the scheme that in compliance with
paragraph (b) was contained in the director’s remuneration report for the previous financial year
or, if there was no such report or no such value was contained in that report, the transfer value,
calculated in such a manner as is mentioned in paragraph (b), of the person’s accrued benefits
under the scheme at the beginning of the relevant financial year;

(d) the amount obtained by subtracting—

(i) the transfer value of the person’s accrued benefits under the scheme that is required to be
contained in the report by paragraph (c), from

(i) the transfer value of those benefits that is required to be contained in the report by
paragraph (b),
and then subtracting from the result of that calculation the amount of any contributions made to the
scheme by the person in the relevant financial year.
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(3) Where—

(a) the person has rights under a pension scheme that is a money purchase scheme in relation to the
person, and

(b) any of those rights are rights to which he has become entitled in respect of qualifying services
of his,

details of any contribution to the scheme in respect of the person that is paid or payable by the company
for the relevant financial year or paid by the company in that year for another financial year.

Excess retirement benefits of directors and past directors

13.—(1) Subject to sub-paragraph (3), the directors’ remuneration report shall show in respect of each
person who has served as a director of the company—

(a) at any time during the relevant financial year, or
(b) at any time before the beginning of that year,

the amount of so much of retirement benefits paid to or receivable by the person under pension schemes
as is in excess of the retirement benefits to which he was entitled on the date on which the benefits first
became payable or 31st March 1997, whichever is the later.

(2) In subsection (1) “retirement benefits” means retirement benefits to which the person became
entitled in respect of qualifying services of his.

(3) Amounts paid or receivable under a pension scheme need not be included in an amount required
to be shown under sub-paragraph (1) if—

(a) the funding of the scheme was such that the amounts were or, as the case may be, could have
been paid without recourse to additional contributions; and

(b) amounts were paid to or receivable by all pensioner members of the scheme on the same basis;

and in this sub-paragraph “pensioner member”, in relation to a pension scheme, means any person who
is entitled to the present payment of retirement benefits under the scheme.

(4) In this paragraph—
(a) references to retirement benefits include benefits otherwise than in cash; and

(b) in relation to so much of retirement benefits as consists of a benefit otherwise than in cash,
references to their amount are to the estimated money value of the benefit;

and the nature of any such benefit shall also be shown in the report.

Compensation for past directors

14. The directors’ remuneration report shall contain details of any significant award made in the
relevant financial year to any person who was not a director of the company at the time the award was
made but had previously been a director of the company, including (in particular) compensation in respect
of loss of office and pensions but excluding any sums which have already been shown in the report under
paragraph 6(1)(d).

Sums paid to third parties in respect of a director’s services

15.—(1) The directors’ remuneration report shall show, in respect of each person who served as a
director of the company at any time during the relevant financial year, the aggregate amount of any
consideration paid to or receivable by third parties for making available the services of the person—

(a) as a director of the company, or
(b) while director of the company—
(i) as director of any of its subsidiary undertakings, or

(i) as director of any other undertaking of which he was (while director of the company) a
director by virtue of the company’s nomination (direct or indirect), or

(iii) otherwise in connection with the management of the affairs of the company or any such
other undertaking.
(2) The reference to consideration includes benefits otherwise than in cash; and in relation to such
consideration the reference to its amount is to the estimated money value of the benefit.
The nature of any such consideration shall be shown in the report.

(3) The reference to third parties is to persons other than—
(a) the person himself or a person connected with him or a body corporate controlled by him, and
(b) the company or any such other undertaking as is mentioned in sub-paragraph (1)(b)(ii).
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PART 4

INTERPRETATION AND SUPPLEMENTARY

16.—(1) In this Schedule—

“amount”, in relation to a gain made on the exercise of a share option, means the difference
between—

(a) the market price of the shares on the day on which the option was exercised; and
(b) the price actually paid for the shares;

“company contributions”, in relation to a pension scheme and a person, means any payments
(including insurance premiums) made, or treated as made, to the scheme in respect of the person by
anyone other than the person;

“defined benefit scheme”, in relation to a person, means a pension scheme which is not a money
purchase scheme in relation to the person;

“emoluments” of a person—

(a) includes salary, fees and bonuses, sums paid by way of expenses allowance (so far as they are
chargeable to United Kingdom income tax or would be if the person were an individual) but,

(b) does not include any of the following, namely—

(i) the value of any share options granted to him or the amount of any gains made on the
exercise of any such options;

(ii) any company contributions paid, or treated as paid, in respect of him under any pension
scheme or any benefits to which he is entitled under any such scheme; or

(iil) any money or other assets paid to or received or receivable by him under any long term
incentive scheme;

“long term incentive scheme” has the meaning given by paragraph 10(5);

“money purchase benefits”, in relation to a person, means retirement benefits the rate or amount of

which is calculated by reference to payments made, or treated as made, by the person or by any other

person in respect of that person and which are not average salary benefits;

“money purchase scheme”, in relation to a person , means a pension scheme under which all of the

benefits that may become payable to or in respect of the person are money purchase benefits in

relation to the person;

“pension scheme” means a retirement benefits scheme within the meaning given by section 611 of the

Income and Corporation Taxes Act 1988;

“qualifying services”, in relation to any person, means his services as a director of the company, and

his services at any time while he is a director of the company—

(a) as a director of an undertaking that is a subsidiary undertaking of the company at that time;

(b) as a director of any other undertaking of which he is a director by virtue of the company’s
nomination (direct or indirect); or

(c) otherwise in connection with the management of the affairs of the company or any such
subsidiary undertaking or any such other undertaking;

“retirement benefits” means relevant benefits within the meaning given by section 612(1) of the

Income and Corporation Taxes Act 1988;

“shares” means shares (whether allotted or not) in the company, or any undertaking which is a group

undertaking in relation to the company, and includes a share warrant as defined by section 188(1);

“share option” means a right to acquire shares;

“value” , in relation to shares received or receivable on any day by a person who is or has been a

director of the company, means the market price of the shares on that day.

(2) In this Schedule “compensation in respect of loss of office” includes compensation received or
receivable by a person for—
(a) loss of office as director of the company, or
(b) loss, while director of the company or on or in connection with his ceasing to be a director of
it, of—
(i) any other office in connection with the management of the company’s affairs, or

(i) any office as director or otherwise in connection with the management of the affairs of any
undertaking that, immediately before the loss, is a subsidiary undertaking of the company
or an undertaking of which he is a director by virtue of the company’s nomination (direct
or indirect);

(c) compensation in consideration for, or in connection with, a person’s retirement from office; and

(d) where such a retirement is occasioned by a breach of the person’s contract with the company
or with an undertaking that, immediately before the breach, is a subsidiary undertaking of the
company or an undertaking of which he is a director by virtue of the company’ s nomination
(direct or indirect)—
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(i) payments made by way of damages for the breach; or
(ii) payments made by way of settlement or compromise of any claim in respect of the breach.

(3) References in this Schedule to compensation include benefits otherwise than in cash; and in relation
to such compensation references in this Schedule to its amount are to the estimated money value of the
benefit.

(4) References in this Schedule to a person being “connected” with a director, and to a director
“controlling” a body corporate, shall be construed in accordance with section 346.

17.—(1) For the purposes of this Schedule emoluments paid or receivable or share options granted in
respect of a person’s accepting office as a director shall be treated as emoluments paid or receivable or
share options granted in respect of his services as a director.

(2) Where a pension scheme provides for any benefits that may become payable to or in respect of a
person to be whichever are the greater of—

(a) such benefits determined by or under the scheme as are money purchase benefits in relation to
the person; and

(b) such retirement benefits determined by or under the scheme to be payable to or in respect of the
person as are not money purchase benefits in relation to the person,

the company may assume for the purposes of this Schedule that those benefits will be money purchase

benefits in relation to the person, or not, according to whichever appears more likely at the end of

the relevant financial year.

(3) In determining for the purposes of this Schedule whether a pension scheme is a money purchase
scheme in relation to a person or a defined benefit scheme in relation to a person, any death in service
benefits provided for by the scheme shall be disregarded.

18.—(1) The following applies with respect to the amounts to be shown under this Schedule.

(2) The amount in each case includes all relevant sums paid by or receivable from—

(a) the company; and

(b) the company’s subsidiary undertakings; and

(c) any other person,
except sums to be accounted for to the company or any of its subsidiary undertakings or any other
undertaking of which any person has been a director while director of the company, by virtue of sections
314 and 315 of this Act (duty of directors to make disclosure on company takeover; consequence of non-
compliance), to past or present members of the company or any of its subsidiaries or any class of those
members.

(3) References to amounts paid to or receivable by a person include amounts paid to or receivable by
a person connected with him or a body corporate controlled by him (but not so as to require an amount
to be counted twice).

19.—(1) The amounts to be shown for any financial year under Part 3 of this Schedule are the sums
receivable in respect of that year (whenever paid) or, in the case of sums not receivable in respect of a
period, the sums paid during that year.

(2) But where—

(a) any sums are not shown in the directors’ remuneration report for the relevant financial year on
the ground that the person receiving them is liable to account for them as mentioned in
paragraph 18(2), but the liability is thereafter wholly or partly released or is not enforced within
a period of 2 years; or

(b) any sums paid by way of expenses allowance are charged to United Kingdom income tax after
the end of the relevant financial year or, in the case of any such sums paid otherwise than to an
individual, it does not become clear until the end of the relevant financial year that those sums
would be charged to such tax were the person an individual,

those sums shall, to the extent to which the liability is released or not enforced or they are charged as
mentioned above (as the case may be), be shown in the first directors’ remuneration report in which it is
practicable to show them and shall be distinguished from the amounts to be shown apart from this
provision.

20. Where it is necessary to do so for the purpose of making any distinction required by the preceding
paragraphs in an amount to be shown in compliance with this Part of this Schedule, the directors may
apportion any payments between the matters in respect of which these have been paid or are receivable
in such manner as they think appropriate.

21. This Schedule requires information to be given only so far as it is contained in the company’s
books and papers, available to members of the public or the company has the right to obtain it.”
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EXPLANATORY NOTE

( This note is not part of the Regulations)

Schedule 6 of the Companies Act 1985 requires a company to produce certain information
concerning directors’ remuneration by way of notes to the company’s accounts. These
regulations exempt a quoted company from most of the requirements contained in Part I of
Schedule 6 and instead require such a company to set out a large part of the information
concerning directors’ remuneration in the directors’ remuneration report. Part I of Schedule 6
will continue to apply to companies which are not quoted and Parts II and III of that Schedule
will apply to both quoted and unquoted companies.

A quoted company is defined in regulation 10 as a company whose equity share capital has
been included in the official list in accordance with the provisions of Part VI of the Financial
Services and Markets Act 2000, is officially listed in an EEA State or is admitted to dealing on
either the New York Stock Exchange or the exchange known as Nasdaq.

The directors of a quoted company are required to produce for each financial year a
directors’ remuneration report which shall be approved by the board of directors and signed
on behalf of the directors by a director or the secretary of the company.

The company’s auditors are to report to the company as to whether that part of the directors’
remuneration report which contains the information required by Part 3 of Schedule 7A has
been properly prepared in accordance with the Companies Act 1985. To the extent that the
requirements of Schedule 6 or Part 3 of Schedule 7A are not complied with the auditors shall
include in their report, so far as they are reasonably able to do so, a statement giving the
required particulars.

A copy of the directors’ remuneration report is to be sent to each member of the company,
every holder of the company’s debentures and every person who is entitled to receive notice of
general meetings. If the quoted company is also a listed company, to which section 251
Companies Act 1985 applies, then it may send to those persons a summary financial statement
instead of the accounts, directors’ report and directors’ remuneration report. The content of
the summary financial statement is set out in the Companies (Summary Financial Statement)
Regulations 1995 (SI 1995/2092) and it is proposed to amend those regulations to set out those
elements of the directors’ remuneration report which are to be summarised in the summary
financial statement.

Regulation 7 inserts a new section 241A into the Companies Act 1985 which requires that a
resolution approving the directors’ remuneration report for the financial year is moved as an
ordinary resolution at the general meeting of the company before which the company’s annual
accounts for the financial year are laid.

A quoted company is, in addition, required to deliver a copy of the directors’ remuneration
report to the Registrar of Companies.

Part 2 of Schedule 7A requires information concerning four areas. First, circumstances
surrounding the consideration by the directors of matters pertaining to directors’
remuneration. Second, a statement of the company’s policy on directors’ remuneration for the
following financial year. Third, a performance graph which sets out the total shareholder return
of the company on the class of equity share capital, if any, which caused the company to fall
within the definition of “quoted company”. Finally, Part 2 requires certain information to be
set out concerning each director’s contract of service or contract for services.

Part 3 of Schedule 7A requires detailed information to be set out concerning the emoluments,
share options, long term incentive plans, pensions, compensation and excess retirement benefits
of each director and, in some cases, of past directors as well.

A Regulatory Impact Assessment has been prepared. Copies can be obtained from David
Styles, Company Law and Investigations Directorate, DTI, 1 Victoria St, London SW1H OET,
telephone 020 7215 0211. Copies of which have been placed in the libraries of both Houses of
Parliament.
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