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GUIDELINES FOR REMUNERATION
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By Mariaile Stevenot & Banédicte Schmeeriobia

Policies in the Financial Sector

Among the efforts made from an International point of view
in order to stablize the economic and financial environment,
particular attention has been pald to remuneration policles in
the financlal sector, which Is regarded as an element [lkely to
encourage excesshve risk-taking.

Consaquently, international and BEuropean Initiathves have been
taken up 2.0, G20, European Commission, etc.) to define good
remuneration practices and policies and male them applicable
at a worldwide level,

In this context, the "Commission de Survelllance du Secteur
Financler" (CS5F) released on Rebruary 1, 2010 Clroular
1437 on guidelines for remunearation policies In the financial
aector, which transposes into Lusemburg regulation the
Buropean Commisslon Recommendation of Aprll 30, 2008 on
remuneration polizles In the financial servces sector.

Scope of the Circular

The Circular applles to all entities supendsed by the CSSE
rictably barks, irvestment firms, pension funds managers and
LICITS, provided that they are based on the teritory of the
Grand-Duchy of Luxembourg.

It al=o applies o subsidiaries of such entties, which are located
abroad and subsidiarles  of similar entities located in the
Grand-Duchy of Luxembourg whose statutory seat or
effective place of management Is located out of the Eurcpaan
Economic Area.

The Circular aims at members of corporate bodies (2.9, board
of directors, managing board, superdsory board, etc.) as well
as amployess whose professional activities have a materal
Impact on the risk profile of the financlal entity as far as their
remuneration includes variable components.

Policy on directors’ remuneration and

structure of this policy

Financial entties should adopt a remuneration potlcy which is
conglstent, promotes sound and effective sk managemesnt and
which doss not Induce excessive risk-taking.

Where the remuneration policy Includes varlable components

of rernuneration, an appropriate balance between fixed and
varlable remuneration, setting out a maximum limit for the
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variable componant shoukd be structured, The fixed componant
should represent a sufficlently high proportion of the total
remuneration component, alowing the firm to operate a fully
flexible bonus palicy. Where a significant bonus s awarded,
the major part of the benus should be defered with a minimum
deferment pericd.

Temination payments, 2o called "golden parachutes”, pald

In the case of an anticipated termination of the contract, shall
also be detemined In accordance with effective parformance in
arder that failurs Is not rewardead.

FPerformance measures

Entities should base performance related remuneration on a
rulti-vear combination of the individual's performancs, the busi-
ness unit performance and the performance of the overall finm.
The measuramerit should include an adjustment for current

and futurs risks related to the underling performance and
take Into account the cost of the capital emploved and the |-
quidity required. MNon-financial criterla, such as compliance with
irtermal niles and procedures, aswell as compliance with the
standards governing  the relationship with clients and Investors
should also be taken Into accourt.

Governance

The remuneration policy should Include measures to avold
conflictz of Interests. The board should determine the
remurneration of directors and establish the general princlples
of the remunsration policy of the firm. These general principles
should be clear and easily understandakike. They should be
communicated to the members of staff concerned.




