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Executive Remuneration Policy At Banks In Poland Ater The
Financial Crisis - Evolution Or Revolution?

Abstract

The executive remuneration policy of financial itndibns has been
indicated as one of the key factors that led to beent financial crisis. As
a consequence a number of legislative initiatived best practices have been
imposed,aimed at strengthening existing and crgatiaw standards of good
corporate governance at banks. The purpose of dhigle is to assess the
effectiveness of Poland’s new regulations concegrrimnks' executive pay,
which were introduced in the aftermath of the réc&nancial crisis. The
research results indicate that the new legal ridese not been fully enforced.
Public banks in Poland are not fulfilling the repimg obligations imposed by
law and international principles. Given the crucimhportance of executive
remuneration policy in the financial sector to stability of the banking sector,
the inability to evaluate the progress made in #Hujustment of executive
remuneration practices to the new regulations maypbrceived as one of the
important risk factors that has not been effecyivadiminated or even reduced in
Poland yet.

Keywords:corporate governance, compensation policy, bankecfor, financial
crisis
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26 AgnikazStomka-Gagbiowska, Piotr Urbanek

1. Introduction

The recent financial crisis, for which the collagg§d_ehman Brothers in
2008 is considered to be the symbolic beginningwstd the importance of
executive remuneration policy in financial instituts. The inefficient system of
executive pay was pointed out as one of the passilises of the crisis. It was
predominantly short-term oriented, which encouragecessive risk-taking. As
a result, many financial institutions were threateby bankruptcy, and consequently,
the stability of global financial systems was jemieed. Hence, a number of
legislative initiatives and best practices wereoiiiced by international and
national institutions responsible for the supeovisdf financial sectors. They aimed
at improving existing and creating new corporateegpance standards in the area
of executive remuneration.

The purpose of this paper is firstly to examine g¢kielution of regulation
on executive remuneration in public banks operaiimg?oland. The actual
binding law with regard to banker’s pay will be qeaned with international
principles. Secondly, the paper focuses on disotbosf the level and the
structure of bank's executive pay as well as theureeration policy, in particular
with regard to the use of long-term incentive pemgsbased on shares. We run
the analysis using the sample of all the bankedistn the Warsaw Stock
Exchange during 2008-2012. This was a period cketiaed by a high volatility
of macroeconomic conditions and thestock marketgsas a numerous legal
changes. It is therefore important to investigdie extent to which banks
operating in such a turbulent economic and regolaavironment adapted their
practices to the new recommended standards.

2. International regulation for sound executive renuneration practices in
the banking sector

Executive remuneration policy is one of the mogtontant instruments of
corporate governance. It has attracted a lot ehatin at the beginning of this
century, when a number of corporate fraudsand adoauscandals related to
the excessive pay in underperforming companies warealed. As a response
to the situation,legislative initiatives were irdueed to compensate executives
in a more effective manner. They focused on imprgyrocedures of setting
executive pay and disclosure of executive remuiteratystems (Urbanek 2010,
pp. 85-86). The most important goal was to link aexre income with the
corporate results. As a consequence, a signifigant of the executive
remuneration became variable components - bonusksieferred share-based
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Exéive Remuneration Policy At Banks... 27

compensation. An important role in the improvedcess of executive pay
setting was played by board remuneration committees

Issues of executive remuneration policy were rawexk for the first time
in the OECD Principles of Corporate Governancpublished in 1999 and
updated in 2004. The international standards imneicthe necessity of
establishing board committees that should focukeynselected areas of board
responsibilities, among others executive selectiand designing their
remuneration scheme. The committees should alse Inadependent board
members. OECD principles require public compantedisclose the level and
the structure of executive and non-executive remaiiem. The scope of
thedisclosed information should be sufficient tesess how the executive
remuneration may impact corporate performance,edlsas to analyze costs and
benefits from remuneration schemes and long-tegmritive programs. Despite
the fact that the OECD nprinciples are quite genethéy have become
a benchmark for creating national versions of caf® governance codes,
including with respect to executive remuneration.

In 2004 the European Commission also issued recowmiatiens for
Member States on executive remuneration in puldiopganies. They aimed at
improving disclosure of remuneration. Public companshould disclose the
executive remuneration scheme, including individe@hpensation amounts, in
the form of a separate report attached to the ardimaacial statements, which
should be available on the company's website. Téport should present
thecriteria for payout of compensation elements @@ based on shares.
Additionally, long-term incentive programs basedstiares should be approved
by the general meeting of shareholders. The next ofethe European
Commission recommendations,released in 2005, fdcuse a remuneration
committee, which should consist of a majority oflépendent directors. The
most important tasks of the committee encompasfymlesf the executive
remuneration scheme, monitoring the level and ®irac of executive
remuneration, presenting opinions to the boardhenchoice between granting
options to subscribe or to purchase shares.

In April 2009 the European Commission issued recenuations on the
remuneration of directors of listed companies traimpleted the EC
Recommendations issued in 2004 and 200%Hese recommendations seek to
address the design of pay packages and remuneratilicies in order to
promote the growth of the company in the long rynnimintaining a proper

! European Commission Recommendation of 30 April9268 remuneration policies in the
financial services sector (2009/384/EC) complementilecommendations 2004/913/EC and
2005/162/EC as regards the regime for the remuperafidirectors of listed companies.
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28 AgnikazStomka-Gagbiowska, Piotr Urbanek

balance between all remuneration components. Giantion is paid to the

process of setting variable components of remuioeraseverance payment and
stock-based pay. In addition, a number of new m@sha, such as cash
incentive deferral, reduction of bonus in the cadesubdued or negative

corporate performance in the long-term (malus)remlaiming bonuses paid

based on results that later were proven to hava besstated, are introduced.
Adoption of the clawback arrangements can be irzatpd also in situationswhere
there was a breach of the internal proceduresettdmpany. Also, severance
pay has been changed by the EC recommendatiohsvéisshould be narrowed

down and itshouldn’t be paid out if the relevargules are not delivered. The
performance criteria which are a basis for remur@rapayments should be
aligned with long-term value creation and prudeskttaking.

Until 2009, there was no separate regulation orcgie remuneration
for financial institutions which took into accoutite specific nature of the
corporate governance of banks. This specificitynsde up of a number of
factors: systemic risk, the scale and nature dkibhgroperations, interdependencies
between the entities of the financial sector, iratwve financial instruments, the
complex structure of ownership and control of lafigancial groups as well as
thedynamic changes which take place in banks’ legsimodels. An area that is
closely linked with corporate governance is bams& management. Failures
and weaknesses of bank’s corporate governanceteathe large extent, be
viewed as contributing to the recent financial isri§he pre-crisis practice of
executive remuneration in banks was not alignedch vtudent risk-taking
behaviour, as pay structures were too much focoseshort-term gains, which
led to excessive risk taking.

Drawing lessons from the crisis, the European Casion in 2009
formulatedRecommendation 384 - that executive raration policy should be
tied to the level of bank’s risk appetite. Thispistes that the current and future
risk, cost of capital and liquidity ratios should taken into account during the
process of determining the criteria for measuribgré’s performance and the
goals achieved by the individual members of theagament board. The rules
for setting the executive remuneration componerdglicy also stress that
executive pay should be linked to the bank’s pentorce, thatthe criteria used
for measuring both abank’s performanceand the iddal results should be the
risk-adjusted, and thatthe eligibility criteria felnare-based compensation should
be clearly formulated. Most of the European coestrdid not follow the
European Commission recommendations at a satisfaleteel As a result, the
Commission decided to issue principles on remuioeraih financial institutions

2 European Commission, Green Paper. Corporate gowenanfinancial institutions and
remuneration policies, Brussels, 2010.

Bereitgestellt von | ZBW - Deutsche Zentralbibliothek fuer Wirtschaftswissenschaften Leibniz Institut
Angemeldet
Heruntergeladen am | 18.06.18 12:40



Exéive Remuneration Policy At Banks... 29

through a directive, including them in the revis@dpital Requirements
Directive (CRD I11)2 The national banking supervisory authorities déged to
oversee the remuneration policy and, if necesdarngnforce the Directive's
requirements through a system of sanctions.

The provisions of CRD Il coins a new term - MadbiRisk-Takers
(MTR) - which indicates a group of people whosefggsional actions can have
a material effect on a bank’s risk exposure. Tlmigrencompasses " ... at least
executive directors, individuals who make decisiaegarding risk, staff
engaged in control functions and any employee whosa remuneration,
including discretionary pension benefit provisiorsat the level of executive
directors and of individuals who make decisionsarding risk.* For them, the
ratio between cash payments and share-based remtionemust be adjusted to
the level of risk taken. CRD Il strictly defineagh sets minimumrequirements,
onwhat part of variable remuneration should be rdefeand for how long, as
well as how much should be paid in shares or iir #givalent. Theproportion
of deferred component is to be set at minimum 6b4¥er at minimum of three
years, and for senior executive directors such BOS; at minimum of 60%.
A minimum of 50% of the variable compensation shallawarded in shares or
in other non-cash instruments. Furthermore, firgnostitutions are required to
establish a board remuneration committee. Lastnbtitleast, there is a great
emphasis on the important role played by the désck of compensation
practices. All the procedures related to settirgléivel and the structure, as well
as the criteria, for executive remuneration payhaiuld be disclosed .

Table 1. Evolution of international principles concening executive remuneration policy
in public banks

2005 | 2008 | 2005 | 2009 | 2009 | 2010

Transparency of executive
remuneration policy - the scope of
disclosure:

- description of the main design + + +
characteristics

- description of long-term incentive +
programs paid in shares or share
linked instruments.

- individual disclosure

% Directive 2010/76/EU of the European Parliamend ari the Councilof 24 November
2010amending Directives 2006/48/EC and 2006/49/EGegards capital requirements for the
trading book and for re-securitisations, and theesusory review of remuneration policies.

4 Ibidem, point (3).
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30 AgnikazStomka-Gagbiowska, Piotr Urbanek

Disclosure of all executive pay
elements and the parameters for
their payout

severance payments

other non-cash remuneration + +
components
annual reports on executive +
remuneration
Mechanisms for Pay and
Governance Structure:

- Existence of a Remuneration + + + +
Committee
Composition of the Remuneration  + + +
Committee and its tasks.
procedures for executive + + +
remuneration schemes
components of executive + +
remuneration

recommendation for using long-
term incentive programs paid in
shares or share-linked instrument
shareholders’ approval for long-
term incentives programs paid in
shares or share-linked instruments

a - OECD Principles of Corporate Governance, 2004.

b - European Commission Recommendation 2004/9184t€&ing an appropriate regime for the remuneration
of directors of listed companies (Official JourB&85/55).

¢ - European Commission Recommendation 2005/162/#: role of non-executive or supervisory direstor
of listed companies and on thecommittees of thegiisory) board,(Official Journal 52/51).

d - European Commission Recommendationof 30 A@@i®2complementing Recommendations 2004/913/EC
and 2005/162/EC as regards the regimefor the reratioe of directors of listed companies 2009/385/EC
[Official Journal120/28].

e - European Commission Recommendation of 30 2000 on remuneration policies in the financial E@y
sector (2009/384/EC) complementing Recommendafi604/913/EC and 2005/162/EC as regards the regime
for the remuneration of directors of listed comganiOfficial Journal 120/22).

f - Directive 2010/76/EU of the European Parliamentl of the Council of 24 November 2010 amending
Directives 2006/48/EC and 2006/49/EC as regardstatapequirements for the trading book and for
resecuritizations, and the supervisory review ofugeration policies (Official Journal 329/3).

1

Source: Own analysis based on the following docusen

Table 1 summarizes the most important internatistehdards regarding
executive remuneration policy in financial instituts, and it demonstrates some
trends.In the pre-crisis period legal initiatives @xecutive remuneration were
directed to all companies, irrespective of theictese The main emphasis was
put primarily on disclosure of executive remunenatin accordance with the
assumption that market allocation mechanisms, @atim the basis of price
signals coming from the labour market for execwjpgkay a major role in the

Bereitgestellt von | ZBW - Deutsche Zentralbibliothek fuer Wirtschaftswissenschaften Leibniz Institut
Angemeldet
Heruntergeladen am | 18.06.18 12:40



Exéive Remuneration Policy At Banks... 31

process of setting executive pay. In practice, wosld mean that well-informed
shareholders and capital markets are capable tihgortessure on the boards
and makingthem create effective systems of remtinaraDuring this period
the establishmentof boards remuneration committeesyposed mainly of
independent board members,was highly recommendédreBolders were
advised to get involved to a greater extent inpifueess of creating the rules of
executive remuneration policy through approval ledit long-term incentive
programs based on shares.

However, the experience of the recent financiasisriexperience has
shown that it is necessary to mobilize - comple@gnto market mechanisms -
methods of influence on the executive remunerafitve. European Commission
recommendation of 2009 put special emphasis onptbeedure for setting
executive remuneration, in particular on perforngacdteria, the structure of
executive pay and rules of payout, as well as éitnahs on granting severance
pay. Special regulations dedicated solely to firmsector institutions have emerged.

3. Regulation of executive remuneration in public anks in Poland

In Poland, the first regulation on executive renratien was introduced
to Accounting Act and Council of Ministers Directivésyhichconcentrated
solely on disclosure and were applicable to allliputpmpanies. Both required
disclosure of the total remuneration of all exa@utlirectors and board members.

The corporate governance code - so-called the Besitices of Public
Companies —was published in 2002 andbrought alsagr#icant breakthrough.
Section 39 stated that “[t]he total remuneratioralbexecutive directors should
be disclosed in the annual report, broken down ialio components of
remuneration. If the remuneration of individual extive directors differs
significantly, it is recommended to publish appiafe justification.” In 2005
significant changes were introduced to the disclgumocedures with respect to
executive remuneration. In the revised version i8e@9 was replaced by the
following:“[t]he total remuneration of all execuévdirectors, as well as the

® The Accounting Act of 29 September 1994 (Offidialirnal No 121, item 591).

5 The Council of Ministers Ordinance dated October 281 regarding the type, form and
scope of current and periodic information and dafets passing by issuers of securities admitted
to public trading (Official Journal No 139 item 156 The Council of Ministers Ordinance dated
August 11, 2004 on detailed requirements applicablethe issuance of prospectuses and
abbreviated versions of such prospectuses (Joafhalws No. 186, item 1921).

" Code of Best Practice for WSE Listed Companiesf 8802, Warsaw Stock Exchange, p. 10.
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32 AgnikazStomka-Gagbiowska, Piotr Urbanek

individual pay, together with a breakdown of itsigas components, should be
disclosed in the annual report with informationtbe procedures and principles
of its establishment.” The greatest novelty laidive appointment of two

supervisory board committees: the audit and renatinecommittees —in Section
28. Their tasks should be set forth in detail i@ 8upervisory Board Rules.The
committees should submit annual reports on itsviies to the supervisory

board, which shouldalso be available to sharehslder

In the next edition of the corporate governanceecats of 2005, the
section on disclosure of executive remuneration m&sing. It was removed
and established as hard law, namely the MinistefFioknce Directives on
current and periodic information to be publishedtbg issuers of securitiés.
According to this document the scope of mandatdsglaisures include “... the
value of salaries, bonuses and additional benéfitdiding those arising from
long-term incentive programs usually equity-basesel$ as programs based on
senior bonds, convertible bonds, subscription wasrgin cash or non-cash),
paid, accrued or potentially payable to each oftibard members regardless of
whether they were included in the company's costsesulted from profit
sharing. If the issuer is a parent company, joiotigtrolled entity or a significant
investor - separate information on remuneration amdards received with
regards to all duties in the subsidiaries shouldhbrided; if the information is
presented in the financial statements - the olbdigathall be deemed satisfied by
an indication of their inclusion in the financightements".

The next editions of the Polish corporate goverearmdes, as of 2010
and 2012. refer directly to the European Commis&enommendationsof 2004
and 2009. The stock exchange requires all publimpamies to follow the
European Commission recommendation on executivaumenation, while it
completely ignores the recommendation on executauneration in the
financial institutions. The Financial Markets Supsory Authority in Poland
has been in charge of implementing the Europeamatds on executive pay in
the financial sector only since2011. Poland wasadribe last Member States of
the European Union to take legislative steps tpatathe CRD Il Directive.
It did so by amending the Banking Acthe Act on Capital Market Supervision,
and the Act on Trading in Financial Instruments .

According to the new law, the Financial Superviséwthority is in
a position to determine the variable remuneratigicy for executive board

8 Decree of the Ministry of Finance dated 19 Octc@45 on current and periodic information
provided by issuers of securities (Official Jourfiam 2005, No 209, item 1744 § 95.

® The Banking Law Act of 1997, as amended 28 April2@nd the Act on trading in financial
instruments and certain other laws (Official Joufram 2011 No 131, ltem 763).
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Exéive Remuneration Policy At Banks... 33

members at banks by issuing a resolutfoAs a result, an FSA resolution has
become the most comprehensive Polish piece of lawaniable remuneration
policies in the banking sector. One of its chapi®idevoted entirely to the issue
of executive remuneration in banks. This new regawill certainly bolster
the authority of the remuneration committee. ltidddoe established at a bank
that fulfils at leastone of the following conditions: is listed on the gkoc
exchange; holds at least 1% of the assets of thierdzasector; holds at least 1%
of deposits of the banking sector; or holds attldéds of the own funds of the
banking sector. The regulator's resolution does daineate the tasks of the
remuneration committee. It just mentions one -iilgg@n opinion on the policy
applicable to the variable component of executigmuneration that should
support the long-term growth of the bank’s and shalders' value.

The FSA resolution focuses on determining the Wgiaemuneration
components. The Supervisory Board is responsibilelésigning remuneration
policy for the variable components, including ursfed pension benefit
provisions, which must be preapproved by the rematien committee. The
policy should encompass all executive directorsvels as individuals reporting
directly to the management board members, regarddégthe basis of their
employment, branch directors and their deputiesefchccountants, those
employees responsible for control/supervisory fiomst in the bank, and any
individuals whose activities significantly impadaitibank's assets andliabilities.
It is further provided, however, that the list sltbaover all people who have
a material impact on the bank's risk profile.

The total executive remuneration should be setuchsa way as to
maintain a balance between fixed and variable remation, in order to enable
decreasing or disallowing the variable componehtthe goals are not met.
Whensetting the variable remuneration, not onlyukdtbe individual results be
measured and assessed, but also the results ehtine bank should be taken
into account. Each component should be linked ® hhnk's performance,
however the performance measures shall be rislstatjuimposed by the bank's
activities as well as the bank growth cycle. It yides that the individual
evaluation should take place at least after 3 yeanshen the risk materializes.

In order to encourage bank executives to take actmunt the long-term
growth of the company, at least 50% of variableueenation must be based on
shares or corresponding non-cash instruments dflgct the quality of credit

10 Resolution no. 258/20110f the Polish Financial Svip®n Authorityof 04 October 2011on
Detailed Principles of Functioning of the Risk Maaagent System and Internal ControlSystem
and Detailed Conditions of Internal Capital AssesgrhgrBanks and of Reviewingthe Process of
Internal Capital Assessment and Maintenance andPtireiples ofDetermining the Policy on
Variable Components of Remuneration of Persons HgManagerial Positions at a Bank.
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34 AgnikazStomka-Gagbiowska, Piotr Urbanek

institutions. In addition, banks should have a eshatention policy in place, and
40% of variable pay -and in the case of particuliEtge amounts up to 60% -is
subject to a mandatory deferral for a period oé¢hio five years. The payout, in
equal annual instalments payable in arrear, isestiblp the individual performance
and its evaluation, whichtakes into account theggeat for the individual and
the bank as a whole, as well as the bank's rigd,|business cycle, the nature of
the business, its risks and scope of responsdsliaf the evaluated executive
director.

When the contract with an executive director isnieated, his(or her)
severance payment should depend on his productanty the quality of his
work, so as not to reward poor performance. Hisemient benefits should be
based on bank shares. The FSAresolution stipulataegever, that the benefits
are payable only after five years from the datéeahination. In the case of an
executive director who has reached retirement thigebank pays their pension
benefits in the form of shares or their equivalgmgvided that the employee
sells them after a period of five years from threnieation of the contract.

Table 2. Evolution of the regulation of executiveemuneration policy in public banks in Poland

Code of Best Practice for

Warsaw Stock Exchange 2002| 2005 | 2007 2010 2012
(WSE) Listed Companies
Legal rules 20058 2009° 201F | 33

Transparency of executive
remuneration policy - the

scope of disclosure: +

- description of the main + + +
design characteristics

- description of long-term + +

incentive programs paid in

shares or share-linked

instruments.

individual disclosure + + +

Disclosure of all executive

pay elements and the + + + +

parameters for their payout

severance payments + + + +

other non-cash remuneration

components

annual reports on executive

remuneration

Mechanisms for Pay and

Governance Structure:

- Existence of a
RemunerationCommittee
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Exéive Remuneration Policy At Banks... 35

- Composition of
Remuneration Committee + + + + +
and its tasks.

procedures for executive
remuneration schemes
components of executive
remuneration
recommendation to use long
term incentive programs pai
in shares or share-linked
instruments.

shareholders’ approval for
long-term incentive
programs paid in shares or
share-linked instruments

a - Decree of the Ministry of Finance dated 19 ®eta??005 on current and periodic information predidy
issuers of securities,

b - Regulation of the Minister of Finance datedrigeby 19, 2009 on current and interim informati@tivered
by issuers of securities and conditions for recpiggi as equivalent the information required by lngs of
a non-member stailé,

¢ - The Banking Law Act of 1997,as amended 28 Apdil1; Resolution no. 258/20110f the Polish Financi
Supervision Authority of 04 October 2011 on Detilrinciples of Functioning of the Risk Management
System and Internal Control System and Detailedd@ions of Internal Capital Assessment by Banks ahd
Reviewing the Process of Internal Capital Assessmed Maintenance and the Principles of Determirtireg
Policy on Variable Components of Remuneration o§&es Holding Managerial Positions at a Bank.

jox

Source: Own analysis based on the following doctsnen

Analysis of the evolution of the regulations retht®® bank executive
remuneration indicates the presence of severalaegges (Urbanek, Wieczorek
2012). First, most of the rules on executive remaiti@n were contained in the
corporate governance code, although in a genermnenaprior to theirintroduction
into the law (Table 2). This sequence derives fthm fact that the corporate
governance code is much more flexible and its impletation does not require
passing throughan arduous parliamentary legislggreeedure. It also makes it
possibleto reach high corporate governance stasdardrial and error. Hence
those rules that well fit the country's institutarcontext are moved into the
hard law. Secondly, there is a gap between thewhen international standards
are introduced and the period of implementatioeitber Polish regulations or
the corporate governance code. The delay in impiéatien of the European
Commission recommendations of 2004 amounted tosdlthoee years. Thirdly,

1 Decree of the Ministry of Finance dated 19 OctoB805 on current and periodic
information provided by issuers of securities (€ Journal from 2005, No 209, item 1744 § 95).

12 Regulation of the Minister of Finance dated 19 Haby 2009 on current and interim
information delivered by issuers of securities aodhditions for recognising as equivalent the
information required by the laws of a non-membatestJournal of Laws No. 33 item 259 § 91).
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the analysis of different versions of Polish cogtergovernance codes reflects
anevolutionary approach to the issues surroundiegugive remuneration. Until
the recent financial crisis , the Warsaw Stock Exgle Councilrecommended to
public companies a relatively narrow range of disates, and no procedures
with respect to setting executive remuneration. fida breakthrough appeared
in 2010, when the newest version of the Polish @@te governance code made
reference to the European Commission recommendatdbr2004 and 2005.
Also, it took two years to implement the internatib standards on executive
remuneration in financial institutions, which wada@ced by the adoption of the
CRD Il Directive.

Executive remuneration inpublic banks in Poland - esults of empirical research

The analysis of executive remuneration policy warsdcicted on a sample
of all 16 banks listed on the Warsaw Stock Exchaiiges based on unique
hand-collected data from annual reports of pubdoKs for the period 2008-
2012. The timeframe for which data was collectedbéss the examination of
executive remuneration policy during the econonowvicturn and upturn. The
first two years of the study mark a period of deelin the capital market, while
the next three years were characterized by a grazhiehing up on losses
previously incurred. In latter period there wersoasignificant changes in the
regulatory environment of public banks, includingtemded regulation of
executive remuneration. Thus, it seems worthwloilagsess the extent to which
banks operating in such a turbulent economic agdlaéory environment adopt
their practices on executive remuneration.

We commence the analysis of bank's executive reratior in Poland by
scrutinising one of its important features - traargpcy. This is considered to be
one of the most important attributes of good coaporgovernance. High
transparency in any aspect of corporate governbotsers confidence in the
capital market and creates an atmosphere of opgnSésreholders and other
stakeholder groups have a right to full informatiimout the bank, including
information on executive remuneration policy. THisclosure is one of the most
important prerequisites for the curbing opportuaistehaviour on the part of
managers. An objective evaluation of the qualitytled service provided by
executive directors requires access to informatiorthe level and structure of
other executives pay as well. Disclosure is enfbrbg sanctions such as
reputation and social control based on the rulen&n& and shame it’ (Stomka —
Gofebiowska 2012).
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Taking into account the evolution of the regulatdramework for
executive remuneration, in particular its transpaye as well as the significant
changes introduced to the corporate governance siome 2010, one could
expect a real gquantitative and qualitative leaptarms of the scope of the
disclosures. In accordance with rule 1.1. of thésRacorporate governance code,
a company should follow the European Commissiommenendation no. 913
of 2004, which imposes an obligation to disclas&r alia, remuneration paid
in the form of profit sharing or bonus, severanagrpents, an estimated value
of non-cash benefits, as well as an accurate giseri of the share-based
incentive programs. However, Table 3 shows onlyweiryor improvements in the
disclosure of executive remuneration in public tsimkPoland during the period
2008-2012. Most of them did not change their dsafe practices on executive
remuneration. Only three banks increased the nuwibeisclosed components of
the remuneration package, while a few banks agtliatited the scope of the
disclosure. Last but not least, four banks consistelid not break the total CEO
remuneration into any components at all for theeeperiod of the studi?

None of the banks described the remuneration pali@ny section of the
annual financial statement, despite the fact thigh san obligation arises not
only from the international principles but alsorfrahe Polishbanking law.
Both the European Commission as well as internationganizations such as
the FSB stress the importance of transparency exflgixve remuneration policy.
Financial institutions should show the remunerafpmticy objectives, criteria
and time horizon of the assessment, the methogmlfiag risk adjustment to
bank's performance measures, linkages betweenblaréxecutive pay and a
bank’s overall financial performance, thestructoferemuneration packages,
incentive programs based on shares or similarumsnts, as well as rules of
severance payment. The lack of such informatioulteé the anomaly that we
know how much banks' executive directors earnwaitdo not know why. The
answer to the lastquestion is crucial for assessimy merits of executive
remuneration policy in banks.

13 An example of bypassing disclosure obligationsiag from the regulations is offered by
the practice of PKO BP SA, which in its annual repqresents only the total remuneration of the
CEO. Att the same time one can read in the repaitt tthe bank complies with Code of Best
Practice for WSE Listed Companies: “... PKO Polistmk SA adopted in 2011 the necessary measures
to ensure full compliance with Code of Best Practar WSE Listed Companies. In the opinion of the
Board, in 2011 PKO Polish Bank SA does not depam the rules contained in the Code ... ”

14 The Banking Law Act of 1997 as amended 28 April2Qlournal of Law from 2011 No
131, item 763); Point 111a Section 1: “1.The BamMIssubject to paragraph. 2, announce to théqubl
and generally make available: ... 2) The rulesi&ermining the executive remuneration in the Bank.
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In assessing the standards of transparency of txecremuneration
policy in the public banks operating in Poland, timgportant issues can be
raised. First, banks, as institutions of publistyshould be role models for non-
financial listed companies in implementing good ndrds of corporate
governance. So far, they have not fulfilled theorépg obligations on disclosure of
executive remuneration imposed by law. Secondixergthat the flawed executive
remuneration policy in financial institutions isrpeived as a cause of the recent
financial crisis, the lack of ability to assess &hecutive remuneration practices
can be seen as one of the important risk factafindincial stability, and onethat
Poland has not been effectively eliminated or reduc

Table 3. Disclosure of the structure of executiveemuneration in public banks in Poland — number
of disclosed components of the total executive pay

2008 2009 2010 2011 2012
BOS 1 1 1 1 1
BPH 5 3 4 4 4
BGZ 0 0 3 3 3
BRE 3 3 4 4 5
BZ WBK 2 2 2 2 2
Alior Bank - - - - 2
Paribas Fortis 3 3 3 3 N.A.
Kredyt Bank 4 4 4 4 4
DZ Polska 1 1 1 - -
Bank Handlowy 3 3 3 3 3
ING 2 3 3 3 3
Millennium 2 2 2 2 2
Noble Bank 1 2 2 2 2
Nordea 1 1 1 1 1
Pekao S. A. 3 3 3 3 3
PKO BP 1 1 1 1 1

Source: Own analysis based on banks' financiahséatts.

Our analysis also covers the procedures for detémmithe remuneration
policy. The empirical research results demonstitze excessive and imprudent
risk was one of the main reasons that led to firnproblems and
thebankruptcy of many financial institutions. Théadence is convincing that
poorly designed compensation arrangements encal@geessive risk taking.
Hence, the post-crisis recommendations have impos=d rules for the
calculation and payment of variable executive reenation components,
including both bonuses as well as the long-terneritigeprograms based on

Bereitgestellt von | ZBW - Deutsche Zentralbibliothek fuer Wirtschaftswissenschaften Leibniz Institut
Angemeldet
Heruntergeladen am | 18.06.18 12:40



Exéive Remuneration Policy At Banks... 39

shares. Annual bonuses should be dependent onattléskperformance. This
increases the degree of aggressiveness of execetiweneration policy and

introduces an element of risk for executive direstoThis should ensure
executives' dynamism in running a bank and putspreson them toimprovethe
bank's performance.

Due to the lack of transparency of banks' remur@raolicy (Table 4), it
is very difficult to assess whether the banks im sample used aggressive
executive remuneration mechanisms. During the @ge#io08-2012 only five
banks revealed information about the amount of besgranted to theirCEOs.
Furthermore, it is highly exceptional to see addidl explanations of the period
for which a bonus is granted and is paid out. Nohéhe banks disclose the
performance criteria on which any entitlement te trariable components of
executive remuneration is based. Such practicesl stasharp contrast to the
European Commission recommendation no. 913 of 2884yell as the FSA
Resolution according to which "... variable remati®&n should be accounted
for and paid in a transparent manner to ensuretefieimplementation of the
policy variable components of executive remunerétio

Table 4 demonstrates that public banks in Polamguea conservative as
opposed to aggressive executive remuneration pd8tgmka-Gotbiowska
2013, pp. 135-154). The banks' supervisory boardsr@uctant to motivate
executive directors via granting significant valelsemuneration. Only two
banks - BPH and Paribas Fortis - rewarded their £€®&{th a significant portion
of total remuneration in the form of bonusesin eaththe studied years.
Definitely there are more cases where bonuses wetegaid at all or their
sharein the total pay was negligible. This mayefthe bank's interpretation of
the FSAResolution suggesting that the fixed compbrelould account for
a large enough proportion of the total remuneratidhis allows for the
flexibility of policy variable remuneration, incluty the lowering bonusesor not
paying any out at all.

The analysis does not indicate any significant gkanin executive
remuneration policy at the public banks in Polaalofving the recent crisis.
There is no increase of the variable remunerat@mnponent since 2010, when
the bank's corporate results have notably improWtets also not possible to
assess how banks comply with the FSA recommendataxuiring the deferment
of bonus payments and payments in shares or shkeelinstruments.

15 Resolution no. 258/20110f the Polish Financiak®vigion Authority of 04 October 2011, § 29.12.
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Table 4. The ratio of bonuses in total CEO remuneitgon in public banks in Poland

2008 2009 2010 2011 2012
BOS N.A. N.A. N.A. N.A. N.A.
BPH 44.2% 28,9% 39,3% 35,8% 40,5%
BGZ N.A. N.A. 14,5% 26,4% 14,5%
BRE 0,0% 54,1% 3,5% 13,5% 43,4%
BZ WBK N.A. N.A. N.A. N.A. N.A.
Alior Bank - - - - 0,0%
Paribas Fortis 44,1% 28,6% 32,1% 31,0% N.A.
Kredyt Bank 7,0% 14,8% 0,0% 8,7% 39,1%
DZ Polska N.A. N.A. N.A. N.A. N.A.
Bank Handlowy N.A. N.A. N.A. N.A. N.A.
ING N.A. N.A. N.A. N.A. N.A.
Millennium N.A. N.A. N.A. N.A. N.A.
Noble Bank N.A. N.A. N.A. N.A. N.A.
Nordea N.A. N.A. N.A. N.A. N.A.
Pekao S. A. 34,6% 13,4% 17,2% 20,5% 15,3%
PKO BP N.A. N.A. N.A. N.A. N.A.

Source: Own analysis based on banks' financiehstats.

Both the international principles and national datjans on executive
remuneration strongly emphasize the use of long-tecentive programs that
are based on sharesfor financial institutions. sssent of the use of long-term
incentives by public banks in Poland encountersilaindifficulties as the
evaluation of payment of bonuses. The supervisothaiity has imposed no
uniform standards of disclosed information on Ildegn share-based
remuneration. Hence, it is almost impossible to para different long-term
incentive programs in public banks in Poland.

Table 5 shows that ten banks out of 16 had somd kinlong-term
incentive program involving payment in share-linkedtruments. However,
only three banks designed them based on its owityesfuthe issuer. Two other
banks offered their executives additional partitgain the motivation program
that is run within the capital group. Five bank<lasgively used long-term
incentiveprograms based on shares of the parerit. bEnis latter case is
inconsistent with the main objective of such schemehich aim at enhancing
bank’s long-term value creation for shareholderd ather stakeholders. Such
programs serve to motivate executives' effortsaddition, the interpretation of
the FSAResolutiofi is clear. It stresses that the payment of shasecba
remuneration should not be made in shares of thenp@ompany. Moreover,

16 Resolution no. 258/20110f the Polish Financial ®vip®n Authority of 04 October 2011.
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a substantial proportion (e.g. more than fifty ety of variable remuneration
should be awarded in shares or share-linked ingtnisnin order to create
incentives aligned with the creation of long-teratue for a bank.

The importance of the long-term incentive prograas be measured by
the ratio of share-based compensation to the exectgmuneration. Table 5
shows that only Noble Bank and Alior Bank resemiidadks from the European
Union, as their proportion of shares in total payhigher than 30%. In other
public banks in Poland the income from shares &iadesoptions did not exceed
10% of the total executive remuneration. Also, ¢havere no significant
differences in theuse of share-based programs blsb@uring the recent crisis
2008-2009 and in the post-crisis period. The loangparency in the reporting
makes it difficult to assess whether banks are ¢gingwith the FSA resolution.

Table 5. The ratio of the value of long-term incerte programs based on shares or similar
instruments to total executive remuneration

2008 2009 2010 2011 2012
BOS 0,0% 0,0% 0,0% 0,0% 0,0%
BPH* 15,4% 7,1% 8,6% 6,9% 6,2%
BGZ 0,0% 0,0% 0,0% 0,0% 0,0%
BRE*** 0,0% 0,0% 7,2% 7,7% 4,5%
BZ WBK** N.A. N.A. N.A. N.A. N.A.
Alior Bank** N.A. N.A. N.A. 19,8% 87,47%
Paribas Fortis* 1,2% 1,3% 1,1% 1,3% 6,6%
Kredyt Bank 0,0% 0,0% 0,0% 0,0% 0,0%
DZ Polska 0,0% 0,0% 0,0% 0,0% 0,0%
Bank Handlowy* 5,5% 2,4% 4,1% 11,9% 7,7%
ING* 0,0% 0,1% 0,5% 0,7% 1,9%
Millennium 0,0% 0,0% 0,0% 0,0% 0,0%
Noble Bank** 0,0% 0,0% 35,8% 46,2% 13,4%
Nordea* 6,3% 6,0% 10,1% 3,9% N.A.
Pekao S. A.*** 2,9% 3,5% 17,0% 16,0% 6,8%
PKO BP 0,0% 0,0% 0,0% 0,0% 0,0%

* programs based on shares of the parent bank
** programs based on the equity of the issuer
*** programs based on shares of the parent bank-apdograms based on the equity of the issuer

Source: P. Urbanek, Programy partycypacji we wtésnako narzdzie polityki wynagradzania
kadry kierowniczej na przyktadzie bankéw publiczmye Polsce (Participation programs
in equity as a remuneration policy instrument fopervisory directors: the case of
Poland), "Law and Economics" conference proceedifigan 2013.
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4. Conclusions

The recent financial crisis revealed the conseqeenaf inefficient
executive remuneration practices in financial inttns. Executive remuneration
policy which encourages excessive risk-taking ie tanking sector may
threaten the viability of a bank and the stabilitfy the financial system. In
reaction to the financial crisis certain actionsreveindertaken, among them
amendments to the supervisory framework for tharfamal sector. A number of
legislative initiatives were adopted by internaiborganizations and national
regulators which aimed at strengthening existing ereating new standards of
executive remuneration policy.

The above analysis shows that the specific regylagap that existed
between the regulations binding in Poland and tHegal rules applicable to
foreign financial institutions was removed in 20due to implementation of the
CRD Il Directive. However, the research resultdigate that the new legal
rules have not been completely enforced. Publik®anPoland arenot fulfilling
the reporting obligations imposed by law and irégional principles. Hence, it
is hardly possible to assess whether they comply the FSArecommendations
on the structure of the variable component of lsaekecutive pay. Given the
crucial importance of executive remuneration polityhe financial sector to the
stability of banking sector,the inability to evaleathe progress in adjusting
executive remuneration practices to the new reguisitmay be perceived as one
of the important risk factors that has not beercatively eliminated or even
reduced in Poland yet.
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Streszczenie

POLITYKA WYNAGRADZANIA KADRY ZARZ ADZAJACEJ W SEKTORZE
BANKOWYM W POLSCE PO KRYZYSIE FINANSOWYM — EWOLUCJA
CZY REWOLUCJA?

Polityka wynagradzania oséb zadzapcych instytucjami finansowymi zostata
zidentyfikowana, jako jeden z kluczowych czynnikdéry doprowadzit do ostatniego
kryzysu finansowego. Reakapa dysfunkcjonaln@i tej polityki ¢ liczne inicjatywy
legislacyjne isrodowiskowe majce na celu wzmacnianie istrjeych i tworzenie
nowych standardéw regulggych ten obszar nadzoru korporacyjnego. Celem aftyk
jest ocena skuteczsm nowych regulacji obowkzujgcych banki publiczne w Polsce
wprowadzonych po ostatniego wybuchu kryzysu fineego. Stosowane przez banki
praktyki zostan skonfrontowane ze standardami prawnysgmodowiskowymi.

Stowa kluczowetad korporacyjny, polityka wynagradzania, bankryzys finansowy
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