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Dear Uncomfortable On Compensation

You are right to be uneasy. 

Whilst there is nothing wrong about directors 
wanting to make personal investments in 
shares – whether in the company for which 
they are on the board or in other companies 
– your recent board discussion suggests there 
is an inadequate appreciation of the duties 
and liabilities of directors, and the nature of 
director remuneration. 

Directors owning shares
The first question is: should a non-executive 
director (NED) own shares in the company 
in which he or she is a board director?

The answer is: yes, but to a point. 

Many companies and boards consider it 
desirable that NEDs hold shares so that their 
interests are – and are seen to be – aligned 
with those of other shareholders. It is expected 
that when directors hold shares, they hold 
them for the long term, and not for short-term 
considerations.

In addition, the level of ownership should be 
such that it does not compromise the directors’ 
independence and objectivity. In other words, 

I am a newly appointed independent 
director in a small listed engineering firm. 
It is my first appointment and I am very 
excited.

The company is doing rather well. Earnings 
are impressive. We have avoided the worst 
of the offshore drilling slowdown, and we 
are successfully expanding into several 
countries in the region.

In fact, we are doing so well that several 
of my fellow directors think our shares 
are a great buy. They cannot understand 
why the market is not reflecting our 
success, but they are confident that 
shareholders will eventually be rewarded 
handsomely, especially if our plans for 
expansion play out well, as many of us 
think they will. 
 
So, at my first board meeting last week, 
I was strongly encouraged to buy in as soon 
as the black-out period ends. And that’s 
fine – I definitely intend to invest in the 
company, albeit in a fairly small way.  
    
The theme continued as we moved to an 
agenda item on director remuneration. 

The chairman proposed that, since the 
shares are so cheap, it would make 
sense for directors to be remunerated 
in shares rather than in cash, at least to 
some extent.

The CEO suggested that this should 
include stock options, just like how he 
and senior management are rewarded. 
The general view was that the board 
would be showing its confidence in 
the company, and the interests of 
directors would be clearly aligned 
with shareholders and management, 
while snapping up a great opportunity 
for wealth creation.

Now, I like wealth creation as much 
as anyone, especially when it is mine. But 
something about this proposal makes me 
feel uneasy. We are still in black-out, and 
this matter will carry over to the next 
meeting. As the newest director, I would 
appreciate an opinion on what would be 
a good position to take.

Yours sincerely

Uncomfortable On Compensation 

Dear Mr Sid

Directors Getting Shares the value of the shares relative to their 
personal fortune should be such that they 
would not be overly concerned about the 
company’s share price and performance.

Paying fees in equity
Given the desirability of NEDs holding shares, 
some boards pay a proportion of director fees 
in equity. The proportion of fees paid out in 
this manner tend to be between 20 to 33 per 
cent of the total director fee, the remaining 
being in cash. 

Where fees are paid out in shares, the company 
should purchase the shares as part of an 
independent arms-length share buyback 
programme (as it would do for equity for 
management compensation) to avoid the 
risk of the payment falling foul of insider 
trading regulations.

Remuneration philosophy
Beyond being paid partially in shares, it is 
not considered appropriate for directors to 
be compensated with performance shares or 
share options as suggested by your CEO. 

In this regard, it is important to distinguish 
between the different philosophies of 
director remuneration versus management 
compensation.
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Who is Mr Sid?
Management is paid to run the company. 
Executive compensation is an important 
part of driving the behaviours of executives 
towards sustainable value creation and 
attracting and retaining the right talent. 

Given these multiple objectives, there tend 
to be several components of executive 
compensation: fixed remuneration, short-term 
incentives (STIs), long-term incentives (LTIs) 
and benefits. STIs and LTIs are generally linked 
to company performance (including share 
price performance).

LTIs often have features such as time vesting 
and equity plans, the latter including share 
grants, share options, performance shares 
and restricted shares. Share options give 
participants the right to buy shares at a fixed 
price over a period, thus benefitting from any 
upside in the share price during the period. 

While a part of executive compensation 
is often linked to company performance, 
director fees should not be. NEDs are typically 
paid a fee according to their role and scope 
of responsibilities, taking into account the 
expected time and effort required to perform 
those duties. 

In that regard, a director is a professional, 
much like the lawyer and accountant who 
are compensated by their clients on the basis 
of their expertise, diligence and time spent, 
as opposed to the outcome of the contracts 
they work on. The use of share options, 
performance shares, or any other form of 
variable compensation tied to performance 
is not in keeping with this remuneration 
philosophy for directors as professionals.

Timing of share transactions
The timing of any share transaction by a director 
is important. 

As you mentioned, all listed companies 
typically define a “black-out period” and/
or “trading windows” to limit the time frame 
in which it is permitted to deal with the 
companies’ securities. 

A black-out period occurs when trading in shares 
is not permitted. The SGX requires a “black-
out period” to be at least two weeks before 
the announcement of the company’s quarterly 
results, and one month before the announcement 
of the full year’s financial statements.

A less common approach is the implementation 
of trading windows, or fixed windows of 
time, within which key insiders may deal 
in company’s shares, typically 30 to 60 days 
following the announcement of the company’s 
financial results.

However, just restricting trading to periods that 
comply with these windows, especially black-
out periods, is not adequate. Insider trading 
is broadly defined to include share dealings 
and disclosures of insider information by 
persons in possession of insider information, 
and is a criminal offence under the Securities 
and Futures Act. Penalties include fines, 
imprisonment and civil penalties, including 
civil liabilities to other claimants who have 
suffered losses.

Insider information is information which is 
generally not available to the investing public. 
By virtue of their position and boardroom 
discussions, directors are privy to a wide range 

Mr Sid's References (for this question)
Board Guide
Section 5.5 Duty to Act Honestly
Section 5.17: Director Liabilities
Annex 5H: Insider Information and Insider Trading

Remuneration Committee Guide 
Section 3.2: NED Fee Philosophy
Section 3.4: Use of Equity
Section 4.2: Executive Remuneration Philosophy
Section 5: Equity-Based Remuneration

SGX Handling of Confidential Information and 
Dealings in Securities: Principles of Best Practices 
Part C: Restrictions Against Dealings in Securities

SID Statement of Good Practice 
SGP 10/2013 Fees Payable to Non-Executive Directors

Practice Guidance  
PG 7: Level and Mix of Remuneration

Boardroom Matters 
Vol 1, Chapter 41: “Should Non-Executive Directors Own 
Shares” by Annabelle Yip
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of such information and understanding of 
the company, all of which have a potential 
impact on share prices. Just trading within 
the permitted time frames does not absolve 
a director of his or her fiduciary duty to act 
honestly and to ensure the proper use of 
insider information.

In addition, the sale of the company’s shares 
by a director is generally not regarded to be 
a positive reflection of the director’s confidence 
in the company in which he or she is supposed 
to be helping to grow and increase in value.

For these reasons, the best practice is for 
directors not to deal with their shares during 
their tenure as directors. Rather, they should 
purchase shares before they come on board and 
sell them only after they step down from the 
board (provided, of course, that they are not in 
possession of insider information at the time of 
sale or purchase). The exceptions would be any 
share grants received as part of director fees or 
scrip dividends.

Hopefully, you can share these views with 
your fellow directors before any of you get into 
trouble with investors or the law. It would also 
help to point the board to the MAS’ Practice 
Guidance 7 (Level and Mix of Remuneration) 
and SID’s Statement of Good Practice No. 10 
(Fees Payable to Non-Executive Directors) 
where some of the above points are covered. 

Yours sincerely

Mr Sid

Sid


