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rate of 13.8% since 2017 — yet mainly due to changes in the index composition
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Focus France: CEO compensation in the European context

Average CEO compensation levels in France for financial
year 2018 have increased to their maximum since 2015 and
reached the € 5.2 million mark, which represents a growth rate
of 13.8% in comparison with 2017. This significant increase
in CEO compensation levels is however primarily attributable
to changes in the index composition. When only considering
companies already listed in the CAC 40 in the previous year,
the increase is rather moderate and amounts solely to 3.7%.

According to this year’s analysis of annual reports conduc-
ted by hkp/// group, the CEO compensation levels among
CAC 40 companies are significantly lower than those obser-
ved among companies listed in the STOXX® Europe 50 and
EURO STOXX 50® indices. This difference in CEO compen-
sation is partly due to the larger size of the European top com-
panies listed in the STOXX indices. This year’s special analysis
shows however that — even if adjusted for company size —
CEO compensation levels in the CAC 40, especially for large
companies, are still slightly below those in STOXX companies.

The disclosure practices among CAC 40 companies are con-
sidered among the best in the European comparison — with
the new legislation set forth in 2019 yet further improvements
can be expected.

CEO compensation levels

Compensation levels in French CAC 40 companies vary sig-
nificantly across the index constituents and range between
less than € 2 million and about € 23 million in direct com-
pensation'. The CEOs of luxury and technology companies
tend to be paid higher than those of other industries. The ma-
jor part of the compensation packages of the top-earners in
the CAC 40 is made up of multi-year variable compensation
elements. In some cases, these compensation elements are
especially high this year due to exceptional grants for particu-
lar achievements, like a successful company transformation.
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The exceptional growth in CEO direct
compensation in the CAC 40 is mainly due
to special LTI grants in 2018, but also base
salaries as well as actual annual variable

compensation show a rather strong

development in the last three years.
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Alena Vititneva, Consultant hkp/// group

The compensation levels at the lower end of the compensa-
tion ranking may be explained by unique situations in the res-
pective companies. Examples are the loss of the right to new
grants of variable compensation due to office termination or
the double function executed by the CEO, also serving as a
Chairman of the Supervisory Board and receiving an additio-
nal compensation for this role, which is not considered in the
analysis of CEO compensation.

Compensation levels in France and Europe

The average CEO direct compensation among the leading
French companies experienced a growth of 13.8% compa-
red to financial year 2017 (only 3.7% in the like-for-like com-
parison). “The exceptional growth in CEO direct compen-
sation in the CAC 40 is mainly due to special LTI grants in
2018, but also base salaries as well as actual annual variable

1 Direct compensation = Base salary for financial year 2018 + actual bonus paid for financial year 2018 + multi-year variable compensation granted in financial year 2018

Top 3 highest-paid CEOs

Company Chief Executive Officer

Dassault Systemes Bernard Charles

Kering Frangois-Henri Pinault

TechnipFMC

Douglas J. Pferdehirt

Direct Compensation, in k EUR
22,847
12,098
11,093

Bottom 3 lowest-paid CEOs

Company Chief Executive Officer
Credit Agricole Philippe Brassac
Orange Stéphane Richard
Renault Carlos Ghosn

Fig. 1: The highest paid and the lowest paid CEOs in the CAC 40 in 2018.

Direct Compensation, in k EUR
2,181
1,952
1,224
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Fig. 2: Average CEO direct compensation in k EUR in CAC 40 and STOXX companies in 2015-2018; foreign currencies converted into Euro at the average exchange

rate for 2018

compensation show a rather strong development in the last
three years”, explains Alena Vititneva, hkp/// group Consultant.

The opposite can be observed in relation to the compensation
figures of European top companies — average base salaries
and actual bonus payouts in STOXX companies rather sta-
gnated over the past years. The average STOXX CEQO direct
compensation without the outlier Anheuser-Busch InBev me-
rely increased by 0.8% in 2018, compared to 2017.

Yet average CEO compensation levels in CAC 40 companies
are still about 18% lower than those in STOXX companies,
which is mainly driven by the fact that CAC 40 companies are
considerably smaller than companies in the STOXX indices,
which comprise Europe’s largest and most successful listed
organizations.

The average company size in the CAC 40 and the STOXX indi-
ces is only comparable in terms of headcount. When conside-
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Fig. 3: Average size of companies in CAC 40 and STOXX 2018

ring other size indicators, like revenue or market capitalization,
STOXX companies are on average almost twice as big as their
CAC 40 counterparts.

Compensation levels adjusted for company size
In order to control for differences in company size when
comparing CEO compensation levels in STOXX and CAC 40
companies, this year’s special analysis evaluates direct com-
pensation in relation to market capitalization for companies
listed in both indices. In this analysis, market capitalization
serves as a proxy for company size.

The results of the analysis can easily be shown in a scatter
plot (see figure 4 on the next page): The vertical axis shows
the CEO direct compensation level, whereas the horizontal
axis depicts the market capitalization of the respective com-
pany at the end of financial year 2018. Lilac dots represent
STOXX companies, whereas the blue triangles represent
CAC 40 companies.

When analyzing the relation between CEO direct compen-
sation and market capitalization by adding linear trend lines,
we find a positive trend for both indices, i.e. the higher a
company’s market capitalization, the higher the direct com-
pensation level of the respective CEO. However, the correla-
tion turns out to be relatively weak, although it is somewhat
stronger for STOXX companies. Considering an average size
STOXX company, CEO direct compensation is predicted to
be about 10% lower for a company of the same size in the
CAC 40, based on the CAC 40 trend line. This pay difference
between CAC 40 and STOXX CEOs is especially prominent
for larger companies (market capitalization >50,000 m EUR).
So even if we control for company size, particularly large CAC
40 companies seem to exhibit somewhat lower CEO pay le-
vels than STOXX companies of the same size.
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Fig. 4. CEO direct compensation in k EUR and market capitalization in m EUR in STOXX and CAC 40 companies; only companies with CEOs full-year in position in

financial year 2018 included

Corporate Governance in France

Concerning corporate governance, French companies are
often criticized for combining CEO and Chairman offices, as
this might limit the control function within the board of direc-
tors. The French law and the Afep-Medef code (Corporate
Governance Code of Listed Corporations/Code de gouver-
nement d’entreprise des sociétés cotées by Afep and Medef),
however, allow corporations with one-tier systems (board of
directors) to choose between the separation of the offices of
Chairman and Chief Executive Officer and the combination of
both. It does not favor either option.

According to the hkp/// group analysis, in 60% of all companies
in the CAC 40, the CEO holds an additional non-executive role
as Chairman, Vice-Chairman or ordinary Supervisory Board
member. French companies which have a combined role for
the Chairman and Chief Executive Officer typically appoint a
Lead Director who acts as a sounding board to the Chairman,
an intermediary for other Non-Executive Directors as well as
an alternative communication channel for major shareholders.
Another French peculiarity is that in almost 50% of CAC 40
companies the CEQO is the only statutory Executive Director,
whereas this is only true for 12% of STOXX companies in Eu-
ropean countries other than France.

Looking at the current best practice regarding disclosure
and transparency of Executive Director compensation, CAC
40 companies show a relatively high level of transparency in
their remuneration reports. This is due to the fact that most
companies apply the recommendations of the Afep-Medef
code, which contains recommendations on good corporate
governance, including the design and disclosure of Executi-
ve and Non-Executive Director compensation for listed com-
panies.

Article 25 of the Afep-Medef code precisely describes which
and how compensation elements should be disclosed and
provides standard tables for compensation disclosure. “Due
to the wide-spread application of the standard tables of the
Afep-Medef code, CAC 40 companies show a very high level
of transparency when it comes to disclosure of Executive Di-
rector compensation. The tables show all compensation ele-
ments due for and paid in the current as well as in the previous
financial year so that Executive Director compensation can be
easily compared across companies as well as over time. Multi-
year variable compensation is typically disclosed as fair value
at grant, which is an international golden standard for dis-
closure of multi-year share-based compensation elements.”,
explains hkp// group Manager Verena Vandervelt.
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In a European comparison, CAC 40 companies
show both a high level of transparency in
disclosing Executive Director compensation in
their remuneration reports as well as a high
involvement of shareholders through binding

“say-on-pay” votes.

Verena Vandervelt, Manager hkp/// group

By June 2019, EU member states must have implemented
the second European Shareholders Rights Directive (SRD )
into national law, which states that shareholders must have the
right to vote on the remuneration policy of Executive and Non-
Executive Directors at every major change and in any case at
least every four years. EU member states can choose to im-
plement a binding or merely consultative vote of shareholders.

Moreover, the SRD Il requires companies to conduct a non-
binding shareholders’ vote on the remuneration report, which
discloses the individual compensation levels for Executive
and Non-Executive Directors for the most recent financial
year. While the SRD Il generally provides higher disclosure
standards and shareholder rights than formerly stipulated by
national laws in several European countries, a binding “say-
on-pay” for shareholders of listed companies was already im-
plemented in France by “Loi Sapin II” from 2017 on.

By modification of Articles L.225-37-2/.225-82-2 and L225-
100 of the French Commercial Code, “Loi Sapin II” introdu-
ced a binding “say-on-pay” vote for shareholders regarding
the remuneration policy for the upcoming financial year (ex-
ante vote) as well as a binding vote on the actual compensa-
tion to be paid to each Corporate Officer (Executive Directors
as well as the Chairman of the board of directors) for the most
recent financial year (ex-post vote).

Although the principle of “say-on-pay” has historically alrea-
dy been well established in France, several aspects of the
European SRD Il regarding Executive Director compensati-
on have been addressed by “Loi PACTE” (“law on business
growth and transformation”), which came into effect on May
22, 2019. Loi PACTE enables the French government, within

12 months after its promulgation, to transpose the provisi-
ons of the SRD Il into the French Commercial Code by way
of ordinances. Therefore, “Ordonnance n°® 2019-1234” was
implemented on November 27, 2019 to further enhance a
consistent and binding regulatory framework for director
compensation in French listed companies.

By this ordinance, Article L.225-37-3 of the French Commer-
cial code was modified to specify that companies must pu-
blish a clear and comprehensive remuneration report within
their Corporate Governance Report, which includes detailed
information on all compensation elements paid in and due for
the previous financial year for each director — including direc-
tors who left office during the financial year in question. The
disclosure requirements for the remuneration report in the
modified version of the same article have been sharpened
and encompass the disclosure of several new elements. One
new element, which was first introduced by Loi PACTE in May
2019, is that companies must now report the compensation
level of each Corporate Officer relative to the average and me-
dian compensation levels of the company’s employees, inclu-
ding the development of this ratio during the last five financial
years. Another example is that companies are now required
to not only report fixed, variable and special compensation
elements for each director separately, but also to publish the
proportion of fixed and variable compensation elements.

Besides the sharpened requirements for the remuneration
report, “Ordonnance n° 2019-1234" modifies Article L225-
37-2 of the French Commercial code to stipulate that the
Non-Executive board must create a clear and comprehen-
sive remuneration policy. Furthermore, the “say-on-pay” re-
quirements of SRD Il are addressed: in addition to the ex-
post vote on individual compensation payout for Corporate
Officers already introduced by “Loi Sapin II”, the new version
of the article now requires that the ex-post vote in a first step
includes the shareholder approval of the overall remuneration
report for the previous financial year — as required by SRD II.
Moreover, companies are now allowed to deviate from their
remuneration policy in exceptional circumstances provided
that the remuneration policy describes the elements that can
be deviated from.

Despite the recent additions to the French Commercial code,
the individual ex-post vote is currently still not applicable to
Ordinary Non-Executive Directors. Therefore it remains to be
seen if additional regulatory changes will be implemented by
way of new ordinances in order to further improve the cor-
porate governance and disclosure practices regarding board
compensation in France.
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About hkp/// group

Verena Vandervelt, Manager, studied Business Administration at the University of Cologne and completed an in-
ternational double-degree program (CEMS), majoring in Human Resources Management and Finance. She spent
her semesters abroad at the University of International Business and Economics in Beijing and at HEC Paris. Since
her start at hkp/// group in spring 2014, Verena Vandervelt primarily accompanies projects on Top Executive com-
pensation with a focus on compensation benchmarks, design of variable compensation systems and job grading.
Furthermore, she leads international compensation surveys for Top Executives in DAX- and mid-sized companies
as well as international studies on Executive und Non-Executive Director compensation in Europe.
verena.vandervelt@hkp.com

Alena Vititneva, Consultant, did her Bachelor’s in International Management at the Graduate School of Manage-
ment of the Saint-Petersburg State University. She spent a semester abroad at the University of Cologne, where
she also completed her Master’s degree in Business Administration majoring in Corporate Development and Be-
havioral Economics. She collected practical “Compensation & Benefits” related experience in several DAX-compa-
nies during her studies. Alena Vititneva joined hkp/// group in September 2016 and is mainly involved in projects
concerning Compensation Insights & Technology topics. She is responsible for German as well as international top

executives surveys and specializes in the valuation of share based payments.
alena.vititheva@hkp.com

hkp/// group is a partner-led, international consulting firm. We are experienced in transformation and recognized innovation leader in
HR, helping internationally active companies — from startups to large corporations — develop tailored, practical solutions.

The hkp/// group partners have many years of international experience in both consulting and industry. They are recognized experts for
executive compensation, board services, performance & talent management, HR strategy & transformation, and HR & compensation
benchmarking. They are also trusted advisors to our clients, which include supervisory and management boards, top managers as
well as HR managers and experts.

Our ambition is to secure sustainable success for our clients in an increasingly dynamic world. We combine a profound understanding
of corporate strategy, HR and financial know-how with outstanding industry expertise, especially for banks and insurance companies,
automotive manufacturers and suppliers, the chemical and pharmaceutical industries, companies in transportation and logistics, oil
and gas, real estate, IT and telecommunications as well as retail and wholesale businesses.

With more than 700,000 pieces of compensation data from more than 60 countries and all different industries at our disposal, hkp//
group is a leading supplier of compensation comparisons. In the area of board compensation alone, we offer access to remuneration
data of 20,000 individuals in over 3,000 European companies (boardpay.com). We apply rigorous security standards, transmitting and
analyzing data exclusively in Germany and the Netherlands.
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