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Please fill in the post title of the relevant independent authority as referred in paragraph 5 
of the completion instructions. 
Self-Assessment of Compliance with 

Guideline on a Sound Remuneration System
Completion Instructions

Introduction
1. The Guideline on a Sound Remuneration System (Guideline) (CG-5) issued by the HKMA on 19 March 2010 sets out the HKMA’s expectation for AIs to review their existing remuneration systems and take prompt action to bring them into line with the Guideline.  Against this background, the HKMA has developed this self-assessment template to facilitate assessment of AIs’ compliance with the principles in the Guideline, and help AIs identify any weaknesses and deficiencies in their existing remuneration systems which require improvement.  AIs should submit the results of their self-assessment to the HKMA so that the HKMA can monitor AIs’ progress in adopting the Guideline.  AIs are expected to achieve consistency with the Guideline within 2010.
Scope of Self-Assessment 

2. This self-assessment is designed to be conducted on an individual AI basis.  If, however, there are two or more AIs within the same banking group and they adopt the same remuneration policies on a group basis, the AIs concerned may choose to consolidate their positions by submitting a single self-assessment report under the leading AI (in which case the other AIs covered in the consolidated self-assessment should be clearly specified).  Separate submission is also welcome if the AIs consider this necessary for reflecting more clearly the compliance position of each AI in the group.
3. For locally incorporated AIs, the self-assessment should apply as appropriate on a group-wide basis, and should take into account, where applicable, how their remuneration policies are adopted in their subsidiaries and overseas branches. 
4. In the case of overseas-incorporated AIs, the primary focus of the self-assessment is on the remuneration systems applicable to officers and employees engaged in the conduct of their business and operations in Hong Kong.  AIs should include the policies and practices adopted at the local or group level as the case may be. 
Completion of Self-Assessment

5. The self-assessment should be carried out independently of AIs’ management with the assistance and support of the relevant risk control functions, where appropriate.  If necessary, AIs may commission external consultants to conduct the self-assessment.  The self-assessment report should be approved and signed off by the Chairman of the Board of Directors or the Chairman of the Board’s remuneration committee in the case of locally incorporated AIs.  For overseas-incorporated AIs, the report should be approved and signed off by the relevant authority responsible for the oversight of the AIs’ remuneration policy and practices at the head office or group level.  Such authority should be independent of the management of the Hong Kong operations. 

6. AIs should provide responses to all of the questions set out in the self-assessment template.  If the response to a question is “yes”, indicating full compliance with the requirement, AIs should briefly describe how the requirement is met.  If the response to a question is “no”, which indicates non-compliance or “other”, which indicates a degree of partial compliance, AIs should provide details indicating in which area, and to what extent, their existing remuneration systems are not in line with the relevant provisions of the Guideline, and any improvement measures planned.  Any question set out in the self-assessment template which is “not applicable” to the reporting AI should be so indicated, with an explanation of why this is considered to be the case.
Submission of Self-Assessment
7. The self-assessment report should be submitted to the HKMA at the following address on or before 19 July 2010:

Executive Director (Banking Supervision)
Banking Supervision Department

Hong Kong Monetary Authority

55/F, Two International Finance Centre

8 Finance Street, Central

Hong Kong

(Ref: Remuneration Self-Assessment Report)

8. Where an AI encounters any problems in meeting the timeframe for submission, it should approach the HKMA to discuss the difficulties encountered and the likely timeframe required for completion of the assessment.

SELF-ASSESSMENT OF COMPLIANCE WITH

GUIDELINE ON A SOUND REMUNERATION SYSTEM
	Name of authorized institution (AI) :
	


Y = Yes (Full compliance)
N = No (Non-compliance)
O = Other (Partial compliance)

N/A = Not Applicable
	Required Polices and Processes
	Para.

Ref.
	Response

(please tick as appropriate)
	Explanation and 

Any Improvement Measure Planned

	
	
	Y
	N
	O
	N/A
	

	
	Part 1: Governance
	
	
	
	
	
	

	
	Board oversight
	
	
	
	
	
	

	1. 
	A written remuneration policy1 , which in the case of a locally incorporated AI covers overseas branches and subsidiaries subject to the HKMA’s consolidated supervision, has been approved by the Board2.
	1.3 and 2.1.1
	
	
	
	
	

	2. 
	The members of the Board most involved in the formulation and operation of the AI’s remuneration policy (including the members of the remuneration committee) possess sufficient expertise and experience to form an independent judgement on the suitability of the AI’s remuneration policy and its implications for risk and risk management.
	2.1.10
	
	
	
	
	

	3. 
	The Board has established a board remuneration committee for the design and operation of the AI’s remuneration system.
	2.1.8
	
	
	
	
	

	4. 
	The majority of the remuneration committee’s members are independent non-executive directors. 
	2.1.8.1
	
	
	
	
	

	5. 
	The terms of reference of the remuneration committee cover the following:

(a) its role and responsibilities;

(b) authority; and 

(c) tenure.
	2.1.8.2
	
	
	
	
	

	6. 
	The remuneration committee performs the following functions:

(a) making recommendations in respect of remuneration policy and practices to the Board;
(b) reviewing the remuneration policy to ensure that it is consistent with the Guideline and any other legal or regulatory requirements;
(c) evaluating any practices by which remuneration is paid for potential future revenues whose timing and likelihood remain uncertain;
(d) making recommendations to the Board in respect of remuneration packages for the AI’s senior management (referred to in paragraph 2.1.1.1 of the Guideline) and Key Personnel (referred to in paragraph 2.1.1.2 of the Guideline) in cases where the approval authority for such remuneration packages rests solely with the Board;
(e) ensuring that a regular (at least annual), review of the AI’s remuneration system and its operation, which includes an assessment of consistency with the Guideline, is conducted independently of management and the result is submitted to the HKMA;
(f) working closely with other relevant committees of the AI’s Board such as the risk committee and the audit committee; and
(g) reporting any material issues in relation to the AI’s remuneration system to the Board on a regular basis.
	2.1.8.3-2.1.8.7
	
	
	
	
	

	7. 
	Professional advice on remuneration related issues (including its implementation) from external advisors is commissioned by, and provided directly to, the Chairman of the Board (or of the remuneration committee as the case may be) independently of management.
	2.1.10
	
	
	
	
	

	8. 
	The remuneration packages3 (and any subsequent adjustments) of the AI’s senior management and Key Personnel are subject to the approval of the Board of the AI (or the Board’s remuneration committee with necessary delegated authority).
	2.1.7
	
	
	
	
	

	9. 
	Executive directors have no involvement in making decisions in respect of their own remuneration.
	2.1.7
	
	
	
	
	

	10. 
	Where the AI’s remuneration system is subject to the oversight of the remuneration committee at group level, local compliance monitoring is in place to review the management and operation of the AI’s remuneration system at the local level.
	2.1.9
	
	
	
	
	

	
	Remuneration policy
	
	
	
	
	
	

	11. 
	The remuneration policy covers  the following essential elements:

(a) structure of remuneration – proportionate balance of fixed and variable remuneration; use of instruments for variable remuneration; and, where appropriate,  restricted exceptional use of guaranteed bonuses;

(b) measurement of performance for variable remuneration –  pre-determined criteria for performance measurement and adjustments to performance measurement; and

(c) alignment of remuneration payouts to the time horizon of risks – deferment of variable remuneration; and restriction on hedging exposures.
	2
	
	
	
	
	

	12. 
	The remuneration policy has specific regard to the remuneration of the following personnel: 
(a) senior management who are responsible for oversight of the AI’s firm-wide strategy or activities or those of the AI’s material business lines; 
(b) individual employees (“Key Personnel”) whose duties or activities in the course of their employment involve the assumption of material risk or the taking on of material exposures on behalf of the AI; 
(c) group of employees whose activities in the aggregate may expose the AI to material amounts of risk and who are subject to the same or similar incentive arrangements; and
(d) employees within risk control functions.
	2.1.1
	
	
	
	
	

	13. 
	There are established policies and procedures for:
(a) documenting information regarding performance measurement and remuneration of employees;  

(b) regular internal monitoring to ensure compliance with the remuneration policy; 
(c) regular (at least annual) independent review on the adequacy and effectiveness of the remuneration policy and its implementation; and

(d) involvement of internal audit in the review process. 
	2.1.3
	
	
	
	
	

	14. 
	The key principles underpinning the AI’s remuneration policy are accessible to all employees, including:
(a) the financial and non-financial factors to be used to measure employees’ performance; 

(b) risk adjustments to the performance measurement; and 

(c) the “payout function” to determine how and when the employees will be paid for their performance.
	2.1.4
	
	
	
	
	

	
	Risk control functions
	
	
	
	
	
	

	15. 
	Risk control personnel have appropriate authority and are actively involved in the process of design and implementation of the AI’s remuneration policy and play a continuing role in the operation of the remuneration system. 
	2.1.11
	
	
	
	
	

	16. 
	Risk management, financial control and compliance personnel provide input, independent of the relevant business lines, on how compensation relates to risk at various levels within the organization.
	2.1.11
	
	
	
	
	

	17. 
	The remuneration of risk control personnel is determined independent of the performance of the business areas which they oversee and is in accordance with their performance objectives and commensurate with their key role in the institution. 
	2.1.12
	
	
	
	
	

	
	Part 2: Structure of remuneration
	
	
	
	
	
	

	
	Proportionate balance of fixed and variable remuneration
	
	
	
	
	
	

	18. 
	There are established policies and procedures to ensure an appropriate balance between fixed and variable incentive-based compensation, having regard to the seniority, role, responsibilities and activities of employees.
	2.2.1
	
	
	
	
	

	19. 
	The proportion of variable remuneration to total remuneration generally increases  in line with the seniority and responsibility of an employee.
	2.2.1
	
	
	
	
	

	20. 
	A substantial proportion of the remuneration of the senior management and Key Personnel is paid in the form of variable remuneration.
	2.2.1
	
	
	
	
	

	
	Use of instruments for variable remuneration
	
	
	
	
	
	

	21. 
	Variable remuneration is designed to align employees’ incentive awards with long-term value creation and the time horizons of risk.
	2.2.2
	
	
	
	
	

	22. 
	A substantial proportion of the variable remuneration of senior management and Key Personnel is granted in the form of shares or share-linked instruments, or alternative measures are in place to ensure effective alignment of incentives awards to the time horizon of risks.
	2.2.2
	
	
	
	
	

	23. 
	Shares or share-linked instruments used as variable remuneration are subject to appropriate share retention requirements.
	2.2.3
	
	
	
	
	

	
	Exceptional use of guaranteed minimum bonuses
	
	
	
	
	
	

	24. 
	Guaranteed minimum bonuses regardless of an employee’s performance are prohibited, except under following situations:  

(a) hiring new staff and limited to first year of employment; or 

(b) retaining existing staff in a business which is being wound-down or sold and limited to a time period considered reasonably necessary to complete the winding-down or sale.
	2.2.4
	
	
	
	
	

	25. 
	The approval of the Board (or the Board’s remuneration committee with necessary delegated authority) is required for award of any non-performance related guaranteed minimum bonuses to senior management or Key Personnel.
	2.2.4
	
	
	
	
	

	
	Part 3: Measurement of performance for variable remuneration
	
	
	
	
	
	

	
	Pre-determined criteria for performance measurement
	
	
	
	
	
	

	26. 
	The award of variable remuneration depends on fulfilment by employees of pre-determined and assessable performance criteria, which include both financial and non-financial factors.
	2.3.1
	
	
	
	
	

	27. 
	Employees’ performance in relation to non-financial factors forms a significant part of their overall performance measurement.
	2.3.2
	
	
	
	
	

	28. 
	The AI’s performance over the longer term is taken into account in determining the overall amount of the AI’s variable remuneration.
	2.3.3
	
	
	
	
	

	
	Adjustments to performance assessment
	
	
	
	
	
	

	29. 
	The following factors are taken into account in determining the size and allocation of variable remuneration:
(a) the cost and quantity of capital required to support the risks taken;

(b) the cost and quantity of the liquidity risk assumed in the conduct of business; and 

(c) the timing and likelihood of potential future revenues incorporated into current earnings.
	2.3.4
	
	
	
	
	

	30. 
	The following factors are taken into account in conducting performance measurement and allocating variable remuneration:
(a) overall performance of the AI as a whole; 

(b) performance of the relevant business units; and 

(c) contribution of individual employees to such performance.
	2.3.5
	
	
	
	
	

	31. 
	The total amount of variable remuneration is reduced in the event of deterioration in the financial performance of the AI. 
	2.3.6
	
	
	
	
	

	32. 
	The AI has the discretion and flexibility to withhold all or part of the variable remuneration under the following circumstances:

(a) if the payment is not justified by the performance of the institution; 
(b) if business objectives are not achieved; and  

(c) when it is necessary to protect the financial soundness of the institution.
	2.3.7
	
	
	
	
	

	33. 
	Records will be maintained to document the rationale for the exercise of judgement and final remuneration outcomes at bonus pool level.
	2.3.8
	
	
	
	
	

	
	Part 4: Alignment of remuneration payouts to the time horizon of risks
	
	
	
	
	
	

	
	Deferment of variable remuneration
	
	
	
	
	
	

	34. 
	The payment of a portion of the variable remuneration to employees in roles where the risks taken by them are harder to measure or will be realised over a longer timeframe is deferred. 
	2.4.1
	
	
	
	
	

	35. 
	The proportion of variable remuneration made subject to deferment generally increases in line with the seniority and responsibility of the employee in question. 
	2.4.1
	
	
	
	
	

	36. 
	The award of deferred remuneration is subject to:
(a) a minimum vesting period; 

(b) pre-defined vesting conditions in respect of future performance of an AI, the relevant business units and the employee in question; and
(c) gradual vesting over a period of years and no faster on a pro rata basis.
	2.4.2
	
	
	
	
	

	37. 
	Some form of claw-back mechanism is operated in respect of unvested deferred remuneration in the following circumstances:

(a) vesting conditions are not fulfilled;
(b) performance measurement was based on data which is later proven to have been manifestly misstated;

(c) fraud or other malfeasance on the part of the relevant employee; and

(d) violations by the employee of internal control policies.
	2.4.2 and 2.4.3
	
	
	
	
	

	38. 
	The vesting period and vesting conditions are determined and reviewed by the AI’s Board (or its remuneration committee).
	2.4.2
	
	
	
	
	

	39. 
	The minimum vesting period is aligned with the following:

(a) nature of business;

(b) risks of business;

(c) activities undertaken by employees; and

(d) timeframe during which the risks from the activities are likely to be realized.
	2.4.2
	
	
	
	
	

	40. 
	The departure of employees will not trigger early payout of deferred remuneration that is still within the deferment period other than in exceptional cases, such as on compassionate grounds. 
	2.4.4
	
	
	
	
	

	41. 
	Established policies and procedures are in place for approval of early payment of deferred remuneration in exceptional cases.
	2.4.4
	
	
	
	
	

	42. 
	Early payment of deferred remuneration to senior management and Key Personnel is subject to approval by the Board (or the Board’s remuneration committee with the necessary delegated authority).
	2.4.4
	
	
	
	
	

	43. 
	The rationale and justification for early payment of deferred remuneration are recorded and retained in writing.
	2.4.4
	
	
	
	
	

	44. 
	Severance pay is aligned with performance achieved over time and designed in a way that does not reward failure.
	2.4.4
	
	
	
	
	

	45. 
	Payment to prospective employees to compensate them for deferred remuneration forfeited on leaving their previous employer are only offered under exceptional circumstances and subject to the following conditions:
(a) deferral and pre-defined vesting conditions by reference to the AI’s future performance; 

(b) approval by the Board (or the Board’s remuneration committee with necessary delegated authority) in the case of senior management and Key Personnel; and

(c) rationale and justification being recorded and retained in writing.
	2.4.5
	
	
	
	
	

	
	Restriction on hedging exposures
	
	
	
	
	
	

	46. 
	Undertakings are obtained from employees who are awarded deferred remuneration not to engage in personal hedging strategies or remuneration- and liability-related insurance to hedge their exposures in respect of the unvested portion of their deferred remuneration, and practicable compliance arrangements are in place.
	2.4.6
	
	
	
	
	

	
	Part 5: Disclosure on remuneration
	
	
	
	
	
	

	47. 
	Financial disclosure to the public for year 2010 and onwards will cover the following information regarding the AI’s remuneration system:
(a) the decision-making process used to determine the firm-wide remuneration policy, including the composition and the mandate of any remuneration committee;

(b) the most important design characteristics of the remuneration system, including criteria used for performance measurement and risk adjustment, the linkage between pay and performance, deferral policy and vesting criteria, and the parameters used for allocating cash versus other forms of remuneration;
(c) aggregate quantitative information on remuneration for the senior management and Key Personnel, indicating:

(i) amounts of remuneration for the financial year, split into fixed and variable remuneration, and number of beneficiaries;

(ii) amounts and form of variable remuneration for the financial year, split into cash, shares and share-linked instruments and other instruments;

(iii) amounts of deferred remuneration during the financial year, split into vested and unvested; and
(iv) amounts of deferred remuneration awarded during the financial year, paid out and reduced through performance adjustments.
	3.2
	
	
	
	
	

	48. 
	Disclosure to the HKMA for the year 2010 and onwards will cover aggregate quantitative information for senior management and Key Personnel in respect of:

(a) new sign-on and severance payments awarded during the financial year, and number of beneficiaries of such payments; and
(b) amounts of severance payments actually made during the financial year, number of beneficiaries, and highest such award to a single person.
	3.3
	
	
	
	
	

	49. 
	The information referred to in 48 (a) and (b) above will also be publicly disclosed to the extent it can be without disclosing the identity of the individuals concerned.
	3.3
	
	
	
	
	


1 	In the case of an AI which is part of a banking group (i.e. a subsidiary of a banking group or a branch of an overseas-incorporated bank), please indicate whether the remuneration policy is established by the AI itself at the local level or established at the group level (i.e. group remuneration policy). 


2 	The term “Board” is used to mean the Board of Directors of a locally incorporated AI or the Board of Directors and/or local management of an overseas-incorporated AI where appropriate.


3 	Including fixed salary and incentive compensation arrangements
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