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A large fund
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Equity investments
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3M Co

1

AXA SA

Hatelfe e Wells Fargo & BP PLC Daimler AG | Banco
Co
T t PepsiCo Inc Schneider
encen :
i Electric
HSBC Holdings Holdings Ltd
PLC
Novo
Pfizer Inc Nordisk
Nestle SA
Prudential PLC
ed
UBS Group >
AG
Facebook Inc Linde AG
Alphabet Inc
Cisco
Systems Shire PLC
Toyota
Motor Corp Reckitt
Benckiser
Royal Dutch Shell PLC
Bank of Merck & Co
America Corp Inc Cresrtal
Co/The
AT&T Inc BASF SE Credit
Microsoft Corp Suisse
Bayer AG Siemens
Berkshire AG
Hathaway Inc
Novartis AG Glencore PLC
Samsung
Electronics Co Unilever
Citigroup Inc NV
Roche Holding AG General Electric
Co Vodafone
Prudential Group PLC
Financial Inc
Sanofi Allianz SE
Johnson & Johnson Verizon
Visa Inc Aflac Inc
Procter &
Gamble Co/The Lloyds
BlackRock Inc Banking
Taiwan
Semiconductor Intel Corp
Amazon.com Inc
TOTAL SA
ome Depo
Exxon Mobil Corp Eni SpA
Chevron Corp Walt Disney
Co/The
JPMorgan Chase & Co
. SAP SE Comcast

Corp

All companies in
the portfolio. The
size of the
square
represents the
size of the

company.
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Position on remuneration
Availlable at www.nbim.no
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POSITION PAPER

NORGES BANK INVESTMENT MANAGEMENT POSITION 0 1 2 0 1 7

1. The board should ensure that remuneration is driven by long-term value creation and aligns CEO and

shareholder interests. A substantial proportion of total annual remuneration should be provided as
shares that are locked in for at least five and preferably ten years, regardless of resignation or

retirement.

The board should develop pay practices that are simple and do not put undue strain on corporate o F I H E ‘ E o

govemnance. Allotted shares should not have performance conditions and the complex criteria that may
ASSET MANAGER PERSPECTIVE

or may not align with the company's aims.

The board should provide transparency on fotal remunerafion to avoid unacceptable outcomes. CEO
remuneration should be dete ed and settled in cash and locked hares each year. The board
should also disclose a ceiling for total remuneration for the coming year.

The board should ensure that all benefits have a clear business rationale. Pensionable income should
constitute a minor part of total remuneration. The board should commit to not offering any end-of-
employment arangements that efiectively shorten or dilute the lock-in of shares.

ARGUMENTS FOR THE POSITION
older int S
p or her remuneration in company shares is a simple and
fransparent way of aligning the interests of the CEO with those of shareholders and the wider society.

riormance conditions of so-called long-term incentive plan a; ften ineffective and may result in
unbalanced outcomes. Long-term incentive plans tend to have complex and opaque metrics that are open to
period. CEQ remuneration structures are a distinct issue of interest Date
to shareholders, with likely implications for the well-function- 7
ing of financial markets. This note views remuneration as an
expression of corporate governance and discusses commonly

used incentive plans and alternative remuneration schemes.

disclosing a total amount of cash and shares that is not subject to later adjustments. Transparency will also
limit the prospect of unanticipated and outsized awards that challenge legitimacy.

Simp! y' that board and C s on busin

Share allotment without performance conditions is less vulnerable to any information asymmetry between
board and CEQ. Performance conditions can encourage short-term behaviour. A simplified structure also
ensures that CEO, board and shareholders can focus on the company's strategic aims.

Agency theory remains relevant to executive remuneration in

listed companies because CEQ incentives do not match those
of shareholders. It is therefore in the interest of shareholders

to better align the actions of the CEQ with their interests.

ARGUMENTS AGAINST THE POSITION

Requiring the CEO to be a long-term shareholder seems to
be an underutilised strategy for aligning the interests of the
CEO with those of shareholders. This should supplement the
promotion of a board of directors that effectively monitors
management and is accountable to shareholders.

y driv s
Settling a significant part of pay in < locked in for several years will increase perceived remuneration
risk, for which CEOs could demand compensation.
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Company dialogue
Number of company meetings
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IPOs with weak voting rights

Investors successfully engaged index providers A

NORGES BANK
INVESTMENT MANAGEMENT
MSCI Inc.
7 World Trade Center
250 Greenwich Street
New York, NY 10007 Date: 17.08.2017
United States Your ref.; [Reference]
clientservice@msci.com Our ref.: JJO

u FTSE: Zero Welght if IeSS than 5% free-float VOteS Consultation on the treatment of non-voting shares in the MSCI

equity indexes

3ANK

AGEMENT

N D J . - - We refer to the discussion on the eligibiity of voteless companies for inclusion in equity
OW O n e S O n eW I I I u I ] C aS S S a r e S I n indices following the initial public offering (IPO) of Snap Inc. We appreciate the interest that
. MSCI has taken in the issue by issuing a proposal for the treatment of non-voting shares on
12 June 2017, and we welcome the opportunity to provide our response.

Norges Bank Investment Management is the investment management division of the
Norwegian Central Bank (Norges Bank) and is responsible for investing the Norwegian

= MSCI: Zero weight if listed classes hold less than T e

a highly diversified global investor, we rely on well-functioning equity markets. We welcome
the decision of companies to go public to raise capital and share risk.' We actively exercise

2 5 % Of VO t e S * our voting rights and promote good practices across markets. In the US market, we are a
member of the Council of Institutional Investors.

The specific question raised by the Snap Inc. IPO is whether equity indices should include
instruments issued by companies that have no voting shares listed. Currently, this is an
extremely rare, if not unique, situation. The broader question is how multiple-class shares
and unequal voting rights, particularly with new listings, are changing the market for equity

*
Proposal it

Index providers balance two important considerations, as described in the MSCI Global
Investable Market Indexes Methodology. The first is “to appropriately reflect the international
investable opportunity set of equities”. The second is "addressing the changing and
expanding investment interests of cross-border investors'.? We believe that including
voteless companies in the index effectively disadvantages users of the index who seek
formal influence over the companies in which they invest.

' We addressed this issue in “The Listings Ecosystem: Aligning Incentives”, Asset Manager Perspectives 1/2016,
Norges Bank Investment Management.

2 MSCI Global Investable Market Indexes Methodology. Index Construction Objectives, Guiding Principles and
Methodology for the MSCI Global Investable Market Indexes. June 2017

Norges Bank Invesiment Management s 3 part of Noegas Bank ~ The Centeal Bank of Norwsy

POSTAL ADDRESS OFFICE ADDRESS Tel v47 24 07 30 CO Reglstiration of
P 0. Boks G178 Sentrur Bankplassen 2 Fax t472407 3001 Buginess Enterprises
NG-0107 Osio Oslo. Noeway Web wwa nbim no NO €37 B84 117 MVA
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Climate change

= Better standards for reporting

" Clear expectations to
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