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I. Remarks to the document.  

In mentioned document an attempt of strengthening corporate governance in context of the financial 
crisis is made. In view of frequent mentions about compensation problems of the top management 
in banks the given document should touch compensation problems. Part 4 of the introduction, 
section «D» of the document is devoted to these questions. But, in the structure of the document the 
ways of strengthening of corporate governance compensation practices (2 principles from 14) are 
insufficiently highlighted.  

Probably, it is necessary to pay attention to recommendations mentioned in this document to apply 
earlier published principles (FSF Principles for Sound Compensation Practices, April 2009), what is 
stipulated in point 4: 

The banks should fully implement the Financial Stability Board’s (FSB - formerly the Financial 
Stability Forum) Principles for Sound Compensation Practices1 (FSB Principles) and 
accompanying Implementation Standards8 (FSB Standards) or the applicable national provisions 
that are consistent with the FSB Principles and Standards.) 

Probably, it is better to identify this document as a separate document, which will not contain 
references to others (in which there will be similar references to others), and will represent synthesis 
of previous practices and recommendations according to a separate directions. It can be done with 
the help of inclusions (appendixes), which will contain explanations according to mentioned 
documents, i.e. to expand the document with help of explanations. 

The same thing is also about document references - Compensation Principles and Standards 
Assessment Methodology, Basel Committee on Banking Supervision, January 2010 and others. 

II. Remarks on principles.  

Compensation.  

Principle 10.  

Point 104:  

The board is responsible for the overall design and operation of the compensation system for the 
entire bank. As such, those board members who are most actively involved in the design and 
operation of the compensation system (e.g. as members of the board’s compensation committee) 
should be independent, non-executive members with substantial knowledge about compensation 
arrangements and the incentives and risks that can arise from such arrangements. Because 
compensation should be aligned with risk (as discussed in Principle 11 below), an understanding of 
the firm’s risk measurement and management, and of how different compensation practices can 
impact the firm’s risk profile, is important as well. Board compensation committees should also 

                                                           
1
 Italic words means that this part of sentence or abstract causes some questions 
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meet the criteria set forth in the “Governance” section of the FSB Standards, including working 
closely with the board’s risk committee to evaluate incentives arising from compensation and 
ensuring that an annual compensation review is undertaken. 

Problem: It was necessary to specify the mentioned criteria in the given comments not to cause 
ambiguities about how should co-operate Compensation committee and Risk committee.  

As for questions concerning interactions, a way of interaction between compensation committee 
and CRO (Chief Risk Officer) should be specified. 

Proposals: fixed accent and mentioning of independent directors presence as element of objectivity 
and adequate evaluation - a right trend. But, it is important to mention concrete criteria of 
independence. It was mentioned in the document that an independent director should not be from 
among the present executives or from among an executives of interested organization etc. As a way 
of solving this question it can be creation a separate variant, without referring to other documents, 
where the independence criteria of independent directors of the Board of Directors, especially 
compensation committee, will be mentioned.  

Point 106: 

The compensation of the control function (e.g. CRO and risk management staff) should be 
structured in a way that is based principally on the achievement of their objectives and does not 
compromise their independence (e.g. compensation should not be substantially tied to business line 
revenue). 

Problem: in this understanding it is important to identify the CRO performance evaluation 
mechanism (criteria as well), i.e. how, in which way CRO will get remuneration or other incentives. 

In this understanding other issue appears – necessity to identify who determines those objectives 
and how to evaluate them. Here we have the necessity to write it earlier in section C “Risk 
management and internal controls”. 

Principle 11. 

An employee’s compensation should be effectively aligned with prudent risk taking: compensation 
should be adjusted for all types of risk; compensation outcomes should be symmetric with risk 
outcomes; compensation payout schedules should be sensitive to the time horizon of risks; and the 
mix of cash, equity and other forms of compensation should be consistent with risk alignment. 

Problem: the formulation «all types» should be changed, as a questions appears, - which types of 
risks? How many of them? How to consider them? (All risks it is impossible to consider).  

Proposals: there should be pointed concrete list of risk types or reference to such list or its similarity 
in this document. 

Problem: «An employee’s compensation» it is necessary to concretize and correct also, because not 
clearly it is all workers of bank (back office, front office etc.) or the executives, members of board 
of directors? Plus, in accompanying references to other documents the partial explanation about 
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who is responsible for indemnification of different levels of workers (FSB Principles for Sound 
Compensation Practices) is present, but this problem should be specified in the new document. 

Point 110: 

The mix of cash, equity and other forms of compensation (e.g. options) should be consistent with 
risk alignment and will likely vary across employees, depending on their position and role in the 
bank. 

Problem: concerning issues of cash and other forms of remuneration («and the mix of cash, equity 
and other forms of compensation») some comments and explanations can be met in the separate 
document (Compensation Principles and Standards Assessment Methodology, Basel Committee on 
Banking Supervision, January 2010). But it is necessary to give explanations if there are some 
preferences.  

Proposal: herein it is important to show, for example, a grid (as an extreme case) in which the 
dependence on a post and a role in bank specified in point 110 will be displayed, if it can be done in 
the universal approach comprehensible to many organizations. 

Point 107: 

Since employees can generate equivalent short-term revenues while taking on vastly different 
amounts of risk in the longer term, a bank should ensure that variable compensation is adjusted to 
take into account the risks an employee takes… 

Problem: the formulation «a bank» should be replaced, as it is not clear who exactly - CEO, CRO, 
Compensation Committee or some other officer?  

Proposal: its better refer to national law, where this function in most cases delegated to Board of 
Directors. So the formulations like “Shareholders and their representatives in the bank” instead “a 
bank” will be more suitable and clear. 

Risks. 

Principle 6. 

Point 70: 

Formal reporting lines may vary across banks, but regardless of these reporting lines, the 
independence of the CRO is paramount. While the CRO may report to the CEO or other senior 
management, the CRO should also report and have direct access to the board and its risk 
committee without impediment. Interaction between the CRO and the board should occur regularly 
and be documented adequately. Non-executive board members should have the right to meet 
regularly - in the absence of senior management - with the CRO. 

Problem: it isn’t described if the CRO a member of the board or not, in other words how it interacts 
with the Board and is a member of the Board or not.  

Point 72: 
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If the CRO is removed from his or her position for any reason, this should be done with the prior 
approval of the board and generally should be disclosed publicly. The bank should also discuss the 
reasons for such removal with its supervisor. 

Problem: the issue of CRO removal from a post (position) is described, but question about who 
makes a decision in terms of hiring CRO is not mentioned, i.e. the mechanism of appointment, the 
statement and the general procedures connected with it. Probably, it is necessary to describe scheme 
more detailed. 

Problem: the question of submission and place CRO in corporate governance structure is not 
accurately delineated. 

Proposal: let suggest that the right of approving person to the CRO post belongs to the Board of 
Directors (as term officer means that this position is assigned) as representatives of interests of 
shareholders. In this case it would be rational if CRO could be taken for a Board of Directors. CRO 
should report to CEO and the Chairman of the Board as a whole. That’s how the problem with 
removing CRO from the position can be solved – the Board of Directors makes decision about 
removing, but finally CRO become fired after approving such decision from shareholders (because 
of the questions about hiring contract). Other important issue is interaction with committees. 
Obviously, as a part of Board of Directors CRO have to interact with committees but with not 
crossing the control and executive functions.  
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