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Remuneration & Intra Industry Moves
Guidance Statement
Introduction
Firms should have remuneration policies that promote effective risk management and do not expose
firms to excessive risk or customers to potential harm cause by inappropriate remuneration structures
or incentives. This guidance should be read alongside the AFEP Conflict of Interest and Customer
Interest Good Practice Guidance.
The Remuneration Code (SYSC 19A) covers all aspects of remuneration and whilst these regulations
are in place for investment firms, AFEP believe that the principles should be adopted by all member
firms as good practice, whether they are an investment firm, an API or an EMI. Since 2019 the
payments sector is in scope of the FCA Principles for Businesses and with a firms culture and conduct
so heavily driven by remuneration, there is a strong likelihood that the FCA will impose change
remuneration practices, as they did in the Banking and Insurance sector, where good practice was not
adopted.
AFEP strongly believes a firm, led by its Board, can only effectively comply with the standards expected
of the FCA Principles for Businesses, and always having the interests of the customer at the heart of
any transactions, by adopting an approach to remuneration that is in line with the Remuneration Code.
The Principles for Businesses which are particularly relevant are:
•
•
•

Principe 3 – a firm must take reasonable care to organise and control its affairs responsibly and
effectively, with adequate risk management systems;
Principle 6 - a firm must pay due regard to the interests of its customers and treat them fairly;
Principle 8 – a firm must manage conflicts of interest fairly, both between itself and its
customers and between a customer and another client.;

We are seeing an increasing alignment between the supervisory frameworks of investment and
payments firms (e.g. safeguarding, capital requirements, wind down planning) and AFEP believe that
the remuneration principles could be extended to APIs and EMIs in the future. AFEP also believes that
this document represents a sensible, pragmatic guidance for aligning and controlling remuneration
structures.
The FCA have repeatedly messaged that they see poor and outdated remuneration models as a root
cause of misconduct risk. In the foreign exchange sector, we continue to see schemes designed with
no evident consideration of customers best interest and a binary link between revenue and
remuneration.
The key issues to address are firstly, the balance between fixed and variable remuneration, with the
focus on historic practices which have seen variable remuneration in front offices form too high of a
percentage of overall employee remuneration and secondly, the lack of any features to drive good
customer outcomes. AFEP is of the strong belief that driving good customer outcomes is of significant
commercial benefit and therefore having a compliant remuneration scheme will benefit member firms
as well as their customers.
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Timing
AFEP recognise that this may be a significant change for firms and individuals and any changes must
be done in harmony with employment legislation as well as ensuring the ongoing motivation and
retention of employees and alignment with the financial cycles of a firm. APIs and EMIs who are
operating significantly outside of this guidance are strongly advised to move towards this guidance and
we recognise that it may be appropriate to phase this over 2 financial years in certain circumstances.
Areas to consider
Employees should be appropriately remunerated and rewarded for good performance, however it is
important that remuneration in any form is balanced with the long term needs of clients and the firm.
Firms should outline how their remuneration structures for both base salaries, commissions, bonuses,
LTIPs, incentives, shares and other monetary or non monetary rewards support the FCA’s Principles for
Business and are consistent with and promote sound and effective risk management.
There are a number of principles that firms should consider when designing and reviewing remuneration
structures including that;
•
•
•
•
•
•
•
•
•
•
•

they support business strategy, objectives, values and long term interests of the firm;
lead demonstrably to fair outcomes to customers;
recognise non-financial indicators of performance in a fair and objective manner;
do not incentivise poor conduct by linking individual variable remuneration exclusively - to the
revenue they earn;
avoid conflicts of interest;
total variable remuneration does not limit the firm’s ability to strengthen its capital base as it grows;
they account for profit measures and adjust for risk and future risk (e.g. withholding some
commissions for future or not paying until the value date of a contract);
there is no internal conflict of interest with control functions and reward for these functions should
be independent of the performance of the business areas they control;
all remuneration must be proportionate to the size, scope and complexity of the firm;
providing guaranteed variable remuneration is an exceptional circumstance only applicable where
the firm can support such a guarantee and it is limited to the first year of service of a new employee,
and;
there are good governance and oversight reviews in place.

Remuneration Guidance
Whilst the Remuneration Code (SYSC 19A) is specific about remuneration for investment firms, all AFEP
members should ensure their remuneration structures are proportionate and the following points outline
AFEP’s Good Practice Guidance recommendation.
•

Fixed and variable components of total remuneration should be appropriately balanced.

•

The level of fixed remuneration should be a sufficiently high proportion of the total level of
remuneration so that a fully flexible variable remuneration policy can be in place including the
possibility to pay no variable remuneration where appropriate.

•

During 2021 the Investment Firm Prudential Regime (IFPR) will come into force and it is likely to
mandate that at least 40% of a variable remuneration award has to be deferred. While this will
only be applicable to investment firms, all firms are encouraged to include an element of deferral
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of variable remuneration. The element of deferral may be different for different groups of staff
dependent on the material risk, or may account for differing levels of seniority or levels of
remuneration due. Firms may want to phase such deferrals through to minimise initial disruption
to staff and changes must be done in line with employment law.
•

The level of the variable component of total remuneration should not exceed 200% of the fixed
component of total remuneration. Where the variable component is above 100% of the fixed
component there should be a documented rationale which is approved by the Board or relevant
Remuneration Committee and the appropriate control function of the firm (e.g. Chief Compliance
Officer or the Remuneration Committee).

•

To ensure retention and continuing motivation of staff as well as the need to balance business
budgets, corrective action may need to be phased over (up to) 2 years.
Example

Phasing of changes
Financial
Year
2022

Base salary

Total salary

£75,000

Variable
remuneration
£170,000

£245,000

Fixed
Variable
1 : 2.27

2023

£90,000

£155,000

£245,000

1 : 1.72

2024

£115,000

£130,000

£245,000

1 : 1.13

:

Action
Corrective
Action
Board
Approval
None

•

Where the level of total remuneration does exceed 200% of the fixed component of total
remuneration, firms are should consider if this is a one year anomaly or if corrective action is
needed.

•

To assist with this firm may want to use trigger points to consider if corrective action is needed and
this should be an annual review process tracking fixed, variable and total remuneration over the
previous 2-3 years
Example

Use of Trigger points
Trigger point is set at 1:2 and total remuneration must be higher than this level for 2 years for corrective
action to be taken
Financial
Year
2022

Base
salary
£90,000

Variable
remuneration
£115,000

Total salary
£205,000

Fixed:
Variable
1 : 1.27

2023
2024
2025

£90,000
£100,000
£120,000

£200,000
£230,000
£200,000

£290,000
£330,000
£320,000

1 : 2.22
1 : 2.3
1 : 1.67

Corrective
Action needed
Needs
Board
Approval
Flag raised
Yes
Needs
Board
Approval
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Intra Industry Moves
As competition for top employees increases so does the need to handle recruitment, offboarding and
onboarding responsibility. AFEP advise all firms to get appropriate advice on aspects of HR and
employment law that relate to the movement of staff including restrictive covenants, solicitation of
clients and/or staff, confidentiality and intellectual property.
The theft of clients’ personal data and the transmission of that data to competitors via employee’s
moving between firms, can bring severe consequences for employees and firms. AFEP consider such
behaviour to represent bad practice but more importantly it also represents a breach of the General
Data Protection Regulation 2016 (GDPR) and Data Protection Act 2018 (DPA).
The Information Commissioner’s Office (ICO) is capable of undertaking criminal prosecution against
those employees implicit in personal data theft, but such instances can also bring the institution
concerned under scrutiny and call into question the adequacy of its data protection measures,
threatening penalties of up to €20 million, or 4% an undertaking’s global turnover – whichever is
greater.
Within our industry we are all aware of the movement of teams between firms and the challenges this
presents. AFEP understands that whilst employees will move between firms this must always be done
in a legal and professional manner and member firms should never encourage potential employees,
consultants or IBs to breach their restrictions or break the law under any circumstances.
Changes
The Investment Firm Prudential Regime (IFPR) which will apply to all investment firms during 2021,
includes a new and potentially onerous remuneration regime. It is likely that no mandatory 'bonus cap'
will be imposed under the IFPR remuneration principles. However, it is clear that the firm's
remuneration policy must set appropriate ratios between the fixed and the variable component of total
remuneration.
Whilst the regulations only apply to investment firms, AFEP believe that regulatory alignment will occur
and it is better that the industry is well prepared and acting appropriately to ensure this issue does not
come under scrutiny from the FCA.
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Variable Remuneration Checklist
(non exhaustive list of example considerations)
Principle
Is it consistent with risk management policies and have appropriate reviews and sign off
structures been implemented to ensure good governance?

Yes / No

Does it support business strategy, objectives, values and long-term interests of the firm?
Does it avoid conflicts of interest and ensures the fair treatment of customers and clients?
Has the firm clearly documented the scheme to satisfy both employment law and internal
good governance practices?
Has the firm ensured that total variable remuneration does not limit the firm’s ability to
strengthen its capital base?
Does the scheme account for profit measures and adjust for risk and future risk (e.g.
withholding some commissions for future or not paying until the end of a contract)
Have trigger points been set up for regular review to identify action for action or flag
individual remuneration to monitor?
Are there appropriate control functions in place and have those control functions had
significant input into the remuneration schemes in place?
Are those control functions adequately and appropriately remunerated to ensure any
rewards payable to them are independent of the performance of the business are they
control?
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