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Corporate reporting
should bemore informative
and accessible.
But can it provide the
information investors want
without swamping them
in unnecessary detail?
The Report Leadership group came together to develop
simple, practical ways to improve corporate reporting.
Our first publication, in 2006, set out ideas for the main
narrative and some financial sections of the annual
report. This latest publication outlines our thoughts on
reporting executive remuneration. Reflecting input and
feedback from a range of investors, it is intended to:
k Help companies report in a way that is more
relevant and informative to their primary audience.

k Encourage investors to push for the information
they want.

k Prompt regulators to consider how they might
foster beneficial change.

Above all, it’s intended to stimulate further debate.
We welcome your feedback – you can contact us
through our website at www.reportleadership.com
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What we’ve done so far
The Report Leadership group was formed in 2006 by people in
business and accountancy who feel that today’s corporate reporting
often fails to keep investors properly informed. By publishing simple,
practical ideas – based on an iterative process of consultation with
investors – we aim to stimulate discussion on these issues.

Our principal publication so far is a guide to some of the key issues
that investors raise about reporting, with our proposed solutions.
It is illustrated with extracts from an annual report for a fictitious
company, Generico, to show how our ideas can work in practice.
To make our proposals practical and realistic, we focus on what can
be done within the current IFRS model by improving disclosure and
presentation of information.

The first publication focuses on areas that we believe are particularly
topical, under three broad headings:

k Effective communication. Through clear structure, messaging
and navigation.
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Notes to the financial statements
for the year ended 31 December 2007

1 Accounting policies

Pension

The group operates two defined benefit plans, one in the UK and
one in the US. In both plans, assets are set aside in separate trustee
administered funds to meet future liabilities. The UK scheme was
closed to new members on 1 January 2007.

The group also provides post-employment healthcare benefits to
its retired employees in the US. Unlike the pension plans, no assets
are set aside in a separate fund to provide for the future liability.

In the primary financial statements the following accounting treatment
is followed:

Annual costs charged to profit and loss
The annual cost in respect of the pension plans and post-employment
healthcare benefits consists of the following:

Current service cost

Plus: Past service cost*

Charged to operating profit

Interest costs

Less: Expected return on plan assets†

Charged to finance cost

Total pension and healthcare costs

*Past service costs are charged to the profit and loss account in full, unless the changes to the
benefits are conditional on the employees remaining in service for a specified period of time (the
vesting period). In this case, the past service costs are amortised on a straight-line basis over
the vesting period. 

†Expected return on plan assets relates only to the assets held by the pension plans. 
There are no related assets that fund the provision of post-employment healthcare benefits.
An explicit allowance for administration expenses, investment expenses and the UK Pension
Protection Fund levy is deducted from the expected return on plan assets.

Explanations

A defined benefit plan is a pension plan
where the rules of the scheme determine
how much pension members will receive
during retirement, dependent on a number
of factors. The relevant factors in both the
Generico schemes are: final salary at
retirement age, number of years of service
and age at retirement.

Post-employment healthcare benefits
are provided to retired employees in North
America conditional on the employee having
remained in service up to retirement age and
the completion of a minimum service period.

The current service cost (as calculated 
by the actuary) is the increase in the 
present value of the pension plan and
post-employment healthcare liabilities
resulting from employees’ service in the
current period.

The present value of the plan liabilities is
calculated by independent actuaries, WXY
partnership, using the projected unit credit
method by discounting the estimated future
cash outflows. The discount rate used to
calculate the present value back to the
balance sheet date is set with reference to
the interest rate on high-quality corporate
bonds (AA rating) that are denominated in
the currency in which the benefits will be
paid, and that have terms to maturity
approximating to the terms of the related
pension liability. 

The vesting period is the period of time
before an employee is entitled to benefits as
a result of age and or service.

The expected return on plan assets
represents the expected income from 
plan assets as at the beginning of the year.

The interest cost represents the increase in
the present value of the plan liabilities as
the benefits are one period closer to being
paid out. This is a consequence of the idea
that an amount payable today is a bigger
burden than the same amount payable in
the future.

Past service costs are the additional costs
to the plan when the trustees change the
terms of the benefits with respect to
previous years service. 

The problem
Companies often bury key messages in text or fail to spell
them out at all.

As a result, investors and other audiences may have to read
the whole document before they can work out the main issues.

Many reports also give out mixed messages. There are key
investment points that a company needs to get across – but
other, less crucial themes or transient issues are bolted on
to support an attractive design concept.

Clear messaging helps guide the information that readers
take from a report – and shape the conclusions that they
draw from it.

Some companies still seem to believe that the way to 
present their investment case is to show a partial picture, 
or huff and puff. We disagree. If management talk to people
as equals, mention the downs as well as the ups, and explain
why they believe in the business – investors are more likely to
get the message.
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What we’ve done to make it work

Explained what the group believes are the critical issues, 
spelling out important messages.

Presented key messages in pull quotes, titles, bullet points,
sub-headings etc.

Provided information visually through graphical summaries.

Applied the following golden rules for the text: 

p Tell it like it is. 

p Explain, don’t spin.

p Don’t fudge the tricky bits. 

p Avoid jargon, unexplained acronyms, formality 
and pomposity.

See pages 8 and 56 of Generico Annual reportk0808

EFFECTIVE COMMUNICATION
MESSAGING

08

Reporting should focus on
the key points, so that readers
can’t miss them.

What investors want

Clarity.

Messages backed-up by evidence.

Plain speaking.

Plain English.

Balanced discussion of performance.
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Chief Executive’s statement

We had a good year in 2007, but we have 
the potential to do much better.

We increased revenue by 21% and pre-tax
profit by 19%. We maintained the improvement
in cash flow. And we increased our share of the
European maritime all weather beacon market.
But it would be wrong to imply that 
everything in the garden is rosy. Of course, 
we want investors to note our strengths. 
But our future success will come not just 
from playing to our strengths, but also by
addressing our weaknesses.
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Notes to the financial statements
for the year ended 31 December 2007

1 Accounting policies

Pension

The group operates two defined benefit plans, one in the UK and
one in the US. In both plans, assets are set aside in separate trustee
administered funds to meet future liabilities. The UK scheme was
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its retired employees in the US. Unlike the pension plans, no assets
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healthcare benefits consists of the following:
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Charged to operating profit
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Less: Expected return on plan assets†
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There are no related assets that fund the provision of post-employment healthcare benefits.
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Protection Fund levy is deducted from the expected return on plan assets.
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bonds (AA rating) that are denominated in
the currency in which the benefits will be
paid, and that have terms to maturity
approximating to the terms of the related
pension liability. 
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before an employee is entitled to benefits as
a result of age and or service.
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represents the expected income from 
plan assets as at the beginning of the year.
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kModelling the future. Through the provision of contextual information
that allows investors to assess the quality and sustainability of future
cash flows.

k Rethinking the financials. To provide greater granularity on revenue,
costs, segmental information, pensions and debt.

You can find the full document at www.reportleadership.com

The problem
What is a company trying to achieve? How? Why? 
To assess the quality and sustainability of a company’s
performance, investors need to be clear about its strategy.

They need to know how management intend to address
market trends, the threats and opportunities that they
represent. They also need to understand the relationship
between strategic objectives, management actions and
executive remuneration. Then they can judge the
appropriateness and success of management actions
to deliver the strategy… and what to expect in the future.

Many companies make reference to their objectives and
strategies. Yet few strategic statements provide the detail 
that enables investors to understand the priorities for action
or the resources that must be managed to deliver results.
Few give explicit guidance on how success is measured, or
over what period of time it should be assessed. 

MODELLING THE FUTURE
STRATEGY

18 19

What we’ve done to make it work

Used the strategy to underpin the whole report.

Clearly outlined the group’s strategy and priorities 
early on, cross-referred to a more detailed Our group
strategy section. 

Used graphics as well as text to express the strategy simply,
consistently and memorably.

Identified key actions necessary to make the strategy a reality.

Set out a strategy progress statement providing a clear link
between strategic priorities, key performance indicators,
performance and risk.

Used the strategic priorities as the basis for applying
a consistent structure to the discussion of segmental
performance.

See pages 4 and19 of Generico Annual reportk

What investors want

A clear statement on where the company is heading.

An understanding of:

p The company’s strategic priorities.

p The resources that must be managed to deliver them.

p How strategic success is measured.

A timeframe over which to assess strategic success.

Explanation of performance against strategic objectives.

A clear link between strategy, performance and executive
remuneration.

Many strategic statements lack the detail
needed to understand the priorities for action,
the resources that must be managed, and how
success is measured.

04 Generico Annual report 2007

What’s our strategy?

Market competitiveness

Meeting customer
expectations

Developing
next-generation products

1
Operational excellence2

Shareholder value

Our goal is to create shareholder value.

To achieve this we aim to:

p Lead in safety and navigation systems for the private leisure boat market

p Grow revenue while improving margins

We have two strategic priorities at group level:

1 Increase market competitiveness by:

p Meeting customer expectations through the price, quality,
delivery and responsiveness of our products and service

p Developing next-generation products for our existing markets
and leveraging our design and manufacturing technology into new 
growth markets

2 Deliver operational excellence that increases quality while 
reducing costs

Measuring strategic progress
The ‘output’ measures shown opposite reflect overall progress towards
our strategic priorities. Success in implementing these strategic priorities
requires management of a number of activities. To assess the progress
in these activities, management uses a broader set of key performance
indicators (KPIs), which are often lead indicators of future financial
performance. A summary of these KPIs is shown on 
pages 22 to 23.
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We’re confident about our prospects because we have 
a clear and straightforward strategy. See page 04.

In this section we address the following questions:

p How are we making the strategy a reality? 

p How do we measure success? 

p Are we making progress on our strategy? 

p How are we addressing the risks that might derail our strategy?

Key points:

p Launched Fast Forward programme to transform culture

p Incentivised our people to excel

p Enhanced new product development

p Defined and now monitor key performance indicators vs targets

p Identified and addressed main risks

Our group strategy
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Our group strategy

The problem
A high level of aggregation is necessary to present the
summary information required in financial statements.
However, investors require sufficient disaggregation to 
be able to fully understand and interpret the summary
information provided.

In particular, investors want to understand the components
of revenue growth. How much is down to organic growth
vs. acquisitions? Is the organic growth a result of realising
price increases or volume increases due to price cutting?

Likewise, allocating costs into big buckets impedes 
investors’ insight into the company’s cost structure. 

RETHINKING THE FINANCIALS
REVENUE AND COSTS

22 23

What we’ve done to make it work

Outlined the key drivers of revenue growth during the year.

Analysed the nature of both ‘Cost of goods sold’ and
‘Administration and distribution expenses’ in the notes.

Provided cross-references to further disclosure of the
components of these costs arising from movements on
provisions. In our example, bad debts expense and cost of
warranties are reconciled to movements in these provisions.

Ensured, as a rule of thumb, that ‘Other’ doesn’t constitute
more than 10% of the total expense category, and does 
not contain any single item larger than the smallest item
disclosed separately.

Highlighted non-recurring expenses and indicated the
likelihood of such expenses recurring in the future.

See pages 42 and 59 of Generico Annual reportk

What investors want

An understanding of revenue growth by price vs volume,
organic vs acquired.

Analysis of costs by function (eg ‘Cost of goods sold’) in the
profit and loss statements.

Analysis of costs by nature (eg ‘Raw materials’, ‘Labour
costs’) in the notes – and greater granularity in this analysis.

Limited use of bucket categories such as ‘Other’.

Non-recurring or ‘lumpy’ costs split out, with adequate
disclosure of their nature.

Providing sufficient granularity of 
revenue and costs is essential if 
investors are to understand and 
interpret the underlying economics.

42 Generico Annual report 2007

Our delivery of value continued

42 Generico Annual report 2007

What’s driving our revenue growth?
In 2007 our revenue grew 21% from £173.8m to £209.9m. 
The primary drivers for this growth included the continued growth 
in our core all weather beacon markets, our acquisition of Tracker
Navigation in 2006 and exchange rate movements on our North
American sales. The chart shows how these and other factors
contributed to our performance.

Organic growth by volume 
Underlying revenue growth of 12% reflected continued penetration of
beacon products into the private leisure boat market, our increased
market share in the market in Europe and the continuing success of
our GPS business. This was slightly offset by lower than expected
revenue growth and a fall in market share in North America. 

Growth by acquisition
Acquisitions and disposals can often distort the view of the change 
in performance from one year to the next and so we regard it as
helpful to show their impact on revenue separately. The acquisition 
of Tracker Navigation boosted our 2007 revenue by £4.0m. 
We acquired the company at the beginning of October 2006, so 
only three months of its revenue were included in our 2006 figures.
To give a more realistic view of our underlying revenue growth in 2007
we separately identify the equivalent of nine months worth of 2006
revenue from our GPS division as representing growth by acquisition.

Price movements
Increasing competition and improvements in technology continue
to put pressure on the prices of our products in each of our markets.
In 2007 we experienced an 11% fall in average prices across the
group, which effectively reduced our revenue by £3.0m.

Exchange rate movements
Because some 63% of our business is denominated in US dollars, 
the strengthening of the US dollar in 2007 increased the sterling value
of our revenue. For 2007 our US dollar financial results were translated 
at an average rate of £1=$1.76, compared with £1=$1.99 in 2006. 
This represents an 11.6% increase in the average sterling to US dollar
exchange rate, which increased our reported revenue by £15m.

Primary drivers for revenue growth
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2 Segment information continued

(b) Secondary segment – by geography
The group’s main business segment, AWB, operates in two geographical areas, Europe and
North America, while GPS only operates in Europe. 

Year ended 31 December 2007 Year ended 31 December 2006
£’000 £’000

North Group North Group 
Europe America total Europe America total

Revenue 78,277 131,614 209,891 62,194 111,649 173,843

Segment assets 64,670 55,635 120,305 56,417 48,731 105,148

Capital investment 2,466 4,073 6,539 2,260 3,482 5,742

This segment information should be read in conjunction with the information set out on pages 26 to 33
relating to All Weather Beacons, and on pages 34 to 37 for Global Positioning Systems.

3 Costs breakdown
2007 2006 %

Cost of sales Note £’000 £’000 change

Raw materials 90,473 72,712 24%

Cost of warranties 14 4,730 4,154 14%

Inventory write-down 421 –

Wages and salaries 9,962 9,120 9%

Operating lease payments 1,124 892 26%

Post retirement benefits* 1,541 1,246 24%

Depreciation and amortisation† 5,214 4,830 8%

Other 1,968 1,788 10%

Total cost of sales 115,433 94,742 22%

2007 2006 %
Administration and distribution expenses Note £’000 £’000 change

Distribution and storage 41,841 36,347 15%

Advertising 3,824 2,998 28%

Charge for bad debts 11 2,574 1,096 135%

Marketing staff 3,145 3,011 4%

Management, accounting and administrative staff 5,580 4,998 12%

Post-retirement benefits* 1,059 654 62%

Depreciation and amortisation† 874 659 33%

Research and development 4,867 1,529 218%

Lease of office building and equipment 1,131 1,360 (16%)

Termination of lease – 1,035

Audit fee 854 761 12%

Other 1,656 1,342 23%

Total administration and distribution costs 67,405 55,790 21%

†Depreciation and amortisation total 8 6,088 5,489 11%

Pension costs 15 2,600 1,900 37%

Post retirement healthcare 16 0 100

*Total post-retirement benefits 2,600 2,000 30%

The inventory write-down and the lease termination costs are unusual items of expenditure, not expected
to recur regularly.
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Further ideas
for improvement
We didn’t attempt to address all areas of corporate reporting in the
initial publication: Generico’s fictional annual report has a number
of gaps. This is our attempt to fill one of them – the reporting of
executive remuneration.

Since launching the Generico annual report we’ve continued to seek
investors’ views on our initial ideas. We’ve also asked them what area
of reporting we should tackle next. Consistently, they have told us that
the reporting of executive remuneration needs to be improved by
making disclosure more effective and presentation more accessible.

It’s not only investors who are now calling for change. In the US, SEC
chairman Christopher Cox recently said that investors ‘should not need
amachete and a pith helmet to go hunting for what the CEO makes’
and that the compensation disclosure and analysis often provided is
‘as tough to read as a PhD dissertation’. Similar views are being voiced
in many other countries – this is an area of international concern.

What we’ve tried
to do on remuneration
Concerns about remuneration apply to the reward schemes themselves,
as well as the way they are reported. We’ve focused on disclosure
and presentation, rather than on devising a model remuneration plan.
Our aim was to make the report more understandable to users, not
to intervene in the way executive rewards are structured.

But clarity and transparency are functions of the reward structure itself,
as well as the way it’s described. So we have allowed ourselves one
practical and purposeful intervention in the way Generico’s rewards are
structured. Our original extracts from Generico’s annual report put the
company’s strategy at the heart of its narrative reporting. We’ve
continued this focus in the executive remuneration report. To integrate
remuneration with the business strategy, specific components of
executive pay are directly linked to Generico’s strategic goals and the
KPIs used to assess progress towards those goals.

As with the main body of the annual report, all our ideas on
remuneration and its reporting have been developed through an iterative
process with investors.
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How do we deal
with local regulatory
requirements?
In many territories, the reporting of executive remuneration is subject
to local regulatory requirements or guidelines. We have addressed this
constraint by dividing the report into three segments:

k At a glance High level messages in the letter from the remuneration
committee’s chair, accompanied by an ‘at a glance’ synopsis of key
information, both qualitative and quantitative.

k Remuneration explained The company’s approach to remuneration,
key building blocks, current year performance and expected future
changes, set out in a clear question and answer format.

k Remuneration in detail Comprehensive disclosures required by
local regulations and best practice disclosures according to various
guidelines, set out in a format akin to the notes to the financial
statements. We’ve designed Generico’s report to comply with the
UK’s Directors’ Remuneration Report Regulations 2002, but any other
jurisdiction’s requirements could be applied in this segment.

The benefit of this three-part approach is that it allows the remuneration
committee to explain its approach in its own terms, while allowing
provision of whatever detailed disclosures are commonly required locally.
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So what next?
As well as looking at executive remuneration reports, we’ve also put
together some ideas on electronic communication. The Generico
annual report, published in 2006, showed how our ideas on corporate
reporting would work in print: you can now see ideas on presenting
some of the same material online – visit www.reportleadership.com
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In the following pages
we set out our initial
ideas for improving the
reporting of executive
remuneration.
We explain how we’ve
applied them, using
extracts from the annual
report of our fictitious
company, Generico.

Feeding back
A growing number of companies have
adopted ideas similar to those we put
forward in the 2006 Report Leadership
model. We’re now showcasing some of
these best practice examples throughout
the year on the Report Leadership website.

We continue to consult with investors and
practitioners on further ways to improve
corporate reporting. Our aim is unchanged:
to set out practical ideas that preparers can
implement today. Some may seem too bold
or too uncomfortable, but we hope all will
stimulate further thinking – and participation
in the Report Leadership project.

As always, we’d like to hear your views – are
these suggestions a step in the right direction?
Do they go too far, or not far enough?
What other aspects of corporate reporting
need urgent improvement?

You can help to shape the way the
Report Leadership project evolves by giving
your comments, by actively participating, or
by adopting the elements that appeal to you.

Please register your interest, suggest
how the project should evolve, and keep
up to date with developments at
www.reportleadership.com
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The problem

Executive remuneration is one of the most sensitive and
heavily-scrutinised areas of corporate reporting. But all too
many remuneration reports are framed to disclose no more
than the law requires: they do little to provide insight into
the business drivers of executive remuneration.

Executive rewards tend to be reported in dense narrative,
with little attention paid to presentation and accessibility.
Communication is often further impeded by an abundance
of footnotes in small type. As a result, key information –
if provided at all – is often buried where almost forensic
analysis is needed to uncover it. The effect may be to
convey with unintended eloquence an air of defensiveness
or a lack of concern for investors’ interests.

Good reporting of executive remuneration should open the
window on boardroom discussions by explaining how the
remuneration committee has spent its time during the year,
how it has arrived at its decisions, and how it is continuing
to refine the alignment of executives’ interests with those
of shareholders.

As with any reporting, companies would often benefit from
taking a step back from their reports, thinking about what
they need to communicate – and considering what
investors want to know.

EXECUTIVE REMUNERATION
REPORTING

What investors want

Articulation of overall policy and the principles and
purpose behind each element of pay.

Prominent display of the main elements of pay,
and how they are calculated.

Explanation of how strategic aims are reflected
in executive rewards.

Details of the levers used to align executives’ rewards
with the interests of shareholders.

Explanation of how underperformance will affect
executives’ rewards.

Clarity, with messages backed-up by evidence – including
comparison with practice across a relevant peer group.

viii

Executive rewards tend
to be reported in dense narrative,
with little attention paid to
presentation and accessibility.



What we’ve done to make it work

Created an upfront ‘at a glance’ section to provide
key information, both qualitative and quantitative.

Expanded vital information by posing and answering
relevant questions.

Used tables and charts to break up dense text.

Used colour, headings and design to make
the report more engaging.

Provided necessary contextual information within
the remuneration section, to save readers having
to look up cross-references.

Avoided jargon, unexplained acronyms and formality.

Used clear structuring and plain language to avoid any
impression that we are seeking to obscure a true picture
of the rewards being paid and the basis on which
they are calculated.

Where technical terms are necessary, we’ve explained
them in a glossary.

See pages 50 and 57 of Generico Annual reportk
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Executive remuneration at a glance continued

Shareholder value

Market competitiveness

Developing
next-generation products

1
Operational excellence2
Meeting customer
expectations

For more information, see page 4 and pages 22 and 23.

Our remuneration policy aims to be:
Competitive:
p Below-median salaries plus above-median incentives provide opportunity for highly competitive total reward for
superior performance.

Performance linked:
p A significant part of executive directors’ reward is determined by the company’s success. Failure to achieve
threshold levels of performance results in no payout under short- or long-term incentives.

Shareholder aligned:
p A considerable part of the reward is related to share price performance and is paid in shares that have to be
retained until minimum shareholding requirements have been met.

Simple and transparent:
p All aspects of the remuneration structure are clear to employees and openly communicated. This supports our
aim of engendering fairness and teamwork across the organisation.

What are the principles of our remuneration policy?

Changes to
2007 reward 2008 reward

Base salary p Held at 2005 levels p Held at 2005 levels
Annual bonus p Maximum increased from 120% p No change: maximum 150% of base

to 150% of base
p No other changes p Greater weighting to be given to market

share and days lost through injury metrics
Share options p Reduced from 100% to 75% of salary pWill no longer be granted to senior

executives and directors, although option
grants are still available for other employees

Restricted shares p Introduced at 30% of salary p To increase from 30% to 75% of salary
For more information on the 2008 changes, see pages 59 and 60.

How has the structure changed year on year?

p The companies forming our peer group for all reward purposes are the same as those we use for monitoring
the company’s business performance: AMT Marine, Boats Electronics, Emmaworth Systems Ltd, Findme Inc,
Janling Technologies, Kever International, MJO Navigation and Ricorp Marine Inc.

Total number of companies in the peer group including Generico is nine. The companies in the peer group are of a similar size and complexity
as Generico.

For more information, see page 52.

Who are our peer group companies?

Fixed Base salary Available to all Generico employees
Benefits including pensions

Variable Annual bonus
Share options Available to senior executives and directors only –
Restricted shares see amendments to options in 2008 below

For more information, see page 53.

What are the components of reward?

What are our strategic priorities?
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Long-term incentives (LTIs)
Share options
At the end of 2007, we tested the performance condition for the
options granted at the beginning of 2005. Generico’s cumulative
cash added value over the three years (at £35.9m against a target
set in 2005 of £30m–£40m) resulted in 59% of those options vesting.
The current position for subsequent option awards is shown in the
table (right).

Restricted shares
None of the restricted share grants have been held for a full
performance period. The first restricted shares were granted in
2007. As vesting will be determined against performance over a
three-year period, none of these restricted shares can vest until the
end of three-year period, which will be the end of 2009. The table
(right) illustrates the potential vesting in 2009 if performance in
2007 continues.

Total reward – estimated value
Total reward for 2007 can only be estimated, because the actual
value of the restricted shares and options granted in 2007 will not be
known until the end of the three-year performance period, the end
of 2009. An estimated value has been calculated using a number of
assumptions, as set out in the box on the right. The fair values used
in respect of LTIs are those commonly used to value restricted shares
and options.

If the LTIs threshold levels of performance are not met, the realised
value of those incentives will be zero, meaning that the total package
value will be 15% lower than the amount shown below. In order to
estimate the maximum value of the LTIs, where performance was
such that the full awards vested, we would need to know the share
price at the date of vesting.

Share option performance period

2006–2008 2007–2009

Target £31–41m £32–42m
Cash added value
to date £24.4m £13.4m
Potential vesting
if current annualised
rate of performance
is maintained 56% 82%

TSR performance for outstanding
restricted shares

2007–2009

TSR performance to date 34%
Current ranking within peer group 3
Potential vesting if current
performance continues 60%
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Base salaries comparison to peers £’000

Lower
Base quartile Median

Gene Rico 300 270 400
Nigel Mitchell 260 190 360
Robert Black 250 180 340
Sarah Collins 235 165 270
2007 base salaries unchanged from 2006

Assumptions used to calculate 2007 total
estimated value:
p Base salary, benefits (excl pensions) and
bonus are actual amounts

p Pension represents the transfer value of
net increase in pension

p Fair value of options = 30% of face value
of underlying share

p Fair value of restricted stock = 60% of
face value of underlying share

Gene  
Rico

Nigel 
Mitchell

Robert 
Black

Sarah 
Collins

Total package – estimated value £’000

260 94 277 105695 835

300 158 320 121750 910

250 116 260 615 770

235 80 227 595 765

Base salary

Pension and benefits

Annual bonus

Restricted shares and share options

Total median of peer group
Total upper quartile of peer group

100 200 300 400 500 600 700 800 1,000900

95

101

Total estimated package £’000

Total
expected

Fixed Variable package

Gene Rico 458 441 899
Nigel Mitchell 354 382 736
Robert Black 366 361 727
Sarah Collins 315 322 637
Total % 50% 50% 100%

Total package comparison to peers £’000

Upper
Median quartile

Gene Rico 750 910
Nigel Mitchell 695 835
Robert Black 615 770
Sarah Collins 595 765

tives will be zero, meaning t
5% lower than the amount shown below

he maximum value of the LTIs, where performan
hat the full awards vested, we would need to know the

e at the date of vesting.

Gene  
Rico

Nigel 
Mitchell

Robert 
Black

Sarah 
Collins

Total package – estimated value £’000

260 94 277 105695 835

300 158 320 121750 910

250 116 260 615 770

235 80 227 595 765

Base salary

Pension and benefits

Annual bonus

Restricted shares and share options

Total median of peer group
Total upper quartile of peer group

100 200 300 400 500 600 700 800 1,000900

95

101

Market competitiveness

Dmer

Changes to
2007 reward 2

Base salary p Held at 2005 levels p
Annual bonus p Maximum increased from 120% p

to 150% of base
p No other changes p

Share options p Reduced from 100% to 75% of salary p

Restricted shares p Introduced at 30% of salary
For more information on the 2008 changes, see pages 59 and 60.

How has the structure changed year on year?

Base salary
Benefits including pensions

e Annual bonus
Share options Av
Restricted shares see a

For more information, see page 53.

at are our strategic priorities?
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SIMPLE, PRACTICAL
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PRACTICE IN REPORTING
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Plotting the right course
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Message to shareholders
from the Remuneration Committee Chairman

Dear Shareholder,

As well as reviewing the executive directors’ performance against
objectives and setting their reward structure for the year to come,
Generico’s Remuneration Committee has also reviewed the market
positioning and effectiveness of the reward arrangements to
determine whether any changes in approach were necessary.
The outcomes from this review are summarised in this report.

Overall, the company has done well against financial targets and
satisfactorily against other performance measures. Against our primary
measure of cash added value, performance was excellent. In building
for the future, however, we feel that greater attention needs to be paid
to market share and safety. We have decided to fine-tune the balance
of the bonus metrics for 2008 accordingly.

As agreed last year:

pWe are maintaining our restraints on executive base salary in
order to retain the emphasis on variable pay. This is also to
avoid relentless increases in executive pay resulting from market
benchmarking and to moderate salary differentials within the
company between directors and employees.

p Having introduced restricted share grants in 2007, we will be
increasing these further in 2008 to maintain a market competitive
overall package as well as to provide greater performance linkage
and further shareholder alignment.

p Likewise, having reduced option grants in 2007 we will no longer
grant options to directors in 2008.

In undertaking our review we considered the general reward
arrangements for the company as a whole, and what our competitors
do. We believe that both executives and employees must be aligned
with and motivated by the company’s success so that they continue
to work together as a productive team.

Employee feedback continues to show that the reward structures
across the group are well understood and regarded as fair. This is as
essential as paying externally competitive rewards in ensuring that the
company continues to attract and incentivise the talent it needs to
sustain its progress.

As part of an effectiveness review for the entire board, an evaluation
of the Remuneration Committee was also undertaken. We are
pleased to report this review concluded that the Committee has
operated effectively.

To finish, I would like to take this opportunity to thank Fred Brighton
formally for his six years of dedicated service to the Committee.

Alan Richman
Chairman, Remuneration Committee

Remuneration Committee meetings

No. of
meetings Attended

Alan Richman 4 4
Fred Brighton 4 2
Angela Harker 4 4
Terry Noble 4 4

p All Committee members are independent
non-executive directors (NEDs) and are
advised by HRS Consultants.

p Fred Brighton retired as a NED on
30 June 2007.

Employee feedback

Percentage

Reward structure understood 82%
Reward structure viewed as fair 77%
Based on employee feedback surveys
conducted by Polling International
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The rewards Generico gives to its people have a number of elements.
Base salaries and benefits for all staff are determined with reference
to its reward principles and through benchmarking against its chosen
group of peer companies. In order to align an individual’s reward with
the company’s performance, other components – annual bonuses
and long-term incentives – are linked to the company’s strategy and
determined by the levels of performance achieved against key targets.

The Committee tests the remuneration structure annually to ensure that
it remains aligned with business needs and is appropriately positioned
relative to the market. We use target performance to estimate the total
potential reward and benchmark it against reward packages paid by
Generico’s competitors.

We have structured the remuneration report in three parts:

p At a glance
High level messages, accompanied by a synopsis of key
information, both qualitative and quantitative (see pages 48 to 51)

p Remuneration explained
Our approach to remuneration, key building blocks, current year
performance and expected future changes, set out in a question
and answer format (see pages 52 to 60)

p Remuneration in detail
Comprehensive disclosures required by regulations and best
practice disclosures according to various guidelines (see pages 61 to 64)

We have also included a glossary of technical terms used in
this report (see page 65)

On the next two pages we answer the following questions:

Executive remuneration at a glance

What are the principles of our remuneration policy?

Who are our peer group companies?

What are the components of reward?

How has the structure changed year on year?

What are our strategic priorities?

How do the elements of variable reward align
with Generico’s strategy?

What did executive directors receive in 2007?

What past awards have vested in 2007?
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‘The Committee tests the
remuneration structure
annually to ensure that
it remains aligned with
business needs and is
appropriately positioned
relative to the market.’
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Executive remuneration at a glance continued

Shareholder value

Market competitiveness

Developing
next-generation products

1
Operational excellence2
Meeting customer
expectations

For more information, see page 4 and pages 22 and 23.

Our remuneration policy aims to be:
Competitive:
p Below-median salaries plus above-median incentives provide opportunity for highly competitive total reward for
superior performance.

Performance linked:
p A significant part of executive directors’ reward is determined by the company’s success. Failure to achieve
threshold levels of performance results in no payout under short- or long-term incentives.

Shareholder aligned:
p A considerable part of the reward is related to share price performance and is paid in shares that have to be
retained until minimum shareholding requirements have been met.

Simple and transparent:
p All aspects of the remuneration structure are clear to employees and openly communicated. This supports our
aim of engendering fairness and teamwork across the organisation.

What are the principles of our remuneration policy?

Changes to
2007 reward 2008 reward

Base salary p Held at 2005 levels p Held at 2005 levels
Annual bonus p Maximum increased from 120% p No change: maximum 150% of base

to 150% of base
p No other changes p Greater weighting to be given to market

share and days lost through injury metrics
Share options p Reduced from 100% to 75% of salary pWill no longer be granted to senior

executives and directors, although option
grants are still available for other employees

Restricted shares p Introduced at 30% of salary p To increase from 30% to 75% of salary
For more information on the 2008 changes, see pages 59 and 60.

How has the structure changed year on year?

p The companies forming our peer group for all reward purposes are the same as those we use for monitoring
the company’s business performance: AMT Marine, Boats Electronics, Emmaworth Systems Ltd, Findme Inc,
Janling Technologies, Kever International, MJO Navigation and Ricorp Marine Inc.

Total number of companies in the peer group including Generico is nine. The companies in the peer group are of a similar size and complexity
as Generico.

For more information, see page 52.

Who are our peer group companies?

Fixed Base salary Available to all Generico employees
Benefits including pensions

Variable Annual bonus
Share options Available to senior executives and directors only –
Restricted shares see amendments to options in 2008 below

For more information, see page 53.

What are the components of reward?

What are our strategic priorities?
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How do the elements of variable reward align with Generico’s strategy?

What did executive directors receive in 2007?

Percentage
of maximum

Variable Key elements Performance achieved
component of strategy Measured by Target Actual (max 100)
Bonus p Market p AWB market share 21–23% 22% 50

competitiveness p GPS market share 4.5–5.5% 6% 100
p Operational p AWB operating margin 12.5–15.5% 14% 50
excellence p GPS operating margin 7.2–8.8% 9% 100

p Defect rate per million 0.77–0.63 0.85 0
p Employee retention 29.7–24.3% 28% 41

p Shareholder p Cash added value £10.8m–£13.2m £13.4m 100
value

Share options p Shareholder p Cash added value £30m–£40m £35.9m 59
value over three years

Restricted p Shareholder p Total shareholder Rank of 5 or N/A N/A
shares value return ranking higher over

three years

The first restricted shares were granted in 2007 with a three year performance period. Accordingly, actual performance for the three year period
is not yet known.

Benefits excluding Annual bonus Total cash and
Base salary pension contribution Maximum Actual cash equivalents

£’000 £’000 £’000 £’000 £’000
Gene Rico 300 8 450 320 628
Nigel Mitchell 260 4 390 277 541
Robert Black 250 6 375 260 516
Sarah Collins 235 5 352 227 467

Vested Market
Options based Options value less Intrinsic
granted on three-year vested in option value
in 2005 performance 2007 price £’000

Gene Rico 28,400 59% 16,756 £2.50 42
Nigel Mitchell 26,200 59% 15,458 £2.50 39
Robert Black 23,700 59% 13,983 £2.50 35
Sarah Collins 22,300 59% 13,157 £2.50 33
Market value of Generico shares at year end is £7.50/share, and the exercise price for the share options that vested in 2007 was £5.00/share.

Change in
transfer value Number that would vest if

of accrued defined Granted in 2007 current performance continued
benefit pension plan Restricted Restricted

£’000 Options shares Options shares
Gene Rico 150 30,000 12,000 24,600 7,200
Nigel Mitchell 90 26,000 10,400 21,320 6,240
Robert Black 110 25,000 10,000 20,500 6,000
Sarah Collins 75 23,500 9,400 19,270 5,640

What past awards have vested in 2007?

For more information, see page 56.

For more information, see page 62.

For more information, see pages 54 and 57.
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How are the rewards structured?
Assessing what is ‘competitive’
The peer group companies are noted on page 50 – this is the main
group against which we monitor whether our rewards for executive
directors are competitive relative to our performance.

We also look at reward arrangements in other types of high growth
technology-based companies, as these are potential competitors for
talent. For completeness, we examine market reward data for all UK
industrial companies of a similar scale and international spread to
Generico. These wider reviews are a risk management exercise to
ensure that we do not inadvertently lose talent by falling behind the
broader marketplace.

Balancing short- and long-term remuneration
Based on our view of current market practice, and the principles
of our remuneration policy, we have established the remuneration
structure set out in the table on the next page. Fixed annual elements
– including salary, pension and benefits – are to recognise the status
of our executives and to enable them to undertake current and future
lifestyle planning. The short- and long-term incentives are to motivate
and reward them for making Generico sustainably successful.

The shareholding linkage cements the relationship between their
personal returns and the fortunes of the company’s investors.
Long-term incentives, in the form of restricted shares, are granted
annually with a three-year performance assessment period.
In previous years share options had been granted. In 2007,
these were reduced to 75% of salary and will no longer be
granted to senior executives and directors from 2008.

Other senior executives
The top 40 executives below board level also have a significant
influence on the ability of the company to achieve its goals.
Accordingly, in addition to setting the reward packages for directors,
the Committee also reviews the packages for these senior
employees to:

p Ensure that market-competitive rewards are being made

p Review the relativity of reward to both the board and the rest
of the employees.

The Committee is satisfied that an appropriate reward structure exists
below board level to recognise and retain our top talent.

Remuneration explained

‘The shareholding
linkage cements the
relationship between
their personal returns
and the fortunes of the
company’s investors.’

‘We…monitor whether
our rewards for
executive directors
are competitive relative
to our performance.’
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Linking reward to company performance
The company’s strategy is to increase shareholder value by continuing
to deliver against our financial targets and, in the medium term,
by driving for improvement in two primary priorities: market
competitiveness and operational excellence. The board has identified
a number of key performance indicators (KPIs) to measure progress
against these priorities. They are set out on pages 22 and 23 of the
annual report. On the executive team, Robert Black has specific
responsibility for market competitiveness and Sarah Collins has
specific responsibility for operational excellence. Accordingly, their
bonus weightings reflect these personal responsibilities.

All executives’ bonus payments are linked to performance against
these KPIs, as detailed on page 56.
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Key elements of short- and long-term remuneration
Element Objective Market positioning How much? Conditions
Base salary To recognise status Below median Increases only for None

and responsibilities expanded responsibility
Benefits To provide basic Median Cost of independent None

benefit financial advice,
life insurance and
medical assessments

Annual bonus To ensure market Around 75% level Target 75% of salary, Various – as set out
competitive package and compared with peers maximum 150% on page 56
link total cash reward to ie upper quartile
achievement of company
business objectives

Pension To provide funding Median Maximum two-thirds of final None
for retirement salary based on service

Long-term incentives
Restricted shares To augment shareholder Above median Maximum grant permitted Vesting based on TSR

alignment, give clearer 150% of salary relative to peer group over
linkage with superior three-year period
shareholder returns Policy in 2007 was to grant

30% of salary, increasing
to 75% in 2008

Share options To provide reward linkage Below median Option grants were Vesting based on
to long-term success and reduced to 75% of salary cash added value
provide alignment in 2007. From 2008 option over three-year period
with shareholders grants will not be awarded

to senior executives and
directors, but will still be
available to other employees

The table above covers remuneration of directors only, as different thresholds exist for other levels of employees. For example, the maximum
bonus for the top 40 senior executives is 75% of salary
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Long-term incentives (LTIs)
Restricted shares
Restricted share grants were introduced for the first time in 2007
to provide improved shareholder alignment. Each executive director is
awarded ordinary shares in the company, which vest after three years
to the extent that the associated performance condition is met.
Executives are not permitted to dispose of their vested shares (except
to meet their tax liability on vesting) until they have met their minimum
shareholding target of one times salary, see page 55.

The performance condition attaching to restricted share grants is
the company’s TSR compared with the TSR of the companies
in the peer group (nine companies including Generico) as shown
in the table (above right). The Committee believes that a relative
TSR condition improves the congruence of executives’ interests
with those of investors.

TSR calculations are made by the company’s external advisers and
use average share prices over the three months at the start and end
of the performance period. The final vesting percentage is also subject
to the Committee being satisfied that overall company performance
merits the level of vesting determined by the TSR calculation.

Share options
Historically we have granted market value share options with a face
value of 100% of salary each year. For 2007 grants were reduced to
75% of salary as we introduced awards of restricted shares. Options
vest and become exercisable three years after they are awarded,
with a seven-year exercise period. The percentage of options that
vest depends on the cash added value achieved over the three-year
period. Cash added value was chosen by the Committee as this
is our primary measure of value creation. The growth targets are
reviewed each year to ensure that they are consistent with consensus
forecasts and our business prospects. The performance targets
applying to 2007 unvested options are shown in the table (right).

General
There is no retesting of performance conditions for any
incentive programme.

Unvested restricted share and option awards are forfeited if an
executive resigns or their employment is terminated for cause.
They are retained on a pro-rata basis (though still subject to the
performance condition) if an executive leaves for reasons of
retirement, redundancy or ill-health. If control of the company
changes, both restricted shares and options will vest pro-rata for the
time up to the change of control, based on the level of performance
achieved up to the time of the change. In the case of options, the
cash added value performance condition target is pro-rated for the
time up to the change of control.

Remuneration explained continued

Share options performance condition

Cumulative cash added value Vesting
over three-year period %

< £32m 0
> £42m 100
£32m–£42m Pro-rata

Cash added value equals the adjusted after-
tax EBITDA minus a charge for the capital
employed. The charge equals the average
invested capital (‘capital base’) multiplied
by the weighted average cost of capital.

Restricted shares performance condition

Vesting
Generico’s TSR rank in the peer group %

1st 100
2nd 80
3rd 60
4th 40
5th 20
Below 5th 0

‘Restricted share grants
were introduced for
the first time in 2007
to provide improved
shareholder alignment.’

For more information, see pages 40 and 41
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Keeping directors’ and shareholders’
interests aligned
Minimum shareholding
We believe it is important that the interests of the executive directors
should be closely aligned with those of shareholders. The restricted
share and option grants provide considerable alignment. However,
executive directors are also required to own outright company shares
worth a minimum of one times their annual salary (based on their
salary at the date of their appointment as an executive director).
The shareholding target is defined as a minimum number of shares
based on the share price at the time of appointment. They are not
permitted to dispose of vested restricted shares (except to meet
taxation requirements) until this target is reached. The resulting
minimum shareholding requirements for the current executive directors
are shown in the table (above right). All the directors, with the
exception of Sarah Collins who joined in 2004, have met their
minimum shareholding requirement.

Current exposure
The current exposure of the executive directors to the company share
price is shown in the table below. This includes shares owned outright
(including partner holdings), and the intrinsic value (ie market share
price less exercise price) of options already vested. The executive
directors have further exposure to the company’s share price through
their unvested restricted shares and options.

Minimum shareholding requirement for
executive directors

Minimum
number of Shares
shares held
’000 ’000

Gene Rico 68 72
Nigel Mitchell 50 60
Robert Black 50 52
Sarah Collins 45 39
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Current exposure of executive directors to company share price

Total share Weighted average Intrinsic Total equity
Unrestricted value (TSV) Vested options exercise price option value value (TEV) TEV as multiple

shares £’000 to date £ £’000 £’000 of salary

Gene Rico 71,900 539 25,200 3.75 95 634 2.11
Nigel Mitchell 59,500 446 21,680 3.75 81 527 2.03
Robert Black 52,000 390 15,800 3.75 59 449 1.80
Sarah Collins 38,800 291 17,460 3.75 66 357 1.52

Market value of Generico shares at year end is £7.50/share.
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How did our performance affect
what directors received in 2007?
In 2007’s challenging market environment, with operating margins
under considerable pressure, the committee felt that the management
team’s performance was strong.

The AWB division maintained overall market share, although this
reflected an improvement in Europe offset by a decline in North
America, where there were some difficulties with product quality.
The GPS division increased its market share ahead of target.
Profits improved, despite the decline in general margins.
Most importantly, economic return measured by cash added
value strongly exceeded our expectations. This confirmed that
management has a firm focus on managing the growth opportunity
while sustaining profitability. Reviewing this performance against the
progress being made by competitors, we were satisfied that it
represented superior performance.

While performance in a number of areas was very strong, as noted
in the Chief Executive’s statement on page 10, the company suffered
as a result of quality issues, particularly in North America. Accordingly,
the Committee did not grant any bonus in relation to this key area,
as measured by the defect rate per million.

Bonus payments
In line with the company’s performance against the targets for 2007
and the performance conditions for each director, the Committee
confirmed the following bonus awards:

Threshold performance is most often set at 90% of target, though is
occasionally higher if the performance element is considered of
heightened importance and/or the likely performance range is
considered to be narrow.

Remuneration explained continued

Target, performance and bonus awards

Percentage
of maximum
achieved Gene Rico Nigel Mitchell Robert Black Sarah Collins

KPI Target Actual (max 100) maximum actual maximum actual maximum actual maximum actual

Market competitiveness
AWB market share 21–23% 22% 50 20% 10% 20% 10% 40% 20% 20% 10%
GPS market share 4.5–5.5% 6% 100 10% 10% 10% 10% 40% 40% 10% 10%
Operational excellence
AWB operating margin 12.5–15.5% 14% 50 35% 17.5% 35% 17.5% 20% 10% 55% 27.5%
GPS operating margin 7.2–8.8% 9% 100 15% 15% 15% 15% 10% 10% 25% 25%
Defect rate per million 0.77–0.63 0.85 0 10% 0% 10% 0% 10% 0% 10% 0%
Employee retention 29.7–24.3% 28% 41 10% 4% 10% 4% 10% 4% 10% 4%
Shareholder value
Cash added value £10.8m–£13.2m £13.4m 100 50% 50% 50% 50% 20% 20% 20% 20%
Totals 150% 106.6% 150% 106.6% 150% 104.1% 150% 96.6%

See page 22 for definitions of KPIs.
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Long-term incentives (LTIs)
Share options
At the end of 2007, we tested the performance condition for the
options granted at the beginning of 2005. Generico’s cumulative
cash added value over the three years (at £35.9m against a target
set in 2005 of £30m–£40m) resulted in 59% of those options vesting.
The current position for subsequent option awards is shown in the
table (right).

Restricted shares
None of the restricted share grants has been held for a full
performance period. The first restricted shares were granted in 2007.
As vesting will be determined against performance over a three-year
period, none of these restricted shares can vest until the end of
three-year period, which will be the end of 2009. The table (right)
illustrates the potential vesting at the end of the three-year period
if performance in 2007 continues.

Total reward – estimated value
Total reward for 2007 can only be estimated, because the actual
value of the restricted shares and options granted in 2007 will not be
known until the end of the three-year performance period, the end
of 2009. An estimated value has been calculated using a number of
assumptions, as set out in the box on the right. The fair values used
in respect of LTIs are those commonly used to value restricted shares
and options.

If the LTIs threshold levels of performance are not met, the realised
value of those incentives will be zero, meaning that the total package
value will be 15% lower than the amount shown below. In order to
estimate the maximum value of the LTIs, where performance was
such that the full awards vested, we would need to know the share
price at the date of vesting.

Share option performance period

2006–2008 2007–2009

Target £31–41m £32–42m
Cash added value
to date £24.4m £13.4m
Potential vesting
if current annualised
rate of performance
is maintained 56% 82%

TSR performance for outstanding
restricted shares

2007–2009

TSR performance to date 34%
Current ranking within peer group 3
Potential vesting if current
performance continues 60%
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Base salaries comparison to peers £’000

Lower
Base quartile Median

Gene Rico 300 270 400
Nigel Mitchell 260 190 360
Robert Black 250 180 340
Sarah Collins 235 165 270
2007 base salaries unchanged from 2006

Assumptions used to calculate 2007 total
estimated value:
p Base salary, benefits (excl pensions) and
bonus are actual amounts

p Pension represents the transfer value of
net increase in pension

p Fair value of options = 30% of face value
of underlying share

p Fair value of restricted stock = 60% of
face value of underlying share

Gene
Rico

Nigel
Mitchell

Robert
Black

Sarah
Collins

Total package – estimated value £’000

260 94 277 105695 835

300 158 320 121750 910

250 116 260 615 770

235 80 227 595 765

Base salary

Pension and benefits

Annual bonus

Restricted shares and share options

Total median of peer group
Total upper quartile of peer group

100 200 300 400 500 600 700 800 1,000900

95

101

Total estimated package £’000

Total
expected

Fixed Variable package

Gene Rico 458 441 899
Nigel Mitchell 354 382 736
Robert Black 366 361 727
Sarah Collins 315 322 637
Total % 50% 50% 100%

Total package comparison to peers £’000

Upper
Median quartile

Gene Rico 750 910
Nigel Mitchell 695 835
Robert Black 615 770
Sarah Collins 595 765
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Total reward – estimated value continued

Non-executive directors’ reward
Non-executive directors (NEDs) do not participate in any of the
company’s incentive or benefit plans. Their fees are reviewed every
two years against those for companies of similar scale and complexity
to Generico. The Chairman’s fees are set by the Committee and the
Chief Executive; those for the NEDs are set by the board as a whole.
Fees were last reviewed at the end of 2006, and for 2007 are set out
in the table (right).

These represented a £5,000 increase in the annual NED fee and an
increase of £35,000 in the Chairman’s fee to reflect the general
increase in market rates and the Chairman’s increased time
commitment to the company.

Other senior executives
Total remuneration paid to other senior executives, including base pay,
benefits and annual bonus:

Remuneration explained continued

Non-executive directors’ fees £’000

2007

Chairman 150
Non-executive director 30
Additional fee for chairing Audit
or Remuneration Committee 10

Non-executive directors’ fees £’000
(Audited information)

2007 2006

Annual Committee Total Total
fee chair fees fees fees

Gerald
Douglas
(Chairman) 150 – 150 115
Fred
Brighton 15 – 15 25
Angela
Hawker 30 – 30 25
Terry
Noble 30 10 40 35
Alan
Richman 30 10 40 35

Total remuneration 2007

Number in band

£’000 2007 2006

100–125 1 3
126–150 5 5
151–175 8 9
176–200 15 12
201–225 10 8
226–250 1 –

40 37
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What is the role of the
Remuneration Committee?
The members of the Committee during 2007 were Alan Richman
(Committee Chairman), Fred Brighton, Angela Hawker and Terry
Noble, all independent NEDs. As already noted, Fred Brighton retired
as an NED on 30 June 2007.

Under its terms of reference (published in the Corporate Governance
section of our website at www.generico.co.uk), the Committee is
responsible for:

p Reviewing and approving the remuneration and terms of
employment (including any termination arrangements) of executive
directors and senior executives of the company

p Reviewing the company’s overall reward strategy, including
incentive and benefit plans

p Approving all company share and pension plan arrangements

p Reviewing the company’s risk management and assurance
processes for reward.

The board has reviewed compliance with the Combined Code on
reward-related matters and confirms that the company has complied
with all aspects.

The Committee regularly consults with the Chief Executive, the Head
of Human Resources and the Head of Remuneration, although
none are present when their own reward is under discussion.
The Committee appointed and received advice over the year
from independent remuneration consultants HRS Consulting,
who provide no other services to the company.

During 2007, Committee meetings covered the following items:

p Reviewing external competitiveness of senior executive reward
structures and payments

p Reviewing executive directors’ and senior executives’ salaries

p Determining awards under the 2006 bonus plan and setting award
levels and targets for 2007

p Reviewing and agreeing option vesting levels for the 2004 grants

p Setting option grants and performance targets for 2007, and
setting restricted stock grant levels

p Reviewing all plans for compliance with new age discrimination
legislation

p Agreeing termination terms for two senior executives

p Reviewing and amending the style and content of the remuneration
report to shareholders.
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What is the role of the Remuneration Committee? continued

In particular, the Committee focused on setting performance
targets for the bonus plan. Although we regard the executive team’s
overall performance as excellent, we remain concerned about the
lack of progress on increasing market share and the company’s
safety performance. These are both important for Generico’s
ongoing prosperity.

In comparing the overall reward payouts shown above with those of
Generico’s peer group, we have concluded that the current structure
has not adequately ensured:

p Outstanding reward for outstanding performance

p Sufficient alignment with shareholders.

We have therefore decided on the following actions for 2008:

p Executive directors have had no salary increases for three years,
even though competitor reward levels have risen. Base salaries will
remain unchanged for 2008, further increasing the emphasis placed
on variable pay to maintain market competitiveness. Salaries below
the executive director level have continued to increase, with a 4.2%
average salary increase across the company in 2007.

p Total bonus opportunity will remain at 150%, but the market share
and days lost through injury measures will be given greater
weightings. The 2008 targets for each of the chosen performance
metrics will represent a stretch improvement on 2007 outcomes.

p Share option grants, previously at 100% of salary, were reduced
to 75% for 2007. From 2008 options will no longer be granted to
senior executives and directors, although option grants are still
available for other employees.

p Grants of restricted shares, introduced for 2007 at 30% of salary,
will be increased in 2008 to 75% of salary. We anticipate that the
relative TSR performance condition will continue to apply to future
awards. The increase in restricted stock grant levels provides
further upside reward potential to help ensure superior rewards
for outstanding performance, and provides additional
shareholder alignment.

Remuneration explained continued

‘Share option grants will
no longer be granted
to directors. Grants
of restricted shares,
introduced for 2007…
will be increased.’

‘We remain concerned
about the lack of
progress on increasing
market share and the
company’s safety
performance. These are
both important for
Generico’s ongoing
prosperity.’
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In this section we have included the information that is required by statute or recommended by best
practice guidelines and not disclosed elsewhere in the remuneration report. The information that is required
to be audited is specifically labelled as audited information. We consider that we have complied with the
disclosure recommendations contained in the:

p Directors’ Remuneration Report Regulations 2002

p Guidelines of the Association of British Insurers on Executive Remuneration Policies and Practices
(issued December 2006).

Executive directors’ emoluments

The value of executive directors’ salary, annual bonus and benefits (excluding awards of options and
restricted shares) is set out in the following table:

Directors’ emoluments
Audited information

2007 2006

Base Other Annual
salary benefits* bonus Total Total
£’000 £’000 £’000 £’000 £’000

Gene Rico 300 8 320 628 587

Nigel Mitchell 260 4 277 541 509

Robert Black 250 6 260 516 485

Sarah Collins 235 5 227 467 448

TOTAL 1,045 23 1,084 2,152 2,029

*Includes the taxable value of independent financial advice, life insurance and medical assessments paid for by Generico.

Benefits
Executive directors are provided with access to independent financial advice to help them optimise their
personal planning. Other benefits include life insurance and annual medical assessments.

All directors are members of the defined benefit pension scheme, which is now closed to new members.
The scheme provides a pension for them on normal retirement at age 60 based on a maximum accrual
rate of one-thirtieth of pensionable earnings for each completed year of service. The maximum pension
is two-thirds of pensionable earnings. Early retirement is possible from age 55 if the company agrees.
In the event of early retirement, pension benefits are actuarially reduced. The employee contribution rate
to the scheme is 5% of their pensionable salary. Pension benefits are calculated on basic salary only.

Directors’ pensions
Audited information

Total accrued pension Pension accrued Total accrued pension
at 1 January 2007 during the year at 31 December 2007

Transfer Total Transfer
Increase value change in value at

Transfer net of Directors’ of net transfer 31 December
value inflation contributions increase value 2007

£’000 pa £’000 £’000 £’000 £’000 £’000 £’000 pa £’000

Gene Rico 120 1,440 8 15 150 185 131 1,640

Nigel Mitchell 80 980 5 13 90 187 88 1,180

Robert Black 85 1,000 6 12 110 178 94 1,190

Sarah Collins 70 850 4 13 75 87 77 950

Remuneration in detail
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Remuneration in detail continued

Long-term incentives

Share options Options were granted to executive directors in 2007 under the 1999 Generico Executive
Share Option Plan. The plan rules allow for grants up to a maximum 200% of salary. Grants were at 75%
of salary in 2007. From 2008 options will no longer be granted to senior executives or directors.

Options at lower grant percentages are also made to other Generico executives, based on the scale of
their role in the company. They are intended as an incentive to generate future long-term company value
rather than a reward for past performance. There were 106 participants in 2007.

All options granted under the 1999 Plan have been subject to two vesting conditions:

p Continued employment

p The amount of Generico’s cumulative cash added value over a three-year period, as detailed on page 54.

Executive directors’ interests in share options
As at 31 December 2007
Audited information

Options Earliest Latest
Exercise date exercise

Dates of grant Opening Lapsed Granted Closing prices exercisable date

Gene Rico

– Pre 2005 vested options 8,400 – – 8,400 £3.75 01/03/02–01/03/07 28/02/14

– 2005 vested options 28,400 (11,644) – 16,756 £5.00 01/03/08 01/03/15

– 2006 unvested options 48,350 – – 48,350 £6.20 01/03/09 01/03/16

– 2007 unvested options – – 30,000 30,000 £7.50 01/03/10 01/03/17

Nigel Mitchell

– Pre 2005 vested options 6,200 – – 6,200 £3.75 01/03/02–01/03/07 28/02/14

– 2005 vested options 26,200 (10,742) – 15,458 £5.00 01/03/08 01/03/15

– 2006 unvested options 41,900 – – 41,900 £6.20 01/03/09 01/03/16

– 2007 unvested options – – 26,000 26,000 £7.50 01/03/10 01/03/17

Robert Black

– Pre 2005 vested options 1,800 – – 1,800 £3.75 01/03/02–01/03/07 28/02/14

– 2005 vested options 23,700 (9,717) – 13,983 £5.00 01/03/08 01/03/15

– 2006 unvested options 40,300 – – 40,300 £6.20 01/03/09 01/03/16

– 2007 unvested options – – 25,000 25,000 £7.50 01/03/10 01/03/17

Sarah Collins

– Pre 2005 vested options 4,300 – – 4,300 £3.75 01/03/02–01/03/07 28/02/14

– 2005 vested options 22,300 (9,143) – 13,157 £5.00 01/03/08 01/03/15

– 2006 unvested options 37,900 – – 37,900 £6.20 01/03/09 01/03/16

– 2007 unvested options – – 23,500 23,500 £7.50 01/03/10 01/03/17

No options were exercised during the year. Share price during year: high £9.15; low £6.25;
year end £7.50
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Restricted shares Conditional restricted shares were granted to executive directors in 2007 under the
2007 Generico Executive Restricted Share Plan. The plan rules allow for grants up to a maximum 150%
of salary. Grants were at 30% of salary in 2007 and will be at 75% of salary for 2008.

Restricted shares at lower grant percentages are also made to other Generico executives, based on
the scale of their role in the company. There were 106 participants in 2007.

All restricted shares granted under the 2007 Plan have been subject to two vesting conditions:

p Continued employment

p Generico’s relative TSR ranking against a competitor peer group. See page 54.

Executive directors’ interests in restricted shares
As at 31 December 2007
Audited information

Market Total value at
value 31 December

Earliest at date 2007
Number of vesting of grant (£7.50)

shares date (£/share) £’000

Gene Rico 12,000 01/04/10 £7.50 90

Nigel Mitchell 10,400 01/04/10 £7.50 78

Richard Black 10,000 01/04/10 £7.50 75

Sarah Collins 9,400 01/04/10 £7.50 71

Total value assumes 100% vesting. As noted on page 54, the performance condition for the restricted
shares to vest is that relative TSR ranking over three years will be five or higher.

Dilution Newly issued shares are currently used to satisfy the exercise of all employee and executive
options. Grants of restricted stock are by shares delivered from the Employee Benefit Trust that buys the
shares on the market using funding from the company.

In accordance with the ABI guidelines, the company can issue a maximum of 10% of its issued share
capital in a rolling 10-year period to employees under all its share plans. Within this 10%, the company
can only issue 5% to satisfy awards under discretionary or executive plans. The table below sets out the
current level of dilution against these limits, and the new commitments for potential new share issues
made during 2007.

Share dilution
Additional

Current dilution
total during

dilution 2007

All share plans (maximum 10%) 2.97% 0.48%

Discretionary share plans (maximum 5%) 1.15% 0.31%

The company operates a Share Incentive Plan approved by HM Revenue & Customs. None of the
executive directors participates in this plan.
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Remuneration in detail continued

TSR performance

The chart below shows Generico’s five-year annual TSR performance against the FTSE 350 index.
This index was chosen as the most appropriate broad equity market index for comparison purposes
because it is the index of which Generico forms part. The TSR calculations have been undertaken
in accordance with the Directors’ Remuneration Report Regulations 2002.

Employment contracts
All executive directors have employment contracts with 12 months’ notice of termination on both sides.
In the event of termination by the company, there will be no compensation for loss of office due to
misconduct or resignation. In other circumstances executive directors may be entitled to receive
compensation for loss of office which will be paid monthly for a maximum of 12 months. Such payments
will be equivalent to monthly salary and value of benefits that the executive would have received if still in
employment with the company. Executive directors will be expected to mitigate their loss if they contract
to take on alternative employment within a 12-month period following their departure from the company.
There are no special provisions for compensation if loss of office results from a change in the company’s
ownership.

Date of contract

Gene Rico 14/03/1998

Nigel Mitchell 23/06/2003

Richard Black 12/01/2001

Sarah Collins 06/08/2004

Outstanding term: Rolling contract
Notice period: 12 months
Compensation for loss of office: 12 months’ salary plus benefits

Outside appointments
Generico allows executive directors and other appropriate senior employees to accept a maximum
of one non-executive appointment outside the company, subject to permission from the Committee
and provided there are no conflicts of interest. Such appointments can enhance directors’ experience
and value to the company. No such appointments are currently in place. Fees for such appointments
would normally be retained by the individual director.

Non-executive directors
Non-executive director appointments are for an initial period of three years. They are subject to
reappointment every three years, and annually after nine years. Non-executive directors do not have
contracts of service or notice periods and are not entitled to any form of compensation in the event of
early termination for whatever reason.

Generico
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Growth in total shareholder return over the past five years
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Exercise price Share options are awarded at a specified exercise price: the price that is payable,
after the options have vested, to convert the options into shares.

Intrinsic option value The difference between the market value of the underlying share at any time
and the option exercise price.

Median The midpoint in rewards granted by all peer group companies for a similar role;
half the rewards are above the median and half are below.

Peer group The group of comparator companies against which the company benchmarks
the reward of its senior executives.

Restricted shares In Generico, these are shares in the company that are awarded to directors
conditionally. The actual number that directors receive will depend on the total
return Generico generates for shareholders over the three years following the
award, relative to the company’s peer group. If Generico’s return ranks best in the
group, directors receive all the shares originally awarded; if it ranks below fifth, they
receive none. See page 54 for more details.

Share options Options to buy shares on or after a specified future date (the ‘vesting date’) at an
agreed ‘exercise price’ – normally the market price on the date the options are
granted. The value of the options on any given date depends on how much the
market price has risen or fallen, compared with the exercise price. In Generico,
options can be exercised up to seven years after their vesting date. See page 54
for more details.

Total shareholder return (TSR) The return to shareholders from any growth in the company’s share price
and reinvested dividends over the period in question.

Upper quartile The point at which 25% of rewards granted by all peer group companies for
a similar role are above, and 75% of rewards are below.

Vest Share options are said to vest when it becomes possible to convert them
into shares at the exercise price.
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