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Message from the Chief Executive Officer
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T

he last few years have seen a rapid growth in size, quality and
sophistication of financial markets, because of changes in the
policy and regulatory environment, the entrepreneurial initiatives
of individuals and institutions, and the availability of trained manpower. The continuing growth of financial markets is further adding
to the demand for well-trained professionals.
Mr. Muhammad Ali Khan

Institute of Financial Markets of Pakistan is dedicated to the professional development of financial markets and research on financial markets as well as the
well being of financial markets by educating the professionals about the norms and ethics
being practiced in the markets. IFMP has had a pioneering role in meeting the demand for
educated manpower. It is Pakistan's first specialized institution devoted to the education
and updating of knowledge of manpower for financial markets. It will provide highquality educational standards for all types of financial market participants; investors,
brokers, mutual funds, investment banks and policy makers.
The Institute's main activities are (1) Licensing the professionals working in the financial
markets by certifications. The institute’s key responsibility is to educate the professionals
working in different financial markets of Pakistan through examining their knowledge in
their relevant field of work; (2) Studying the latest developments in the financial markets
in order to discover whether there is such a thing as an ideal market economy; and (3)
Contributing to the development of financial markets in Pakistan. By means of these three
activities the Institute seeks to communicate its ideas to the audience both at home and
overseas. The Institute's research is intended, first and foremost, to be neutral, professional and practical. Rooted in practice, it aims to contribute to the healthy development
of Pakistani financial markets as well as to related policies by conducting neutral and professional studies of how these markets and the financial system are regulated and organized and how they perform.
The economy is changing all the time. The Institute hopes that, by responding to these
changes positively, it can contribute to the dynamic development of the country's financial markets as well as of the economy itself.
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The Institute of Financial Markets of Pakistan (IFMP), Pakistan’s first
securities market institute, has been established as a permanent platform to develop quality human capital, meet the emerging professional knowledge needs of
financial markets and create standards among market professionals. The Institute has been envisioned to conduct various licensing examinations leading to
certifications for different segments of the financial markets. IFMP develops a
pool of trained and certified professionals, skilled not only to deal in conventional instruments but also to trade in new and complex financial market products.

◊ FEE STRUCTURE ◊

◊ EXAMINATION
SCHEDULE ◊

Candidate Registration Fee

Rs.10,000

Examination Registration Fee

Rs.7,000

Membership Fee (Annual)

Rs.5,000

Sun, 24 September, 2017

Study Guide (Hard Copy)

Rs.800

Sun, 26 November, 2017

PROGRAMMES

LICENSING CERTIFICATIONS

OTHER CERTIFICATIONS

INSURANCE CERTIFICATIONS

 Fundamentals of Capital Markets

 General Takaful Training

 Financial Derivative Traders Certification

 Pakistan’s Market Regulations

 Family Takaful Training

 Compliance Officers Certification

 Stock Brokers Certification

 Life Insurance Agent

 Clearing and Settlement Operations

 Mutual Funds Distributors

 Non-Life Insurance Agent

 Commodity Brokers Certification
 Research Analysts Certification
 Mutual Funds Basic Certification
 Securities and Futures Advisors’

Certification Programme
(Two- Modules)

◊ August 2017

Certification
 Risk Management Certification
 Capital Budgeting and Corporate Finance

Certification
 Investment Banking and Analysis Certification
 Islamic Finance Certification
 Fixed Income Certification
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4 Months Program

Register Online Now:
http://cee.iba.edu.pk/diplomaprograms.php

MoU signed with Foundation University of Pakistan
The Institute of Financial Markets
Pakistan (IFMP) has signed a
memorandum of understanding
(MoU) with the Foundation University of Pakistan for mutual cooperation for capacity-building and training programmes on Friday, August
25, 2017 at Foundation University,
Islamabad.
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CEO Compensation and Company Performance
Written by: M. Sarmad Naeem and Daniyal Ali

This article aims to analyze the relationship between CEO compensation and company performance with a
focus on the Pakistani food sector. The sample comprises seven largest consumer goods companies, specifically food companies, by market capitalization and includes Shezan, Unilever, Engro Foods, Rafhan, Mitchells,
Nestle and National Foods. The data analysis period extends over a four-year period (2012-2015). All the data
has been extracted from annual reports and financial statements of the companies mentioned above. The analysis reflects overall industry trend with respect to CEO compensation and various performance indicators
during the period of analysis.
The finance theory frequently refers to ‘Agency Conflict’, which arises when agents (managers) are appointed
to represent the principals (shareholders). Theoretically, the sole objective of a public company is to maximize
shareholders’ wealth; however, the managers or agents may opt to maximize their compensation at the cost of
the company’s performance. Accordingly, executive compensation packages should be such that they align the
interests of the principals (shareholders) and the agents (managers).
The board of directors of a public company is responsible to determine a suitable compensation package for
the CEO. The magnitude of the package is dependent on several factors, such as qualification and expertise of
the CEO, past record of success, tenure with the company in different capacities, fixed and variable compensation, change-in-control provision, termination clause and other elements included in the employment agreement. The board is then responsible to monitor the performance of the company and periodically align CEO
compensation with shareholders’ interests. It is argued that attractive and competitive compensation packages help in retaining and motivating the CEO of the company to perform better. For the purpose of comparison,
the board of directors may use a group of peers in the same or similar industry with comparable market capitalization, revenues, geographical location and spread, and customer base.
Ideally, CEO compensation should be highly positively correlated the performance of the company. However,
while a strong positive association between the two can be witnessed when the company is performing well,
this relationship appears to be weak in challenging times. Executive compensation has been a major corporate
governance concern amongst institutional shareholders in developed markets.
According to an estimate, the CEOs of the largest companies in the world earn 300 times more than an average
worker. The disparity between the compensation has been highlighted since 1990s and since then it has de-
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CEO Compensation and Company Performance

veloped into a corporate culture to give such high compensation to the CEOs. In most developed markets, a
large portion of the CEO compensation is variable and is dependent on company’s performance as reflected in
the share price of the company and other performance measures.
Besides base salary, a fixed component of the compensation, the CEO compensation may comprise of following variable components:
Short Term Incentives: Annual bonus awarded for short-term performance of the company and is mostly presented a percentage of base salary.
Long Term Incentives: These awards are largely equity awards and can be time-based and/or performance
based. They can either be share-based awards, such as restricted shares, or stock options. The CEOs
benefit from increase in the value of underlying equity and thus have an incentive to ensure the success
of the company.
Perquisites: These may include Supplemental Executive Retirement Plans (SERPs), Executive Insurance Plans,
Health insurance, house and car allowance, relocation allowance, club members to name a few.
As suggested earlier, this article focuses on the compensation practices in the Pakistan food sector. Figure 1
summarizes the key financial details of the companies in the sample, as of the most recent fiscal year. The data
exhibits that Nestle Pakistan Ltd. has been the market leader in the industry with highest revenue amongst its
peers and at least three times market capitalization of its closest competitor, Engro Foods. On the other hand,
Mitchells appears to have worst performance in comparison to its counterparts in the industry.
Figure 1: Selected Financial Data

All financial data is in PKR 000s

₁ https://www.forbes.com/sites/adamhartung/2015/06/22/why-ceos-make-so-much-money/#24d6838f4203

◊ August 2017

IFMP Newsletter

Page 7 ◊

04

CEO Compensation and Company Performance

The CEO’s average overall compensation in the industry in 2015 was approximately PKR 35 million. Figure 2
presents the industry wide trend for CEO compensation across the period of analysis. It is evident that the
base salary, that is the fixed component to the CEO, comprises 75 percent to 91 percent of the total compensation. The variable components, that is the bonuses and other perquisites form a small percentage of the overall
CEO compensation. This suggests that performance may not be a major consideration in determining the overall annual compensation of the CEO in the Pakistani food sector.
Figure 2: CEO Compensation Trend (2012-2015)

Compensation in PKR 000s

Figures 3 and 4 present a visual comparison between CEO average annual compensation and various performance measures, such as revenues, net income, ROE and ROA. Association between selected performance indicators across the industry is apparent.
Figure 3: Average Annual Revenue and Net Income CEO’s Average Annual Compensation

Revenue, Net Income and Compensation in PKR 000s

◊ August 2017
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CEO Compensation and Company Performance
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Figure 4: Average ROE and ROA vs. CEO’s Average Annual Compensation

*in PKR 000s

The data analysis suggests an association between the CEO compensation and selected performance indicators
within the food sector of Pakistan. For example, correlation between average revenue CEO compensation and
revenues is 0.45. Similarly, a correlation of 0.8 is evident between CEO compensation and net income. However, it also appears that there is a greater emphasis on short-term rewards that is annual bonuses and a lack of
long-term performance based rewards for the CEO. This approach may encourage risk-taking behavior among
the CEOs, whereby long-term value addition to the company can be forgone for short-term benefits and in turn
maximize short-term rewards for the CEOs.
While the analysis in this article focused on industry wide trends, an assessment of pay practices within individual companies can provide a better insight on the association between CEO compensation and company
performance.
*********
References
All graphs and data has been collected and calculated from the audited annual reports of the companies under
research.
Forbes.com. (2017). Forbes Welcome. [online] Available at: https://www.forbes.com/sites/
adamhartung/2015/06/22/why-ceos-make-so-much-money/#e0176c14203c [Accessed 21 Apr. 2017].
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Administrator

Electronic Database

A person appointed by the Commission to manage the
affairs of a closed-end fund or venture capital fund
upon cancellation of such license granted to the NonBanking and Finance Companies by the Commission
to operate as investment adviser or to manage the
venture capital fund, subject to such terms and conditions as may be deemed appropriate by the Commission.

The system for maintaining a database relating to
company information and includes the Corporate
Registration System, Corporate Compliance and Facilitation System, and Diary System.

-Non-Banking and Finance Companies Rules,2003

The forced sale value which reflects the possibility of
price fluctuations and can be realized by selling the
mortgaged, pledged, leased or collaterally held assets
in forced or distressed sale conditions.

Board

-Company (Registration Offices) Regulations, 2003

FSV

The Securities and Exchange Policy Board established
-Non-Banking Finance Companies and Notified
under section 12.
Entities Regulations, 2008
-Securities and Exchange Commission of Pakistan Act,
1997

Information

It includes data recorded in a form

Central Depository Companies Regulations which can be processed by
The regulations of a companies regulations central
depository company registered with the Commission
under
the
Central
Depository
Companies
(Establishment and Regulation) Rules, 1996.
-Stock Exchange Members (Inspection of Books and
Record) Rules , 2001

Equipment operating
automatically in response to
instructions given for a
particular purpose.
-Central Depository Act, 1997

REGISTRATION CLOSED!!
5th September, 2017
Last Date for Registration for 24th September, 2017
Examination
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17 Uplift Schemes Approved

surance policyholders since July. The commission ini-

The Sindh Provincial Development Working Party approved 17 development schemes worth Rs.7.23 billion. The schemes pertain to various divisions including work and services, agriculture, public health engineering department, irrigation and planning and development.
The approved schemes include improvement and extension of water supply system for Kotri city at a cost
of Rs.150.82 million. It approved 13 schemes for the

tiated seven new proceedings by issuing show-cause
notices to insurers, which were mainly due to the failure of companies to comply with directives, failure in
filing of financial statements, misstatement on the
website and failure to comply with the Code of Corporate Governance for Insurers, 2016.
The underlying objective of such action was to ensure
compliance with the existing insurance laws thereby
protecting the interests of the policyholders.

Irrigation Department include installation of solar Govt to raise money through Eurobonds
tube wells worth Rs.519.33 million, rehabilitation of
branch drains, reconstruction of water course crossings, village road bridges and sub-drains in Shikarpur
drainage division worth Rs.153.54 million.

The government is planning to raise $500 million to
$1 billion by floating Eurobond in the international
debt market.
Pakistan has a good track record of borrowing from

One scheme each has been approved in the Planning
and Development Department, Work and Services and
Agriculture Department.

the international market as it has never defaulted.
However, the country had a bad experience in September 2015 when it issued a 10-year international

Relief to Policyholders by SECP

bond of $500 million. It’s rate of return was considera-

The Securities and Exchange Commission of Pakistan

bly high at 8.25%.

has provided a relief of over Rs.5.35 million to policy- Record trade and current account deficits, falling reholders through complaints resolution from conclud- mittances, declining manpower exports and a steep
ed adjudication proceedings against six insurance slide in foreign exchange reserves are posing a chalcompanies. The majority of these proceedings related lenge to the government. Experts in the financial secto the failure of the insurance companies to meet the tor said the bond launch should have already taken
regulatory criterion under the Insurance Companies place since the country`s ability to hold foreign ex(Sound and Prudent Management) Regulation 2012.
The SECP disposed of 75 complaints pertaining to in-
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change reserves equal to three months of imports is
eroding fast.
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Annuity

اسایلہن

Bilateral Agreement

دورطہفاعمدہہ

Deferred Shares

اوتلایئصصح

Financial Inclusion

امایلیتومشتیل

Incentives

رتابیغت

Liquidation

ینپمکےکاخہمتیکاکرروایئ

Notice of Assignment

وفتضییکاالطع

Penalize

یسکرپزسااعدئرکان

Rating Companies

درہجدنبیرکےنوایلاینپمکں

Savings' Schemes

تچبںیمیکس

Terms and Conditions

رشاطئووضاطب
ک گ
اڈنر ن
ارقارانہم،یٹ

Undertaking
Valuation

صیخشتامتیل

Whistleblower
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ربخم‘ ادنریکربخدےنیواال
IFMP Newsletter

Page 12 ◊

Quotes and Jokes

08

Commodities tend to zig, when

Although it’s easy to forget sometimes, a share is not

the equity markets zag.

a lottery ticket. It’s part ownership of a business.

– Jim Rogers

– Peter Lynch

To learn new things; you might

To everything, there is a season, and a time to eve-

need to unlearn old thought and

ry purpose under heaven. A time to plant and a

tricks. Both processes can never

time to harvest that; which is planted. A time to

be achieved without humility.

break down and a time to build up.

– Ajaero Tony Martins

– Ecclesiastes 3: 1-8

Many people rush into the game of investing thinking they are predators. When they
get to the middle of the game, they then realize they are the prey and try to escape
but it will be too late. Only the preys with a well defined exit strategy will escape, the
rest will be slaughtered by the real predators.

– Ajaero Tony Martins
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◊ Monthly Review ◊
Pakistan
Stock
Exchange

KIBOR
(6 Months)

Crude Oil
(WTI)

Bid %

100 Index

Offer %

Beginning

49.33

Beginning

5.90

6.15

Beginning

46,010.45

Ending

47.31

Ending

5.90

6.15

Ending

41,206.99

Change

-2.02

Change

0

0

Change

-4803.46

Gold

Silver

10 Grams

10 Grams

Beginning

Rs.43,714

Beginning

Rs.625.71

Ending

Rs.44,057

Ending

Rs.634.28

Change

+343

Change

+8.57

Foreign Exchange Rates
Interbank Market

GBP (£)

EURO (€)

USD ($)

Buying

Selling

Buying

Selling

Buying

Selling

Beginning

Rs.138.19

Rs.138.45

Rs.123.56

Rs.123.79

Rs.105.30

Rs.105.50

Ending

Rs.136.25

Rs.136.51

Rs.126.04

Rs.126.28

Rs.105.30

Rs.105.50

Change

-1.94

-1.94

+2.48

+2.49

0

0
Source: Dawn e-Paper
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