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Introduction 

Over the last few years, shareholders have gained the power to express their opinions in the 
global “say on pay” phenomenon.  

While some countries, such as the US, provide a  non-binding vote that organisations may 
choose to ignore, others such as Switzerland and the UK have gone further in new laws – 
providing activists with a definitive veto of executive pay or policies. 

Ten years ago Australia adopted a non-binding vote and three years ago this vote was 
strengthened to become part of the two strikes rule, where two consecutive votes against the 
remuneration report of over 25% lead to a vote on whether to spill the Board.  

At the conclusion of the two strikes rule’s third season, the question is, does it work? 

We have conducted a poll of Non-Executive Directors of listed companies who are “at the 
coalface” to canvas their opinions.  

Key Findings 

The Directors who responded to our survey believed remuneration policies have changed for 
the better since the introduction of the two strikes rule, which they considered a key driver of 
remuneration decisions by the Board. 

Yet the majority of those Directors also believed that their decisions are still subject to the same 
market influences as before or that remuneration issues take up time that should be spent on 
other critical issues.  

Directors were not convinced that executive pay was linked to performance in every company 
and did not believe that the two strikes rule had affirmed this link.  

Although the majority of the Directors thought that more frequent shareholder engagement 
would improve the two strikes process, many also believed this engagement needed to be 
targeted to key investors.  

A clear majority believed that past and present pay polices had led to excessive executive pay 
levels, although around 30% believed that the excesses had been occasioned by legacy 
practices that had been phased out. An additional 15% stated that without care, pay could again 
slip into excess.  

The question of whether greater restraint by Boards and management would improve the 
process split the respondents, with almost half stating that it would, while approximately 40% 
believed that Boards were already showing restraint and fewer than 10% believed it would not.  

The introduction of a CEO-to-median-worker pay ratio similar to that proposed for the US would 
be meaningless, according to respondents.  
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The Data 

1. Since the introduction of the two strikes rule, do you believe remuneration 
policies have: 

 

 
2. Do you believe the two strikes rule has been a key driver of remuneration 

decisions by Boards? 

 
3. Do you believe the executive pay model at most companies is closely linked to the 

key drivers of performance and company strategy? 
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4. Do you think the two strikes rule has affirmed the alignment of executive pay with 
performance? 
 

 
5. Do you believe executive pay is overly influenced by management? 

 

6. Do you think more frequent shareholder engagement would improve the process? 
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7. Do you think enhanced disclosure requirements would improve the process? 

 

8. Do you believe past and present pay policies of Australian organisations have led 
to excessive CEO pay levels? 

 

9. Do you think the exercise of greater restraint by Boards and management would 
improve the process? 
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10. Would the disclosure of a “pay ratio” between a median worker and the CEO 
similar to that proposed by the US’ SEC improve the pay process? 

 

 Director Comments 

At the end of the survey, Directors had the opportunity to record their thoughts on the two 
strikes rule. Some of their opinions are broken down into categories and summarised below: 

General Observations  

- The two strikes rule has increased Board focus on remuneration and has generally led to 
improvement in remuneration policy, but it has a number of flaws and can be 
counterproductive.  

- The two strikes rule is a gimmick and an improper piece of regulation that can be 
hijacked for non-remuneration purposes. 

- Votes to date have been a factor of poor company performance rather than 
remuneration issues.  

- The big problem is 'pay for performance' where operational performance is different from 
and longer term than shareholder return. 

- Unduly complex.  Not aligned to linking pay structures with company performance.   
- If the legislation is designed to cause a Board to change, it has had no effect. 

Level of Executive Pay 

- Pay levels for incumbent executives are still too high in relation to the level of 
remuneration for which new executives will work.  

- Fixed pay levels are well above appropriate proportions of total reward. There needs to 
be more pay at risk. 

- The private sector fails to take account of non-financial benefits that CEOs value. Few, if 
any, of the most highly paid Australian public company CEOs would resign if they were 
to 'lose' material amounts of entitlements from their current total remuneration. 

Regulation and disclosure 

- One of the key drivers of excessive pay is the excessive disclosure of pay.  It only gives 
the competition a clear picture as to what they can offer to recruit key talent away.   

- Disclosures are still too long and complex to be valuable.  

- The general public's ignorance of how options actually work, and the ATO's rapacious 
treatment of option awards serves to remove an extremely viable tool for aligning 
executive and shareholder interests. 
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- Pay is not a mechanical exercise.  People vary and so do the circumstances of the 
company.  More rules mean less flexibility to adapt to the situation and usually lead to 
non commercial arrangements to try to achieve the same outcome in dollars whilst 
obeying some rule which is counterproductive in the particular circumstance. 

Proxy advisors 

- Over the last few years the increased discussions with major shareholders and proxy 
advisors on remuneration has been helpful for both sides. 

- Proxy advisers have too much power, especially in relation to their accessibility and 
understanding of businesses.  

- Proxy advisor requests and requirements often conflict and are not always in the 
interests of shareholders. 

- Companies do need to engage proxy advisers but it is even more important to have 
shareholder engagement and involvement, to have them responsible for their investment 
when a potentially damaging vote is recommended. There should be an accepted 
guideline that ensures shareholders engage with companies if a no vote is 
recommended and they are a material investor. They should hear the balancing view 
and make their decision.  

International Comparison 

Egan Associates’ survey was inspired by a survey conducted in the US by Towers Watson 
canvassing the opinions of Directors and shareholders. For the purposes of global comparison, 
we have compared the results below: 

Question 
Australian 
Directors 

US Directors US Shareholders 

Executive pay models have stayed the 
same or changed for the better since the 
introduction of say on pay / the two strikes 
rule. 

95% 91% 97% 

Say on pay / the two strikes rule has been a 
key driver of remuneration decisions on 
Boards 

82% 26% 63% 

Executive pay model is linked closely to 
performance and executive strategy 

28% (57% said 
it depended on 
the company) 

70% (Strategy) 

89% (Performance) 

34% (Strategy)  
59% (Performance) 

Say on pay / two strikes rule has affirmed 
the alignment of executive pay and 
company performance 

20% 72% 41% 

Executive pay is overly influenced by 
management 

18% 23% 66% 

More frequent shareholder engagement 
would improve the process 

58% 13% Over 66% 

Enhanced Pay Disclosure would help the 
process 

5% 36% 84% 

The executive pay model has led to 
excessive CEO pay levels 

70% 20% 72% 

More restraint in pay setting by Boards and 
management would help the process. 

32% 34% 69% 

The adoption of the pay ratio disclosure was spurned by all parties, but the US survey did not 
provide numbers. 

Australian Directors appear to have acted further on say on pay recommendations than their US 
counterparts, with many more Australian Directors of the belief that the two strikes rule has had 

http://www.towerswatson.com/en/Press/2014/01/corporate-directors-institutional-investors-remain-divided-over-current-state-of-executive-pay
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an effect on their decision making. The data also suggests that they are more prepared to 
engage with stakeholders on remuneration, although their belief in the benefits of additional 
remuneration disclosure is low in comparison to US Directors’.  

Australian Boards appear to be more concerned about runaway executive pay than US Boards, 
although the Australian Directors who responded to this survey believed that Board restraint 
had already had a large effect on problematic pay levels.  

In terms of pay for performance, the Australian respondents were not as convinced as their US 
counterparts as to how well strategy and performance was linked to pay, and do not believe that 
two strikes has helped affirm this link.  

Conclusions 

Although Australian Directors who responded to our survey appear to believe the stakeholder 
engagement the two strikes rule has fostered is beneficial, there is scepticism over whether 
strikes always relate to remuneration matters. Some tweaks could be necessary to make the 
rule less open to abuse.  

The link between pay and performance does not appear to be universal, with Directors believing 
it varies from company to company, depending on the market.  

The positive aspect of this survey is that the two strikes rule has brought stakeholder 
engagement into the spotlight and has in the opinion of respondents led to better pay practices. 
Directors, although concerned about pay levels, also believe their decisions and actions have 
led to an easing in excessive remuneration. 

Contact Us 

We welcome your comments on the report and trust you will find it to be informative and thought 
provoking. For Board Advice, please call Egan Associates on 02 9225 3225 or email us.   

About Us 

John Egan  

John has been an advisor to Boards and senior executives on organisation, 
governance and reward issues for over three decades, having assisted a 
majority of Australia’s top 200 companies as well as a myriad of 
entrepreneurial organisations and government entities across a wide range 
of industries over his career.  
 
John's early career was with Cullen Egan Dell, a company of which he was 
Chairman from 1983 to 1989 when he formed Egan Associates.  
 

John has served on the Federal Council of the Institute of Management Consultants, the 
National Board of Advice for AIESEC and the University of Sydney's Board of Advice of the 
Faculty of Economics and Business, including a period as the Chairman or National President of 
each body. John was made an honorary fellow of the University of Sydney in 2009 and retains 
his Adjunct Professorial appointment in the School of Business. John was also appointed a 
Trustee of the Royal Botanical Gardens and Domain Trust in May 2010.   

http://www.eganassociates.com.au/contact-us
mailto:mail@eganrem.com?subject=KMP%20and%20Board%20Advisory%20Services%20inquiry

