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Remuneration 
 

Remuneration Report Votes 

Advisors will have a laundry list of issues where compliance or non-compliance will count towards a 

yes or no vote. For example, CGI Glass Lewis’ focus this year will remain primarily on:  

 The strategic rationale for remuneration practices;  

 Appropriateness of quantum relative to peers and performance;  

 Increases in fixed remuneration;  

 Pay mix and short-termism of incentives;  

 Clearly evidenced links between STI outcomes and company performance;  

 Adjustments and Board discretion over hurdles; and 

 Supporting well explained "fit for purpose" LTI structures that drive executive performance 

and reflect a company’s unique context and strategy, rather than simply adhering to vanilla 

LTI structures. 

Below is a more specific set of remuneration issues that will be under observation by the various 

proxy organisations. 

NED Fees 

Information proxy advisors will consider when deciding whether to accede to a fee pool increase 

includes: 

 Why the increase is being sought; 

 The proposed level of Director and Committee fees in comparison to similar companies; 

 Whether the company has discontinued retirement benefits; 

 Policies and practices for NED remuneration including equity ownership; and 

 Any proposed changes to Board size. 

The advisors make a decision considering the above information and the size, complexity, 

performance, geographic spread, turnover and skill requirements of a company.  

NED Remuneration should generally not include options or performance based remuneration unless a 

company is small or cash poor, where it may be appropriate to grant options to Directors as a cash 

saving measure.  
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Executive Fixed Remuneration 

Similar to NED remuneration, executive fixed remuneration should reflect the responsibilities of the 

role taking into account of business size, complexity, geographic spread inter alia. 

The median is often used as a guide for voting organisations, with explanation required where fixed 

remuneration is significantly above the median of companies’ of a corresponding market 

capitalisation. The relative positioning should be disclosed as well as the peer companies used for 

comparison.  

Executive Share Plans: STI 

The award of STI payments despite poor performance is a frequent trigger for votes against 

remuneration reports. 

Inadequate disclosure is also often one of the stumbling blocks. Especially important is to provide 

information on the performance measures and to link performance to STI awards made. Information 

on why the performance measures were selected should be provided as well as how those 

measures are linked to the company’s strategy.  

While companies may not disclose future performance criteria or hurdles due to commercial-in-

confidence concerns, retrospective disclosure of performance measures, performance against the 

past year’s chosen measure and the percentage of the STI award that is paid is expected. If 

discretion has been exercised this must also be disclosed.  

Deferral of a portion of the short term incentive into equity is now expected by many proxy 

organisations, with deferral to be around two to three years.  

Executive Share Plans: LTI 

When considering whether to approve a grant or plan, proxy advisors and institutional investors will 

consider: 

 Adequacy of Disclosure (Reasons for choosing performance measures, vehicle, performance 

period, peer group etc, what risks the incentive framework creates and, if discretion was 

exercised for vesting, how and why it was applied). 

 Link between structure / measures and strategy. 

 Choice of equity vehicle – is it correct for the company’s stage of development? 

 The performance and vesting period: this should be linked to strategy. ASA prefers four or 

five years. ISS states that if 50% can vest in two years or less it is too short. AMP Capital 

and BlackRock prefer at least three years.  

 The performance criteria: are they aligned with shareholder interests and the company’s 

strategy? Are they demanding? Are they transparent? Are they able to be manipulated? 

 Vesting profile: is it a sliding scale or cliff vesting? The former is preferred. 

 Frequency of grants: annual grants are generally preferred to ad hoc grants. 

 Valuation and Allocation method for securities: many proxy organisations believe that fair 

values that discount for the likelihood of the award vesting are not desirable for allocation – 

see point below. 
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 Proposed volume of securities to be issued. 

 Any time restrictions on disposing of shares and exercising of options. 

 Exercise price of options (including methodology of calculation): this should not be a 

discount to the market price at grant date and should not be repriced at a later date. 

 Valuation of options grants. 

 Whether the grant represents a deferred component of pay already accrued.  

 Termination and good leaver provisions. 

 The overall pay practices of the company including details on the remuneration structure for 

the executive and what happens to that structure if there is no grant. 

Performance Hurdles 

Performance hurdles should be tailored to the organisation and its choice of incentive vehicle, but 

proxy organisations do have a few preferences:  

 Total Shareholder Return (TSR) hurdles are generally preferred to absolute share price 

hurdles or accounting measures.  

 Where accounting measures such as earnings per share or return on equity have been used, 

an explanation is required of the hurdle range that has been selected and why the range 

represents exceptional performance. The difficulty of achieving measures will often be 

judged based on analyst forecasts at the time the hurdle was set.  

 The use of adjusted measures may be voted against in some cases. Where adjustments 

have been made, a reconciliation between statutory accounting measures and the adjusted 

measures is appreciated.  

 Relative measures are generally preferred over absolute measures to mediate the effect of 

market forces. However, most proxy organisations state that relative hurdles should not 

vest for below median performance and they are also on the lookout for plans that vest 

when performance has been negative in absolute terms. Very important with relative 

measures is peer group choice. It should not be too small or cherry picked. Yet a broad 

index such as the ASX 200 will also meet with disapproval, with companies from similar 

industries or a specific index preferred. The ASA notes that the group should include at least 

five companies.  

BlackRock favours the use of multiple performance measures. ASA prefers to have at least two 

hurdles for an LTI scheme and it prefers that one of those be TSR.  

Allocating Equity using Fair Value 

This involves the use of a discounted value to calculate the number of performance rights to grant 

to executives under incentive schemes – an issue in which we have a particular interest and have 

discussed here. The views of institutional investors and proxy organisations vary on the matter.  

Credit Suisse and ISS have released reports in the last year noting their disapproval of the practice. 

The ASA states that it likes the number of performance rights to be issued to be derived from a 

“simple public formula which references the current market value”. BlackRock notes that it is 

“supportive of companies using a fair value that excludes any discount for vesting probability”.  

http://www.eganassociates.com.au/fair-value-is-it-fair/
http://www.eganassociates.com.au/remuneration-value-not-the-same-as-accounting-cost/
http://www.eganassociates.com.au/fair-value-analysis-shows-grant-inflation/
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CGI Glass Lewis stated that whether or not a company uses fair value to allocate equity, CGI Glass 

Lewis’ analysis will calculate the underlying value of the equity granted. 

It acknowledged that accounting rules tended to push companies into choosing fair value, but 

stated that face value offered a clearer window into the total potential value that is being 

transferred to executives. If it thinks fair value discounts are inappropriate (such as where hurdles 

are far more likely to vest than the discounts applied) it does consider recommending against grants. 

Retesting 

There has been movement away from retesting over recent years and many organisations will vote 

against schemes considered too generous. Considerations in this vote will include the frequency of 

retesting and whether the start of the performance period remains the same (increasing the period 

over which performance is measured for the retest) or moves forward to keep the performance 

period constant. The former is preferred.  

Dilution 

Proxy organisations have an eye on the level of dilution permitted under plans and the number of 

equity incentives on issue under all plans. BlackRock expects to see a total limit on dilution across 

all plans not exceeding 5% of total issued capital or 10% for companies in a development, 

exploration or development phase. ISS sets a limit of 10%.  

Termination Benefits  

Termination benefits exceeding 12 months fixed remuneration will generally be opposed, although 

they will be considered on a case-by-case basis taking into account the treatment of equity 

incentives and past practices of the company. The expectation is that vesting of outstanding long 

term incentives occur over the usual time frame and preferably also be subject to performance 

hurdles. Where accelerated vesting occurs, pro-rata vesting is preferred. The remuneration 

committee should have discretion to vary provisions.  

With sign-on and retention benefits, the important thing is to ensure disclosure of the measures is 

full, although proxy organisations do not agree on their desirability.  

Executive Director Contracts 

BlackRock notes that when disclosing a CEO contract to the ASX, it expects information on:  

 Period of the contract; 

 Quantum of fixed remuneration; 

 Structure of any performance-based remuneration; 

 Notice period and termination provisions; 

 Sign-on remuneration; 

 Retention provisions; 

 Post-employment restrictions on trade and consideration paid; 

 Post-employment consulting or advisory relationships; 
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 Post-employment vesting of payments granted during employment; 

 Contractual provisions for conflicts of interest, including  acceptance of payments from 

shareholders, employees, suppliers, customers and others with a pecuniary interest in 

company activities; 

 Change on control provision and the impact on variable remuneration; 

 Any other material issues which will assist shareholders to fully understand the terms. 

BlackRock states that while it is reasonable for contracts to have an initial three year term, it 

expects them to be renewed on a one-year rolling basis.  

Spill Resolutions 

Many proxy organisations would only consider voting for a spill resolution in extreme circumstances, 

preferring to engage with companies to address issues requiring review. Considerations included 

progress towards addressing concerns, performance of the company under the incumbent Board, 

plans for Board renewal and the potential consequences for shareholders of a spill.  
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 Board Composition 
 

Disclosure 

In order for shareholders to be able to make election decisions, as much disclosure as possible is 

encouraged about Directors. Profiles might include: 

 Professional background and qualifications; 

 Age, date of appointment and re-election to Board;  

 Current and past Director roles and current committee roles; and 

 Size of shareholding. 

Tenure and Age 

Attitudes on tenure have been firming. The independence of a Director is questioned by some 

advisors once the Director has served a certain length of time: 12 years for the Australian 

Shareholders’ Association (ASA), 15 years for BlackRock and CGI Glass Lewis and 20 years for 

Ownership Matters.  

CGI Glass Lewis notes that of equal concern is whether certain Directors have a pattern of working 

together or have served on a single Board for a lengthy period.  

Independence 

Directors with conflicts of interest or who fail to meet advisors’ definitions of independence on a 

non-majority independent Board may receive protest votes when standing for re-election. The 

nomination committee chairman may also be targeted on a non-independent Board. Where there is 

not a majority independent Board, an explanation is often considered necessary.  

Most institutional investors and proxy advisors desire that the Chairman be independent and, if not, 

that there be a lead independent Director. There are exceptions to the independence rule, for 

example where the Executive Chairman is the founder, is very important to the company or is a 

major shareholder. However, if there is no lead Director, the lack of an independent Chairman may 

lead to votes against the Chairman. Committee Chairmen are also expected to be independent. 

Common markers of an independent Director are: 

 Not a substantial shareholder (5% or more of voting rights); 

 Not a material supplier or customer of the group; 

 Not been employed in last three years in an executive capacity, as a material professional 

adviser or material consultant; 

 Not have a material contractual relationship with the company;  
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 Free from any other interest or relationship – in some cases this may extend to positions on 

other major listed companies; and 

 Not entrenched in terms of tenure (see above). 

These requirements also cover Directors’ immediate family or related professional companies and 

may cover prior relationships or holdings.  

Shareholdings  

BlackRock and the ASA believe Non-Executive Directors should have some “skin in the game” in 

order to align their interests with those of public shareholders. This means accumulating a 

meaningful investment within a reasonable period of time after joining the Board.  

The ASA specifies that Directors should own or have invested at least one year’s worth of cash 

fees in the company’s shares after three years on a Board. BlackRock also expects executives of 

ASX 200 companies to hold one times salary in vested shares and the CEO to hold twice their 

salary.  

Workload 

Non-Executive Directors are expected to have the additional capacity for a major transaction. Proxy 

advisors will vote against the re-election of Directors if they consider them to be overcommitted in 

terms of the number of Boards on which they serve.  

There is resistance against executive Directors (especially CEOs) of ASX 200 companies taking on 

unrelated Director roles unless the role is temporary or they are transitioning away from an 

executive career. This may lead to a no vote, especially if more than one role is taken on.  

ISS and the ASA will vote against Directors who sit on more than five other listed company Boards 

(counting a Chairman as equivalent to two Board positions), or who are an executive Director and 

hold more than one Non-Executive Directorship at unrelated listed companies. 

CGI Glass Lewis’ rule of thumb is that a Director can assume up to six public company 

Directorships, with Chairman counting as two. Anything beyond six is a red flag where CGI Glass 

Lewis will “seriously consider” recommending against a Director for the role where it does not 

believe their skills are most critical. Commitments on non-listed organisations are also taken into 

account.  

Board Size 

Board size must be relative to the responsibilities of the Board. BlackRock names a minimum Board 

size of five for an ASX 200 company to meet skills and diversity requirements. The ASA refers to 

Board sizes between four and 12.  

Diversity 

Although this is becoming a key area for a number of advisors, it is one of CGI Glass Lewis’ areas 

of particular focus. Key concerns are gender, geographic representation and skill sets (particularly 

technology, age and experience), performance, commitments, renewal and succession planning. 
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CGI Glass Lewis notes that women are grossly underrepresented in Australia, Directors are older, 

Boards lack Asian and meaningful geographic experience and are behind on gaining deep 

technological skills and experience in the global economy.   

It expects companies to provide comments on the meaning of “measurable objectives” and the 

steps they can take to measuring achievements against the diversity objectives its Board has set. 

CGI Glass Lewis has voted against the Chairman of Boards who fail to adequately address diversity 

over a 3 year period and has stated that it will continue to do so.  

BlackRock has said it will look at the percentage of women on the Board and in senior executive 

roles as well as any apparent pay disparities. Concerns may result in votes against the Chairman of 

the nomination committee.  

The new ASX Corporate Governance Principles and Recommendations contain a recommendation to 

have disclose a skills matrix. The disclosure of the matrix need not be prospective, according to ISS. 

CGI Glass Lewis is taking a wait-and-see approach to how disclosure will evolve with regards to a 

skills matrix. 

Performance  

The past and current performance of Directors for all the Boards on which they have served is taken 

into account by many proxy advisors. Votes will occur against Directors who fail to hold 

management to account for performance or who display material failures of governance, 

stewardship, risk oversight or fiduciary responsibilities.  

The ASX Corporate Governance Principles and Recommendations contain a recommendation that 

companies have and disclose a process for the periodic evaluation of the performance of the Board, 

its committees and individual Directors and disclose whether an evaluation was undertaken in the 

performance period.  

BlackRock believes annual performance reviews lead to a more efficient Board. The Australian 

Council for Superannuation Investors states that companies should periodically consider using 

external facilitators to conduct Board reviews (for example every two years). 

Egan Associates facilitates Board Effectiveness Reviews incorporating: 

 An independent review of the Chairman’s and Directors’ performance; 

 Advice on how to strengthen the Chairman’s leadership; 

 Evaluation of how well the Board addresses strategy, operational reviews and 

risk; 

 Examination of Board success at working with management; 

 A talent audit of the Board’s skill set to identify Board development and 

succession needs; and 

 Strategies to improve individual performance and group dynamics. 
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Attendance 

A number of advisors take meeting attendance into account when voting for Directors. BlackRock 

and ISS consider a no vote where Directors fail to attend fewer than 75% of Board and committee 

meetings in a given year (except the first year after joining).  

Committees  

Risk 

ISS considers the amount of disclosure around the risk committee when voting and BlackRock 

states that if there is a risk committee in addition to an audit committee, there needs to be clear 

disclosure on the responsibilities of each committee and how they interact.  

Audit 

Most advisors expect the audit committee to be comprised of independent Directors and have no 

relationships to the company’s auditor. BlackRock may vote against audit committee Chairman if 

there has been accounting fraud in the company over the last three years, financial statements have 

been restated due to negligence or fraud, or if the company repeatedly fails to file its financial 

reports in a timely fashion. It may also post a no vote if non-audit fees are higher than audit fees 

and there is no explanation. The ASA believes the committee should comprise of at least three 

members and a Chairman who is not the Chairman of the company.  

Nomination 

BlackRock will vote against the Chairman of this committee if the committee fails to meet during 

the year; if the composition of the Board continues to reflect poor succession planning, renewal or 

other composition deficiency; or if the committee approves the nomination or re-election of an 

individual with conflicts of interest, a lack of integrity or who is unable to represent the interests of 

shareholders.  

Remuneration 

If there are significant ongoing concerns with remuneration practices, the Chairman of the 

remuneration committee will be opposed for re-election by the ASA and by BlackRock. BlackRock 

states that the remuneration committee should comprise Non-Executive Directors except for certain 

cases outside the ASX 200. ISS will only vote against executive members if the committee and the 

Board is not majority independent. ASA prefers the committee to have at least three members and 

be majority independent.  
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About us 
 

Egan Associates 

For more than 25 years, Egan Associates has advised leading organisations and emerging 

enterprises in Australia and New Zealand on the remuneration of executives, Directors and key staff 

members, as well as performance management, work value, corporate governance and Board 

effectiveness. 

Our Services include: 

 Remuneration reviews and benchmarking for Boards, CEOs, executives, senior technical 

positions and specialist roles including governance and stakeholder engagement 

 Advice on annual incentive plan structures, performance criteria, target and maximum payment 

levels including deferral and clawback provisions 

 Advice on long term incentive plan structures, participants, performance hurdles, equity 

instruments, valuation and allocation, as well as monitoring  

 Corporate transactions / IPOs: assistance transitioning pre-IPO reward arrangements into the 

listed company environment with considerations including escrow provisions 

 Government pay reviews: assistance at both Federal and State level in administrative, policy 

and corporatised environments on reward for senior executives and independent Boards 

 Online human capital solutions : online resources to assist organisations manage role 

accountability statements, work value, internal relativity and market competitiveness 

 Board effectiveness: assistance with Board reviews, Board skills matrices, scenario planning 

and Board documentation. 

John Egan  

John’s early career was with Cullen Egan Dell (now Mercer Human Capital), 

which he chaired from 1983 to 1989, when he formed Egan Associates. John 

has been an advisor to Boards and senior executives on organisation, 

governance and reward issues over many years. He has assisted a significant 

majority of Australia’s top 200 companies as well as a myriad of 

entrepreneurial organisations and government entities across a wide range of 

industries. 

John has been actively involved with Universities, chairing Sydney University’s 

Board of Advice for its Faculty of Economics & Business (2001 – 2010).  John is an Honorary 

Fellow of the University and an Adjunct Professor in the School of Business. 

His personal interests are in cool climate gardens – www.thebraesgarden.com – and he served as a 

Trustee from May 2010 to June 2014 of the Sydney Royal Botanic Gardens & Domain Trust. 

http://www.thebraesgarden.com/

