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Newsletter November 2014 
As spring fades into summer, our November newsletter focuses on transitions: we discuss sign-on 

payments when hiring a new executive, remuneration structure adjustments when listing, and the 

evolution of the HR function. 

In preparation for proposed changes to the taxation provisions for employee share schemes, we 

have examined the current popularity of option grants versus alternatives. Finally, we update you on 

the release of new class orders from ASIC regarding disclosure relief. 

 

Why Companies Offer Sign-On Payments 

While payments to secure senior executives have shown some sign of 

diminishing in recent years, they are still often necessary as 

organisations endeavour to attract appropriate talent on both a national 

and global footing. 

 

How will Tax Changes Affect Option Grants 

Egan Associates examines the current proportion of companies granting 

options compared to the proportion that were granting options in 2009 

when the former Labor government introduced the current taxation 

rules. 

 

IPOs Don't Guarantee Executive Pay Rises 

Executives’ total remuneration can either increase or decrease after 

listing, depending on an organisation’s prior reward arrangements. 

 

Disclosure Relief: An Enlarged Structuring Toolbox 

ASIC has released new employee incentive scheme class orders (CO 

14/1000 for listed companies and CO 14/1001 for unlisted companies). 

 

HR Needs Technology, not Reinvention 

It is unwise to separate remuneration strategy and implementation from 

organisation strategy and people capabilities. 

http://www.eganassociates.com.au/proposed-employee-share-scheme-changes/
http://www.eganassociates.com.au/are-remuneration-protests-just-a-function-of-performance/
http://www.eganassociates.com.au/infographic-director-tenure/
http://www.eganassociates.com.au/remuneration-trends-from-2014-annual-reports/
http://www.eganassociates.com.au/when-boards-become-management-mark-2/
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Why Companies Offer Sign-On Payments 

While payments to secure senior executives have shown some sign of diminishing in recent years, 

they are still often necessary as organisations endeavour to attract appropriate talent on both a 

national and global footing. 

Sign-on benefits come in a variety of forms 

including: 

 upfront and deferred cash; 

 deferred shares to replace forgone 

equity incentive opportunities; and 

 accommodation benefits, low interest 

loans, tax equalisation, relocation 

and/or dislocation allowances; 

and can vary in value depending on how critical it is for the organisation to secure the executive, 

the circumstances of the executive and their family, and the executive’s prevailing remuneration 

arrangements. 

Executive Search firms engaged in seeking Chief Executives, Chief Financial Officers and major 

Business Group executives have prime carriage of managing the strategy for securing senior 

executives who forfeit benefits with their present employer should they choose to leave. 

If organisations limit their recruitment to resident Australian nationals, sign-on payments are more 

likely to be focused on replacing lost equity and providing a degree of compensation for a foregone 

annual incentive.  When securing executives from international markets such as North America, 

Canada and Europe including the United Kingdom, there are more elements to consider. 

Executives from Europe and Canada are likely to miss out on defined benefit retirement 

arrangements. For example, an executive in their 50s might be entitled to receive a defined benefit 

representing a multiple of their salary if they remain with their current company until they are 55, 

with the benefit being significantly diminished if they retire before the nominated age. Sign-on 

payments can account for this over a period of employment with the new employer, provided by 

way of a separation benefit, a post employment benefit or an equity grant. 

Other costs of acquiring talent can include: 

 Relocating an executive and his or her family; 

 Providing temporary accommodation (up to six months); 

 Supporting the executive’s spouse and children until a school or university year is 

completed; 

 Assisting with appropriate high school and/or university placements for dependents; 

 Meeting stamp duty, real estate or legal costs associated with the sale and purchase of 

accommodation; and 
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 Meeting associated relocation costs of goods and chattels. 

In North America, senior executives often have termination benefits that represent more than 12 

months’ salary, participate in purely tenure-based equity incentives or have performance-based 

equity on foot that will vest in less than 18 months. This can occasionally involve senior executives 

leaving substantial value on the table in the case of departure, a major disincentive for starting a 

role in a new organisation that cannot be readily equalised without some form of sign-on payment. 

In addition, the executive is assuming a risk of losing their position within the early years of 

appointment resulting from a: 

 Takeover; 

 Divestment; 

 Acquisitive initiative; 

 Capital restructure event; 

 Possible change of Directors including the Chairman; and 

 Possible change of CEO (if not appointed at that level); 

These issues represent continuing challenges for Boards and for search companies in securing talent 

at an appropriate cost, especially if the Board has aspirations to secure executives with particular 

experience or calibre to substantially uplift the bench strength of the executive team. Appointing an 

internal candidate may present a cheaper alternative, but one that is not always the optimal path, 

particularly if an organisation is going through major transformation where the right talent will be 

the difference between success and failure. 

Shareholders have the right to be concerned when sign-on arrangements have not been thoroughly 

considered and shareholders’ interests protected. Yet it must be recognised that well considered 

sign-on benefits made with stakeholders’ interests front of mind are necessary levers to hire talent 

capable of adding substantial value to the organisation and its shareholders. 

Back to Title Page 

How will Tax Changes Affect Option 

Grants 
If the proposed changes to the taxation provisions for employee share schemes are implemented 

(such that options are generally taxed when they are exercised rather than when the employee is 

able to receive them), options are likely to become a more popular tool to use in incentive plans. 

Egan Associates has conducted research to examine the current proportion of companies granting 

options compared to the proportion that were granting options in 2009 when the former Labor 

government introduced the current taxation rules. 

http://www.eganassociates.com.au/are-remuneration-protests-just-a-function-of-performance/
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We examined the top 200 Australian companies as of 31 December 2013 based on market 

capitalisation, looking at whether they had granted a long term incentive to CEOs and executives 

during the 2013 and 2009 financial years (or requested permission to make a grant at their AGM) 

and what form the incentive took. (The 2013 year was chosen as not all companies have released 

2014 reports.) 

Some of the top 200 Australian companies were not listed in 2009, and not all provide data on 

executive remuneration, reducing the sample size marginally in 2013 and by about 10% in 2009. Of 

those where information is available, not all companies granted long term incentives to their CEOs. 

The proportion that did is provided in the table below. 

Proportion of Companies that Disclosed Grants in the Annual Report 

 

Proportion of Companies that Sought Approval for Grants at their AGM 

 

Of those which disclosed grants/requested approval for grants, the proportion of companies granting 

various instruments are disclosed in the following tables. 

Top 100: Grants Disclosed or Requested for CEOs 

 

 

Top 200: Grants Disclosed or Requested for CEOs 
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Top 100: Grants Disclosed or Requested for All Executives (including the CEO) 

 

Top 200: Grants Disclosed or Requested for All Executives (including the CEO) 

 

As can be seen, the prevalence of companies using options as an incentive instrument declined 

significantly between 2009 and 2013. This was not solely due to their taxation treatment. Concerns 

over dilution and large gains for executives with rising markets were also contributing to a move 

towards share rights. 

Comparing AGM grants to Annual Report disclosure of grants provides an indication of the direction 

of incentive based plans – it appears that the use of options has hit an inflection point and may 

already be on the rise. 

It will be interesting to conduct a similar analysis in the first year after the introduction of the 

proposed taxation changes to see how much taxation, rather than concerns over dilution and 

incentive value, affect companies’ choice of incentive instrument. 

Back to Title Page  



 

Page 6 of 10 

  

IPOs Don’t Guarantee Executive Pay 

Rises 
In the past 12 months a significant number of organisations have moved from private public 

ownership into the listed public company environment. A significant uplift in fixed remuneration for 

the executives of some of these organisations post listing has occasioned comment in the media. 

Although such increases can sometimes arise, they are 

by no means the rule. In fact, the first remuneration 

report post listing (which for a significant number of 

organisations discloses both pre- and post-listing 

reward arrangements) often highlights a substantial 

decline in total reward following listing. 

The only pattern we have observed is a restructuring 

and rebalancing of reward to comply with general 

market principles and remuneration levels for 

comparable listed entities. 

The reward arrangements of senior executives in pre-IPO organisations nominally embrace a similar 

structure to that widely accepted among listed companies: fixed remuneration, an annual incentive 

and a long-term equity-based incentive. Yet the relative proportions of these remuneration elements 

will vary widely depending on circumstance. 

Where a management team has committed to spending two to five years to bring about significant 

change and create substantial value for investors in the pre-IPO entity, the value of their incentives 

can be substantial. This will often be aligned to the value created during the company’s unlisted 

ownership and can amount to several multiples of annual salary. 

The relatively low level of fixed remuneration and high level of variable remuneration that results is 

less common in the listed public company environment. Therefore, when transitioning to a listed 

environment, organisations will often adjust fixed remuneration upward following listing, or will 

adjust it pre IPO to align with prevailing market conditions. 

In other cases, where retention of top talent has been fundamental, there may have been significant 

payments under annual incentive plans or in fixed remuneration prior to listing. In these cases, 

downward adjustments are often made to annual cash remuneration. 

One-off grants will also affect the level of reward, although they will not be a permanent part of the 

remuneration framework. Some companies will provide incentives to the leadership team for 

undertaking the necessary preparatory work to ensure a smooth listing and secure an attractive 

price from institutions and retail investors at the time of listing. 

http://www.afr.com/p/business/companies/medibank_sale_to_triple_george_savvides_xgMcFDwKSoeOLLP8gRKPMJ
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A number offer equity, generally in the form of a share right though occasionally restricted shares, 

which vests within the first two to three years of listing subject to the company meeting Prospectus 

forecasts following the listing. 

Overlaid on all of these considerations will be the level of equity held by management, the terms 

under which that equity can be sold into the listing vehicle, the proportion of equity which is 

required to be held and the terms and period over which that equity must be retained by 

management moving forward with the listed company. 

Such restrictions can delay the realisation of value to the executive team for their work prior to 

listing, maintaining a higher level of skin in the game than other executives beginning their tenure in 

the listed space. 

Back to Title Page 

Disclosure Relief: An Enlarged 

Structuring Toolbox 
 

As widely anticipated, ASIC has released new employee incentive scheme class orders (CO 

14/1000 for listed companies and CO 14/1001 for unlisted companies). 

The class orders provide conditional relief from a 

number of requirements in the Corporations Act, 

including the requirement to provide a disclosure 

document to executives and employees when 

granting equity-based instruments under 

employee incentive schemes. The new class 

orders will generally reduce the administrative 

burden involved in implementing such schemes, 

avoiding the need to apply to ASIC for individual 

relief. 

Specifically: 

For listed companies, the new class order now covers a broader range of financial instruments, 

including performance rights that: 

 are automatically exercised on satisfaction of relevant conditions; 

 are cash-settled rather than satisfied by way of delivery of the underlying shares; and/or 

 entitle the holder to cash payments or additional shares referable to dividends paid on the 

underlying shares. 

http://www.comlaw.gov.au/Details/F2014L01450
http://www.comlaw.gov.au/Details/F2014L01450
http://www.comlaw.gov.au/Details/F2014L01444
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The cap imposed on the amount of capital that can be issued in reliance on the relief has also been 

relaxed. Under the old class order, the number of shares that a company could issue in reliance on 

the class order within a five-year period was capped at 5% of the total number of shares in that 

class. The cap is now calculated over a shorter three-year period. 

The new class order has been extended to include grants to contractors and casual employees (not 

just full-time and part-time executives and employees) and incentive loan arrangements under 

certain circumstances. 

For unlisted companies, the new class order now offers disclosure relief for offers of fully paid 

ordinary shares as well as performance rights in respect of such shares. Previously, relief was only 

available for offers of options over shares in an unlisted entity. 

There are, however, limitations on the application of the class order to unlisted bodies. These 

include an annual cap ($5,000) on the value of financial products that may be offered to an 

individual and more onerous disclosure obligations that those faced by listed companies. 

Back to Title Page 

HR Needs Technology, not Reinvention 
Earlier this year prominent industry thought leader Ram Charan instigated heated 

debate about the HR function, stating it was “time to say good-bye to the Department 

of Human Resources”. 

His complaint with the current HR function was that 

chief human resource officers (CHROs) are process-

oriented generalists who are not attuned to the business 

such that they cannot be used as “sounding boards and 

trusted partners” for the CEO to diagnose weaknesses 

and strengths in the organisation and advise on the 

talent implications of the company’s strategy. 

In the Harvard Business Review he set out a radical 

proposal: 

“My proposal is to eliminate the position of CHRO and split HR into two strands. One – we might 

call it HR-A (for administration) – would primarily manage compensation and benefits. It would 

report to the CFO, who would have to see compensation as a talent magnet, not just a major cost. 

The other, HR-LO (for leadership and organisation), would focus on improving the people capabilities 

of the business and would report to the CEO.” 

Although this approach may have merit, it’s been our experience that it is unwise to separate out 

remuneration strategy from organisation strategy and people capabilities. 

I S S U E  0 7  
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http://hbr.org/2014/07/its-time-to-split-hr
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Although the management and formulation of remuneration policy and principles does require 

attention to detail, it is not primarily an administrative task. It is an important structural role that 

touches on every element of the business. Remuneration is a core influence on motivation. 

In Pearl Meyer and Partners’ 2014 Compensation Committee Agenda document, it noted that a 

successful executive pay program will be built around five fundamentals: 

Business Strategy – Examine what really drives value creation in the organisation instead of 

referring to one-size-fits-all market practice. 

People Strategy – Link talent management to remuneration strategy: consider what results- and 

behaviour-oriented remuneration strategies can attract and retain talent and encourage employees to 

gain experience, undertake skills development and groom successors. 

Performance Measurement – Validate that chosen performance measures are still correct given 

changing market conditions and organisation structure; calibrate performance goals based on 

shareholder expectations; and, after the performance period is over, analyse whether measures are 

actually adding value to the organisation. 

Good Governance – Allow external viewpoints and market practices to inform, but not drive, pay 

program design, using management input where appropriate. Acknowledge that discretion may be 

necessary in some cases. Be transparent. 

Clear Communication – Prepare talking points and identify who is qualified or needs to be trained to 

discuss executive pay issues. Be active as well as reactive. Clarify expectations regarding tone, 

style and perspectives for shareholder documentation. Expend the same amount of time on 

communicating pay strategies as is spent designing pay policies. 

Considering these fundamentals, it is clear it would be difficult to design, implement and manage 

effective pay programs without HR personnel who understand the business, its people and what 

motivates them. 

Instead of splitting remuneration management from the rest of HR, we would see merit in an 

enhanced focus on strategy informed by a highly skilled analytics team using productivity enhancing 

tools. These tools would remove much of the administrative burden, enabling professionals to better 

focus on strategy. 

Although our focus has traditionally been in strategy and policy, for decades we have been working 

in the online analytics area to inform our consulting business. We have recently translated our 

expertise into a suite of online products that assist HR with job analysis, job evaluation, internal 

relativity and organisation analysis. 

It will be such tools that free HR from the tyranny of mind-numbing transactions and provide data 

that leads to better, more informed, decisions. 

Back to Title Page 
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About us 

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/

