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Newsletter August 2014 
With the AGM season approaching, we have prepared a summary of proxy advisor guidelines. We 

also raise incentive plan red flags for companies undergoing an IPO and conduct an analysis of 

annual incentive rewards among Australia’s top 100 companies. 

The use of fair value for equity allocation is again in the spotlight after the release of another Credit 

Suisse research note, while in the government sphere changes to employee share scheme rules are 

on the cards. 

. 

 

Pay for Performance in the ASX 100 

Egan Associates explored short term incentive payments for CEOs and the top 

three executives among Australia’s top 100 companies for the three years 

from 2011 to 2013. 

 

2014 AGM Season Proxy Advisor Views 

As the AGM season is fast approaching we have prepared a summary of proxy 

advisor and institutional investor views for your reference. 

 

Potential IPO Red Flags 

We have noticed an increasing number of floats coming to market with 

executive incentive plans that contain features not in accord with broad 

market practice and, frankly, incoherently structured. 

 

Why do Companies use Fair Value? 

Credit Suisse has released a further research note investigating the reasons for 

organisations’ use of fair value to allocate equity under incentive plans. 

 

Eyes on Employee Share Scheme Rules 

The government has reportedly indicated it is ready to revoke controversial 

employee share scheme legislation changes that were put into place in 2009. 
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Pay for Performance in the ASX 100 
John Egan 

Egan Associates is observing a more disciplined commitment by Boards in ensuring incentive 

payments are governed by financial, operational and strategic performance. 

Egan Associates explored the short term incentive payments for CEOs and the next three top paid 

executives among Australia’s top 100 companies for the three years from 2011 to 2013. These 

payments were compared to companies’ operating profit performance over the same time period. 

While profit improvement is only one measure of the C-suite’s accomplishments during any single 

year, investors are increasingly scrutinising other performance criteria that may lead to an incentive 

payment despite minimal alignment with shareholder returns. 

The following figure shows the proportion of companies that recorded an improvement in operating 

profit over the three-year period, where the sample is the top 100 companies ranked by market 

capitalisation as of 30 June 2013. 

Figure 1: Proportion of Companies achieving Operating Profit Improvement within the ASX 

100 

 

Figure 2 and Figure 3 reveal median and average STI payments as a percentage of fixed 

remuneration in both performance settings for CEOs and top 3 executives (which excludes the 

CEO). 
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Figure 2: Ratio of STI Awards to Fixed Remuneration for CEOs within the ASX 100 

 

Figure 3: Ratio of STI Awards to Fixed Remuneration for the top three executives within 

the ASX 100 

 

2011 was the year the two strikes rule was introduced. It is also worth noting that a number of 

executives of ASX 100 companies voluntarily waived payments of their bonus in 2012 despite 

being entitled to one. 

The effect of outliers is evident in the average values for all three years. It is clear that despite a 

lack of performance improvement, selected companies provided significant payments to their CEOs 

and executives. This situation appears to have been partly remedied by 2013. 

Considering the median, in 2011 there was little difference to the STI payments of CEOs between 

companies that had improved their operating profits and companies had not. Both sets of CEOs 

received payments at around 70% fixed remuneration. For the top three executives excluding the 

CEO, those serving with companies that did not improve their operating profit result actually 

achieved higher awards than those serving with companies that did improve their operating profit. 

This situation improved in the 2012 and 2013 years, with a clear benefit arising for executives and 

CEOs who served with companies that had improved their operating profit. This was despite a 
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higher proportion of organisations recording declines in operating profit. CEOs of companies with 

improved performance received approximately 75% of fixed remuneration while CEOs of companies 

with declining performance received 40% to 50%. Top three executives received payments of 

around 50% fixed remuneration for improved performance and 30% to 40% for declining 

performance. 

The change in STI award as a percentage of fixed remuneration also shows there is a pronounced 

benefit for CEOs and executives who serve on companies where operating profit has improved, as 

can be seen in Figures 4 and 5. 

Figure 4: Change in STI Award 2012 to 2013 as a percentage of Fixed Remuneration for 

CEOs within the ASX 100 

 

Figure 5: Change in STI Award 2012 to 2013 as a percentage of Fixed Remuneration for 

top three executives within the ASX 100 

 

It is also worth noting that the proportion of companies that do not pay an STI has risen from 2011 

to 2013, although it is still low. 
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Figure 6: Proportion of Companies where the CEO received an STI Award 

 

Figure 7: Proportion of Companies where the top 3 executives received an STI Award 

 

 

Disregarding whether companies have experienced an increase or a decline in operating profit, the 

value of STI awards has increased as a proportion of fixed remuneration from 2011 to 2013. The 

median ratio of operating profit to short term incentive has however remained constant over the 

three years as can be seen in Figure 8, signifying that incentives have risen with profit. 

Figure 8: Median Ratio of STI Awards to Operating Profit for the ASX 100 
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Conclusions 

Overall the data reflects Egan Associates’ observations that while bonuses are occasionally paid in 

the C-suite when companies’ performance has reflected a loss or a decline in profit year-on-year, 

increasingly incentive awards are reflecting actual performance, either through incentive design or 

due to the application of discretion. 

Boards are acknowledging that levels of fixed remuneration in Australia are now highly competitive 

by international standards so annual incentives need to reflect improved company performance, not 

an annuity reflecting a proportion of absolute profit or share price increase. 

Egan Associates acknowledges that budgets following a spectacular result can reflect a Board’s 

expectation that the prior year’s performance will not be achieved in the following year. Equally, 

business divestment can result in declining profit and revenue while not being detrimental to 

shareholder return. 

There are also cases where Board discretion is used to respond to achievements of the leadership 

team during periods of unexpected adversity or corporate restructures, transformation initiatives and 

significant investment where progression is well regarded by the Board and is comprehensively 

explained to shareholders. 

While many companies’ explanations of the foundation of performance payments still fall short of 

‘best in class’, an increasing number of organisations are providing more detail of reward outcomes 

either in the Remuneration Report or an introduction to the Remuneration Report by way of a letter 

from the Chair of the Remuneration Committee. 

 

Back to Title Page 
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2014 AGM Season Proxy Advisor Views 
Suzanne Wohlthat 

The AGM season is fast approaching. Companies will be 

engaging with proxy advisors and institutional investors to 

address issue raised by the year’s performance and annual 

reports. 

Although remuneration will remain a key focus, the 

discussion is broadening to other governance concerns. 

As our latest KMP Report, we have prepared a summary 

of institutional investor and proxy advisor views for your 

reference, which can be downloaded on our website. 

 

Back to Title Page 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

http://www.eganassociates.com.au/wp-content/uploads/2014/08/0825-Proxy-Advisor-and-Institutional-Investor-Views.pdf
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Potential IPO Red Flags 
Daniel Yin 

We have noticed an increasing number of floats coming to market with executive incentive plans 

that contain features not in accord with broad market practice and, frankly, incoherently structured. 

Whilst acknowledging that market practice 

should never be the sole driver for the design 

of such plans, we caution the Boards of newly 

listed companies against adopting plans that 

potentially raise red flags to more 

sophisticated institutional shareholders and/or 

proxy advisors. 

Some of the features and the potential 

questions / issues that may need addressing 

include the following: 

Pre-IPO / Post-IPO transition 

1. Whilst pre-listing incentive plans should not ‘contaminate’ post-listing plans a key issue is: 

has an effective and thorough transition been addressed from a performance incentive 

perspective? How is the proposed new executive remuneration mix different from the 

corresponding legacy private market arrangements? 

2. To what extent have the proposed post-listing incentive arrangements had regard to the 

escrow arrangements relating to pre-IPO equity? Will new investors at the IPO be satisfied 

that KMP retention risk has been sufficiently addressed and mitigated? 

3. What are the critical stakeholder considerations relating to the proposed listing? That is, is a 

conventional public listing structure contemplated or is the listing part of a demerger 

transaction involving an external capital raising component? 

Short term incentive 

4. If the new short term incentive (STI) plan now includes a broader set of key performance 

indicators (KPIs), what are the incentive implications of including ‘below-the-line’ financial 

indicators and non-financial indicators alongside traditional pre-listing ‘above-the-line’ 

indicators? Is there a minimum proportion of the incentive contingent on financial indicators? 

5. From a performance incentive perspective, what are the implications of differentially 

weighting the STI KPIs? How do the selected financial KPIs align with Prospectus forecasts? 

6. Should a performance gateway be introduced as a precondition for any STI award? Where 

should this threshold level of performance be set? Should only financial performance 

gateways be included? 

7. Does the Board intend on rewarding achievement of non-financial KPIs despite threshold 

financial performance not being achieved? How would such an STI award be funded? 
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Long term incentive 

8. When are options a better instrument to grant executives under a long term incentive (LTI) 

plan than performance rights? Are the desired executive performance incentives the only 

consideration? Are there guidelines for aligning new investor expectations with the reward 

expectations of the leadership team? What are the related Corporations Act, ASX Listing 

Rules, ASIC, tax and accounting considerations? 

9. Is it a prerequisite for the new LTI plan to contain at least two performance measures? Do 

these always have to be an external, market-based measure and another internal, earnings-

driven measure? 

10. Why would the Board wish to weight the two LTI performance measures other than 50% 

each? Do, and should, the escrow and projected future selldown arrangements influence this 

decision? What about the immediate accounting implications to the company? 

11. How should the Board decide on the most appropriate comparator group to adopt under a 

relative Total Shareholder Return (TSR) performance measure? Should this simply reference 

a benchmark ASX index? What are the risks of including / excluding companies in particular 

sectors and/or industry groups? How is this decision influenced by the proposed TSR vesting 

schedule? 

The above are only some of the increasing number of issues Boards are grappling with when putting 

in place executive incentive plans for an IPO. Whilst the relevant issues can be finalised post-listing, 

it is often a more difficult and more involved process with a greater number of new stakeholders. 

Back to Title Page 
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Why do Companies use Fair Value? 
Credit Suisse has released a further research note investigating organisations’ use of fair value to 

allocate equity under incentive plans. 

The fair value of a performance share or right will often be lower than the market value of the 

shares because it takes into account factors 

such as the risk of not meeting performance 

hurdles and foregone dividends. 

We consider such values to be appropriate for 

expensing grants to the P&L, but not to define 

the number of instruments to be granted to 

executives under incentive plans because it 

inflates the number of shares executives 

receive. (See our discussion on the matter here, 

with examples.) 

As mentioned in our June newsletter, Credit Suisse ‘s last research note examined how many 

companies were using fair value rather than market value to allocate equity – 21 of the 70 

companies it examined. The new report publishes the reasons organisations provided for doing so. 

The four main reasons were: 

1. Fair value appropriately reflects the value of the reward 

2. It is consistent with market practice 

3. It is consistent with the accounting standards 

4. It allows for the estimated dividend yield 

Credit Suisse disagreed with these points. Our thoughts are below: 

Point 1: 

There is a fault in the logic of adjusting the value of performance rights downwards to compensate 

for the risk of not meeting performance hurdles when long term incentives are intended to be at risk 

and subject to future performance outcomes. 

Regardless of whether performance shares, options or cash is the reward vehicle, a long term 

incentive award represents a maximum potential earning opportunity. An amount of money or 

equity is locked away in whatever instrument is deemed appropriate: the possibility that participants 

will not receive all of the award does not diminish the amount of the award they could receive. 

After all, if an executive exceeds expectations and receives all of their long term incentive, is the 

incentive worth less than market value to the executive at that point? 

Even disregarding the above argument, fair value does not reflect shareholder expectations of the 

value of the award. 

http://www.eganassociates.com.au/fair-value-is-it-fair/
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Point 2: 

When international organisations were collectively taking excessive risks in the lead up to the global 

financial crisis, it was considered normal and everyone was doing it. This mindset did not save 

those organisations from the eventual consequences. Even if a practice is being adopted by multiple 

companies, Boards must use their own moral compass and powers of reason to decide if it truly is 

best practice. 

Point 3: 

As previously stated, accounting cost to the company and value to an executive are two different 

things. 

It is appropriate to use fair value to determine the cost of the incentive to the company. The 

company has to comply with accounting standards and expense STI awards to the P&L – 

accounting value is affected by the likelihood of the company meeting the performance hurdles. 

Point 4: 

This point is less contentious, but it is our opinion that until an executive has met the performance 

requirements and is entitled to an award, they should not be entitled to dividends. Therefore, 

dividends should not be considered when calculating the value of long term incentive instruments 

for the purpose of allocating instruments under the program. 

Additional Points: 

Another point that companies did not volunteer but Credit Suisse considered might come into play 

was that companies were intentionally applying discounts to inflate LTI awards to retain talented 

executives or due to executive pressure on the Board regarding remuneration. We consider it likely 

this is occurring in some cases. 

As Credit Suisse stated, shareholders are making decisions based on the information companies 

disclose in their remuneration reports. Utilising fair value to allocate equity and then disclosing the 

fair value of grants creates a distorted impression of how much remuneration executives can receive 

under incentive plans. It may be that higher long term incentive levels are necessary to retain and 

motivate employees, but disclosure should reflect the true value of the incentive the executive can 

potentially receive. 

We understand that changing disclosure to reflect this may cause some concern among 

shareholders, but improved transparency now may avoid problems at a later date. Two out of the 

21 companies using fair value to allocate equity had the use of fair value enshrined in the CEO’s 

contract. This will make difficult any transition from using fair value. We question whether the 

inclusion of such terms in the contract is appropriate. 
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Eyes on Employee Scheme Rules 
The Federal Government has indicated to media outlets that it will revoke unpopular 2009 changes 

to employee share scheme law. 

Under the current rules, any 

discount on the market value of an 

interest in a share or right is 

typically taxed in the income year 

of acquisition, which in the case of 

a right or an option may not be 

when the value of the instrument 

is realised. Some industry 

representatives and politicians 

have claimed this is akin to “paying 

tax on the winnings of the lotto 

ticket before you win the lotto”. 

Along with revoking the 2009 changes, Small Business Minister Bruce Billson has also reportedly 

indicated that the government is considering adopting elements of the UK government’s Sharesave 

scheme. 

Under the Sharesave scheme, employees agree to have regular savings of between £5 and £250 a 

month taken from their salary for three or five years. At the end of the specified period, they are 

given an option to buy shares with the accumulated savings for a fixed exercise price. The exercise 

price cannot be less than 80% of the market value of the share at the start of the savings period. 

The employees also receive a bonus from their employer at the end of the savings period. 

Employees do not have to exercise the options. If they do not, they are provided with the proceeds 

of the savings. 

Both the interest the savings earned and the bonus is tax free, whether or not the options are 

exercised. In addition, there is a taxing point advantage. 

Outside of the Sharesave scheme, UK employees may pay tax when they: 

 receive the share option; 

 exercise the share option; or 

 benefit in any other way from the share option, for example receiving something in return 

for giving it up. 

Under the Sharesave scheme employees are not taxed when 

 they receive the share option; or 

 in most circumstances, when the option is exercised to buy shares. 

This is because they don’t pay income tax on the difference between what is paid for the shares 

and what they are worth. When shares are sold, capital gains tax may be incurred, but employees 

can avoid or reduce this through putting the shares into a pension scheme or using their annual 

exempt amount of £10,900 per individual. 

http://www.afr.com/p/technology/start_ups_hope_for_tax_rules_support_ObcNbWVYRr9Ap7SKYL8KTO
http://www.afr.com/p/technology/start_ups_hope_for_tax_rules_support_ObcNbWVYRr9Ap7SKYL8KTO
http://www.afr.com/p/technology/start_ups_hope_for_tax_rules_support_ObcNbWVYRr9Ap7SKYL8KTO
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Whatever scheme the Australian Government adopts, Minister Billson indicated it will likely be 

governed by eligibility criteria relating to factors such as employer size and taxpayer income. The 

changes are due to be announced soon under the government’s National Industry Investment and 

Competitiveness Agenda. 

The former Labor Government had announced a review of employee share schemes and released a 

discussion paper in August 2013 that raised a number of options including: 

retaining the current arrangements; 

deferring taxing point or payment of tax; 

taxing start-up share schemes at a lower rate; and 

increasing the up-front discount for share schemes. 

After the election, the issue was bundled into the Prime Minister’s Taskforce established to develop 

a National Industry Investment and Competitiveness Agenda which was due to make a 

recommendation by mid 2014. 

The technology industry was, however, not happy with the pace of the reform, attacking the 

government for waiting to act. The media push coincided with the release of a report by the 

Employee Ownership Australia and New Zealand (EOA), Link Market Services and Computershare, 

which found that a reversal of the 2009 changes to salary sacrifice plans and option plans could 

increase tax revenue by over $215 million a year. 

Back to Title Page 

 

 

 

 

 

 

 

 

 

 

 

 
 

http://www.eganassociates.com.au/proposed-share-scheme-changes-have-limited-scope/
http://www.eganassociates.com.au/proposed-share-scheme-changes-have-limited-scope/
http://www.afr.com/p/technology/tech_industry_hits_out_at_sluggish_Zc1OjO0NWmbc2pXD37fRGJ
http://www.afr.com/p/technology/tech_industry_hits_out_at_sluggish_Zc1OjO0NWmbc2pXD37fRGJ
http://www.employeeownership.com.au/wp-content/uploads/2014/07/Building-the-Economy.pdf
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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 Board Directors, executives and 

key staff members, as well as performance management, corporate governance and Board 

effectiveness. 

Our Services include: 

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

and professional positions, including specialist roles 

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

listed company environment with considerations including escrow provisions 

 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, participation, performance hurdles, equity 

instruments, valuation and allocation, as well as monitoring  

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

policy and corporatised environments on reward for senior executives, professional and 

administrative staff and governing Boards 

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

documentation, work value, internal relativity, market competitiveness and performance.  

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

 

http://www.thebraesgarden.com/

