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Newsletter January 2014 
Our first newsletter for 2014 delves into Director workloads, the readability of remuneration reports, 

the challenges of IPOs and the sustainability of wage costs. If you missed our last newsletter, you 

should also take some time to peruse our articles on the 2013 AGM season, remuneration and 

governance trends and the use of modified accounting standards for the purpose of equity 

allocation. 

We welcome you to the New Year and look forward to working with you throughout 2014. 

 

Wage Costs: a relative truth 

The car industry exodus has highlighted the necessity for Australia to focus 

on costs and productivity. 

 

Signs a Board Portfolio is Too Full 

Many Directors will have taken time over the holidays to consider their 

commitments. Vince Murdoch discusses the signs a Director may have 

taken on one role too many. 

 

You Need a Business Degree to read a Remuneration Report 

Remuneration reports have become long, complex documents that can be 

difficult for retail investors to understand. 

 

Case Study: Preparation for an IPO 

John Egan and Daniel Yin recount how they assisted an organisation to a 

successful listing. 

 

EA News Round-up 

We provide a summary of recent remuneration and governance news from 

around the world. 

http://www.eganassociates.com.au/2013-agm-season-in-review/
http://www.eganassociates.com.au/remuneration-and-governance-trends/
http://www.eganassociates.com.au/remuneration-and-governance-trends/
http://www.eganassociates.com.au/fair-value-is-it-fair/
http://www.eganassociates.com.au/fair-value-is-it-fair/
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Wage Costs: a relative truth  

2013 will forever be noted as a watershed year in Australia’s manufacturing industry, with the 

announced withdrawal of Holden and Ford due to cost issues. 

Now eyes have turned to Toyota, which states it needs to cut its costs of making cars in Australia. 

It maintains that some of that reduction must come from employment costs. Toyota has put 

together a list of worker entitlementsit believes are outdated and must go. 

Some of the changes Toyota seeks include: 

 Cutting minimum Christmas shutdown from 21 days to eight; 

 Cutting four hour paid allowance to donate blood (generally taken by employees on Fridays); 

 Requiring medical certificates for sick days and requiring employees to notify managers of 

illness before shifts start rather than in the first hour; 

 Cutting minimum notice for changes to days off from two months to one months; 

 Removal of additional pay for working in confined spaces, dirty roles, skills payments, and 

travel outside of work hours; and 

 Reducing Sunday overtime payments from double time and a half to double time. 

A number of employers and even workers could consider the current entitlements to be excessively 

generous and unsustainable. The situation echoes data in our Egan Associates’ Productivity 

discussion paper released in October, which revealed that Australia’s labour costs have been 

increasing rapidly and at a rate unmatched by its peers. Our situation is summarised by the 

following three graphs, taken from the paper: 

1. Australian wages have outstripped inflation in recent years. 

 

http://www.afr.com/r/2009-2014/AFR/2013/12/15/Photos/26887a28-655a-11e3-bb91-1aa262d88358_16p8-news-toyota.jpg
http://www.eganassociates.com.au/wp-content/uploads/2013/10/Productivity-Discussion-Paper.pdf
http://www.eganassociates.com.au/wp-content/uploads/2013/10/Productivity-Discussion-Paper.pdf
http://www.eganassociates.com.au/wp-content/uploads/2013/10/Productivity-Discussion-Paper.pdf


 

Page 3 of 13 

  

2. Australia’s unit labour cost (average cost of labour/real output) has risen significantly over the 

last ten years. 

 

3. The labour compensation per unit labour input (compensation over total hours worked) has 

increased at a higher rate than other nations, even taking cost of living into account. 

 

You can find the complete report on the Egan Associates website. 

Back to Title Page  
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Signs a Board Portfolio is too full 
Vince Murdoch 

At Egan Associates, we believe there is no hard and fast rule for how many Director roles one 

person can handle.  The workload a Director can manage will depend on each individual, with some 

Directors able to shoulder work that many would consider excessive and still do an exemplary job. 

We also recognise the significant benefits that can accrue to an organisation that has Directors with 

wide or interrelated Board roles, significant reputations and extensive contact networks. 

However, not all Directors are the same. Not every 

Director is on a particular Board to contribute the same 

amount or to devote the same amount of attention to 

all matters including committee obligations. Some will 

have health issues, others will have family 

preoccupations. Still others will be detail oriented and 

be unable to commit to a large number of Director 

appointments for risk of being swamped. Some roles 

will also be more demanding than others. 

It might be time for a Director to rethink their portfolio 

if any of these indicators ring true: 

Strategy 

 Whenever the Director contributes to a strategy discussion, their arguments run along the 

same, static lines, returning to ideas that have already been discarded. Worse, they continue 

to accept the prevailing wisdom about fundamental assumptions underpinning the 

organisation’s strategy.  For example, they do not challenge assumptions about cost of 

capital, trends in consumer behaviour, effects of social media on reputation, shifts in the 

global competitive landscape, changes in government legislation or other crucial impacts on 

the business. 

 They rarely, if ever, consider carefully constructed scenarios that outline potential futures 

for the organisation. In addition, they fail to prepare their thoughts on how the organisation 

might respond in any given scenario. 

Knowledge 

 The Director discovers a fact that they should have known about their company from a 

friend who is unconnected to the industry. 

 They rely increasingly on what is written in the media to get a feel for what is going on in 

the industry. Relatively little of their information comes from customer insights, analyses of 

the competitive landscape, the experienced perspectives of external advisers or fellow 

Directors, or even site visits and employee views. They can’t remember the last time they 

had a “watercooler” type discussion with a real employee. 

 They find it hard to keep up with management changes. 
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Attention 

 Their mind is only focused on the company during the hours of reading briefing documents 

and attending meetings. Any other time is taken up with other responsibilities. They find 

that much of their working day is spent travelling to meetings. 

 They find themselves increasingly procrastinating over reading preparatory material. Often 

they do not find the time until the day before a meeting, or even occasionally during the 

travel to the meeting, leaving little or no time for introspection or considering how best to 

challenge and inspire the CEO and Senior Management. 

 Their passion for one role is so encompassing that they find they’re thinking about that role 

when they’re at another company’s meeting. 

Governance 

 They don’t feel confident that if there was an issue with the organisations’ finances, they 

would be able to defend them. 

 They find it difficult to keep track of potential conflicts of interest within their portfolio. 

 They feel a sense of dread whenever a company’s name is mentioned. 

The Australian Council of Superannuation Investors reported in Septemberthat of the almost 900 

people holding Non-Executive Directorships in the ASX 200 for the 2012 financial year, 707 held 

one ASX 200 role, 137 held two, 27 held three, six held four and one held five. The Council dubbed 

those Directors who had held more than one Board seat “professional” Directors, of which there 

were 170 in total. These directors, accounting for less than a fifth of the Director population, held 

over a quarter of the available roles. We note that many of these Directors would likely also have 

commitments outside of the ASX 200, for example serving on a government body, private entity 

and/or a not-for-profit organisation or registered charity. 

Every professional must work within their own boundaries to ensure they provide each Directorship 

the attention and due diligence it deserves. It’s important for Directors to be aware of the warning 

signs that they’ve taken on one role too many. And while it is nice to believe that Directors will be 

able to self monitor, it’s incumbent on Boards as a whole to recognise and monitor this issue, so 

they can ensure that they constantly review their collective performance and contribution. 

Back to Title Page 

  

http://www.acsi.org.au/images/stories/ACSIDocuments/generalresearchpublic/Board%20Comp%20and%20Non-Exec%20Director%20Pay%20in%20Top%20200%20Companies%202012.Sept13.pdf
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You Need a Business Degree to Read a 

Remuneration Report 
How can retail investors make informed decisions about remuneration if they cannot understand 

remuneration reports? 

Last year we commented on the average length of a remuneration report for a top 20 company – 

almost 14,000 words. 

We compared this to famous documents and revealed that some remuneration reports were longer 

than the Commonwealth of Australia Constitution Act. The word counts have remained relatively 

constant for 2013 reports. 

 

A long document doesn’t necessarily mean a bad one. As disclosure requirements have increased, 

organisations have tried to simplify the presentation of their reports, adding graphs and tables to 

simplify information transfer. 

So how readable are they? 

We used two simple tools to assess the readability of remuneration reports for top companies, the 

Flesch Reading Ease test and the Flesch-Kincaid Grade Level. 

These tools are blunt. They are based on sentence length and the number of syllables in words. Yet 

they do provide an indication of the difficulty of absorbing remuneration information. For Flesch 

Reading Ease, none of the companies achieved the over 40/100 score suggested for business 

writing. (The companies achieved scores in the high 20s to early 30s.) 

A good score is 60 out of 100. 

http://www.eganassociates.com.au/ripoll-and-beyond/
http://www.eganassociates.com.au/wp-content/uploads/2014/01/remuneration-report-complexity1.png
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The Flesch-Kincaid Grade Level (which states the level of schooling an individual needs to read the 

document) was better. Tenth graders could read some of the remuneration reports, although others 

were only accessible to students who had two to three years of university under their belt. 

Eleventh to twelfth grade is deemed acceptable for technical subjects. 

If shareholders are to understand required disclosures, organisations must continue to put effort into 

word choice, graphs and tables for easy comprehension. 

(To give you an indication, the scores for this article are 40.0 and 11.4. Prior articles we have 

published scored significantly worse – we promise to try and simplify our own text.) 

Back to Title Page 
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Case Study: Preparing for an IPO 
The Challenge: A well known consumer business group was being prepared for listing by the private 

equity organisation that had purchased it some years prior. The target market capitalisation range 

was between $500 million to $1 billion. 

Under the organisation’s stewardship, 

there had been a significant restructure 

and bolt-on acquisitions to strengthen 

areas of weakness in the Group. Part of 

the prior leadership team remained, but 

some talent, including the CEO and 

CFO, had been appointed by the new 

owners. 

Executive reward entailed fixed 

remuneration that was modest by 

market standards; an annual incentive 

opportunity for the leadership team that 

was at a premium of 50% to 100% to 

traditional market standards; and a long 

term opportunity consisting of a significant shareholding to be accumulated over a number of years 

pending performance. 

The Board of the company, consisting of representatives of both the private equity firm and external 

parties, sought Egan Associates’ advice on a relevant remuneration structure for the listed market. 

In addition to the queries of the Board, prospective shareholders sought advice on the proportion of 

equity held by executives that could be sold at the time of listing, the period of escrow, and the 

proportions that might progressively vest over that period of escrow. 

The Process: 

Egan Associates worked closely with the transaction’s legal advisers and their tax advisers to meet 

the expectations of shareholders and joint lead managers (JLMs) to the listing. The matters on 

which advice was prepared included: 

 A reward structure for the incoming independent Directors; 

 A template for new employment agreements for the leadership team; 

 A relevant remuneration structure including fixed remuneration, short term incentive (STI) 

and long term incentive (LTI) for the leadership team including the CEO, CFO, other lead 

support executives and business group heads; 

 A program foreshadowing remuneration at the time of listing, 12 and 24 months after 

listing; 

 The timing for the award of equity (options and/or share rights) post listing, the period to 

vesting and the relevant performance hurdles and service conditions; and 

 The management of cash flow considering the proportion of bonuses, if any, that would be 

paid to executives; the timing of payments for any incentives due in the Financial Year up to 



 

Page 9 of 13 

  

the date of listing; and the structure and nature of performance criteria post listing other 

than those set out in the Prospectus. 

(This advice involved financial modelling to highlight cash flow for the period immediately prior to 

listing, the period to the end of the first Financial Year as a listed entity, and the subsequent two 

financial years. The modelling was completed under certain assumptions in relation to fixed 

remuneration growth as well as maximum award values under both the STI and LTI given certain 

share price growth scenarios.) 

Egan Associates prepared detailed plans in relation to: 

 the performance criteria for the annual incentive program for the Financial Year of the IPO 

and the first full Financial Year following listing; 

 the structure for the LTI plan and related performance conditions; and 

 a review of the reward relativity between each executive level compared to the pre-IPO 

arrangements. 

We built various calculators enabling the incoming Board and management to fully understand the 

outcomes of the various scenarios under consideration before finalisation of the remuneration 

structure and incentive programs post listing.  

We also spent time with the incoming Chairman and Chair of the Remuneration Committee 

reviewing the implications of the scenarios and attended consultation meetings prior to the 

finalisation of the Prospectus with the company’s legal advisers, accounting advisers and taxation 

advisers. 

Throughout the process Egan Associates supported our client by reviewing advices relevant to our 

task prepared by others. This ensured the advices were consistent and not in conflict. Where 

differences arose they were resolved in consultation with the current shareholders, the incoming 

Board; and the Chief Executive and Chief Financial Officer as appropriate. 

The Outcome: 

The remuneration arrangements prior to listing were well received by the JLMs and institutional 

investors. The new remuneration structure received strong support at the first AGM by investors, 

who over-subscribed at the time of IPO. Post IPO, the share price improved above market trends 

and the Prospectus’ forecasts were met. 

Immediately following the IPO, Egan Associates engaged with the Remuneration Committee of the 

new Board to: 

 Review outcomes; 

 Refine development of performance criteria for the short term incentive plan; 

 Develop and tailor extension of the LTI plan to other selected executives and senior 

management; and 

 Establish, in collaboration with the Chief Executive Officer, reward strategies that might 

arise as a result of some planned acquisitive initiatives and potential restructuring of the 

entity. 

Back to Title Page  
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EA News Round-up 
The ASX is currently considering public submissions on changes to its listing rules proposed last 

year. It has deferred the originally planned start date of 1 January for some, including the 

introduction of a new rule requiring the disclosure of on-market purchases of securities under an 

employee incentive scheme on behalf of employees, Directors or their related parties. Our write-up 

of that proposed change was published in our September Newsletter. 

Directly after the New Year, Allan Gray managing 

director Simon Marais opined in the Australian 

Financial Review that CEO salaries should be based 

on corporate performance over ten years, as it takes 

that long to know whether the decisions pay off or 

not. 

Naturally, the longer the performance period (or 

deferral period for equity-based short term 

incentives) the more skin an executive has in the 

game and the more aligned their interests will be 

with those of shareholders. 

However, as the Australian Council of Superannuation Investors chief executive Gordon Hagart 

noted in the article, such incentive plans could cause problems when appointing CEOs due to the 

short average CEO tenure (five years or less). 

As we’ve indicated previously, it’s best to tailor an incentive performance period length to a specific 

setting, as each entity will have its own natural performance cycle. 

Other news around the world: 

US 

Consultation continues in the US around the SEC’s proposed rule (which we reported in our October 

newsletter) requiring companies to calculate the ratio between the CEO’s total annual remuneration 

and the pay of a median worker at the company. 

Unsurprisingly, there has been a significant amount of comment already around the rule. 

Organisations contend it will be too labour intensive to calculate the ratio and of little to no use to 

shareholders. 

 Some specific concerns include: 

 The intended inclusion of non-US employees in the ratio would be difficult and remove any 

meaning from the ratio. 

 If pension values are included in total annual reward they will be hard to calculate and will 

fluctuate significantly from year to year. 

 If a time is set for the disclosure of the ratio such as when the “10K proxy” is filed, there 

might be personnel bottlenecks at an already busy time. This could delay 10K filings. 

http://www.asx.com.au/regulation/public-consultations.htm
http://www.afr.com/p/national/marais_to_push_for_long_term_overhaul_3UxpzZtst6ZFIOflLRaJqN
http://www.afr.com/p/national/marais_to_push_for_long_term_overhaul_3UxpzZtst6ZFIOflLRaJqN
http://www.eganassociates.com.au/ratios-and-caps-international-developments-in-remuneration/
http://www.eganassociates.com.au/ratios-and-caps-international-developments-in-remuneration/
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 Any mandatory long-winded disclosure of methodology or methodology changes would also 

negate the benefits of the ratio’s simplicity. 

 It would take time for companies to adjust to the new rule, with commentators suggesting a 

lenient, long transition. 

The US Senate also passed the country’s “budget deal”, including a clause that lowers the amount 

the government will pay for executive contractors from $950,000 to $487,000. 

After the US research we reported in November on the CEO investment cycle, another paper on 

CEO tenure has been released. It concludes that the longer the CEO tenure, the less engaged CEOs 

become with customers, relying more on internal sources of information. Although this improves 

employee relations, it provides an imperfect view of the external market. This weakens customer 

relations and affects firm performance. Therefore, there is a linear positive relationship between 

CEO tenure and employee relations, but a U-shaped relationship between CEO tenure and customer 

relations. 

Canada 

The Canadian Centre for Policy Alternatives conducted research on the ratio between the pay of the 

country’s top 100 earners and that of an average worker. The Centre concluded that today’s CEOs 

earn 171 times more than the average worker. For comparison, in 1998 they earned 105 times 

more. 

The Canadian Minister for Industry has launched a public consultation on Canada’s Corporation Act 

to identify ways to improve corporate governance in areas including executive remuneration 

disclosure, Board accountability and Board diversity. 

France 

A French court has approved a new version of the government’s controversial “millionaire 

tax” designed to tax high earners (those earning over €1 million) at a rate of 75%. 

The court had said that 66% was the legal maximum for individual tax, leading the government to 

levy the tax on wages above €1 million on the company instead. The most vocal organisations 

about the approval have been the football clubs, who are worried about losing their best players. 

In other French news, after negotiations broke down at a Goodyear tyre factory scheduled to close, 

the employees kidnapped senior executives. They threatened to hold them until the 1200 workers 

set to lose their jobs received higher payouts. The executives were set free after police became 

involved. A US executive suffered similar treatment mid last year in China. 

UK 

The UK is still coping with the community backlash after a media report highlighted the 

remuneration of certain charity executives. The furore resulted in Public Administration Committee 

hearings on Charity CEO pay, which continued through December. Since the report was released, 

some donors have reportedly switched their donations to other organisations, and an enormous 

amount of commentary has surfaced about appropriate pay for not-for-profit executives. The 

Association of Chief Executives of Voluntary Organisations has released a “good pay guide” to help 

charities weather the storm via reasonable pay practices. 

 

http://edition.cnn.com/2013/12/17/politics/budget-winners-losers/
http://www.eganassociates.com.au/new-ceos-display-recession-investment-traits/
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2258617
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2258617
http://www.policyalternatives.ca/sites/default/files/uploads/publications/National%20Office/2014/01/All_in_a_Days_Work_CEO_%20Pay.pdf
http://news.gc.ca/web/article-en.do?nid=801219
http://www.abc.net.au/news/2013-12-30/france-approves-75-per-cent-tax-on-high-incomes/5177916
http://www.abc.net.au/news/2013-12-30/france-approves-75-per-cent-tax-on-high-incomes/5177916
http://www.reuters.com/article/2014/01/07/us-france-bossnapping-idUSBREA060GG20140107
http://www.smh.com.au/business/china/businessman-jailed-by-workers-in-china-20130626-2ow5c.html
http://www.telegraph.co.uk/news/politics/10224104/30-charity-chiefs-paid-more-than-100000.html
http://www.parliament.uk/business/committees/committees-a-z/commons-select/public-administration-select-committee/inquiries/parliament-2010/charity-chief-executive-pay1/
http://www.parliament.uk/business/committees/committees-a-z/commons-select/public-administration-select-committee/inquiries/parliament-2010/charity-chief-executive-pay1/
http://www.telegraph.co.uk/news/politics/10523629/Donors-switch-cash-from-large-charities-in-protest-over-pay-scandal.html
http://www.acevo.org.uk/document.doc?id=2678
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Switzerland 

On 20 November final ordinance was approved in Switzerland implementing the Switzerland Minder 

Initiative proposals (voted on in the March 2013 referendum including a binding say on pay vote, 

bans on severance pay, annual voting for Directors). The ordinance came into force on 1 January 

2014. Some of the new requirements are to be enforced from the first AGM and others by the 

second AGM.  

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 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/

