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Newsletter July 2014 
July has turned our focus to governance and Directors. In this spirit, we have published our annual 

KMP report on the remuneration of Non-Executive Directors in the ASX 300 and NZX 50. We have 

also completed a special KMP Report examining the cost of governance. 

With the third edition of the ASX Corporate Governance Principles and Recommendations impacting 

on companies that have financial years commencing on or after 1 July, we have also provided our 

thoughts on three of the recommendations. 

 

 

KMP Report: Board Cost of Governance 

John Egan explores whether Non-Executive Directors are appropriately 

rewarded for the risks they assume, the depth of their experience and the 

time commitment they offer. 

 

Fee Implications of an Enhanced Risk Focus 

Will the increased focus on risk in the third edition of the ASX Corporate 

Governance Principles and Recommendations lead to a shift in the rank of 

remuneration for members serving on audit committees? 

 

Director Independence Redefined 

Daniel Yin discusses the changes in the third edition of the ASX Corporate 

Governance Principles and Recommendations regarding the attributes that 

constitute an independent Director. 

 

KMP Report: Remuneration Trends for ASX 300 and NZ 50 Boards 

Egan Associates’ KMP Report examines Director and Chairman fees among 

the ASX 300 and NZ 50. 

 

Board Skills Matrix Adds to Nomination Role 

The standing of the Board’s nomination function is receiving greater 

prominence due to new governance requirements for Board composition. 

http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724_KMP-Report.pdf
http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724_KMP-Report.pdf
http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724-Cost-of-Governance.pdf
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KMP Report: Board Cost of Governance 

John Egan 

Egan Associates has published a KMP report on the cost of governance, following many and varied 

requests from clients to advise on: 

the structure of Non-Executive Directors’ (NEDs’) fees; 

the level of fees paid to Chairmen and members of the Board and its committees; and 

the fee pools of companies regarded as comparable. 

It would be our observation that Boards are meeting more frequently and are dealing increasingly 

with multi-jurisdictional risks and business operations. They are also engaged more fully in 

governance and compliance as well as strategy and enterprise development. 

Many Directors serving on major company Boards have previously held positions as CEOs or senior 

executives in listed public companies, professional organisations or substantial international 

subsidiaries. This experience is generally a prerequisite to effectively discharge their duties on the 

Board. 

Yet, despite the time commitment required to fulfil their Director role and the complexity of issues 

brought to Boards for review and consideration, many Directors are serving on Boards for a fee 

substantially less than they may have received in their prior roles. 

Significant investors and proxy advisors monitor Directors they consider to be serving on too many 

Boards. Although we do not advocate a strict limit on the number of Boards a Director can serve, it 

is clear that Directors can only provide the necessary commitment to a certain number of Board 

roles. 

http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724-Cost-of-Governance.pdf
http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724-Cost-of-Governance.pdf
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Given this, it would appear inadvisable if not impossible for Non-Executive Directors to attempt to 

maintain prior pay levels once leaving the C-suite, especially if incentives are considered. 

Notwithstanding, if Boards are to retain the level of talent and commitment necessary to protect 

shareholder interests, it will be necessary to address any misalignment between the remuneration of 

executives and Directors. Examining this question may, however, lead to the conclusion that current 

C-suite pay levels are not an appropriate benchmark given the Board’s role in setting executive 

remuneration and the magnitude of that remuneration. 

Our report on this issue can be found here. 

  

http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724-Cost-of-Governance.pdf
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Fee Implications of an Enhanced Risk 

Focus 
The third edition of the ASX Corporate Governance Principles and Recommendations (taking effect 

for listed entities’ full financial year commencing on or after 1 July 2014) has an increased focus on 

risk management. 

Recommendation 7.1 requires that listed entities form a risk committee, a combined audit and risk 

committee, or a combination of Board committees 

addressing different elements of risk with: 

 at least three members; 

 a majority of independent Directors; and 

 independent Chair. 

In the case that the Board decides to have a combination 

of Board committees addressing risk, it must disclose 

how it has divided the responsibility for overseeing risk 

between those different committees. 

If a Board chooses not to implement any of these 

options, it must disclose this decision, as well as the processes it uses to oversee the organisation’s 

risk management framework.  The Corporate Governance Principles and Recommendations require 

that the Board review the framework at least annually and disclose whether it has any material 

disclosure to economic, environmental or social sustainability risks. 

Although our research indicates that relatively few companies had separate risk committees in the 

2013 financial year (around 25% in the top 50 and 15% in the top 100, with the majority coming 

from the Financials sector), conversations with clients have indicated that more will tread this path. 

As revealed in the Director Remuneration KMP report we released this month, the median fee for an 

Audit Committee Chairman in the top 100 was $40,000 in the 2013 year while the membership fee 

was $20,000. For all organisations that disclosed the remuneration of a separate risk committee, 

chairmen and members of the risk committee received the same or less remuneration for their 

service than those serving on the audit committee. 

As risk gains a higher profile and Directors assume a greater risk management workload, it is 

necessary to ask how this change will affect the work value of Directors serving on committees: 

 Will those Directors overseeing the accounts have a more arduous role than those who are 

overseeing the organisation’s risk framework or vice versa? 

 Where does compliance fit? In the audit committee or in the separated risk committee? 

 Given these considerations, how should the Chairman or member of a newly formed risk 

committee be remunerated for their role? 

 Where a separate committee is not formed, how do increased risk responsibilities affect the 

remuneration of the combined audit and risk committee members? 
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Director Independence Redefined 
Daniel Yin 

The third edition of the ASX Corporate Governance Principles and Recommendations (taking effect 

for listed entities’ full financial year commencing on or after 1 July 2014) has elaborated further on 

who constitutes an independent Director. Specifically, Recommendation 2.3 requires listed entities 

to disclose the names of Directors considered by the Board to be independent Directors. 

A number of factors relevant to assessing the 

independence of a Director are listed in Box 2.3. The third 

edition amended these indicia in three key areas. 

Specifically, they have been amended to (with our 

associated questions in italics): 

Expand the references to material suppliers and customers 

to cover those relationships, and other material business 

relationships, going back three years; 

 Why is three years the magic number? 

 What materiality thresholds apply? 

 What other material business relationships would be covered (other than as a supplier or 

customer? 

 Are other group members included or just ‘child entities’? 

Include close family ties in the Box rather than in the commentary; 

 What difference (if any) is there in including such relationships within the formal 

recommendation rather than in the associated commentary? 

 How much broader is the new definition now that it refers to ‘close family ties with any 

person who falls within any of the categories described above’? 

Include “been in the role for such a period that independence may have been compromised”. 

 Whilst there is recognition that a mix of tenures is preferable, how often is it appropriate to 

reassess Directors who have served for more than ten years? 

 Should there be an increasing threshold level of understanding of the entity and its business 

as the tenure of Directors increase? 

The classification of a Director as independent under Recommendation 2.3 has clear implications for 

other Recommendations relating to composition of the nomination committee (Recommendation 

2.1), composition of the Board (2.4), the Chair of the Board (2.5), composition of the audit 

committee (4.1), composition of the risk committee (7.1) and composition of the remuneration 

committee (8.1). 
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KMP Report: Remuneration Trends for 

ASX 300 and NZ 50 Boards 
John Egan 

The work Directors carry out for committees is continuing to have a marked impact on Director 

remuneration, as the time commitment required when tackling specialist Board issues is recognised. 

Fees for participation on remuneration committees have risen significantly over the last few years, 

with levels almost reaching those paid for participation in the audit committee. Given the central 

function of the audit committee, the fee 

increase underlines the current level of scrutiny 

on the remuneration of key management 

personnel. 

Committee fee data and further insights can be 

found in Egan Associates’ newly released KMP 

Report examining Director and Chairman fees 

on top Australian and New Zealand Boards. 

You can download the report on our website. 

Egan Associates has been assisting Boards with Director fees for decades. Contact us for a proposal 

before your next remuneration review. 

  

mailto:mail@eganrem.com?subject=Contact%20Enquiry
http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724_KMP-Report.pdf
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Board Skills Matrix Adds to Nomination 

Role 
The third edition of the ASX Corporate Governance Principles and Recommendations (taking effect 

for listed entities’ full financial year commencing on or after 1 July 2014) includes a 

recommendation that listed entities should have and disclose a Board skills matrix, setting out the 

mix of skills and diversity that the Board currently has or is looking to achieve in its membership. 

Boards who already have capability 

matrices will rightfully be considering how 

much information they can disclose 

without revealing the organisations’ 

strategic direction. The recommendation 

states: 

“The disclosure need only be made 

collectively across the board as a whole, 

without identifying the presence or 

absence of particular skills by a particular 

Director. Commercially sensitive 

information can be excluded.” 

Boards who haven’t yet attempted to construct a Board Capability matrix will find that it is a useful 

tool that can show gaping skills in the Boards’ capabilities. Equally, it may uncover untapped skills. 

Unfortunately, if done correctly such that skills requirements stem from organisation strategy, 

constructing a skills matrix is not as easy as it sounds. (Our tips to developing an effective 

capability matrix can be foundhere. We also provide a Board Capability service assisting Boards to 

effectively map the current skills of Directors to future skills requirements. ) 

The time required to properly complete this one element of Board governance is emblematic of the 

considerable work that now goes into the renewal and supervision of the Board itself. 

The “Nomination” role is not purely about hiring a new Director when a role becomes available or 

providing cookie cutter training courses. It is a state of awareness – constantly having a finger on 

the pulse of the Board, considering factors such as: 

 Specialist skills and training (eg legal, accounting, technology); 

 Diversity (Age, gender, culture); 

 Tenure; 

 Relationships and independence; and 

 Workload. 

This entails examination of individual Directors and the Board as a whole in light of the Board’s 

overarching strategy. 

http://www.eganassociates.com.au/how-effective-is-your-board-capability-matrix/
http://www.eganassociates.com.au/board-effectiveness/board-capability-assessment/
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This is not an easy job and is also one that is attracting increasing scrutiny as key investors closely 

examine Board composition when voting on Director appointments. The combination of toil and 

scrutiny heightens the importance of the nomination role, which is often rolled together with 

remuneration oversight into one committee.  (ASX Corporate Governance Council Recommendation 

2.1 requires a nomination committee, while Recommendation 8.1 requires a remuneration 

committee.) 

Currently around 20% of top 50 and top 100 companies have separate nomination committees. As 

with the risk committee, this will be an interesting space to watch. 

 



 

Page 9 of 9 

  

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/

