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Newsletter June 2014 
Since this month ends the 2013/2014 financial year, we have provided a 1 July factsheet and 

turned our focus to accurate disclosure in remuneration reports. 

Our attention also remains on the use of fair value for equity allocation: Credit Suisse 

recently released a research note that echoes our concerns regarding the practice. Our views were 

also sought on this topic and others for the June editions of the Company 

Director and HRmonthly magazines. 

Lastly, we add our own comments to the recent debate regarding the benefits of independent 

Directors for Superannuation Trustee Boards. 

 

Accurate Disclosure of the Remuneration Structure 

Methods for revealing the proportion of reward split between fixed 

remuneration and potential earnings under incentive programs vary 

significantly. 

 

Remuneration Value Not the Same as Accounting Cost 

We once again discuss what we believe to be the most critical area of 

sensitivity emerging in relation to long term incentive plans. 

 

Challenges with the Statutory Reporting of Rights to Executives 

Daniel Yin examines two critical issues which often emerge when ASX 

companies prepare their Remuneration Report. 

 

Composition is Superior to Independence 

Treasury’s superannuation governance discussion paper has prompted a 

further round of debate around whether appointing a minimum proportion of 

independent Directors is worthwhile. 

 

Are You Ready for 1 July? 

We flag a number of changes you should be aware of for the start of the 

2014/2015 financial year. 

http://www.eganassociates.com.au/remuneration-value-not-the-same-as-accounting-cost/
http://www.companydirectors.com.au/Director-Resource-Centre/Publications/Company-Director-magazine/2014-back-editions/June/Feature-Boards-under-fire
http://www.companydirectors.com.au/Director-Resource-Centre/Publications/Company-Director-magazine/2014-back-editions/June/Feature-Boards-under-fire
https://www.ahri.com.au/resources/hrmonthly/hrmonthly-june-2014/26_ExecRenumeration_R.pdf
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Accurate Disclosure of the Remuneration 

Structure 

Today an increasing number of Remuneration Reports reveal the proportion of reward split between 

fixed remuneration and potential earnings under incentive programs. The method of disclosing this 

proportion varies significantly. 

A standard approach is to disclose the opportunity provided at target performance under short-term 

and long-term incentive plans (STI and LTI) as a proportion of total remuneration. The figure below 

is an example of this. 

 

Another approach, which may be clearer to certain shareholders, is to identify the STI and LTI 

opportunity at target as a proportion of fixed remuneration, as shown in the example below. 
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The above two approaches may also be used in combination. 

However, neither of these approaches provides information on how the remuneration mix changes 

at different performance levels. Some companies provide a comprehensive and all inclusive graph of 

reward outcomes, as shown in the graph below of a CEO’s remuneration mix for varying levels of 

performance. Note that in this case the long term incentive grant is influenced by the annual 

performance. 

 

Such a graph can also be paired with another that portrays remuneration dollar values instead of 

percentages, to give a quick overview of how much an executive is due to receive at different levels 

of performance. 

Other companies may rely on additional tables to provide information on the proportion of the 

annual incentive opportunity as a proportion of to fixed remuneration at threshold, target and 

maximum. For an example, see the table below. 

 

Another standard approach for disclosing this information is in footnotes or text, although this 

makes it more difficult for shareholders to gain an overview. 

Some companies use remuneration mix illustrations to juxtapose the current year’s balance of 

remuneration elements with that of future years when remuneration structures are in transition. This 
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is shown in the target remuneration mix example below, where a deferred STI element has been 

added to the remuneration structure. 

 

Observations 

These illustrations highlight different ways of communicating remuneration opportunities to 

shareholders.  Although we note that pictorial representations can enable better understanding for 

retail investors, we do not favour one method over another. Most important to shareholders is that 

whichever style companies use to communicate their remuneration mix, they include information on: 

1. The proportion of incentive payments to fixed payments if threshold performance, target 

performance and maximum (stretch) performance is achieved. 

2. The basis for the allocation of deferred STI, including: 

a. How much of the award is deferred? 

b. What is deferred? (Cash, restricted shares, rights, options?) 

c. If it is equity, how is it valued for allocation? (For example, the volume weighted 

average share price (VWAP) for the five days prior to the incentive approval) 

3. The underlying basis for determining value when allocating the long term incentive. (For 

example, the VWAP for the five days prior to the grant, or an accounting model such as 

Black Scholes or Fair Value that accounts for future dividends) 

This will ensure shareholders have all the information they need to understand the true proportion of 

incentive payments to fixed remuneration at different levels of performance and that the illustrations 

accurately reflect reward paid or the financial reward opportunity potential. 

Back to Title Page  
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Remuneration Value not the Same as 

Accounting Cost 
Credit Suisse has released a research note revealing that a large number of ASX 100 companies are 

understating the value of performance rights or shares they are granting to executives under long 

term incentive plans. 

Under a typical long term incentive plan, an 

executive has the opportunity to receive a certain 

amount of money (for example 50% of their fixed 

remuneration) in shares if they meet certain 

performance conditions. 

Companies will issue performance share rights to 

the executive reflecting the agreed remuneration 

value that vests to the executive if the 

performance conditions are met. In the past, to 

calculate how many performance shares to issue, 

the company would normally divide the value of an 

executives’ long term incentive opportunity by the volume weighted average share price (VWAP) – 

otherwise known as the face value of the shares. 

However, as we noted in December last year, many organisations are using a discounted value for 

the performance shares instead of the current market value. This discounted value 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. The number of performance shares to be 

granted rises because of the lower accounting value used for the calculation. 

Credit Suisse does not endorse this practice. Neither does Egan Associates. We also agree with 

Credit Suisse’s reasons for not favouring the practice: 

 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 a risk-based measure. 

 Transparency is sacrificed. 

 Because not all companies use discounted values to determine LTI awards and those that do 

so employ different methods to calculate the discounted values, executives’ LTI 

opportunities become difficult to compare. 

Credit Suisse stated that 21 of the around 70 ASX 100 companies it had examined used discounted 

fair values when allocating equity to executives under long term incentives, with over four times as 

many rights being issued in one case than would have been granted using the market value of the 

performance rights. 

This report followed another by ISS in March 2014 that also examined the ‘windfall’ to ASX 50 

executives of using fair value methodologies to allocate performance shares to the executives. ISS 

http://www.eganassociates.com.au/fair-value-is-it-fair/
http://www.eganassociates.com.au/fair-value-analysis-shows-grant-inflation/


 

Page 6 of 13 

  

compared the value of performance shares at grant date and vesting based on whether the 

performance shares had been allocated using the face value or a fair value. 

It found that significantly more performance shares were allocated to executives when fair value 

methodologies were used to determine the number of rights, leading to awards being inflated by 

over $1 million in some cases. 

From Egan Associates’ perspective, this is the most critical area of emerging sensitivity in relation to 

long term incentive plans, especially as regards its impact on transparency in disclosure to 

shareholders. 

We note that share rights are the dominant vehicle for long term incentive plans today, excepting in 

emerging and growing smaller market cap companies where options remain an attractive vehicle. 

It is our judgement that allocation on the basis of the prevailing share price remains the most 

appropriate method for LTI grants. In this context, if an executive’s fixed remuneration, for example, 

was $500,000 and their long term incentive was established at 50% of the fixed remuneration 

value (that is $250,000) and shares were trading at $10 (VWAP over the ten days prior to the LTI 

grant issue date), the executive would receive 25,000 rights. 

In this situation there is clarity in relation to shareholders’ expectations – that the executive is 

receiving an incentive opportunity at the current market price of the company’s shares equivalent to 

50% of their fixed remuneration, subject to meeting performance and service hurdles. 

Whilst we appreciate that Boards will seek independent advice on the accounting treatment for 

proposed equity grants, such advice should not be adopted to calculate the number of share rights 

to grant to executives. The issues of allocation value (incentive opportunity to the executive) and 

the accounting cost to the company are separate. 

Where Boards have received specific advice re adopting fair value for determining the LTI grant, 

they should receive a confirmatory letter to that effect from their advisor. 

Back to Title Page 
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Challenges with the Statutory Reporting 

of Rights Grants to Executives 
Daniel Yin 

With ASX companies commencing or progressing preparation of their Remuneration Report for the 

current financial year, there are many issues for Boards to consider. Two critical issues which often 

emerge are who constitutes a member of the company’s Key Management Personnel (KMP) and 

how rights-based long term incentive grants are reported. 

KMP 

The Corporations Act requires disclosure of 

KMP remuneration. Who is a KMP is, 

accordingly, critical to what is disclosed. 

KMP is defined in the Corporations Act by 

reference to the accounting standards. The 

definition in the relevant accounting standard 

(AASB 124) is “those persons having authority 

and responsibility for planning, directing and 

controlling the activities of the entity, directly 

or indirectly, including any director (whether 

executive or otherwise) of that entity.” 

Until 28 June 2007, the Corporations Act prescribed remuneration disclosure relating to directors, 

secretaries and “senior managers”. Senior manager is defined as a person (other than a director or 

secretary) who participates in decision-making affecting the whole or a substantial part of the 

business of the corporation, or who has the capacity to affect significantly the corporation’s 

financial standing. 

The current KMP definition is less clear than the previous senior manager definition. Specifically, 

senior executives with defined roles impacting a substantial part of the company’s business (for 

example, Head of Sales / Distribution) may not satisfy the current KMP definition on the basis that 

he/she does not have authority and responsibility for general planning, direction and control of the 

company’s activities (despite being highly remunerated). Similarly, whilst the Chief Financial Officer 

clearly has the capacity to affect significantly the company’s financial standing, he/she may not 

satisfy the current KMP definition. 

Rights-based LTI grants 

Equity-based long term incentive grants constitute remuneration for the purposes of the 

Corporations Act. Specifically, share-based payments to KMP constitute compensation as defined in 

AASB 124. The Corporations Act requires the Remuneration Report to include the value of options 

granted to KMP during the year as part of their remuneration. We note that options here include 

those with zero exercise price (‘in-substance’ share rights). 

The value of the options to be disclosed is to be worked out as at the time they are granted and 

calculated in accordance with applicable accounting standards. Accordingly, the Corporations Act 
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requires the disclosure of the fair value for share rights granted to KMP during the relevant financial 

year. As we have discussed in previous editions and elsewhere in this Newsletter, the fair value for 

the share rights should, however, not be the basis for calculating the number of rights to be granted 

to KMP. 

In this context, Boards should clearly distinguish between the valuation of the rights for 

remuneration intent purposes and valuation of the rights for financial reporting purposes. As 

importantly, Boards should be cognisant of not blindly adopting a prior year accounting-based 

disclosure as the basis for formulating current year rights grants. This issue has sponsored comment 

from institutional investors and proxy advisors. 

Back to Title Page 

  

http://www.eganassociates.com.au/remuneration-value-not-the-same-as-accounting-cost/
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Composition is Superior to 

Independence 
Vince Murdoch 

Treasury’s superannuation governance discussion paper (28.11.2013) has prompted a further round 

of debate around whether appointing a minimum proportion of independent Board Directors is 

worthwhile. 

The paper had asked: 

 how an independent Director should be defined 

for Superannuation Trustee Boards; 

 whether Superannuation Trustee Board 

Chairmen should have to be independent; and 

 what proportion of a Superannuation Trustee 

Board should be independent. 

Then-Assistant-Treasurer Arthur Sinodinos indicated that he agreed with the stipulation in the ASX 

Principles and Recommendations that Boards comprise a majority of independent directors. Yet 

Treasury received 90 submissions, many of which disagreed with this proposition. 

Others noted the benefits of independence and also pointed out that retail superannuation funds 

must implement FSC Standard No. 20, requiring that Superannuation Trustee Boards have a 

majority of independent Directors and an independent chairman, from 1 July 2014. 

So what should we make of this? 

True, consistency makes life easier in a complex and demanding world. It also seems reasonable 

that participants in an industry with $1.8 trillion assets under management should be held to the 

same standards as top Australian listed companies. (To give an indication, our four major banks 

reported total assets of just under $3 trillion in their 2013 annual reports.) 

Yet, let us take a step back. 

What benefit accrues by having independent Directors on the trustee Board of superannuation 

organisations? 

According to the AICD’s submission, independent Directors: 

 Can represent and protect the interests of significant groups that are unrepresented under 

the equal representation model; 

 Can assist employer and member representatives by providing a fresh perspective as well as 

bringing different skills and knowledge, particularly where member representatives and 

employer representatives may have had similar backgrounds, experience or training; 

 can bring specialist investment, finance, director or trustee experience, which employer and 

member representatives may lack; 

http://www.financialstandard.com.au/news/view/36502114
http://www.financialstandard.com.au/news/view/36502114
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 may be able to reduce the risk of industrial instability inherent in the equal representation 

model; and 

 may bring substantial company-specific knowledge where employer and member 

representatives may not understand the superannuation fund, the superannuation entity or 

the superannuation industry generally. 

While these are all good points, we wonder if mandating a number of independent Directors will in 

and of itself achieve those aims. Really, the focus should be on appointing the right Board for the 

fund’s situation, majority independent or otherwise. The right Board will: 

 Represent key stakeholders; 

 Be comprised of Directors with a diverse range of backgrounds and experience; 

 Possess a broad palette of skills (financial, legal, technological, marketing, sales, etc); and 

 Have personalities that complement each other. 

Having a composition that fulfils these ideals is the first step to a Board’s becoming forward-looking 

and high-performing. 

To test the Board’s current composition, it could conduct a performance review of its functioning 

including a Board Capability Matrix (see ASX Corporate Governance Principles and 

Recommendations – Recommendation 1.6  and 2.2) examining: 

 How the Board is performing against its goals and how the fund is performing against the 

market; 

 Whether the Board is adequately representing key stakeholders; 

 Whether there is enough diversity in terms of Director experience and  background; and 

 How well current Director skills meet future skill requirements. 

The review may lead to development for the Board or individual Director training and would also 

inform what criteria should be sought under any Board improvement or renewal process. 

Resulting appointments may be Directors who would be considered independent, which may require 

more flexibility than currently available under the Superannuation Industry (Supervision) Act 

1993 (SIS Act) – as other submissions have noted. 

If desired, an “if not, why not” recommendation regarding independent Directors could be 

implemented for the sake of the abovementioned consistency, as long as the final choice rested 

with the Board. 

After all, fund members benefit from having a Board where the strengths and background of its 

Directors create a well-informed and performing team, not one where its composition fulfils an 

arbitrary guideline. 

If you would like to supercharge the performance in your organisation, Egan Associates 

conducts Board reviews and Board Capability Matrices. Call us now. 

Back to Title Page  

http://www.eganassociates.com.au/board-effectiveness/
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Are You Ready for 1 July 
As a new financial year begins, it can be difficult to keep on top of remuneration and regulatory 

changes. A number of changes you should be aware of (with some still pending legislation): 

Superannuation: 

 The Superannuation guarantee rate changes 

from 9.25% to 9.5%. 

 The maximum super contribution base rises to 

$49,430 per quarter. 

 The general concessional contribution cap rises 

to $30,000 per annum. 

 The concessional contribution cap for those 49 

or over rises to $35,000 per annum. 

 The non-concessional contribution cap rises to $180,000 per annum. 

Taxation: 

 The 1.5% Medicare levy is increased to 2% to fund the National Disability Insurance 

Scheme 

 2% Debt levy begins for those earning over $180,000 – remember that Fringe Benefit Tax 

is not set to rise until April 2015. 

 Transitional rules applying to existing LAFHA arrangements entered into on or before 8 May 

2012 end, with new LAFHA rules applying to the arrangements. Employees will be required 

to maintain a home in Australia for their use while they are living away from home.  If this is 

satisfied, concessional FBT treatment applies for a further 12 months (to 30 June 2015). 

Governance and Disclosure: 

 The new ASX Council Corporate Governance Principles and Recommendations come into 

effect for financial years starting 1 July 2014. 

 If regulatory approval under the Corporations Act is granted, final ASX Listing Rule changes 

are to come into effect. 

 Superannuation funds will need to disclose the remuneration of executive officers and 

trustees. Recently released details on triggers and release timings can be found in ASIC 

Regulatory Guide 252. 

 Superannuation funds that are members of the Financial Services Council must comply with 

FSC Standard No. 20. 

Unfair dismissal threshold 

 Employees who earn more than $133,000 and who aren’t covered by a modern award or 

enterprise agreement will be unable to make an unfair dismissal claim. The threshold was 

previously $129,300. 

http://www.eganassociates.com.au/proposed-changes-to-l-a-f-h-a/
http://www.eganassociates.com.au/asx-corporate-governance-principles-and-recommendations/
http://www.eganassociates.com.au/super-remuneration-disclosure-factsheet/
http://www.eganassociates.com.au/super-remuneration-disclosure-factsheet/
http://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/rg252-published-16-June-2014.pdf/$file/rg252-published-16-June-2014.pdf
http://www.asic.gov.au/asic/pdflib.nsf/LookupByFileName/rg252-published-16-June-2014.pdf/$file/rg252-published-16-June-2014.pdf
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Minimum wage 

 The minimum wage increases by 3%, or $18.70 a week, to $640.90 per week 

($33,326.80 annually). 

 

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/

