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Newsletter May 2014 
News in the world of work this month has largely come from the government, as organisations 

digest the budget, a Fair Work Commission decision on penalty rates and the pending annual 

decision on the minimum wage. 

Yet we have also been busy in other areas. We look into how robust frameworks affect the chances 

of IPO success and continue our series on determining vesting entitlements using a relative total 

shareholder return hurdle. In the media, the Australian Financial Review’s BOSS Magazine asked us 

to once more complete the analysis for its annual “CEOs who deliver” feature, which was published 

this month. 

 

Do Robust Incentives Drive IPO Success? 

A recent study revealed that IPOs backed by private equity outperform 

comparable non private equity backed IPOs. In our opinion this aligns with 

what we know of their remuneration frameworks. 

 

Federal Budget Opens Fringe Benefit Opportunity, Halts AGM Review 

The Australian Government has handed down the 2014-2015 budget with a 

number of initiatives. 

 

TSR Tracking: Index vs Select Peer Group 

We look at the difference a tailored comparator group can make in determining 

vesting entitlements using a relative total shareholder return hurdle. 

 

Minimum Wage Decision Nears 

The Fair Work Commission’s annual minimum wage review will soon return a 

verdict, with input from submissions already completed by unions, government 

and industry. 

 

Penalty Rates Decision to Open the Floodgates? 

The penalty rates reduction for some employees covered by the Restaurant 

Industry Award may provide support for employers in the recently commenced 

four yearly review of modern awards. 

http://www.afr.com/p/boss/ceos_who_deliver_1aPyexkqROMYWGRQoktQEO
http://www.afr.com/p/boss/ceos_who_deliver_1aPyexkqROMYWGRQoktQEO
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Do Robust Incentives Drive IPO Success? 

Daniel Yin 

Private equity (PE) backed IPOs have tended in our experience to adopt a more proactive and robust 

management incentive framework pre-IPO. 

Given the nature of and rationale for the investment 

by PE organisations, this incentive framework also 

tends to be put in place significantly earlier than a 

corresponding framework within a non-PE backed 

company. 

This observation puts an interesting spin on a recent 

study that IPOs backed by PEs outperform 

comparable non-PE backed IPOs over the short and 

long term. 

The study, released on 10 April 2014 by the Australian Private Equity & Venture Capital 

Association, examined ASX-listed IPOs since 2003 with an initial offer size of at least A$100 

million. As at the end of February 2014, PE-backed IPOs have posted an average return of 95% 

since listing compared to a 2.2% decline for non PE-backed IPOs. The difference in returns is 

particularly marked for investment periods over a year. 

The study also considered weighted average returns, based on IPO market capitalisation, and found 

that PE-backed IPOs since 2003 were outperforming non PE-backed IPOs and similar sized ASX-

listed companies (as represented by the S&P/ASX Small Industrials Index). 

It is not surprising that a sample of companies that generally practice early implementation of 

proactive and robust incentive frameworks outperform those who appear less likely to do so. 

The structure of the incentive framework reinforces the criticality of and rewards management for 

achievement of desired strategic, growth and profitability priorities over the period leading up to the 

company’s IPO. Reward is strongly geared to sustainable improvement. 

As importantly, once the Board has decided to go down the IPO route, this framework is reviewed 

and revised as required to incorporate the proposed listing structure (including selldown and escrow 

arrangements) and post-IPO performance and retention objectives. 

Given the significant number of recent IPOs and the positive indications of more and larger 

transactions in the next six to twelve months, we expect prospective investors (particularly, 

institutional investors and their advisors) to devote greater attention to the nature and extent of the 

existing and proposed incentive framework for management. 

 

Back to Title Page  

http://www.avcal.com.au/stats-research/special-reports
http://www.avcal.com.au/stats-research/special-reports
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Federal Budget Opens Fringe Benefit 

Opportunity, Halts AGM Review 
The Australian Government has handed down the 2014-2015 budget with a number of initiatives. 

Outlook 

The economy has grown slower than trend for seven of 

the past eight years and the budget papers forecast that 

it would grow slightly below trend in 2014-2015. The 

unemployment rate is tipped to reach 6.25% by the 

June quarter of 2015, remaining there to the end of 

2015-2016. The wage price index is forecast to grow 

by 3% through the year to the June quarters of both 

2015 and 2016. Falling commodity prices would 

challenge the terms of trade and continue to place 

pressure on the budget. The budget outlines a $29.8 

deficit in 2014-2015. 

Raising revenues and curtailing benefits 

As foreshadowed, to get the budget back on track, employees earning over $180,000 a year will be 

hit with a temporary 2% debt levy from 1 July 2014. The tax, expected to affect round 400,000 

Australians, is intended to be in place for three years to mid-2017. 

The tax raises the marginal tax rate of those affected to 49% once the 2% Medicare levy has been 

included. The Medicare levy surcharge of 1.5% for those without adequate private insurance would 

bring the top rate to 50.5%. 

To prevent employees from avoiding the tax, the fringe benefits tax will also rise to 49% from 1 

April 2015 to 31 March 2017. There is some concern that the nine month gap between 1 July 

2014 and 1 April 2015 will lead to tax rate arbitrage consequences which could encourage 

employees to increase the non-cash benefits component of their package in the short term. 

Thomson Reuters also notes that the change will see traditional tax planning measures implemented 

such as bringing forward revenue where possible and deferring deductions, yet highlights that the 

government will have difficulty passing the necessary legislation for the tax increase to be put into 

place. 

The superannuation guarantee rate is to be frozen at 9.5% from 1 July 2014 until 30 June 2018. It 

will then rise by half a percentage point a year, reaching 12% in 2023. 

The government will also allow individuals who have contributed superannuation in excess of the 

non-concessional contributions cap from 1 July 2013 to withdraw those contributions and any 

associated earnings, which will be taxed at the marginal tax rate. 

The AICD noted that Directors serving on multiple Boards will be happy with this development as 

the collected superannuation contributions for their Board roles had the potential to exceed the 

http://www.eganassociates.com.au/federal-budget-opens-fringe-benefit-opportunity-halts-agm-review/
http://www.eganassociates.com.au/federal-budget-opens-fringe-benefit-opportunity-halts-agm-review/
http://www.companydirectors.com.au/Director-Resource-Centre/Publications/The-Boardroom-Report/Back-Volumes/Volume-12-2014/Volume-12-Issue-9/Super-news-for-directors-from-the-Budget
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concessional cap, which would affect the non-concessional caps, with excess non-concessional 

contributions to be taxed up to 93%. 

Despite speculation, there were no changes to the employee share scheme rules. 

Salaries and allowances of parliamentarians, departmental secretaries and all other public office 

holders are to be frozen at current levels for 12 months, over the period 1 July 2014 to 30 June 

2015. The freeze will also apply to the pensions of former parliamentarians received under the 

closed Parliamentary Contributory Superannuation Scheme. 

The Life Gold Pass allowing retired MPs and their partners to take 10 free return domestic business 

class flights each year has been wound back – disallowing travel for commercial or private purposes 

and excluding spouses – and will be abolished. 

AGM Review 

One of the numerous agencies to be abolished in the budget was the Corporations and Markets 

Advisory Committee (CAMAC), which according to the BRW will mean the abandonment of 

its review into whether the format of the AGM should change its format. 

The review’s discussion paper had proposed four main options for a changed AGM: 

1. Limit the AGM to the discussion and voting on resolutions. 

2. Take voting away from the AGM, enabling it to be completed before and after the meeting 

3. Enable the companies more flexibility in the design of their own AGMs 

4. Make AGMs optional 

Participation 

The baby boomers’ arrival at retirement age has placed downward pressure on workforce 

participation. The participation rate is expected to decline from its current rate of 64.7% to 64.5% 

in the June quarters of 2015 and 2016. The government has continued its push to increase this 

figure. 

Its initiatives target Australians of all ages: 

 The age at which the pension can be accessed will rise to 70 by 1 July 2035. 

 The government will pay employers up to $10,000 for employing a job seeker aged 50 or 

over who has been on income support for at least six months. ($3,000 for at least 6 

months, $6,000 for 12 months, $8,000 for 18 months and $10,000 for 24 months.) The 

mature age worker tax offset of up to $500 for those born before 1 July 1957 will however 

be abolished. 

 This adds to the tax exemption of previously announced measures where Australians aged 

between 18 and 30 who have been unemployed for 12 months or more and are on 

Newstart or youth allowance receive a $2500 commitment bonus if they get a job and 

remain off welfare for 12 months. This increases to $4000 if they stay in the job and off 

welfare for 24 months. 

 A curtailed Parental Leave Scheme is still on the table, although details have not been 

provided. Eligible working parents of children born or adopted on or after July 1 2015 gain 

http://www.brw.com.au/p/business/equity_crowdfunding_review_last_hRqgmnvF1Jgt7Y4YJ3AlRO
http://www.eganassociates.com.au/should-we-kill-the-agm/
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access to 26 weeks of parental leave pay at a rate based on their wage, capped at 

$100,000 a year. This is to be funded by a 1.5% levy on large companies. 

 Family tax benefit B, which provides payments to single parents and families with one main 

income, will cease after the youngest child in the family reaches six (rather than 18) and has 

a lower primary earner income threshold of $100,000. 

 Disability Support Pension recipients aged 35 years and under who were granted the 

pension between 1 January 2008 and 31 December 2011 will have their eligibility reviewed. 

Those found eligible will be required to complete activities to built their work capacity. 

 Job seekers under 30 must participate in employment services support and display job 

search activity for six months before receiving Newstart or Youth Allowance (which those 

under 25 now receive instead of Newstart), unless they have already been working for 

significant periods. After six months, claimants will be required to complete 25 hours per 

week of Work for the Dole to receive income support. This comes into place on 1 July 

2015. Eligibility thresholds for the dole have been frozen for a further three years. 

 Nearly all the dependent tax offsets will be abolished from 1 July 2014. 

Skills and education 

Skills have been pinpointed in the past by the Productivity Commission as a key driver of 

productivity. 

The budget has reduced funding for schools, stating that the states should carry the burden for 

education. It has also reduced funding for university places by 20%, but deregulated the fee 

structure so that universities can charge more. The eligibility for government subsidies has been 

expanded to include “sub-degree” courses such as those that can be completed at TAFE or private 

colleges. Loans for trainees of $20,000 at concessional interest rates that are to be paid back after 

completion have also been confirmed. 

Companies benefit 

Executives and Directors will approve of the 1.5% reduction in the company tax for those 

organisations not affected by the levy for the parental leave scheme. 

Back to Title Page 
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TSR Tracking: Index vs Select Peer 

Group 
Indradeep Mazumdar  

Last month we examined the effect of including or excluding delisted companies from an agreed 

peer group on tracking total shareholder return for the assessment and verification of employee 

entitlements. 

This month we look at the difference a tailored comparator group can make in determining vesting 

entitlements. 

Many companies benchmark their long term performance against the performance of an ASX index. 

We have mentioned that this is not always appropriate and that a more selective comparator group 

of like entities may be more representative. 

Yet what happens when a company operates in the international market and has almost no local 

comparators? 

Should the company revert to comparing its total shareholder return performance with a broader 

Australian index? Or measure itself against its true international competitors? 

This decision can make an enormous difference to the equity vesting to executives as demonstrated 

in the graphs below of an example company’s relative total shareholder return performance. 

Let us again assume a company has a vesting profile where 50% of the equity vests at the median 

of the peer group (in this case we’ve chosen the ASX300) and 100% at the 75th percentile. We 

have used 60-day smoothing. TSR is rebased to 100 at the beginning of the period. 

In the first graph we compare the company against the ASX 300 index. As can be seen, almost all 

of the equity would vest to the executives. 

 

http://www.eganassociates.com.au/wp-content/uploads/2014/05/TSR-Tracking-Index.png
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In the second graph comparing the company against international competitors, none of the equity 

would vest to the executives. 

 

So which of the comparator groups is more representative of the company’s performance? Finding 

the right answer to this question is difficult and it is imperative that companies get it right. 

Egan Associates’ analytics function supports clients in this area, providing advice on what is most 

appropriate for the organisation. 

We provide a benchmark analysis service for relative TSR to determine the percentage of 

rights/options which vest and verify Board and/or Remuneration Committee decisions to vest 

securities. We also monitor relative TSR performance over a series of grants on a quarterly or six 

monthly basis as requested by clients to inform the Board, Remuneration Committee and key 

executives how performance is tracking against TSR hurdles. 

Back to Title Page 

  

http://www.eganassociates.com.au/wp-content/uploads/2014/05/TSR-Tracking-International.png
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Minimum Wage Decision Nears 
The Fair Work Commission’s annual minimum wage review will soon return a verdict, with input 

from submissions already completed by unions, government and industry. 

The Australian Council of Trade Unions (ACTU) recommended a 4.3% increase. The Australian 

Industry Group (AI Group) proposed a 1.6% increase. The Australian Chamber of Commerce and 

Industry (ACCI) proposed a 1.3% increase. The Commission of Audit recommended setting a 

minimum wage benchmark at 44% of average weekly earnings and transitioning to this benchmark 

by indexing the current national minimum wage to grow in line with CPI less 1 percentage point for 

a period of 10 years. It also recommended that the states be able to adjust the minimum wage to 

suit their situation. 

Industry labelled the ACTU recommendation as “unrealistic, unaffordable and unsustainable” and 

likely to cause significant economic damage while the ACTU labelled industries’ recommendations 

as leading to a cut in real wages and further increasing inequality. The Australian Government urged 

caution, given the transition from mining-based growth to other sectors of the economy. 

The submissions focused on similar data regarding the economy’s health, but arrived at vastly 

different conclusions. 

Industry and government submissions stated that the economy was staring down the barrel of 

further below trend growth while the ACTU was more optimistic, stating that growth was forecast 

to improve.  While the AI Group, the Australian Government and ACCI pointed to high levels of 

unemployment and underemployment and cautioned that these levels were likely to rise, the ACTU 

was of the opinion that the figures had reached their peak. 

According to the government and industry submissions, raising the minimum wage would further 

dampen the prospects of unemployed people, especially young unemployed, while the ACTU 

repeated that there is no consensus that modest increases in the minimum wage impact 

employment. 

Indeed, it has become an international bone of contention whether higher minimum wages lead to 

higher unemployment. The US recently proposed an increase in minimum wages from $7.25 to 

$10.10 an hour. The proposal was partly based on a letter from 600 economists that said increases 

in the minimum wage have had little or no negative effect on the employment of minimum-wage 

workers, even during times of weakness in the labour market, and could in fact have a small 

stimulatory effect as those workers would have money to spend. The Bill has been blocked in the 

US Senate. 

The Australian Government noted that another 500 economists had also written a letter to US 

federal policy makers stating that businesses with tight profit margins would have to cut costs or 

pass on costs to their customers. It also noted that while the economy wide effect of a minimum 

wage rise may not be large, it would affect certain industries disproportionately and that Australian 

small businesses were more likely to be award-reliant and therefore burdened by any increase in 

minimum wage. 
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AI Group stated that higher wages could lead to a willingness to work more hours, but that it might 

be counteracted by less work being available if the demand was not there to soak up supply, which 

it argued was not the case. 

Industry and government highlighted that business had already been impacted by the increases the 

Commission had ordered for apprentices, social and community sector workers and the general 

retail industry award, such that any further increases would be a burden. The increase in the 

superannuation guarantee should also be taken into account. Yet the ACTU believed that any 

reductions in minimum wage growth made for these reasons would be undermining prior decisions. 

In other international comparisons, AI Group and the government focused on Australia’s minimum 

wage being one of the highest in the OECD on a purchasing power parity basis, while the ACTU 

highlighted that Australia’s tax transfer system does not reduce inequality as much as other nations 

in the OECD, making the minimum wage more important.  The ACTU noted that the minimum wage 

as a proportion of the average wage had been falling over the last decade. 

“For low-paid workers to be socially included they must have an adequate income to participate in 

their community. This is a relative consideration; to be socially included entails (in part) being able 

to purchase a range of goods and services that are socially defined as being necessary. Rising 

inequality of earnings and income is likely to entail rising social exclusion,” it said. 

The government meanwhile quoted a paper that stated “the most important source of inequality in 

Australia is whether you have a job or not”.  It said it had done some modelling showing that 

Australia’s minimum wage already provides a significant incentive for the unemployed to take up 

work and that given the economic situation, the Commission should place greater weight on the 

creation of jobs rather than the role of wages as an incentive to work. 

It noted that minimum wage jobs were often a springboard to higher paid jobs and as the first step 

on the ladder should be encouraged. Of those people who entered low paid work, 61.4% left within 

a year and a further 25.3% left in the subsequent year. 

There was also concern that any increases in the minimum wage would not actually go to 

households in need – according to the government’s submission, low paid workers are spread 

across the entire distribution of household income, meaning that minimum wage increases would be 

directed toward relatively well-off households as well as low income households. It also drew out 

figures stating that 17.8% of award-reliant workers were paid more than the median hourly wage 

for non-managerial employees, such that any increase to award wages would raise the earnings for 

a number of award-reliant works who earned more than the median hourly wage. Less than one 

third of award-reliant workers could be defined as low paid, the government noted. 

Productivity is often noted as a driver of wages. Although there was consensus that there had been 

an uptick in labour productivity, opinions differed on whether that was a long term trend and if so, 

what it meant for the minimum wage. 

The ACTU was of the opinion that workers should be reaping the benefit of the increased 

productivity, noting that the growth in minimum wages had lagged behind productivity growth. 

The government, however, stated that over the last ten years, labour productivity growth in 

industries with the highest concentration of award-reliant employees generally had labour 

productivity growth well below the national average of 1.6%, while others mentioned capital 
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deployment as a major driver of labour productivity and the ACCI noted that the increase in 

productivity had likely been caused by employees working harder to maintain their jobs in a tough 

environment and less productive employees leaving the workforce. 

Back to Title Page 
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Penalty Rates Decision to Open the 

Floodgates 
The Fair Work Commission has released a decision reducing penalty rates on Sundays for certain 

workers on the Restaurant Industry Award. 

The 50% Sunday penalty rate for full time workers 

was considered appropriate, but not the additional 

25% casual loading for transient and lower-skilled 

casual employees. The Commission found that the 

combination of the loadings resulted in a pay rate that 

was more than was required to attract employees to 

work, which it noted was the modern awards 

objective. 

From 1 July 2014, the Restaurant Industry Award 

2010 will be varied for workers in the Introductory, 

Level 1 and Level 2 pay grades such that the Sunday penalty rate and casual loading should not 

exceed 50% in total. An additional requirement is to be added that no existing Level 3 employee 

should be moved down to a lower job level as a result of the change. 

The Restaurant and Catering Association of Victoria (RCAV) did not receive its desired reduction 

from 50% to 25% (which is the Saturday rate) because the Commission found that employment 

growth in the restaurant industry had been strong despite the introduction of the restaurant award 

and it believed that working on Sundays was not the same as working on Saturdays. 

Importantly, however, the Commission accepted that Sunday penalty rates “may have a limited 

effect on employment”. Commentators consider that this admission will provide support for 

employers in the recently commenced four yearly review of modern awards. 

“To actually get some concessions that in fact penalty rates have an effect on employment and are 

maybe over-generous in some cases is quite remarkable,” University of Canberra industrial relations 

professor Phil Lewis told the Australian Financial Review. “I would expect there will be a significant 

push from employers. I think if you were going to do something you should do it now.” 

The decision was handed down following an appeal by the RCAV on a Commission ruling in October 

2013. That ruling rejected business’ owners applications to cut penalty rates on weekends, saying it 

would have a significant impact on the take-home pay of low-paid workers. 

 

Back to Title Page 

http://www.afr.com/p/national/sunday_casual_pay_bill_to_be_cut_nX8ECrx5kM5ImtmPvaonSN
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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/

