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Newsletter November 2013 
This month we remind Boards that everyone (including us) reaps what they sow. This highlights 

how important it is for remuneration committees to understand the distinction between the 

provision of a remuneration recommendation and the provision of data alone, but also for the Board 

to have the necessary knowledge and experience to make the right decisions. 

In other news, with Daniel Yin’s encouragement we have been a proud sponsor of the Sydney 

University Men’s and Ladies teams participating in the prestigious Asia-Pacific Tennis League this 

month. We hope you continue to consider our viewpoints and appreciate your feedback. 

 

Why Boards Should Seek Remuneration Recommendations 

As Egan Associates has explained in many of our past newsletters, there’s 

a difference between receiving information from a remuneration consultant 

and receiving a recommendation. We outline why it’s risky not to seek the 

latter. 

 

How Effective is Your Board Capability Matrix? 

Egan Associates recounts how it assisted a large organisation to set the 

remuneration of its CEO and executive team following a significant 

restructure. 

 

You Reap What You Sow 

After our article last month highlighting the complexities of benchmarking, 

many of our clients had further questions that provided us with some food 

for thought. 

 

Case Study: Remuneration Advice for a Transformation 

Egan Associates recounts how it assisted a large organisation to set the 

remuneration of its CEO and executive team following a significant 

restructure. 

 

New CEOs Display Recession Investment Traits 

CEOs tend to follow an investment cycle, divesting early in their tenure and 

investing later, according to new research that could have implications for 

how Boards think about incentive plans. 

http://www.eganassociates.com.au/egan-associates-supports-sydney-uni-tennis/
http://www.eganassociates.com.au/egan-associates-supports-sydney-uni-tennis/
http://www.eganassociates.com.au/when-is-advice-not-advice/
http://www.eganassociates.com.au/when-is-advice-not-advice/
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Why Boards Should Seek Remuneration 

Recommendations  

 

The Corporations Act was amended in 2011 to improve the accountability of Director and executive 

remuneration.  

The amendments were introduced specifically to 

increase transparency for shareholders and 

facilitate the independence of remuneration 

consultants. 

A remuneration recommendation is defined as a 

recommendation concerning either the amount of 

KMP remuneration or the elements of the 

remuneration package (or both). 

If a remuneration recommendation relating to key 

management personnel (KMP) is provided to the Board, the nature and cost of such a 

recommendation has to be disclosed in the company’s annual report. The nature and cost 

ofother services provided by the remuneration consultant also have to be disclosed. 

Seeking remuneration recommendations facilitates shareholders being fully informed on what advice 

was obtained, how much was paid for such advice and who provided the advice. 

The remuneration consultant must declare whether the recommendation is free from any ‘undue 

influence’ by the KMP to whom the recommendation related. The transparency of these disclosures 

facilitates an assessment of the independence of the advice provided. 

Recent corporate governance failures amongst some of Australia’s largest companies have 

reinforced the importance of transparency and independence in Board decision making. 

Boards should seek remuneration recommendations in respect of KMP remuneration matters. If the 

annual report discloses that general adviceand/or market data was obtained instead, it indicates that 

the strict transparency and independence guidelines were not met in respect of any advice provided 

to the Board to facilitate the relevant decision making. 

Shareholders have every right to question whether decisions based on the latter were made subject 

to real or potential conflicts of interest. Boards should be mindful of the risks of making such 

decisions without the benefit of remuneration recommendations from the company’s remuneration 

consultant. 

In this context, we observe what may also be a preferred position of some consultants, which is to 

not be engaged by the Board to provide KMP remuneration recommendations but solely information 

and broad policy advice. 

 

 

http://www.eganassociates.com.au/amendments-to-corporations-act-passed-in-the-senate/
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Key questions for Boards to consider 

 Are we currently seeking remuneration recommendations in respect of our KMP 

remuneration decision making? If not, why not? 

 Have we previously been provided with advice that really constituted remuneration 

recommendations but were not disclosed as such? 

 Why do some remuneration advisors insist on providing general advice and/or market data 

but are reluctant to provide remuneration recommendations? 

 How would seeking remuneration recommendations facilitate shareholder alignment and 

mitigate future shareholder objection in respect of KMP remuneration?  

Back to Title Page  
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How Effective is Your Board Capability 

Matrix? 
Most Boards develop a capability matrix to track the composition of the Board and to assess how 

well it is equipped to deal with the future. Ensuring the Board enjoys optimal access to relevant 

experience and skills is a vital area of human capital risk management. 

A well thought out capability matrix will 

ameliorate risk. It guides recruitment, 

succession and individual Director 

development, and provides confidence to 

external stakeholders that the Board has an 

appropriate focus on improving its own 

performance and development. A hastily 

constructed matrix on the other hand might 

lead to superficial confidence in the Board’s 

capabilities while hiding the absence of 

critical skills. 

Below are our top tips to build and 

implement an effective Board capability 

matrix: 

 Align the matrix to the organisation’s strategic imperatives. 

Determine those critical capabilities that will significantly enhance organisational performance as the 

strategy unfolds. For example, a not-for-profit organisation in today’s crowded fundraising market 

might emphasise business networking, social media and direct fundraising experience. A listed 

entity competing in a highly competitive fast moving consumer goods market might look to product 

innovation. An energy or resources company might emphasise exploration experience in different 

geographies. 

 Avoid “entry-to-the-game” capabilities. 

Avoid generic sets of skills that provide little added value as they represent threshold capabilities 

demanded of any Director. For example, here is a list of the capabilities that BHP assumed common 

to all its Directors, which was published in its 2013 annual report:  

 Unquestioned honesty and integrity; 

 A proven track record of creating value for shareholders; 

 Time available to undertake the responsibilities; 

 An ability to apply strategic thought to matters in issue; 

 A preparedness to question, challenge and critique; and 

 A willingness to understand and commit to the highest standards of governance. 

 Differentiate capability requirements for the Board and the Chair. 
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Separate the capabilities required of the Chairman from the rest of the Board, as there are specific 

leadership demands on the Chairman role that deserve separate mention. For example, not everyone 

on the Board needs to have the capabilities necessary for relating to external stakeholders, 

interacting with State and Federal Ministers or leading M&A negotiations. Clarifying the leadership 

capabilities desired in the Chairman often provokes a useful and robust discussion in the Boardroom 

about who ought take the lead on matters such as those mentioned above. 

 Focus on each Committee separately. 

Ensure each Committee is well represented with the capabilities required across the entire Board as 

well as the demands of that specific Committee. 

 Test the matrix against eventualities. 

Consider a range of future scenarios to ensure the Board capability matrix is flexible enough to 

permit inclusion of capabilities that will become important depending on what happens to the 

organisation in the future. 

For example, a “full steam ahead” scenario might require business acquisition and merger 

capabilities while an “avoid sinking” scenario might demand cost containment, customer retention, 

and cash flow capabilities. 

 Question where to source each capability. 

Boards should consider carefully whether capabilities are best addressed by seeking them at Board 

level, management level, or both, or whether specific capabilities might be best sought externally. 

 Target Director development. 

Your first matrix might represent a checklist only: that is, do Directors have the identified 

background and capabilities or not? This will help highlight any current or future gaps in Board 

requirements. 

Your next revision, however, should include the ability to rate individual Directors on each of the 

required capabilities so that each Director can benefit from personalised professional development. 

 Communicate goals and progress to stakeholders. 

As external stakeholders place entities under increasing focus, the need to be proactive in 

demonstrating that the Board is cognisant of and flexible enough to deal with any challenges and 

opportunities is vital. 

Maintain and present a set of statistics in the annual report that show diversity elements such as 

experience, tenure, geographic location, gender, race, age and any other dimensions specific to your 

entity. 

 Review the capability matrix. 

The Nomination Committee should review the Board capability matrix at least annually to help: 

 Highlight opportunities to rotate Directors through Committees to broaden their experience 

and value to the Board; 

 Identify specific gaps that demand immediate or staged recruitment; 

 Plan succession in an orderly way; and 
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 Confirm that the elements embedded in the matrix remain highly relevant to the demands of 

the organisation and the external world. 

As with any Board task, completing a capability matrix is only worth doing if it is done well. 

Although these tips provide a good baseline for Boards to successfully implement a capability 

matrix, attaining the necessary objectivity to identify which capabilities really make a difference in 

the organisation and gauge whether the Board possesses them can be difficult. Egan Associates 

offers Board capability services to highlight the deficiencies and opportunities for improvement that 

even effective Boards miss. 

Back to Title Page 

  

http://www.eganassociates.com.au/board-effectiveness/board-capability-assessment/
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You Reap What You Sow  
Our benchmarking article in the October Newsletter prompted much detailed and considered 

comment from clients, as well as from organisations not presently using Egan Associates as their 

prime service provider. 

A small number of these, primarily Chairs of 

Remuneration Committees or Chairmen of Boards, 

posed interesting questions for our response, 

either as comment or as a written response to be 

presented to the Board. 

Set out below are a selection of the questions 

which have been forwarded to us in response to 

the article. They clearly reflect a focus on the 

veracity and integrity of data available from 

remuneration information providers and advisers. 

They also highlight the diversity of Board Remuneration Committee approaches to benchmarking, 

with a small number of committees revealing their process is subject to risk management 

assessment. 

We have responded to clients who contacted us following our article. We believe it is important that 

all our clients understand the basis of our recommendations. 

The Questions: 

Data provenance 

1. Is benchmark data compiled and stored on your firm’s in-house data systems? 

2. Is your benchmarking data management outsourced to another party in Australia or 

managed in an offshore setting? 

3. Do you compile information on behalf of clients purely on a customised basis, entering 

information from selected benchmark companies at the time of their enquiry? 

Data Quality 

1. What processes do you adopt in training and monitoring the integrity of data entry of staff 

deployed for this purpose? 

2. Is the material entered checked independently? 

3. Do you use more than one source of data to verify its integrity? 

4. Are qualified analysts/consultants reviewing benchmark data and the interpretation of 

various tables and explanatory information from remuneration reports? 

5. What are your quality control processes? 

http://www.eganassociates.com.au/benchmarking-are-the-facts-the-facts/
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Scope of Data Collection 

1. On how many companies do you capture comprehensive benchmark information? 

2. Which of the following KMPs do you monitor: 

 Non-executive Directors; 

 Executive Directors; and/or 

 All other disclosed KMPs? 

3. Do you capture information on remuneration policy and practice including: 

 Company-stated competitive positioning; 

 Target short-term incentive (STI) and long-term incentive (LTI) values; 

 The nature of securities issued under a LTI plan; 

 The valuation and allocation protocols adopted under LTI plans; 

 The performance criteria under an annual incentive plan and, where disclosed, their 

relative weighting; and/or 

 The proportion of reward attributable to each core element of remuneration, notably 

fixed remuneration, STI, LTI? 

4. Do you record details and information on other reward and employment programs e.g. 

retention plans, unlatching awards, termination and notice provisions? 

5. Do you record information from all appropriate tables? 

6. Do you age the data and if yes how? 

Elements of NED Remuneration 

1. Do you include or exclude superannuation guarantee charges if not separately stated? Do 

you include or exclude other sundry payments in the details of the annual report and why? 

2. Are “per diems” included in your analysis? 

3. Do you include or exclude committee fees in your analysis and why? Do you annualise said 

fees if the Director has only been there for part of the year and how? 

4. Do you separate payments to Non-executive Directors between fees and contributions to a 

retirement plan? 

Position Changes 

1. Do you include or exclude an executive who leaves part way through the year in the 

sample? If included, how is this done? 

2. Do you record and separate cash or equity benefits associated with securing the services of 

KMPs from other organisations? 

3. What is the treatment of an executive’s remuneration when they change role part way 

through the year? 
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4. If fees are changed during the year is an average used or the annualised new arrangements? 

5. If Directors have left in the year do you include the intended fee or are they excluded from 

the calculation? 

Equity 

1. Do you compile information on Non-executive Director and other KMP shareholdings? 

2. Do you compile information on the number of securities granted to executives and the 

prevailing share price? 

3. Do you record information on the basis of the calculation of equity awards under LTI plans? 

4. Do you include or exclude incentive benefits, either short or long, that are subject to 

forfeiture? 

5. When equity (in whatever form) is part of remuneration do you include what is in the 

statutory tables (earned) or do you use paid? 

6. How do you value equity or rights to equity and can you provide some detail as to the 

mechanics of the calculation? If vesting occurs during the year is the value aged? 

7. Do you include dividends in remuneration calculations if the shares are fully paid and held in 

escrow? 

Comparisons 

1. Can you state what the various shareholder groups think are the top two most important 

benchmarks for an ASX100 firm? 

2. What do you believe are the best two benchmarks to compare remuneration for the CEOs 

and KMPs and why? 

3. Which methodology do you use to rank organisations for the benchmarking exercise? Do use 

market capitalisation or do you use an index like the S&P/ASX200 or S&P/ASX300 Index? 

4. What is the basis of your calculations using market cap? For a 30 June year-end 

organisation, when do you measure which organisations are in or out? Do you use an 

average and, if so, over what period? 

5. How do you treat the data for organisations with differing year ends? 

6. How do you treat listed companies either moving into the benchmark or out of it over the 

period? 

7. If profitability is used as a benchmark what is the best level to judge it; i.e. gross margin, 

EBITDA (Cash Profit), EBIT, PBT, or NPAT, and why? 

8. When using the ASX100/200/300, do you (or can you) distinguish between using a CFO, as 

an example, who is responsible for just the finance, tax and treasury functions and one who 

may also have IT or strategy or secretarial functions? Or is it just the size of the firm (by 

whatever metric) that is seen as important? 
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Inclusions and Exclusions 

1. How are outliers treated and how do you define what you consider an outlier? 

2. Do you include or exclude executives who have earned no ‘at risk’ payments? Why? 

3. Is the remuneration of executives working in other countries included or excluded? If 

included, what adjustments are made if any? 

4. How are joint CEOs or Executive Chairman with a separate CEO treated? Are they excluded 

or included and if so how? 

5. Do you include or exclude organisations that place a heavy reliance on total fixed 

remuneration and pay very little by way of incentive payments, and why? 

Back to Title Page 
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Case study: Remuneration Advice for a 

Transformation 
The challenge : A major business group of a large publicly owned parent entity had reached a 

turning point. Its business model was changing and it needed to identify new revenue streams. The 

Board determined that the group required a significant management restructure. The long-term CEO 

was retiring, to be replaced by a new CEO with carriage of the transformation. 

The Board needed advice on the pay of the 

incoming CEO as well as the newly restructured 

team. It also wanted to assess the possibility of 

bringing the pay structure, which included 

unsustainable legacy elements, closer to current 

market practice. 

The process : Once the CEO had been chosen, 

Egan Associates provided assistance in pay 

negotiations, including advice on an appropriate 

remuneration level and structure. This required 

consideration of the: 

 Organisations’ revenues, assets, employee numbers and other metrics; 

 Increasing complexity of the CEO’s role, especially in light of the difficulty of the 

transformation facing the organisation; 

 Pay parity between the new CEO and a new executive team; 

 Effect of legislation changes on the taxation of superannuation; 

 Economic setting; 

 Necessity of exercising restraint, not only due to the environment of scrutiny, but also due 

to the likelihood of the transformation requiring staff retrenchments at lower levels. 

After the CEO’s appointment, an executive restructure was initiated. Egan Associates developed 

appropriate pay bands for the executive team using a work value approach. Considerations included 

the: 

 Knowledge and expertise required to meet the demands of the new executive roles; and 

 Structure of reward offered by similar companies while ensuring alignment with progressive 

milestones and planned outcomes over a three- to seven-year time frame. 

Egan Associates also advised on the appropriate levels of remuneration for retained management 

following the restructure, considering the difficulty of the transformation, the need for a new reward 

strategy and its application over an extended time frame. 

Throughout the process, Egan Associates provided support to the organisation’s remuneration 

committee, including the development of a plan for incremental increases over an extended 

extended period to ensure alignment between existing and new staff. Egan Associates built a 
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calculator enabling the organisation to better understand the outcomes of modifying the 

remuneration structure. We also provided a framework for the proposed annual and long-term 

incentive plans and offered advice on annual KPIs and performance hurdles aligned to the 

transformation’s success. 

The Outcome : The organisation was able to secure and retain the service of numerous experienced 

executives to implement the planned transformation.  A decision was reached on a modified long-

term incentive scheme to ensure retention that would not disadvantage long-serving executives 

accustomed to a less rigorous reward program. Under its new leadership, the organisation has made 

significant progress in its transformation, meeting significant milestones. 

Back to Title Page 
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New CEOs Display Recession 

Investment Traits 
Most CEOs invest and divest assets based on a cycle that starts directly after they are appointed, 

according to research released in August by the US National Bureau of Economic Research. 

The research examined the investments and 

divestments of 5,420 US CEOs that took office 

in 2,991 companies between 1980 and 2009. 

It found that divestments (including asset sales 

or discontinued operations) were fairly common 

in the early years of a CEO’s tenure 

and decrease over time, 

whileinvestments (including acquisitions and 

capital expenditures) are low in the early years 

and increase over time. 

The peak of disinvestment occurred in the year 

after turnover occurred, with the probability of a company undergoing a divestment at that time 

being 21%, then falling to 13.7% in year eight. The total investment rate (investment over net 

value of the firm’s property, plants and equipment at the start of the year) increased from 53% in 

the year turnover occurred to 75% in year eight. 

The first few years of a CEO’s tenure affected investment and disinvestment the most, according to 

the research. In the first three years after a CEO starts, the investment rate tended to be 6% to 8% 

lower than during later years in office and the probability that the company would divest was 3.2% 

higher.  

The research found that the effect of the CEO investment cycle was of the same magnitude as 

external factors affecting investment such as business cycle, financial constraints or political 

uncertainty. The effect of being a CEO in the first three years of tenure was approximately the same 

as being a CEO in a recession or in a company facing financial constraints.  It has more than twice 

the effect of being a CEO in an election year. 

The cycle held regardless of the reason for CEO turnover. It also held regardless of industry 

conditions and whether an insider or outsider was appointed. 

Reasons 

The paper hypothesised that the high level of divestments after CEO turnover occurred because the 

new CEO is incentivised to divest poorly performing assets that the previous CEO had paid for and 

was unwilling to abandon. The new CEO would not feel the embarrassment of being involved in the 

investment decisions they plan to divest. 

Yet once this divestment is done, the CEO is incentivised to increase investment, as CEO pay and 

prestige is often connected to the size of a company. The longer the CEO spends with the 

company, the more powerful they become and the stronger their hold on the Board, such that the 

Board is more unlikely to oppose inefficient investments. 

http://www.nber.org/papers/w19330
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The research also mentioned alternate theories: that when a CEO starts, they divest the assets that 

do not suit their skill base and then invest in assets that do, and that a CEO’s expertise increases 

with tenure, leading for more opportunities for investment. 

If the paper’s hypothesis and not the alternate theories were true, the paper concluded that: 

1. The quality of the divestments made after turnover should generally be poor; 

2. If the CEO was recruited from the old management team, or the former CEO and 

management were on the Board, the new CEO will be less likely to divest; 

3. It should not make a difference to the level of divestment after CEO turnover if the 

companies’ assets are all in one area or the CEO’s skills match the companies’ assets; 

4. The CEO’s power over the Board should be more important than their tenure alone;  and 

5. The quality of investments made over a CEO’s tenure should remain static or decrease. 

It then tested these statements, finding: 

1. Data suggests that only substantially underperforming segments established by previous 

management are divested at an abnormally high rate following CEO turnover, ruling out the 

divestment to suit skills argument. 

2. The probability was lower that a company divests assets after turnover if the former CEO 

remains as chairman or executives from the previous leadership remain on the Board. 

3. There was no significant difference in the investment cycle for firms that only had one line 

of business versus those with multiple lines of business, even if they hired company insiders 

that had all the necessary skill sets to manage current assets. 

4. The level of investment is correlated with the percentage of Directors that have been 

appointed since the CEO was appointed (an indicator of CEO power, as the CEO can try to 

influence appointments). If the data is controlled for the percentage of Directors appointed, 

 the CEO tenure’s effect on investment disappears, suggesting that CEO tenure affects 

investment through progressively acquired control over the Board.  

5. The stock market reaction in the first three days after an investment announcement was 20 

points better in the first three years of a CEO’s tenure than in later years. 39% of deals 

made in the CEO’s first three years had negative returns, while 58% of deals made after the 

first three years had negative returns. 

Egan Associates Viewpoint 

It would seem prudent to consider the investment cycle when designing at risk remuneration policy. 

Given the inherent incentives to invest efficiently are different at varying stages of a CEO’s role, 

incentive plans that remain static over a CEO’s time at a company may not deliver optimal 

shareholder benefits. 

Boards should consider whether at risk reward should vary with the CEO investment cycle – both 

encouraging new CEOs to invest and ensuring long-serving CEOs are making value accretive 

acquisitions. 

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/

