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Newsletter October 2013 
Welcome to the October 2013 edition of the EA Newsletter. 

Like shareholders at AGMs currently taking place across the nation, our focus in this month’s 

newsletter is on questions. 

First we answer all your questions about Board reviews. Then we ask some questions of our own. 

Do independent Directors hurt organisation performance? What are the pitfalls of benchmarking? 

How do Australia’s remuneration regulations compare with changes in the rest of the world? How 

can we best increase Australia’s productivity? 

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

 

Benchmarking – Are The Facts the Facts? 

The growth in the use of benchmarking as a tool in the remuneration 

review process is only matched by the growth in its complexity. 

 

Board Review FAQs 

We answer your questions about the Board review process. 

 

Ratios and Caps: International Developments in Remuneration 

Globally there have been significant developments in the area of executive 

remuneration and corporate governance over the last few months. We 

provide a brief overview. 

 

Australia’s Productivity 

While we acknowledge the many challenges associated in providing all 

working Australians and families with an appropriate standard of living, it is 

our view that payments to a proportion of the Australian workforce are 

currently out of step with the rest of the world.. 

 

Do Independent Directors Destroy Performance? 

Research carried out by the University of New South Wales questions the 

validity of the ASX’s corporate governance recommendation that 

organisations implement a majority independent Board. 
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Benchmarking – Are the Facts the Facts?  

Benchmarking has become indispensible in today’s remuneration review process. Unfortunately, like 

any tool, the growth in its use is only matched by the growth in its abuse. In remuneration, there 

are few inexorable truths. 

This is partly because any remuneration statistic will 

be based on assumptions. What these assumptions 

are will depend on the organisation that created the 

dataset. It is also due to the nature of work – few 

roles can be perfectly correlated as every position is 

slightly different. 

It takes years of experience to understand and be able 

to compare data in the context of both organisation 

structure and operating metrics. 

To illustrate, here are a few of the complexities that an experienced remuneration consultant will 

consider: 

1.     Gathering and calculating data 

All consultants will work from the same or similar data, but their statistics for the same group of 

companies – say the ASX 50, ASX 100 or ASX 200 – will not be the same. Some of the reasons 

for this include: 

a)    Inclusions and exclusions 

In order to make sure the data is comparable, remuneration consultants may decide to exclude 

certain datapoints from a dataset. 

·         Tenure 

If an executive leaves part way through the year, do you annualise the pay the executive received 

for the portion of the year they served? Do you go back to the last full year’s pay for the executive 

or the last person in the executive’s role? Or do you simply exclude that executive’s data from your 

dataset? If an executive changes role part way through the year do you include the pay under one 

of the positions or do you exclude them? 

Do you use the intended fee if the Chairman or Director has not served a full year and if so, do you 

use annualised committee fees? Do you ignore the fee schedule entirely? If fee levels change during 

the year, do you record the new fee arrangements annualised? 

The number of KMPs who change roles during the year is not negligible. Recently released research 

by Booz and Co placed CEO turnover at 23% for 2011 and 15% for 2012. 

·         Residence 

If an executive is living overseas and is paid commensurate with local peers or receives benefit 

payments relating to their overseas location, should their total employment cost be included in a 

dataset for Australian companies? Or do we simply ignore the different pay settings? 

·         Outliers 
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If an executive is so highly paid that their pay skews any statistical distribution, should they be 

included? Or should the exception be ignored? 

b)    Other Pitfalls 

·         Constituents of the ASX 

Market capitalisation is not static. When ranking Australia’s top companies, which companies are 

included in each set of constituents will depend on the date the market capitalisation is measured. If 

one organisation measures market capitalisation at June and another in December, they will 

potentially be analysing a different group of companies and executives. 

·         Treatment of equity payments 

Do you enter the figure in the statutory table for equity payments? Do you record the number of 

shares or options granted and use that to calculate a value? If so, how do you calculate that value? 

Do you use a proprietary calculation, or choose a particular fair value calculation or use the face 

value of the equity? If there is no grant date or no price disclosed for the shares, what price do you 

use to carry out any calculations? What assumptions do you use for expected growth, volatility, and 

so on? 

Do you treat long term incentive equity in the same way that you do short term incentives deferred 

into shares or simply paid as shares? Do you use the actual payment tables currently appearing in 

many companies’ annual reports? Do you include or exclude dividends on fully paid shares held in 

escrow? 

·         Position ambiguity 

If there is an Executive chairman and a CEO, who should be considered as the head of company? If 

there are joint CEOs, should they be added together to make one CEO, should one be included, or 

should both be included as joint data points? For other roles that don’t fit exactly into a standard 

box, how do you record them? 

·         Bands 

In countries where bands are used, such as New Zealand, do you take the middle of the band, the 

top of the band, the bottom of the band? 

2.     Comparing Data 

Choosing companies against which to benchmark is complicated due to the relatively small scale of 

the Australian economy. The position is even more restricted when considering the number of 

comparable organisations (based on revenue, assets, enterprise value, employee numbers or 

industry sector) against which position benchmarking is valid without interpretation and 

supplemental advice. 

a)    What metric to use? 

What are the key criteria for comparison?  Is it annual revenue? Is it total assets, net assets, 

operating profit, market capitalisation or a combination of the above? Perhaps investment returns 

and or funds under management are more relevant for an investment company? 
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A number of Proxy Advisers indicate that the most relevant foundation for pay comparison is market 

capitalisation, that is, relative ASX/NZ rank.  Many consultants would use revenue.  Some would 

use a composite of revenue, assets managed and market capitalisation or enterprise value.  

While market capitalisation has a common foundation, we consider that comparing total revenues 

across industries and sectors is not valid. Gross revenue of a financial institution or a bank is 

different from that of a manufacturer and again, different from that of a wholesaler or retailer.  Total 

assets managed in an investment/banking environment are different from those in manufacturing, 

construction or a resources company. 

For example, for a bank Egan Associates would consider revenue as the sum of net interest income, 

fees and investment returns, not gross revenue including the cost of goods, which in the case of a 

bank is interest on deposits or borrowings. For a retailer where inventory is often funded for 90 or 

more days by suppliers, the primary revenue metric is gross margin, which will vary depending upon 

whether the retailer is in high unit price fashion goods, white goods, brown goods or staples. 

In this context it is not surprising when looking at different investments and management reward, 

Proxy Advisers and others use market capitalisation and profit as a primary foundation for reviewing 

executive pay. It must be noted that comparisons using market capitalisation can involve companies 

that have few similarities in terms of industry, risk, revenue and/or locations. In this context 

benchmarking is critical though the number of ideal benchmarks is likely to be limited. 

There will be opportunities for comparison which may not be being considered by many providing 

information and a number of Boards may not question information that they receive. 

The table below provides information which we recently extracted as part of a KMP Benchmark 

study. It highlights each of the metrics relevant to the organisation for the position of Chief 

Financial Officer, and as a consequence the challenge in providing a remuneration recommendation 

where each metric considered offers a different answer. The table provides the average for each 

element of reward. 
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b)    Use of the same metric for each role 

Should core metrics of a company apply to all positions in terms of benchmarking?  

Are the metrics relevant for the position of Chief Financial Officer similar to those for the balance of 

the C-Suite including the CIO, CSO, CRO, CMO, Head of HR and General Counsel? Do they differ 

from the Chief Executive Officer? Is the Head of a major Business Group benchmarked in relation to 

the scale of the Business Group or the company within which the Business Group sits? 

c)     Widen the net 
Do the breadth of geographies and jurisdictions the company operates in have any relevance in 

benchmarking? 

There are some companies whose global operations make it meaningful to extend comparisons to 

organisations based overseas. This is a judgement call, with the answer often depending upon the 

industry, the nature and location of operations and the breadth and depth of the accountabilities of 

each individual position. Benchmarking can also be influenced by factors such as the maturity of the 

industry and the company, the development profile and aspirations of the company, as well as its 

stated reward strategy – that is does it have heavy reliance on fixed remuneration or at risk 

incentives and, in the latter category, is the emphasis on annual cash-based incentives or equity-

based longer term incentive horizons. 

Given the ever-increasing complexity of supporting management and Boards, particularly the latter, 

it is important to note the difference between service providers offering information such as 

benchmarking data and those who are willing to present a remuneration recommendation. The 

nature of the provider’s engagement often reflects both their expertise and their intimacy of 

knowledge of the company. 

With the passage of the Corporations Amendment (Improving Accountability on Director and 

Executive Remuneration) Act 2011 in late June 2011, directors’ reports of listed companies now 

have to include details of any remuneration consultants they use and any remuneration 

recommendations (as defined in the Act) provided by those consultants. 

This has contributed to the focus of many firms shifting more to the provision of information rather 

than recommendations. Recent disclosures reveal that many Boards are not receiving and/or seeking 

recommendations but rather data to meet their governance obligations. 

The nature of service being provided by external firms is reflected in their communications to 

clients, often published in remuneration reports, where many either acknowledge that they are 

providing a recommendation or alternatively clearly state that their reports do not contain a 

remuneration recommendation in relation to key management personnel as defined by Division 1 of 

Part 1.2, Chapter 1 of the Corporations Amendment (improving accountability on Director and 

Executive remuneration) Act 2001. 

We also note arising from these legislative changes that management in support of the Chief 

Executive will often approach remuneration specialists for information but not a recommendation in 

order that the relationship is not in breach of the Corporations Act. 

http://www.eganassociates.com.au/when-is-advice-not-advice/
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Providing information without a series of filters is unhelpful in the majority of settings due to all of 

complexities we have outlined above. The filters provide an understanding of the data in the context 

of either a derivative of a work value assessment or a working knowledge of the structure and 

distribution of accountabilities among comparator companies. 

Egan Associates has built its reputation on its in depth knowledge of the employment and retention 

challenges faced by Boards in varying industries and at different stages of development and 

prosperity. We have always possessed the expertise and courage to prepare recommendations. 

Benchmarking is more than you think and it is particularly important that you do think through your 

information and advice requirements. 

Back to Title Page  
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Board Review FAQs  
What is a Board Review? 

Simply stated, an effective Board review is about taking stock of the Board’s current performance, 

relationships and strategy to identify where the Board can add even more value to the organisation. 

Reviews will generally have two main goals: 

1. Identify opportunities to improve and make the most of the Board’s potential. 

2. Catch nascent issues before they develop into problems. 

In this way, Boards can adjust to address past issues and target improved performance.  

Why should we do a Board review? 

Actions leading from Board review recommendations could improve Board culture, Board 

composition, Board characteristics or Board processes. 

Apart from wanting to become the best Board it can be, a Board might conduct a review to: 

 Increase Director and Chair Productivity/Performance; 

 Solve succession issues; 

 Predict and meet future skills requirements; 

 Improve Chair-CEO relationships; 

 Steer strategy sessions; 

 Address Board conflicts; 

 Motivate and re-energise the Board; 

 Clarify Board/management accountabilities. 

 Optimise information flow and meeting time; 

 Avoid entrenched Board behaviour; and 

 Develop goals and structure for new committees. 

Are there any prerequisites for doing a Board Review? 

The only prerequisite is clarity about what the Board hopes to achieve from a review. For Board 

reviews to work best they need to be tailored to fit the Board’s purpose. 

What happens during a Board review? 

Each Board will have different expectations and levels of expertise, so even Boards with the same 

purpose will likely need a slightly different review process, depending on whether they are new to 

reviews or have previously participated in a full formal review process. 

A full review with an external facilitator generally proceeds with some or all of the steps in the 

diagram below. Steps with dotted lines can be omitted, replaced with other steps or simplified 

depending on the depth of the review required.   
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Is it compulsory for Boards to conduct a Board Review? 

APRA-regulated entities must have procedures for the annual assessment of individual Director 

performance and the Board’s performance relative to objectives. 

Although it is not otherwise mandatory to conduct a Board review, to meet the ASX Corporate 

Governance Council guidelines, organisations must have and disclose a process for the performance 

evaluation for the Board, its committees and Directors and disclose whether the evaluation has 

taken place in accordance with that process. 
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Many proxy advisors also expect Board reviews to occur annually and expect communication on the 

process and outcomes. Finally, many state and federal government organisations are also expected 

to conduct regular performance evaluations. 

Yet if Boards conduct a review for the sake of ticking a box, the exercise has already failed. Only 

those who conduct their review with real aims will AVOID DOWNSIDE, and PERFORM BETTER. 

Who initiates a Board review? 

Normally the Chairman will be the initiator; however, it could also be the lead independent Director, 

or the Chair of the Nomination Committee. The review process might either be facilitated by these 

Directors or the CEO, the Company Secretary, the General Counsel or the General Manager Human 

Resources. 

How often should a Board conduct a Review? 

Although Boards should constantly be monitoring their performance, formal Board Reviews are 

normally held annually. 

While it’s advisable for those new to the process to start with a full formal review, those who have 

already done a full check-up might decide to do a pared back version in some years, or to drill into 

specific areas highlighted in their prior formal review, for example strategy, renewal, the meeting 

process, the quality of documentation or personal development for individual Directors and Chair. 

This will provide more detail on how to best tackle problem areas or better seize opportunities. 

How long will a Board review generally take? 

A comprehensive review with all the steps in the diagram above would normally take two to three 

months. However, if the Board decides to leave out some of the steps or modifies the scope and 

the audience, the review can be conducted in a shorter time frame. If only an online survey is 

required, for example in the case of a follow-up review, the review can be completed in a matter of 

weeks. 

Why would a Board engage an external consultant to conduct a Review? 

Boards who have never conducted a review before benefit from the framework an external 

facilitator provides. Other Boards also benefit from external consultants as they see issues in a fresh 

light, are objective, and will not be personally involved in any of the conflicts, relationships or 

history existing within the Board. This eases the flow of feedback and enables recommendations to 

be made at arm’s length. 

Some proxy advisors, such as the Australian Council of Superannuation Investors, recommend that 

externally-led Board evaluations occur periodically. As a rule of thumb, we suggest that an external 

review be held at least every two to three years to avoid complacency and group think and to 

optimise opportunities for the Board to add value to the organisation. 

In some years, a cost-effective option is to engage a consultant for part of the process but not to 

conduct the entire review. For example, an external provider might assist with the formulation of 

questionnaires. This will help keep the review aligned with the Board purpose and provide direction 

if the Board decides to explore different areas or address the process from a new direction. 
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Is the aim of Board Reviews to oust underperforming Directors? 

Although a Board review does provide a platform to air feedback on individual Directors and the 

Board’s performance as a whole, a Board review is not intended to put individual Directors on trial. 

It is simply an assessment of how each Director can best contribute to the Board in its current 

context. 

What happens if the Board Review identifies serious issues? 

This is where having an external facilitator can ease the way. As an objective observer, they can 

recommend various options to address issues and initiate a consultation process to come up with 

the best solution for the Board. They can also aid in follow-up to ensure the implementation of any 

solutions is carried out as swiftly and as free of conflict as possible. 

Back to Title Page 
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Ratios and Caps: International 

Developments in Remuneration  
Globally there have been significant developments in the area of executive remuneration and 

corporate governance over the last few months. The following provides a brief overview of new 

initiatives. 

  

France 

The French government dropped plans to introduce say on pay rules, 

hoping that companies would work together to design voluntary 

guidelines. 

This occurred, with French business lobbies adopting a new code 

recommending wider adoption of say on pay measures, restriction of 

sign on bonuses to executives entering the company from outside the 

group, restrictions on retirement and termination payments, a ban on 

hedging of share based incentives and new disclosure requirements. 

 

Germany 

A law was blocked in Germany’s upper housethat would have given 

shareholders a binding vote on executive pay policies. The legislation 

failed because a triumvirate of parties including the Social Democratic 

Party, the Greens Party and the Left Party, judged it to be insufficient 

to curb rising salaries. The SPD believed limiting the tax deductibility 

of executive salaries was a more appropriate measure. 

 

The Netherlands 

The Netherlands is still planning to limit bank executive bonuses to 

20% of fixed remuneration. 

 

Switzerland 

On 24th November, Swiss citizens will cast their vote on the 1:12 

initiative, which would limit monthly executive pay to a maximum of 

what the company’s lowest paid staff earn in a year. The government 

has reportedly urged voters to reject the proposal, saying it could hurt 

http://hsf-employmentnotes.com/2013/07/08/france-revisions-to-the-afep-medef-code-corporate-governance-code-for-listed-companies-say-on-pay/
http://www.dw.de/german-parliament-rejects-executive-pay-law-ahead-of-election/a-17102566
http://www.neurope.eu/article/netherlands-cap-financial-sector-bonuses
http://www.neurope.eu/article/netherlands-cap-financial-sector-bonuses
http://www.reuters.com/article/2013/09/27/us-swiss-regulation-pay-idUSBRE98Q0Q020130927
http://www.reuters.com/article/2013/09/27/us-swiss-regulation-pay-idUSBRE98Q0Q020130927
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the attractiveness of Switzerland as a business destination. 

 

Canada 

Canadian organisations are currently digesting new rules requiring 

organisations listed on the Toronto Stock Exchange to either provide 

“majority voting” to appoint Directors or explain why they have not. 

Canada otherwise operates on a plurality voting system, where 

shareholders either vote for a Director or withhold their vote. A 

Director only requires one vote to be elected. Majority voting requires 

Directors to receive a majority of the votes to be elected. There is 

some pressure for majority voting to be made compulsory. 

The rules also require that individual Directors be elected annually, not 

staggered over a number of years. 

Following the revelation that BlackBerry CEO Thorsten Heins was 

entitled to a $55 million golden parachute arising from a planned 

buyout,attention has also turned to CEO severance pay. 

Due to the number of Canadian companies listed in the US, there is 

also speculation as to whether the CEO to median worker ratio will be 

implemented in Canada. 

In tandem, Canada’s Minister responsible for women’s issues has been 

working with the Ontario Securities Commission on a comply or 

explain requirement for organisations to disclose goals for raising the 

number of women on Boards and in senior management. 

 

US 

The US SEC has approved a rule for public comment requiring US 

companies to disclose the ratio of CEO pay to median employee pay. 

The SEC has left open exactly how companies would calculate the 

median, but has said that they can take a statistically representative 

sample across the globe to come up with a figure. 

All employees other than the CEO are to be considered, including full 

time, part time, seasonal, temporary and non-US employees. 

Companies could annualise part time workers’ pay and annual workers 

who have not worked a whole year, but not seasonal workers’ pay. 

This rule was first mooted in 2010 with the Dodd Frank Act, but 

implementation had been delayed. 

There are concerns that the inclusion of such a ratio will not provide 

http://www.theglobeandmail.com/report-on-business/careers/management/executive-compensation/advisory-groups-urge-restraint-on-severance-pay/article12161176/?cmpid=rss1
http://www.fasken.com/en/osc-released-a-consultation-paper-regarding-disclosure-of-gender-diversity-practices-with-respect-to-directors-and-senior-management/
http://www.fasken.com/en/osc-released-a-consultation-paper-regarding-disclosure-of-gender-diversity-practices-with-respect-to-directors-and-senior-management/
http://www.lexology.com/library/detail.aspx?g=65074b77-4f40-4d80-aeb4-f98d015dd51a
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additional understanding to shareholders but will create a mountain of 

compliance work – especially given varying remuneration 

arrangements globally. 

It appears unlikely that this rule would be implemented until the 2015 

proxy statements. 

Activists have also been pushing for taxsubsidies for executive pay to 

stop. A “Stop Subsidizing Multimillion Dollar Corporate Bonuses Act” 

has been introduced into the US Senate with two sponsors that would 

put a $1 million limit on compensation deductions for all current and 

former employees of an organisation. It would also eliminate current 

exceptions for performance based pay. Currently there is a $1 million 

limitation on deductions for CEO and three top paid executive’s 

compensation, with exceptions provided for performance based pay. 

 

UK 

The UK’s binding shareholder vote on pay policyand single figure 

disclosure of executive pay came into effect from 1 October 2013. 

The binding vote occurs once every three years. There is also an 

annual advisory vote on actual executive pay, which if voted down 

forces pay policy to go back to the vote. 

The UK is suing the EU Parliament and member states over the 

legislation passed this year to cut bank executives’ bonuses to a 

maximum of one times fixed remuneration, or twice fixed remuneration 

with shareholder approval. The UK has been concerned that it could 

harm the competitiveness of the UK banking sector. In its case, the UK 

has said that the law goes against what is permitted in the EU treaty 

and raised potential data privacy problems with the legislation. 

Concerns were also aired that fixed remuneration would go up to 

compensate for lower bonuses, making banks riskier rather than safer. 

There are worries that the UK’s shares for rights scheme, which 

allows employees to give up employment rights for participation in a 

company share scheme that would then be exempt from capital gains 

tax, is being used by executives for tax avoidance. According to 

theFinancial Times there was a very low level of interest for the 

scheme, but private equity firms are using it to pay their executives. 

The UK’s Financial Reporting Council is seeking feedback on three 

proposals it is considering to add into the UK Corporate Governance 

Code: 

Instead of requiring companies to give consideration to the use of 

http://www.execcomp.org/Docs/c13-47%20Reed-162M%20Policy%20Brief.pdf
http://www.execcomp.org/Docs/c13-47%20Reed-162M%20Policy%20Brief.pdf
http://www.theguardian.com/business/2013/sep/29/executive-pay-bonuses-corporate-governance?CMP=twt_gu
http://www.theguardian.com/politics/2013/sep/25/osborne-bankers-bonuses-eu-cap?CMP=twt_gu
https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&ved=0CC4QFjAA&url=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2Fcb93fa00-1c8b-11e3-a8a3-00144feab7de.html&ei=KYFXUqqKD8aBiQeDnYCIBQ&usg=AFQjCNGLd319MmNlEI179wPVX1Df5MCzUA&sig2=ZgLglPN_2tl
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clawback provisions, it is proposing to require the use of clawback 

under a comply or explain regulation. It is also considering specifying 

circumstances under which payments should be recovered or withheld. 

The Council is consulting on whether code changes are needed to 

discourage the appointment of Executive Directors to remuneration 

committees of other listed companies. 

It is also consulting on greater disclosure of shareholder engagement in 

the case that a substantial majority vote is not achieved for the 

remuneration report. 

The UK’s Financial Conduct Authority and Prudential Regulatory 

Authority are also considering whether they should have the power to 

claw back bonuses of executives from companies the government is 

forced to bail out. There are concerns such actions may breach human 

rights laws. 

 

India 

India has changed its rules around remuneration and corporate 

governance in the newly approved Companies Act 2013. Amongst 

other things, it has: 

 Mandated the disclosure of a ratio of the remuneration of each 

Director relative to the remuneration of the median worker, 

similar to the proposed rule in the US 

 Required a third of the Board to be independent and clarified 

the definition of independence; and 

 Placed limits on loans to Directors. 

 

Russia 

Russia’s intention to trim golden parachutes for executives of partially 

state-owned corporations led to draft legislation, which will likely be 

considered in November. 

http://www.ft.com/intl/cms/s/0/83b6af68-2f67-11e3-ae87-00144feab7de.html#axzz2iIyoUPvO
http://www.ft.com/intl/cms/s/0/83b6af68-2f67-11e3-ae87-00144feab7de.html#axzz2iIyoUPvO
http://egazette.nic.in/WriteReadData/2013/E_27_2013_425.pdf
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New Zealand 

Although not a legislative development, a recently released 

remuneration survey is worthy of note. The New Zealand Institute of 

Directors released its 2013 Directors’ Fees report in September 

together with dsd Consulting. 

The report found that Non-Executive Director (NED) fees remained 

static over 2012, while Non-Executive Chairman fees increased by 

1.4% for the year. The Institute’s chief executive Dr William Whittaker 

stated that the restrained increases reflected a sense of caution in the 

market around remuneration. 

This data stands in contrast to the Egan Associates August KMP 

report, which recorded median increases of 7% and 10% for Chairmen 

and Directors of New Zealand’s top 50 companies respectively for the  

year to December 2012. 

The marked difference is likely due to the sample taken. Egan 

Associates focused on reported fees for New Zealand’s top 50 

companies, while the Institute’s survey represented a sample of 1,550 

Directors from 991 organisations. This is a diverse sample of 

companies, which will be of varying size, complexity and at different 

stages of development. As can be seen in the report’s infographic, the 

market capitalisation of companies in the sample ranged from less than 

NZ$5 million to more than NZ$1000 million.    

Back to Title Page 

  

https://www.iod.org.nz/News/IoDnewsandarticles/tabid/63/itemId/324/moduleId/1012/Media-Release-Directors%E2%80%99-fees-remain-static.aspx
http://www.eganassociates.com.au/wp-content/uploads/2013/08/KMP-Report.pdf
http://www.eganassociates.com.au/wp-content/uploads/2013/08/KMP-Report.pdf
https://www.iod.org.nz/Servicesforboards/DirectorsFeesReport/2013DirectorsFeesReportInfographic.aspx
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Australia’s Productivity 
Egan Associates has closely followed the progressive enhancements in employment conditions 

negotiated over the last half century. While we acknowledge the many challenges associated in 

providing all working Australians and families with an appropriate standard of living, it is our view 

that payments to a proportion of the Australian workforce are currently out of step with the rest of 

the world. 

Australia’s preservation of penalty rates, overtime, and 

other cost-additive provisions has in some cases lost 

relevance in a world where access to information and 

assistance via the internet is 24/7 and goods and services 

are available for purchase online or through traditional 

channels seven days a week. Many of the current 

employment conditions and provisions were established 

before the advent of these factors and at a time when most 

families were supported by only one working adult. 

We are not suggesting that some activities and working 

hours should not attract a premium. We clearly acknowledge that the changing nature of work in 

many occupations requires different skills from those relevant in the 50s, 60s and 70s and realise 

wages across all segments of the workforce will be influenced by the availability of suitably 

qualified and skilled employees. In this context, we strongly support government and employer 

commitment to continuing education and training. 

Yet the fact remains that if Australian businesses are to grow, they need to be globally competitive 

or face further outsourcing of semi and highly skilled tasks to lower cost or more efficient 

workforces. Given this, businesses’ deployment of capital and use of technology must reflect 

international best practice and their labour cost inputs need to be competitive. 

In our judgement, put quite simply, productivity growth and global competitiveness will only arise 

when our units of output per unit of cost (including wages) meet and/or exceed world 

standards. Our analysis has revealed that this is not presently the case. 

Similar lenses to those employed to explore productivity for workers covered by awards and/or 

enterprise agreements should be used to view pay for senior managers, executives, key 

management personnel (KMPs), and government employees. 

We have observed that private sector employees exempt from enterprise agreements, including 

senior managers, executives and KMPs, have experienced one to two years of fixed remuneration 

freezes, while award or enterprise agreement covered employees have in accordance with 

established agreements steadily obtained remuneration increases in excess of the consumer price 

index. 

Government employees have also gained fixed remuneration increases greater than award-exempt 

private sector employees, as their adjustments are in accordance with agreements, industrial 

provisions or a general expectation that there will be regular though modest increases to employees’ 

fixed remuneration at all levels. 
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Some would argue that the recent restraint in the pay of award-exempt employees including KMPs 

is part of a necessary post GFC correction to match reward to outputs. We would note that the 

market is still in a period of transition, and that adjustments to remuneration settings are unlikely to 

have run their course. 

Premiums in staff and executive reward should be based on the demands of the work, considering 

complexity, diversity, accountability and work conditions. The scope and complexity of many senior 

management roles within leading companies has increased significantly over the last twenty years 

as companies have become increasingly global and have grown significantly in terms of revenue, 

profit and market capitalisation. 

Certain minimum remuneration must be provided independent of performance outcomes to match 

these varying workforce attributes, yet management and Boards of both public and private 

organisations must ensure that they do not allow reward adjustments to outstrip growth in outputs. 

At the management level they must ensure there is a relationship between bonuses awarded and 

organisation outputs, which impact directly on shareholder and taxpayer welfare. 

If productivity is not a driving factor at the top of the organisation, it will be difficult to implement it 

elsewhere. 

A Viewpoint 

After considering various stakeholder opinions on productivity, we offer a viewing point on the 

focus necessary to improve Australia’s productivity to the levels required to foster wage growth and 

improved living standards for all of the nation’s workers. 

Egan Associates is not in a position to offer all the answers but we have endeavoured to identify 

areas where further investigation may highlight regulatory or legislative impediments detrimental to 

the national interest as well as abuse and/or misuse of power or influence by business, 

governments, lobby groups, senior executives including the Board or workforce representatives.  

Achieving a more productive economy clearly requires cooperative engagement from all 

stakeholders. This entails: 

 Employers committing funds to research and development, innovation, and ongoing training 

and development of the workforce; 

 Management recognising their role and accountability in elevating productivity; 

 Governments continuing to contribute to the education of our youth and those seeking to 

change careers; and  

 Employees engaging in the world of work under terms and conditions that have relevance on 

a global footing, contributing to the nations’ competitive advantage. 

In terms of reward, employers should: 

 Align the value of the work people are asked to do and what they get paid;  

 Acknowledge that if portions of the workforce take on complex and onerous tasks they 

should be paid a premium considering environmental hardship and physical risk; 

 Ensure that the most effective and best trained people progress in terms of position 

importance and reward; and 
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 Avoid paying premiums to management or any worker (particularly incentive premiums) if 

their contributions do not improve long-term shareholder wealth. 

Governments and their leadership play an essential role in establishing a framework both in terms of 

policy and regulation. Their decisions either foster or inhibit international engagement, productive 

work practices, workforce training and trading relationships. Ultimately governments can engender 

an environment which is pro development and advancement for the benefit of all in the community 

or they can be obstructive to prosperity.If the government does not act on productivity, any private 

sector action will be undermined. 

Therefore, the government should: 

 Commit to further award simplification;  

 Move away from the view of the world of work created in the 1950s and 1960s in terms of 

workers receiving premiums for varying shifts and certain days of the week; 

 Remove legal provisions that are an impediment to employment because wages or work 

practices are out of step; 

 Provide financial encouragement to increase growth, skills and innovation by way of further 

education, R&D grants and trade grants; 

 Open employer access to sources of capital and skilled labour at internationally competitive 

pay rates to ensure planned and prospective development reflects ‘best in class’ outcomes; 

 Ensure its own workforce is productive, its work practices contemporary and its conditions 

of employment reflective of the 21st century; and 

 Investigate the merit of greater tenured exchange with the private sector at a leadership 

level while not unduly disturbing the core of expertise which ensures government and 

industry meet their stakeholder expectations. 

We note that the recently elected Coalition Government in Australia has clearly stated that one of 

its key tasks is to implement policies targeted to make real improvements in productivity, 

competitiveness and growth, ensuring Australia becomes a stronger economy capable of delivering 

stronger real wage growth and job creation. 

The government’s agenda is comprehensive, representing a challenge on a scale and scope not 

addressed by any other single Australian headquartered entity. It will mean improving the nation’s 

productivity performance, growth prospects and ability to compete globally while maintaining 

principles of balance and fairness. It will need to have regard to factors of jurisdictional risk, socio-

political risk, currency risk, raw material and supply risk. It will also need to be accomplished while 

oversighting the day-to-day inputs and outputs of the National Government’s $350 billion plus 

budget. 

We also note that the Australian Governments at both Commonwealth and State level have been 

undertaking reviews of their workforce requirements, performance management systems and 

outcomes with a focus on improving productivity. 

If the government is to increase its workforce productivity, it needs to: 
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 Control movement through the pay range, ensuring employees are paid for skill and 

contribution and not just for time served; 

 Ensure clear lines of accountability exist;  

 Invest in technology and shared services to improve workforce productivity and potentially 

reduce reliance on low skill roles; 

 Investigate whether the current employment structure is the most efficient, or whether it 

makes more sense to have fewer employees with more paid in a higher pay bracket 

contributing to enhanced productivity; and 

 Bring workforce entitlements (including special superannuation legislative provisions) into 

line with the private sector to increase mobility between the workforces, create a level 

playing field for Australian workers and improve the global attractiveness of the Australian 

workforce. 

This article is the executive summary of a more detailed discussion paper on Productivity, a product 

of Egan Associates’ effort over a number of months. The full report can be found on our website. 

Back to Title Page 

  

http://www.eganassociates.com.au/wp-content/uploads/2013/10/Productivity-Discussion-Paper.pdf
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Do Independent Boards Destroy 

Performance 
Research carried out by the University of New South Wales questions the validity of the ASX’s 

2003 corporate governance recommendation that organisations implement a majority independent 

Board. 

The introduction of this non-mandatory 

guideline  created a quasi-natural experiment, 

according to Professor Peter Swan and Marc-

Oliver Fischer, as some companies adopted 

the comply and explain recommendation 

while others did not. 

Swan and Fischer examined the top 500 

companies for the period from 2001 to 2011, 

involving a total sample of 969 organisations, 

given the constituents of the top 500 change 

over time. 

During that period, 57% of the sample implemented the recommendation, with the bulk adopting it 

in 2003 and 2004. Larger companies were more likely to adopt than smaller companies. 

The researchers examined the performance of those companies that had implemented the 

recommendation versus those which had not, calling them “treated” versus “untreated” firms. 

The group found that “treatment” coincided with large and statistically significant falls in Tobin’s Q 

(the ratio between the market value and replacement value of the same physical asset), Market-to-

Book ratio and Return on Assets. The longer an organisation had been “treated” the poorer its 

performance, they found. The research also revealed relatively poorly performing CEOs were less 

likely to be replaced and CEO pay and Director fees increased as performance deteriorates. 

Swan and Fischer estimated that the introduction of the guideline had led to the destruction of $69 

billion in shareholder wealth. 

Swan is of the opinion that independent Directors by definition have less skin in the game and less 

company specific expertise. In his own words: 

“Independent Directors by definition have either no prior experience with the firm, or at least no 

recent experience. Moreover, many are professional Directors with no specific knowledge or 

background in the industry and their part-time nature means that acquisition of such information is 

difficult and is never likely to be comparable to that of full-time executives. Quite simply, they are 

not as good, and shareholders suffer as a result.” 

His opinions dovetail with those of the head of Queens University’s law school in Belfast, Professor 

Sally Wheeler. She reportedly stated at an Association of Superannuation Funds of Australia event 

in August that structural independence might not lead to the kind of behavioural independence its 

proponents are looking for. 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2312325
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2312325
http://blogs.unsw.edu.au/knowledgetoday/blog/2013/09/independent-directors/
http://www.moneymanagement.com.au/news/superannuation/2013/independent-directors-may-undermine-democratic-pro
http://www.moneymanagement.com.au/news/superannuation/2013/independent-directors-may-undermine-democratic-pro
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“There’s real confusion there I think between independent ideas and thinking and independence as 

an identity, and what we want surely is independent ideas and thinking rather than people who 

have independence as some sort of identity,” she reportedly said. “You’re trying to solve a 

demographic deficit argument with issues about cognitive skills and behavioural attributes and that 

just doesn’t work.”  

Swan and Fisher themselves stated in their paper that theirs is not the first foray into the 

relationship between Board performance and Director independence, with prior studies split between 

being favourable towards independent Boards and the reverse. 

It is healthy that we continue to review regulations we have created, considering them from a 

different point of view. 

The reasoning behind the majority independence guideline was that the Board must act as a 

watchdog, looking for possible errors and keeping an eye management, which it cannot do 

effectively if it is following its own agenda, or is too closely linked to the management team. 

In our opinion, the spirit of this requirement is correct, but we acknowledge it could be abused if 

treated purely as a box ticking exercise. There is no point in appointing a Director because they are 

independent if they do not add to the Board in another way. 

Creating the right Board is about building a balance of industry expertise, capabilities and diversity. 

It is about considering each Director in terms of what they bring to the Board – we note for example 

that some proxy advisors make exceptions to the independence rules where founders who are 

essential to the business are involved. 

The balance of expertise will be different for each company and will vary throughout their stages of 

development. This is why it is beneficial that the independence guideline is only a comply or explain 

requirement. Companies need flexibility to do what is right for them. 

It is easiest to gain a picture of what exactly the Board requires by using askills capability 

matrix within the framework of a Board review.  Egan Associates is able to assist companies with 

this process. 

 

Back to Title Page 

http://www.eganassociates.com.au/board-effectiveness/board-capability-assessment/
http://www.eganassociates.com.au/board-effectiveness/board-capability-assessment/
http://www.eganassociates.com.au/board-effectiveness/board-evaluation/
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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/

