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Newsletter September 2014 
With much discussion over payment outcomes under annual and long term incentive plans, in this 

issue we focus on the key principles and design issues of at risk reward plans.  We also highlight 

initiatives which Boards can take to enhance their effectiveness and provide our regular international 

round-up. 

 

At Risk Reward - The Annual Incentive 

We discuss the core design features of the STI plan and also comment on 

gateways, modifiers, KPI weighting, payment deferral and the exercise of 

discretion. 

 

At Risk Reward - The Long Term Incentive 

We highlight the key principles and design features which Boards need to 

address in structuring LTI plans. 

 

Supercharge Your Board 

We flag key initiatives which Boards can take to contribute to their 

effectiveness. 

 

World News Round-up 

Egan Associates provides a synopsis of selective remuneration developments 

from around the world including the most recent initiatives from China. 

  

http://www.eganassociates.com.au/proposed-employee-share-scheme-changes/
http://www.eganassociates.com.au/are-remuneration-protests-just-a-function-of-performance/
http://www.eganassociates.com.au/infographic-director-tenure/
http://www.eganassociates.com.au/remuneration-trends-from-2014-annual-reports/
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At Risk Reward – The Annual Incentive 

Key features of the annual incentive plan (STI) are being continuously refined as Boards and 

management wrestle with a diversity of stakeholder expectations and in some sectors regulatory 

requirements such as clawback.  

Performance Period 

The one almost universal construct is the performance period 

of twelve months, though we are observing with the 

introduction of deferral that the delivery of a number of annual 

incentive plan payments are being extended for up to four 

years from the beginning of the performance period. 

Performance Criteria 

Performance criteria will often vary by organisational level 

though generally consist of the following core elements: 

 Financial performance, 

 Operational performance, 

 Development and/or project specific performance, 

 Strategy and innovative initiatives, 

 Position tailored performance objectives. 

Many organisations have adopted a form of balanced scorecard in developing a standardised though 

variably weighted performance management assessment process to determine payments under the 

annual incentive plan. 

Basis of Award Determination 

At the most senior executive level, awards are generally determined as a proportion of fixed 

remuneration.  Occasionally senior management will have an agreed share of a performance award 

pool which would be a derivative of earnings. 

Performance Expectations 

Shareholders would normally expect that the STI would reward management for improving 

performance on the prior year with key objectives being aligned to Board approved nominated areas 

of performance. 

Performance Standards 

Increasingly STI performance expectations are structured with performance levels defined as: 

 Threshold – minimum performance level to earn an incentive payment.  Shareholders would 

anticipate that threshold reflects an improvement on the prior year. 

 Target – performance aligned to the business plan embracing a level of stretch. 

 Maximum – reflecting a payment arising from highly superior performance outcomes. 
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Very few organisations have an open-ended STI where management share in an uncapped incentive 

pool. 

Some incentive plans do not have a threshold or a maximum, make no payments below target and 

pay an agreed level of incentive where targets are met with the Board and/or the Chief Executive 

exercising discretion to reward management for above target performance.  Some Boards clearly 

hold the view that payment of an incentive below the business plan or target is not appropriate. 

In this context, a key challenge for many organisations is addressing the question of paying 

incentives at a business unit or function level which have met or exceeded expectation whereas the 

entire company has failed to meet its target or threshold performance. 

Axioms of Performance Measurement 

 “What you see is what you measure” 

 “What you measure is what you get” 

 “What gets measured, gets managed” 

 and it is converse — “What doesn’t get measured, gets forgotten” 

 “If you don’t measure results, you can’t tell success from failure” 

 “If you can’t see success, you’re probably rewarding failure” 

 “If you can’t see success, you can’t learn from it” 

 “If you can’t recognise failure, you can’t correct it” 

 “If you can demonstrate results, you can win stakeholder support” 

Payment Levels 

Under STIs the significant majority of plans incorporate a clear statement of a monetary benefit for 

participating employees at all levels in the event that threshold performance is achieved in respect 

of all performance hurdles established, a target payment and a maximum payment. 

Payments either commence at threshold performance or reflect between 20% and 50% of the 

award at target performance. 

The increment above target for maximum payments for the vast majority of companies slots within 

a range above target performance reflecting an uplift between 25% and 100%.  The most common 

uplift at the senior management level is a 50% uplift for performing significantly above the 

organisation’s business plan (target). 

A key and often controversial aspect of above target payments is what constitutes stretch and how 

frequently is such a level of performance likely to be attained. 

Gateways 

An increasing number of companies are establishing gateways which influence either the payment 

of any bonus or limit the bonus payment if the gateway is not met.  Where gateways are applied 

the most common gateways are financial or relate to the organisation’s safety and/or environment 

performance.  The latter gateways are adopted where the organisation chooses not to incorporate 

safety or environmental criteria as a key position objective but rather form the view that it 

represents a fundamental and core accountability for an executive or employee group to ensure that 
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the enterprise is managed in a way which protects the environment and the safety of the 

organisation’s employees. 

A similar approach is increasingly embraced in respect of managing the environment with the 

gateway arising in the event of a serious breach by the company of its obligations in relation to 

environmental regulation. 

The financial gateway arises where the plan design dictates that a minimum earnings hurdle must 

be met before any incentive is paid.  Increasingly, in respect of recent listings bonuses are 

predicated on achieving the prospectus earnings forecast, which in part have encouraged new 

investors. 

Modifiers 

Modifiers, as distinct from gateways, are increasingly being introduced where companies embrace a 

form of balanced scorecard or multiple KPIs which have attached to them a level of incentive.  The 

most common modifier is a derivative of profit, be it an earnings measure, a return measure.  Where 

threshold levels under these financial criteria are not met, the incentive opportunity for the balance 

of the KPIs is often modified and reduced such that where an organisation incurs a loss or falls short 

of the base performance expectation, the incentive available under the other performance criteria is 

modified and reduced and in this way reflects the criticality of the ‘threshold’performance from the 

Board’s perspective. 

We have observed companies which have improved their loss position significantly though not 

achieved a profit where the company have established performance expectations reflecting a loss 

for a particular financial year, and where the improvement in the company’s position has been 

achieved, no modification to the incentive opportunity has been imposed. 

Performance Weighting 

Under STIs broad areas of performance generally reflect differential importance in the determination 

of the incentive benefit.  Financial criteria is normally the most significant though the company’s 

financial performance as a proportion of the incentive opportunity increasingly diminishes at lower 

levels in the organisation where incentive plans operate.  At middle management, senior 

professional and administrative staff levels incentive plans are often more focused on the 

employee’s line of sight and have a significant weighting on the performance expectation of the 

individual occupying a particular position or as a member of a team. 

Payment Deferral 

An emerging feature of STI payment in the last five years has been the deferral of a proportion of 

the award so determined.  Deferral has increasingly been in the form of a share right or restricted 

share in the employing company.  In a limited number of cases deferral is provided in the form of 

cash, either adjusted or not adjusted by an agreed interest rate (for example, the bond rate or the 

weighted average cost of the company’s borrowings).  Where the incentive is deferred, policies 

have been established which set out the conditions under which the deferred incentive could be 

forfeited or where the deferred incentive could be clawed back in the event of a misstatement of 

the company’s performance in the year in which the award was determined and partly paid. 
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Where restricted shares represent the instrument of deferral, the participating executive will often 

receive dividends progressively during the deferral period or dividends will be re-invested and 

delivered to the executive in the form of a fully paid share at the end of the deferral period. 

Where rights are awarded under the deferral, increasingly the number of shares delivered to the 

executive at the end of the deferral period will be adjusted for the dividends awarded during the 

deferral period and additional shares delivered to the executive under the deferral. 

Where cash is the deferred instrument, deferral is either unadjusted, adjusted by an agreed interest 

rate or the weighted average cost of capital to the company and paid to the executive at the end of 

the deferral period. 

A small minority of companies whose deferral program is equivalent to a right to a security or a 

share, cash settle the deferral at the end of the deferral period rather than deliver shares. 

Discretion 

Egan Associates are of the view that Directors should always be in a position to exercise discretion 

in relation to the payment or non-payment of incentives where in their collective judgement a 

modified payment is appropriate.  A key accountability of a Board is to exercise informed judgement 

to ensure that management are appropriately rewarded for their accomplishments in the context of 

all outcomes whether it be up or down in relation to a formulaic answer. 

Boards are accountable to shareholders for exercising judgement which is in the shareholders’ 

interest.  Some of our clients, notwithstanding our view, have a strong preference for highly 

disciplined and formulaic processes which curtail any tendency for a Board to exercise discretion in 

determining payments to senior executives under annual incentive plans. 

Back to Title Page
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At Risk Reward: The Long Term Incentive 

Long term incentive plans in listed company environments are predominantly associated with the 

granting of a future right to a share, subject to performance over a defined period, and they differ 

and are separate from other share based plans such as the $1,000 tax exempt plan, salary sacrifice 

and share acquisition plans, and are increasingly confined to the most senior staff in an 

organisation. This will vary depending upon the organisation’s scale and its maturity. 

Considerations in Equity Plan Design 

When approving equity based incentive programs in today’s governance environment, the challenge 

facing Boards is to balance the retention and motivation of key executives and staff with the need 

to demonstrate a clear alignment between employee participation and enhancing shareholder value. 

The following table sets out the key questions which need to be addressed in developing an equity 

based long term incentive program. 

 

What is granted? 

Recent research reveals that the most common instrument in use among the ASX top 200 listed 

entities is a share or performance right. Options are often used in organisations with a significant 

growth profile or in combination with share rights and in this context will often have variable 

performance hurdles. 

http://www.eganassociates.com.au/wp-content/uploads/2014/09/Design-Consideration-Table-1-e1411541791717.jpg
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What is the frequency of awards? 

The most prevalent approach to LTI allocations across the broad market is an annual allocation in 

overlapping cycles (3 below). The single cycle and sequential cycles (1 & 2 below) are used in the 

main for CEO and key executive allocations where there is a fixed term contract or a large sign-on 

grant of equity. The single cycle grant is often used to offset the containment of fixed remuneration 

and cash based incentives, providing a leveraged incentive opportunity aligned to shareholder 

interests and the realisation of the business potential. 

The overlapping cycle reflects a business as usual approach allowing for an LTI holding to be built 

up over subsequent year allocations, retaining the retention value of the allocations which will vest 

progressively rather than at a cliff date. Annual allocations also give the Board the flexibility to 

adjust both individual allocation values and also the employees participating in LTI from year to year 

as well as the performance hurdles attached to each allocation. 

 

  

http://www.eganassociates.com.au/wp-content/uploads/2014/09/LTI-Table-2.jpg
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What are the performance conditions? 

A performance hurdle consists of: 

An evaluation period, usually two to five years, during which the performance of the company is 

measured or assessed. The commentary which follows is confined to measures for company 

performance. 

A performance measure which provides an objective measurement of the company’s performance. 

The choice of the measure is made on the basis of the elements of company performance which it 

is desired to make the focus of executive action and on the kind of measure which can be readily 

and effectively communicated to employees and shareholders. 

A benchmark or target against which the measurement is compared. This can be the historical 

performance of the company itself or some external measure such as the performance of similar 

companies (peer companies). 

A relative or absolute measure. A company may be required to achieve a specific goal such as an 

10% cumulative improvement in share price (an absolute comparison) or a comparative goal such as 

equal or exceed the share price performance of 30 peer companies or the constituents of an 

S&P/ASX index (a relative comparison). 

In the prevailing listed company market, the dominant performance measures are Total Shareholder 

Return (TSR) and Earnings Per Share (EPS), these are defined as follows: 

Total Shareholder Return (TSR) is a measure of the annualised return on investment of a 

hypothetical $1000 in a company’s ordinary shares. Bonus shares are held, rights are sold on the 

first day of trading and reinvested in the underlying security, dividends are reinvested in the 

underlying security at the end of month price following each ex-dividend date, no brokerage fees are 

included in the return calculation. In short, all capital gains and dividend payments over the period 

under consideration are incorporated. The return per annum is based on a twelve monthly 

compounding rate. 

Earnings Per Share (EPS): The relationship between earnings and the number of shares issued is 

calculated as the net profit (operating profit after income tax) divided by the number of ordinary 

shares on issue. EPS represents a measure of a company’s performance. It should however be kept 

in mind that a growth in earnings may not represent improvement in a company’s operations. The 

ratio is usually expressed in cents per share. 

Other measures applied in varying settings include return measures (which are generally absolute) or 

internal measures which generally relate to meeting milestones which shareholders are aware of and 

which influence their initial or continuing investment. Illustrative of return measures would be return 

on capital employed, return on total assets, return on shareholders’ equity, return on investment. 

Among Australian companies a relative TSR hurdle is the most popular. A typical TSR hurdle is one 

that compares the companies TSR performance to a selected index with 50% vesting upon the 

company’s TSR meeting the median TSR of an index’s constituents. The vesting then increases on 

a straight basis to provide 100% vesting upon achieving a 75th percentile TSR rank or better. 



 

Page 9 of 17 

  

The EPS or Return hurdle (ROCE, ROE, ROI) is more aligned to management’s line of sight and less 

exposed to externally influenced factors, whereas TSR is the critical measure for institutional 

investors in the marketplace. 

Among listed companies there is increasing precedent in Australia for the adoption of dual hurdles, 

for example, a TSR performance relative to an appropriate index in combination with an absolute 

EPS hurdle with 50% vesting on the basis of each hurdle. This changes the risk profile of an 

allocation by allowing a portion of an allocation to vest on the basis of outcomes within 

management’s control and is isolated from a relative comparison to the external market. 

Threshold, Target & Maximum 

Whereas annual incentive plans will often embrace a construct of threshold, target and maximum, 

long term incentive plans do not embrace that construct in incentive value terms. 

Nominally, the threshold construct would relate to the minimum performance required in relative or 

absolute terms before any benefit arises from the granting of equity aligned securities under an LTI 

program. The value of that benefit however is entirely determined by the state of the market at the 

time either all or a proportion of securities vest. 

The construct of a maximum also exists in that when the stretch or highest hurdle required to be 

met under the LTI program is achieved, the entire award vests though its value is unknown at the 

time of the award grant and is entirely dependent upon prevailing market conditions. 

Equally, in this context, many executives are unable to exercise their rights under a long term 

incentive plan arising from share trading policies where they are well-informed individuals and are 

only able to exercise their rights under an LTI program during approved trading windows which may 

not reflect the share price at the time the hurdle is first met. Further, under a significant number of 

long term incentive plans, participants have a period of time after the performance conditions are 

met to exercise their entitlements at which stage the market value can be significantly at variance 

with the market value at the time the performance hurdle was first met. 

In our judgement the use of threshold, target and maximum in the context of a long term incentive 

plan is not appropriate as a remuneration construct. The construct of threshold entitlement which 

relates to achieving a performance standard does have value as does the construct of a maximum 

entitlement though these constructs of entitlement have no meaning in terms of the remuneration 

value of the award at the time threshold or maximum performance hurdles are met. 

When do grants vest? 

Among the ASX 100 companies the predominant vesting period for securities is three years. There 

are some vesting schedules which provide proportional vesting over a four year period with vesting 

commencing two years from the grant date. The structure of the vesting period over four years 

either reflects an equal proportion for each vesting date such that an award is divisible into three 

tranches vesting a third, a third, a third after the second, third and fourth anniversaries of the grant 

date. An alternate to this strategy under the three tranche structure where there is a back end load 

is that tranche one consists of 20% of the securities in the grant, tranche two 30% and tranche 

three 50%. 

Other vesting periods adopted would be those which spread the vesting and periods over which 

performance is measured out to five years. These vesting periods might embrace proportional 
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though equal vesting at the end of the third, fourth and fifth years from grant date or a vesting 

schedule which has some vesting prior to three years and some vesting after three years, such as a 

vesting schedule covering the second, third and fourth anniversaries of the grant date. 

Progressive vesting schedules will often have provision for unvested securities arising from a failure 

to meet the performance hurdle being rolled up into subsequent tranches, though without the 

benefit of retesting at the end of the fourth or fifth year. 

Valuation of Securities 

A further issue is the requirement to expense securities granted under long term incentive plans. 

There has been variability in the treatment under accounting standards of externally benchmarked 

return hurdles compared to earnings or absolute share price growth hurdles which require more 

regular adjustment on the basis of the probability of equity granted vesting following progressive 

disclosure of company performance. 

The value of allocated equity to executives will nominally be influenced by the valuation of the 

instrument. Egan Associates have commented on issues arising from valuation in earlier newsletters. 

In a future Newsletter we will discuss share appreciation rights plans, warrants and cash based LTI 

plans, as well as management incentive plans operating within Investment Banks, Funds Managers 

and Private Equity investee entities. 

A further newsletter will also address the myriad of issues which arise when documenting plan rules 

and ensuring compliance with corporate regulations, taxation and listing rules as well as the issues 

which arise in relation to monitoring performance and determining entitlements. 

 

Back to Title Page  
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Supercharge Your Board 
Earlier this year we proffered the view that the debate over Director independence is secondary to 

composition. If you want to create a high-performing, forward-looking Board it is far more important 

to spend time and effort ensuring that your combined group of Directors offer a diverse set of skills, 

capabilities and experience and apply those capabilities rigorously rather than debating whether an 

independent Director is more “valuable” than a non-independent one. 

In our view, after ensuring Board composition is right, the next 

question Directors need to ask is “what are the (few) changes we 

could make that would be most helpful in supercharging our 

performance?” 

Reflecting on our own experience of assisting Boards to improve 

their governance and drawing on the large volume of published 

material available on Board performance our top suggestions are: 

 Begin with Charan et al’s “Boards that Lead” advice. 

Drawing on their research and experience over many years in a variety of industries and 

countries (though biased towards Fortune 500 companies), they assert that Boards should 

determine when to take charge, when to partner and when to stay out of the way. For example, 

the business of the board might look like the table below. Adopting this framework helps high-

performing boards to regularly reflect on what the Board agenda is addressing so that they can 

ensure that the Board is focusing on the areas where it adds most value. 

 

 Modify the Board calendar to ensure strategic, future-oriented activities are locked in. 

Casal and Caspar of McKinsey recommend constructing a Board calendar that comprises 

traditional Board agenda items and actively pursues additional, forward-looking activities. 

http://hbr.org/product/boards-that-lead-when-to-take-charge-when-to-partner-and-when-to-stay-out-of-the-way/an/10817-HBK-ENG
http://www.mckinsey.com/insights/strategy/building_a_forward-looking_board
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Traditional items might include performance reports, AGM, Auditor’s review and the like, while 

forward-looking items might include considering market and competition analysis. While many 

Boards will assert that they both look out of the windscreen as well as considering the view 

through the rear-window, our experience is that matters such as talent reviews, risk 

management, refreshing and reinventing the Board, and considering strategic alternatives can 

easily “slip”. 

 Work on improving Board dynamics. 

Boardrooms are unusual environments where default behaviour can easily be exclusively 

collegial and non-critical. Yet, Boards that are willing to set aside “no conflicts” to engage in 

rigorous debate will enjoy much more constructive discussions. The real issue underlying 

diversity is that Boards need Directors who are willing to voice dissenting opinions and 

alternative perspectives irrespective of personal feelings and loyalties. Equally, Boards need 

Chairmen who can draw out the differences in points of view and navigate to an agreed 

conclusion. 

 Double the Board’s time commitment. 

The additional time should be spent on customer and market visits, learning about changes 

impacting their industry, staying ahead, understanding company operations, production and 

R&D. Several international surveys identify that the highest performing Boards spend 

significantly more time (up to double) on Board work than less effective ones. This extra time 

equips the Board to deal with compliance and regulatory issues more quickly and then to 

progress to the strategic and forward thinking aspects of their role. Extra time does not imply 

that Boards interfere with management. Rather, they spend additional time learning more about 

their industry and what is happening in their market so that they can contribute more 

knowledgeably across a variety of Board leadership matters. 

 Invite expert speakers to address Board meetings. 

Provide information to the Board about technological trends, shifting consumer behavior, 

industry changes, government policy moves, new marketing approaches, relevant IPO activity 

etc. Use the information to provoke debate and discussion around the organisation’s planned 

strategies and to gain insight into shifting customer, competitor and stakeholder priorities and 

behavior. 

 Rotate where Board meetings are held. 

National Boards should visit the different locations where the organisation is active, ensuring 

there is time in the agenda to see company operations, to witness new technologies, to observe 

market developments, to connect with staff and customers, and to build relationships with 

external stakeholders. 

 Broaden perspectives. 

William George observed that governance depends on where you sit(McKinsey Quarterly, Feb 

2013) – whether as an independent Director, a Chairman, a CEO, or a combined Chairman and 

CEO. George outlines suggestions that Boards might consider in making the best use of these 

diverse perspectives. For example, he urges Directors to listen carefully to ensure they see 

situations from others’ points of view, and counsels Boards to encourage CEOs to seek at least 

http://www.mckinsey.com/insights/strategy/high-performing_boards_whats_on_their_agenda
http://www.heidrick.com/Knowledge-Center/Publication/2013-Board-Of-Directors-Survey
http://www.mckinsey.com/insights/leading_in_the_21st_century/board_governance_depends_on_where_you_sit


 

Page 13 of 17 

  

one external Board appointment to see for themselves the challenges faced by independent 

directors. 

So how does a Board determine whether it is improving its performance? Annual reviews help, 

though why make it only an annual event? This leads to our last suggestion. 

At a predetermined place in a Board meeting, take the opportunity to explicitly ask Board members 

for feedback. Perhaps you might nominate an individual Director to lead the discussion and rotate 

the responsibility, or it might be led by the Chairman. Whoever does so, the approach is the same – 

pose the question “How effectively are we as a Board [insert appropriate topic eg considering our 

strategic alternatives, or addressing our succession planning challenges or challenging management 

on risk matters etc]?” and “What can we do better?” From the ensuing discussion agree some 

specific actions that the Board can take to improve, documenting those actions with timeframes and 

whoever is accountable. 

The state of your Board will determine which of these suggestions are most appropriate for you. 

Nevertheless, all of them are ones that the Board can revisit many times in the quest for continuous 

improvement. 

Back to Title Page 
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World News Round-up 
UK 

The UK has made it through its first season under new remuneration voting rules. UK shareholders 

now receive two votes – one forward-looking vote on the remuneration policy itself and a 

retrospective vote on the policy’s implementation. 

Under the rules, if the policy vote fails to pass, 

the company has to fall back on the last 

Directors’ remuneration policy approved by 

shareholders or convene an extraordinary general 

meeting (EGM) to approve a new policy. Given 

the rule has only just become effective, there is 

no agreed shareholder policy to fall back on so 

companies must hold an EGM. The EU is 

considering implementing a similar rule region 

wide with one addition being a US-like CEO to 

worker ratio. 

Although there were a number cases in the UK where the implementation of the remuneration policy 

was voted against, organisations had been careful not to incur a no vote against their remuneration 

policy, with only one company failing this vote. 

One of the main points of contention was reportedly a clause allowing discretionary payments 

in “unforeseen and exceptional” circumstanceswithout requiring shareholders’ approval. 

Other red flags noted by UK-based remuneration consultants include a lack of claw back provisions 

for incentives, large payments for outperformance and too much short term pay. 

Red flags for the implementation reports included significant increases on the prior year, high 

bonuses, termination payments that did not match the contract and insufficient disclosure. 

UK Business Secretary Vince Cable has expressed concerns that organisations are obeying the letter 

of new voting and remuneration disclosure laws, but not the spirit – particularly in the banking 

sector where many organisations have circumvented the European bonus cap by paying role-based 

“allowances”. He has threatened that unless companies act to curb excess, more regulation will 

follow. 

US 

After a year of consultation on proposed SEC rules around the disclosure of a CEO to worker pay 

ratio in the US, it’s possible the rules may be tabled in a few months. If this occurs, companies will 

potentially have to start disclosure for the 2016 proxy season. 

The rule requires each company to disclose the median annual total compensation of all employees, 

excluding the CEO; the annual total compensation of the CEO; and the ratio of the two figures. US 

companies have strongly protested against this measure going ahead, stating that the ratio would 

be too onerous to calculate with any accuracy. They have been provided with flexibility as to the 

methodology of how they calculate the total compensation of the median employee. 

http://www.reuters.com/article/2014/05/16/kentz-results-idUSL6N0O21JF20140516
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Commentators believe that the next step is a maximum ratio for executive pay, a measure that 

detractors say would unfairly disadvantage organisations with low-salaried workers such as retail 

organisations. Others suggest that any maximum ratio should be based on a nationwide median 

wage. 

California has recently been considering its own take on a maximum wage, with a measure again on 

the cards that would see higher taxes levied on companies where the CEO is paid more than 100 

times the company’s average worker. The normal tax rate of 8.84% would be increased to 9% for a 

100:1 ratio, then increase on a sliding scale to 13% for a 400:1 ratio. 

A Bill was introduced and knocked back in May on this issue, but the Senator who introduced it has 

now reworked it so that the proceeds of the additional taxation would flow into a program that 

offers tax credits to businesses who are considering relocating or expanding in California. It remains 

to be seen if the Bill is considered more palatable in this version. 

Some critics of executive pay in the US believe that one way to tackle high levels of executive pay 

would be to change a controversial rule allowing organisations to deduct large amounts of executive 

remuneration from their tax bill. The elimination of tax deductions on the compensation of health 

insurance executives above $500,000 under 2013 healthcare reform has seenan additional $72 

million flow into government coffers, according to the Institute for Policy Studies. The Institute 

extrapolated that if the deduction was eliminated across the board, the government would raise an 

additional $50 billion in tax revenue. 

Japan 

In June Japan’s Prime Minister Shinzo Abe decided to establish the nation’s first corporate 

governance code in an attempt to lure foreign investors to Japanese companies. The code, which is 

to be written over the next year with the Tokyo Stock Exchange, will be based on OECD principles, 

including proscriptions on the number of independent Board Directors. The hope is that this will 

force organisations to make better decisions on underperforming units. 

China 

China’s President Xi Jinping has warned that executives at state owned enterprises should brace 

themselves for pay cuts, with reports placing potential cuts at 50% to 70%. The “unreasonably 

high and excessive incomes” of executives at state owned enterprises has increasingly become a 

source of public discontent, according to President Xi Jinping. The reform was approved in mid 

September by the Politburo.  The Vice Minister of Human Resources and Social Security, Qiu 

Xiaoping, revealed that most state appointed executives would have pay cuts, some of them 

substantial.  Qiu said that under the pay reform the gap between State Enterprise executives and 

their junior colleagues would be broadly contained to 13 times the average salary of ordinary staff.  

We believe that the Government intends to introduce a further two step reform to overhaul 

executive salaries at State firms with pay cuts anticipated up to 50%.  We understand that the 

Government in reviewing the pay structure intend to include gratuities and annual performance 

based bonus payments.  Egan Associates will report further on these initiatives as implementation 

progresses. 

 

 

http://www.bizjournals.com/sacramento/news/2014/08/25/lawmaker-revives-bill-to-tax-companies-for-high.html
http://www.reuters.com/article/2014/08/27/us-usa-insurance-compensation-idUSKBN0GR0AQ20140827
http://www.reuters.com/article/2014/08/27/us-usa-insurance-compensation-idUSKBN0GR0AQ20140827
http://online.wsj.com/articles/japan-seeks-to-lure-investors-with-improved-corporate-governance-1403848454
http://online.wsj.com/articles/japan-seeks-to-lure-investors-with-improved-corporate-governance-1403848454
http://online.wsj.com/articles/china-government-seeks-to-rein-in-executive-pay-at-state-controlled-companies-1408367333
http://online.wsj.com/articles/china-government-seeks-to-rein-in-executive-pay-at-state-controlled-companies-1408367333
http://www.bloomberg.com/news/2014-08-25/china-may-cut-salaries-of-soe-executives-by-70-caijing-says.html
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New Zealand 

The NZ Institute of Directors has released a summary of its 2014 Directors’ Fees Report, stating 

that after several stagnant years, Directors’ fees are on the rise again across the Tasman. The 

Institute’s Chief Executive William Whittaker said the increase could be attributed to an improved 

economy and greater awareness of the importance of Directors. An infographic of the results can be 

found here. Our 2013 data on the remuneration of the top 50 companies can be found here. 

Back to Title Page 

  

https://www.iod.org.nz/News/IoDnewsandarticles/tabid/63/itemId/393/moduleId/9524/Directors%E2%80%99-fees-growth-again-after-quiet-years.aspx
https://www.iod.org.nz/Portals/0/For%20Boards/Documents/2014%20IoD%20Directors'%20Fees%20Report%20Infographic.pdf
http://www.eganassociates.com.au/wp-content/uploads/2014/07/0724_KMP-Report.pdf
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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 executives, Directors and key staff 

members, as well as performance management, work value, corporate governance and Board 

effectiveness. 

Our Services include: 

 Remuneration reviews and benchmarking for Boards, CEOs, executives, senior technical 

positions and specialist roles including governance and stakeholder engagement 

 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, participants, performance hurdles, equity 

instruments, valuation and allocation, as well as monitoring  

 Corporate transactions / IPOs: assistance transitioning pre-IPO reward arrangements into the 

listed company environment with considerations including escrow provisions 

 Government pay reviews: assistance at both Federal and State level in administrative, policy 

and corporatised environments on reward for senior executives and independent Boards 

 Online human capital solutions : online resources to assist organisations manage role 

accountability statements, work value, internal relativity and market competitiveness 

 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 from May 2010 to June 2014 of the Sydney Royal Botanic Gardens & Domain Trust. 

http://www.thebraesgarden.com/

