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Remuneration 
 

Disclosure 

Shareholders expect clear, comprehensive remuneration disclosures. BlackRock states that disclosures 

should indicate whether any discretion has been applied in allocating incentive rewards, and any change 

in policy from prior years and any exceptions to policy in the reporting period. 

It is accepted that disclosure of performance measures can involve the release of commercially sensitive 

information, particularly if the conditions are based on internal budgets. In these circumstances, ACSI 

expects companies to disclose a detailed summary of the performance conditions adopted during the 

financial year for bonus arrangements, and disclose the relevant performance conditions retrospectively. 

Similarly, BlackRock will accept non-disclosure of future performance targets, however, expects 

retrospective disclosure of the nature of the performance measure, the performance hurdle met, and the 

percentage of the award that vested on an annual basis.  

Short Term Incentives 

Investors and proxy advisors will be looking for a clear link between short term incentive (STI) outcomes 

and performance. The remuneration report should explain why each STI performance measure was 

selected and the relationship of each measure to the company’s shot term strategy. It is expected that 

Executives will not be rewarded for poor performance, and this can trigger “against” voting 

recommendations. BlackRock in particular may consider voting against a remuneration report where 

there is a significant mismatch between performance and Executive remuneration rewards.   

In accordance with the APRA standards, deferral of a portion of STI awards is preferred. CGI Glass Lewis 

expects a significant proportion of the award to be deferred for two to three years, with the ability of the 

remuneration committee to clawback all or some of the incentive awarded until performance can be 

validated. The ASA states that, for the CEO and other key management personnel (KMP), at least 50% of 

the award should be paid in equity with a minimum two-year holding lock. Up to 50% can be paid as cash.   

Long Term Incentives 

The recommended minimum performance period for long term incentive (LTI) plans is usually three 

years, although the ASA expects somewhere between four and five years, and notes that the market has 

been moving toward longer incentive schemes. BlackRock prefers to assess the plan timeline on a case-

by-case basis, with reference to the type of business and overall strategy. It states that, for example, a 

company operating in the retail sector, where fast turnover of stock is essential, may have a performance 

period of less than three years. In contrast, it would expect a company involved in the 
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construction/operation of major infrastructure of assets to have a minimum performance period of three to 

five years.  

Unless there is an appropriate justification, investors and proxy advisors recommend that Boards avoid 

retesting provisions under long-term incentive structures. CGI Glass Lewis states that this is because 

such provisions allow Executives to have “multiple bites of the same cherry”. In BlackRock’s view, a well 

structured long term incentive plan that has well chosen performance measures, appropriate performance 

hurdles and involves annual grants of equity should not require retesting provisions. ISS agrees, and 

states that it may vote against a resolution to approve a retesting scheme where it is particularly 

generous, and the company has not committed to significantly reduce the number of retests. In reaching 

its decision, it will take into consideration other aspects of Executive and non-Executive remuneration 

practices. 

Grants 

The frequency of grants is another factor taken into consideration when voting recommendations are 

made. CGI Glass Lewis states that equity awards should be made on an annual basis and in tranches, 

rather than occasionally and in a single batch, to obviate the need for re-pricing or extending the 

performance period. BlackRock also prefers grants to be made on an annual basis, and states that this 

will allow the remuneration committee to amend the terms of grants as circumstances change. It notes 

that exceptions may be made in start-up transformational situations where specific and highly-value 

adding milestones can be identified. 

Fixed Remuneration 

Investors and proxy advisors may vote against the remuneration report if Executives’ remuneration is 

excessive. BlackRock will use the median of the company’s market cap peer group as a guide. Where a 

CEO’s fixed remuneration is significantly higher than this amount, it expects a cogent explanation in the 

remuneration report.  

Other Payments and Bonuses 

Investors and proxy advisors expect that sign-on and retention payments will be fully disclosed in the 

remuneration report. It is preferred that these benefits are provided at least partly in equity, although the 

ASA states that compensation for forgone incentive payments should never be paid in cash. BlackRock 

also expects at least a portion of a sign-on award to be subject to performance conditions. 

The ASA and ISS will generally oppose termination payments that exceed the statutory maximum (i.e. 12 

months base pay). BlackRock will assess on a case-by-case basis proposals that seek statutory approval 

for a termination benefit in excess of this amount.  
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NED Remuneration 

In relation to Non-Executive Director (NED) remuneration, BlackRock and CGI Glass Lewis state that 

best practice dictates the following:  

 NEDs should receive adequate remuneration to attract and retain talent and to encourage them to 

perform their role diligently; 

 The structure of that remuneration should align the interests of NEDs with the interests of public 

investors and should not provide any disincentive to independent action by a NED; 

 The Executive arm (and major shareholders) should have no capacity to influence NEDs on the 

matter of their remuneration. 

Investors and proxy advisors prefer that NEDs do not receive performance-based remuneration, which 

would more closely align their interests with those of management. Where performance-based 

remuneration structure has been adopted, BlackRock will consider voting against related resolutions as 

well as the re-election of the chair of the remuneration committee.  

Boards are also discouraged from providing NEDs with retirement benefits apart from statutory 

superannuation remuneration. BlackRock and CGI Glass Lewis state that this is merely a reward for long 

service, and inhibits independent action by providing a financial disincentive to early resignation. 
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 Board Composition 
 

Independence 

Institutional investors and proxy advisors recommend against a non-majority independent Board, which is 

considered to be less effective in protecting the interests of shareholders above those of the Directors’ or 

a related party. This configuration can trigger votes against election or re-election of one or more 

Directors, although the context is often taken into account. For example, CGI Glass Lewis will weigh up 

the degree of independence against factors such as the size of the Board and the shareholding mix. 

BlackRock states that it will consider the Board’s explanation, keeping in mind the importance to 

shareholders of having an effective and objective Board. 

It is also expected that the Chairman will be independent and free of conflicts of interest. As such, the 

combined Chairman/CEO structure is discouraged. CGI Glass Lewis notes that separation of the roles is 

also supported by the Australian Council of Superannuation Investors (ACSI), the Financial Services 

Council (FSC) Guidelines, ASX Corporate Governance Council (ASXCGC) Principles and Australian 

Prudential Regulation Authority (APRA) standards. 

It is generally accepted, however, that mitigating factors can counterbalance difficulties that may arise 

when the roles of the Chairman and CEO are combined. Circumstances include where the Chairman is 

the company founder, integral to the company, or a majority shareholder. The appointment of a lead 

Independent Director, in conjunction with a cogent explanation, may also be sufficient. Alternatively, CGI 

Glass Lewis states that it will not vote against CEOs who chair the Board for this reason alone, although it 

supports a separation of the roles whenever that question is posed in proxy. 

In determining whether or not a Director is independent, consideration will be given to any personal, 

familial, material, business or financial relationship with the company, its Executives, or other Board 

members. ISS states that a Non-Executive Director should also be classified as such in the company’s 

annual report.  

Tenure 

There is a view that a Director’s independence is compromised after a certain length of time serving on 

the Board. This is 12 years for the Australian Shareholders Association (ASA), 15 years for BlackRock 

and CGI Glass Lewis, and 20 years for Ownership Matters. In an update of its proxy voting guidelines, 

ISS states that it will now classify Directors as non-independent upon serving 12 years or more. It notes 

this is predominantly a clarification of current practice and enacts feedback received from institutional 

investors. 
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Performance 

Directors with a record of inadequate performance may be voted against, particularly if they have 

displayed poor practices relating to: 

 Attendance; 

 Audit or accounting; 

 Nomination; 

 Remuneration; 

 Risk management; or 

 Environmental and social issues. 

The quality of the Chairman’s decision making may also be called into question. The ASA states that it 

will oppose the re-election of a Chairman if he or she has been demonstrably responsible for key 

decisions which have led to poor performance over a sustained period of time.   

Experience 

Investors and proxy advisors will examine a Director’s capacity to make informed and well-reasoned 

judgments in the context of his or her background and skill set. Subsequently, Director may be voted 

against where he or she is considered to be ill-placed, whether on a Board or committee.  

Commitments 

Directors who assume too many Directorships risk receiving “against” voting recommendations in many 

cases, due to concerns that they will not be able to commit an appropriate amount of time to Board and 

committee matters. It is commonly advised that Directors sit on no more than five Boards, and that 

Executive Directors hold no more than one Non-Executive Directorship at an unrelated company. In this 

context, the role of Chairman is equivalent to two Board positions, due to the amount of time needed to 

fulfil extra duties. Some investors and advisors believe that, depending on workload, a Director may not 

be over committing until he or she assumes seven or more Directorships. ISS and CGI Glass Lewis are 

examples, although ISS has reduced its recommended maximum to five for the 2015 voting season.   

Other factors which may contribute to over commitment include where a Director: 

 Is a full-time CEO at an unrelated company; 

 Serves as a Chairman on more than one Board; 

 Holds additional government or not-for-profit positions; or 

 Has private equity commitments, particularly where the Director serves as a senior Executive or a 

Director of a large unlisted entity. 
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Board Size 

The size of the Board should be within an appropriate range given the size and complexity of the 

company. In this context, the Board must be large enough to promote sufficient diversity of views and 

ensure breadth of experience, yet not so large as to compromise decision-making. BlackRock believes 

that Boards of S&P/ASX200 companies should have a minimum of five Directors. CGI Glass Lewis 

agrees, and adds that a Board should not be comprised of more than 14 Directors.  

Gender Diversity 

Gender diversity is, once again, set to become a major theme this voting season. In its March report on 

ESG insights and proxy voting, AMP Capital cites the importance of the Workplace Gender Equality 

Agency’s (WGEA) remuneration data in highlighting the financial cost to women of not having access to 

the same opportunities at work. It states that, while it has frequently discussed issues of gender equality 

and gender diversity in its engagement with companies, it now intends to raise the issue of pay equality. 

In July, ACSI stated that it may recommend voting against the re-election of Directors who fail to take the 

issue of gender equality seriously. It expects clear time frames and concrete strategies as evidence of 

commitment, and has reminded companies that its minimum target for women on Boards is 30%. 

Investors and advisors will prefer Boards to have implemented a policy based on the ASXCGC 

recommendations and guidelines. Recommendation 1.5 states that companies should: 

 Establish and disclose a policy for Board diversity, including requirements for the Board to establish 

measurable objectives for achieving gender diversity and an assessment of the Board’s progress to 

achieving them; and disclose either:  

o The respective proportions of men and women on the Board, in senior Executive positions and 

across the whole organisation; or 

o If the entity is a “relevant employer” under the Workplace Gender Equality Act, the entity’s most 

recent “Gender Equality Indicators”. 

BlackRock’s expectations for the content of the diversity policy include, but are not limited to: targets for 

gender diversity; work undertaken or policies on pay equity; and articulation of a compelling business 

case for gender diversity as part of the business strategy.  

If a company has not yet formalised its diversity policy, investors and proxy advisors will ordinarily seek 

an explanation on an “if not, why not” basis. Shareholders may decide to take action if the lack of an 

appropriate policy is viewed as reflective of a broader problem or disconnect within the company. CGI 

Glass Lewis states that it may recommend voting against the Chairman or the nomination committee if a 

Board has a poor record on the issue of diversity and has not implemented the reporting provisions or 

addressed other major issues of Board composition.  
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Committees 

As a rule, a Board should ensure that it establishes an audit, remuneration and nomination committee, as 

well as any other committees that are appropriate for the nature of its business. The desired structure and 

diversity of each committee will vary in terms of what is considered acceptable practice and what is not. In 

general, however, the ACSI states that the chairperson should be independent and should not be the 

chair of other committees or of the board.   

Audit Committee 

Investors and advisors expect that the composition of the audit committee will comply with the ASXCGC 

recommendation for the committee to be comprised solely of Non-Executive Directors, a majority of 

whom should be independent. CGI Glass Lewis will recommend voting against the audit committee 

Chairman who is up for election or re-election where there has been non-compliance with the 

recommendation. BlackRock will consider doing the same in these circumstances, particularly if other 

corporate governance issues are apparent.  

Directors on the audit committee should have an appropriate mix of skills, including financial skills, and 

the necessary experience for the role. CGI Glass Lewis expects that the committee will have a financial 

expert (i.e. a qualified accountant or other financial professional with experience of financial and 

accounting matters). The ASA states that all members should be financially literate and help facilitate any 

engagement between the external auditor and shareholders. 

Remuneration Committee and Nomination Committee 

For companies outside the ASX200, BlackRock believes it is acceptable to have the roles of nomination 

and remuneration combined within the one committee. However, it states that companies within the 

S&P/ASX200 should establish separate committees to focus on nomination and remuneration.  

The committee(s) should have at least three members. CGI Glass Lewis will accept two, however, in the 

case of a Board of four or less.  

BlackRock states that the remuneration committee should be comprised solely of independent Directors, 

while the ASA expects that there will be no Executive Directors serving as voting members on the 

committee. For companies outside the S&P/ASX200 index, BlackRock will occasionally accept the 

presence of the CEO. In such cases, it expects disclosure of the protocols in place to ensure that the 

CEO is not involved in determining his or her remuneration arrangements.  

CGI Glass Lewis states that the nomination committee should be comprised of a majority of independent 

Non-Executive Directors. 

Risk Committee 

The risk committee should be a stand-alone risk committee, a combined audit and risk committee, or a 

combination of Board committees addressing different elements of risk. BlackRock expects that, where a 
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risk committee has not been established, the company should disclose the process in place to ensure 

identification and management of risks facing the company. 
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About us 
 

Egan Associates 

For more than 25 years, Egan Associates has advised leading organisat ions and emerging 

enterprises in Australia and New  Zealand on the remunerat ion of execut ives, Directors and key staff  
members, as w ell as performance management, w ork value, corporate governance and Board 
effect iveness. 

Our Services include: 

 Remuneration reviews and benchmarking for Boards, CEOs, executives, senior technical 
posit ions and specialist  roles including governance and stakeholder engagement  

 Advice on annual incentive plan structures, performance criteria, target and maximum payment 

levels including deferral and claw back provisions 

 Advice on long term incentive plan structures, part icipants, performance hurdles, equity 

instruments, valuat ion and allocat ion, as w ell as monitoring  

 Corporate transactions / IPOs: assistance transit ioning pre-IPO rew ard arrangements into the 

listed company environment  w ith considerat ions including escrow  provisions 

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

and corporat ised environments on rew ard for senior executives and independent Boards 

 Online human capital solutions : online resources to assist organisat ions manage role 

accountability statements, w ork value, internal relat ivity and market competit iveness 

 Board effectiveness: assistance w ith Board review s, Board skills matrices, scenario planning 

and Board documentat ion. 

John Egan  

John’s early career w as w ith Cullen Egan Dell (now  Mercer Human Capital), 
w hich he chaired from 1983 to 1989, w hen he formed Egan Associates. John 
has been an advisor to Boards and senior executives on organisat ion, 
governance and rew ard issues over many years. He has assisted a signif icant 

majority of Australia’ s top 200 companies as w ell as a myriad of 
entrepreneurial organisat ions and government ent it ies across a w ide range of 
industries. 

John has been act ively involved w ith Universit ies, 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 – w w w .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/

