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Newsletter October 2015 
In this edit ion of the New sletter Egan Associates explores governance and remunerat ion issues and 

trends that w ill be of relevance to companies as they approach their AGM. As Boards w ill be aw are, 

the link betw een CEO pay and performance is highly scrut inised by inst itut ional investors and proxy 

advisors, as is the length of t ime a Director has served on the Board.      

Of part icular interest to mid and small cap companies may be the ASX’s consultat ion paper on 

capital raising rule 7.1A. We have provided a summary of key f indings from the recent review .    

Egan Associates is also introducing ‘The Agenda’  this month, w hich is a new  sect ion of the 

New sletter highlighting current issues or matters that may be under review by  Government or under 

consideration by Boards of Directors. 

 

CEO Pay for Performance 

This AGM season Boards will be looking to ensure that short term incentive 

plans are consistent with institutional investor and proxy advisor expectations 

of pay for performance. Egan Associates has explored the link between short 

term incentive payments for CEOs and company profit improvement in the 

ASX 100.  

 Infographic: Director Tenure in the ASX 100 

Tenure is high on the list of factors that institutional investors and proxy 

advisors take into consideration when making recommendations on the 

re-election of Directors.   

 

ASX Reviews Rule on Placement Capacity 

ASX has released a consultation paper on Listing Rule 7.1A, which was 

introduced three years ago in an effort to improve access to capital for smaller 

listed companies.  

 

The Agenda 

 ‘The Agenda’ highlights current issues or matters that may be under review 

by Government or under consideration by Boards of Directors, including those 

relating to superannuation, executive pay, the workforce and pay equity. 
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CEO Pay for Performance 
 

This AGM season Boards will be looking to ensure that short term incentive plans are consistent with 

Institutional Investor and Proxy Advisor expectations of pay for performance.  

There are a variety of ways to measure performance, and these can vary considerably between industries 

as well as between companies. However Institutional Investors and Proxy Advisors prefer a strong link 

between pay and shareholder return, and are increasingly critical of payments that are out of line with the 

company’s performance trend.   

Egan Associates has explored the short term incentive payments for CEOs in the ASX 100 relative to 

companies’ operating profit improvement for the years 2013 and 2014. The companies were ranked by 

market capitalisation as of 30 September 2015.  

The following figure reveals the proportion of companies that recorded an improvement in operating profit 

over the two-year period. 

 

Figure 1. Proportion of Companies achieving Operating Profit Improvement within the 

ASX 100 

 

Figure 2 shows the median and average STI payments as a percentage of fixed remuneration, and Figure 

3 shows the increase in these payments from 2013 to 2014.  
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Figure 2. Ratio of STI Awards to Fixed Remuneration within the ASX 100  

 

 

From 2013 to 2014 the value of STI awards as a ratio of fixed remuneration increased overall, with the 

median increase in companies with profit improvement (5%) being similar to that in companies where 

there had been no profit improvement (6%). 

In both 2013 and 2014, CEOs leading companies that did not improve their operating profit received an 

average bonus/incentive payment of 54% of their fixed remuneration. Those in companies that did deliver 

a profit improvement received an average bonus of 67% in 2014, an increase of 7% from the previous 

year.   

Figure 3. Change in STI Award 2013 to 2014 as a Percentage of Fixed Remuneration  

 

In terms of the median change, there was no significant increase in the value of incentive awards (1%) for 

companies that did not record an operating profit improvement in 2014, while there was a 14% increase 

in incentive payments for companies that did. 
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Also worth noting is the higher proportion of companies with no profit improvement, as opposed to those 

with profit improvement, where there was a negative change in the value of an award relative to fixed 

remuneration.  

 

Figure 4. Proportion of Companies where the CEO Received an STI Award 

 

Egan Associates observed that the proportion of companies in the ASX 100 that paid an STI has 

increased by 11% between 2013 and 2014. An additional 9% of companies paid an STI despite not 

seeing a profit improvement for the year, which is 7% higher than the observed increase for companies 

that did record a profit improvement.  

 

Conclusions 

Despite an increase in the number of CEOs receiving incentive payments where the company’s operating 

profits had not increased, we can observe a positive trend between pay and company performance when 

the value of awards relative to fixed remuneration is considered. 

Egan Associates notes that there are also instances where payments that appear not to reflect a 

company’s profit performance are nevertheless in line with shareholder expectations. In particular, higher 

incentive payments can reflect exceptional performance achieved in prior years where there is a lag in 

disclosure. In addition, payments may be considered well earned, for example, in times of adversity or 

during corporate restructures.  
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Infographic: Director Tenure in the ASX 
100 

Tenure is high on the list of factors that institutional investors and proxy advisors take into 

consideration when making recommendations on the re-election of Directors.  There is a view 

that Director independence is compromised after a certain length of time serving on a Board, 

and the independence of long tenured Directors is assessed regularly.  

Egan Associates has provided some statistics on Director tenure in the ASX 100 as of 

September 2015.  
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ASX Reviews Rule on Placement 
Capacity 

 

ASX has released a consultation paper on 

Listing Rule 7.1A three years after it was 

introduced. The rule was designed as part 

of a package of amendments to strengthen 

Australia’s equity capital markets, and 

allows smaller listed companies to access 

much needed capital more quickly and 

easily. 

The review examines whether the rule has 

had its intended effect, whether there have 

been any indications of inappropriate use 

or unintended consequences of the rule, 

and whether any further amendments are required to improve its operation.  

Improving placement capacity for small listed companies 

Prior to the Rule being introduced, a listed entity could only place more than 15% of issued capital during 

any 12 month period if it obtained shareholder approval by ordinary resolutions. Once approval was 

obtained, placement could be completed within 12 months. 

Rule 7.1A allows an eligible entity to seek security holder approval by special resolution at the AGM 

(which means 75% shareholder approval) to issue an additional 10% of capital within 12 months from the 

date of approval. Shareholders who are likely to benefit from any subsequent placement under the Rule 

must be excluded.  

To meet the eligibility requirements, entities must not be included in the S&P/ASX300 index and must 

have a market capitalisation equal to or less than $300 million. 

Implementation 

ASX has monitored the implementation of Rule 7.1A over two annual general meeting cycles, and found 

that it has been well received by both companies and investors. It states that:  

 More than $660 million was raised by mid to small caps in 404 equity issues under the Rule 

 Of a total of 1,991 Rule 7.1A resolutions put to shareholders by mid to small caps, shareholders 

approved 94 per cent  

Compliance Issues 

ASX states that the regulatory framework for the Rule is working well, and it has not identified any serious 

or systemic problems in relation to the Rules’ operation. It has, however, identified what it describes as 

“some relatively isolated compliance matters related to disclosure requirements at all three stages of a 

Rule 7.1A mandate cycle: at the time of approval, at the time of issue of any securities, and at the time of 

any subsequent approval of a new rule 7.1A mandate. This includes:  
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 Late lodgement of the information required under Rule 3.10.5A 

 Failure to provide ASX with the list of allottees required under Rule 7.1A.4(a) 

o Rule 7.1A.4 requires that an entity that issues securities under Rule 7.1A give ASX a list of 

names of the persons to whom the securities were issued 

 Late or non-lodgement of an independent valuation of non-cash consideration  

o ASX has observed instances of issues being made for non-cash consideration during the 

review period 

o There was substantial non-compliance with the requirement to provide a valuation of the non-

cash consideration to ensure compliance with the 75% floor price rule under Rule 7.1A.3  

o If an entity fails to comply in the future, ASX may require the entity to reallocate the issue to its 

Rule 7.1 capacity, or take other or additional compliance actions 

In addition, ASX has found that some companies are issuing non-quoted securities and purporting to use 

Rule 7.1A to do so. In these cases, ASX requires the entity to reallocate the issue to its Rule 7.1A 

capacity. If the entity’s Rule 7.1A capacity would be exceeded as a consequence of the issue, then the 

issue will be in breach of the rule.  

Proposed Changes 

 ASX considers that compliance with disclosure requirements would be facilitated by: 

o Consolidating the disclosure requirements at the time of issue into the one place, which will 

involve updating Appendix 3B to incorporate disclosures under Rule 3.10.5A; and 

o Producing a new Guidance Note to better inform entities and investors, and assist entities to 

understand and comply with their obligations relating to new issues of equity 

 ASX is also considering feedback that some disclosure requirements in Rule 7.3A.6 (which relates to 

subsequent approval under Rule 7.1A) are duplicative of requirements that apply at the time of issue 

and/or that they place a compliance burden on entities that outweighs any benefit to investors. 

 ASX proposes to amend Listing Rule 7.1A.3(b) to extend the current 5 day trading period to 10 days 

to give entities more time within which to effect a placement. 

You can view the consultation paper here.   

 

Back to Title Page 

 

 

 

 

 

 

 

 

 

http://www.asx.com.au/documents/public-consultations/asx-consultation-listing-rule-7.1a.PDF
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 Superannuation  

 

Response to FSI Report 

The Federal Government’s response to 

the Financial Systems Inquiry, which 

was released on October the 20
th
, 

includes a proposal to improve the 

efficiency and operation of the 

superannuation system. 

The Government will enshrine the 

objective of the superannuation system in 

legislation in order to align policy settings, 

industry initiatives and community 

expectations. The Government also 

proposes to develop legislation to allow trustees of funds to provide pre-selected retirement income 

products to help guide members at retirement and improve outcomes for retirees.  

The Productivity Commission will be tasked with developing and releasing criteria to assess the efficiency 

and competitiveness of the current system, and develop alternative models for allocating default 

contributions.  

Beyond 2016, the Government will implement legislation to introduce director penalties. 

ASIC Survey of Super Websites 

ASIC recently surveyed superannuation websites to check industry compliance with the new 

transparency disclosure requirements introduced as part of the Stronger Super reforms. The reforms, 

which commenced on 1 July 2013, included a requirement for details of executive remuneration and other 

information to be publicly accessible on super fund websites. 

“Our survey indicated that superannuation trustees generally seem to have understood what was 

intended with these transparency reforms and have made a good effort to comply. The required 

information has been presented in a variety of ways,” said ASIC Commissioner Greg Tanzer. However, 

http://www.treasury.gov.au/PublicationsAndMedia/Publications/2015/Govt%20response%20to%20the%20FSI
http://www.treasury.gov.au/PublicationsAndMedia/Publications/2015/Govt%20response%20to%20the%20FSI
http://asic.gov.au/about-asic/media-centre/find-a-media-release/2015-releases/15-245mr-asic-reviews-transparency-information-on-super-websites/
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Mr Tanzer noted that there were “pockets of non-compliant trustees who appear to have struggled with 

the new requirements”. 

ASIC states that public offer superannuation funds can make the following simple changes to their 

websites to improve transparency:   

 Make transparency information easier to find on the homepage. 

 Insert hyperlinks to transparency information in one place or publish the information itself in a 

dedicated part of the website. 

 Disclose the periods that executive officers have served as board members. 

 Only disclose a director’s remuneration as nil if their services are purely voluntary. 

 Include voting summaries on international listed shares. 

 Disclose that there is no voting summary where the trustee’s policy is not to vote on listed shares. 

 Consider including an overview of voting summaries, which may involve sorting by overall resolution 

type and using simple graphics (e.g. pie charts). 

Executive Pay 

Disclosure Requirements 

PricewaterhouseCoopers has indicated that there needs to be a discussion about alternative disclosure 

requirements for executive remuneration.  

PwC is currently lobbying Treasury to change the reporting requirements, stating that the current rules do 

not provide an accurate picture of what executives are really earning. Key areas of concern include 

disclosure obligations relating to the key measures governing executive pay and accounting policies for 

share-based payments. 

PwC partner Margot Le Bars says that substantial regulatory change would require consensus from a 

diverse group of stakeholders including proxy advisors, shareholder groups, company directors and 

senior executives, government, accountancy firms, as well as business interest groups, such as the 

Business Council of Australia. 

You can read more here. 

US SEC Pay Ratio 

US companies are urging the House Financial Service s Committee to pass an Act which repeals the 

recently finalised US Securities and Exchange Commission CEO pay-ratio rule. The rule, which was 

adopted by the SEC in August, requires a public company to disclose the ratio of the compensation of the 

CEO to the median compensation of its employees. 

Leading organisations including WorldatWork believe that a full repeal is the best solution to what is 

expected to be an “extraordinarily expensive, time consuming and burdensome (process) for companies” 

and have stated that the rule would not result in any meaningful benefit for shareholders and potential 

investors. 

Workforce 

Some employers are choosing to replace annual staff satisfaction surveys with more regular 

reviews and are utilising social media analytics to find out how staff really feel. Companies state that 

benefits include: 

http://www.afr.com/business/accounting/laws-hide-truth-about-execs-take-home-pay-20151007-gk344h
http://www.worldatwork.org/adimLink?id=79172
http://www.afr.com/leadership/employers-told-to-dump-the-staff-satisfaction-survey-20150928-gjw6p1
http://www.afr.com/leadership/employers-told-to-dump-the-staff-satisfaction-survey-20150928-gjw6p1
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 Access to real-time employee engagement data 

 Managers no longer need to wait weeks for reports 

 Industry-specific language can be used to extract information 

 Greater focus on key drivers around retention 

 High performing employees are becoming more engaged 

There has also been a move toward systems that provide employees with regular feedback on 

performance, as opposed to the traditional once-a-year performance review. “The argument for never-

ending reviews is that they offer a more accurate picture of how an employee is performing”, writes 

Rebecca Greenfield in an article for the Sydney Morning Herald. 

Performance review tools facilitate this process by allowing employees to leave real-time messages about 

colleagues’ accomplishments. Examples are Reflektive, which Pinterest and Instacart use, and the 

Anytime Feedback Tool utilised by Amazon.com. 

So far, companies that have chosen to abandon the annual performance review process include MYOB, 

National Australia Bank, Deloitte, Accenture and Seek.  

Pay Equity 

There is continued discussion in the media around pay equity in Australia, with new global research 

undertaken by the Hay Group showing that the “gender pay gap” is gradually closing, although women in 

senior roles are still paid less. The study found that, for instance, 17% of senior management and 

executive roles in “pay premium” industries such as mining, utilities and industrial manufacturing are 

occupied by women.  

The research revealed that gender inequality is driven by two key issues: the first is that there is not equal 

pay for work of equal value, and the other being the ratio of men to women in high paying positions.  

Ernst & Young (EY) is one such organisation, revealing in September that its “gender pay gap” is 1.8% 

and admitting that women are being paid less than men for doing the same job. CEO Tony Johnson cites 

unconscious bias as the reason behind this: “We’re still trying to get to the bottom of why males exhibiting 

the same competency as females are being awarded a higher rating” Mr Johnson said. At EY, salary 

increases are dictated by ratings, whereby a higher rating means a larger pay increase. 

PricewaterhouseCoopers (PwC) has also disclosed a pay gap, although it found that 9% of the 11.4% 

gap is attributable to the fact it hires more men than women. When this factor is excluded, the gap is 

2.4%, which CEO Luke Sayers explains is due to the fact that “men tend to be disproportionately 

employed in the higher paying roles”.     

The issue of how to better support women to attain senior leadership roles was the subject of a recent 

roundtable convened by newly appointed Minister for Women and Employment, Senator the Hon 

Michaelia Cash and President of Chief Executive Women (CEW), Diane Smith-Gander.  

 “Gender diversity in senior leadership results in more representative decision-making and enhances an 

organisation’s ability to deliver value to its clients. This holds true across both business and Government” 

Minister Cash said.  

Recent government initiatives include:    

 Committing $100,000 to help fund CEW scholarships and fellowships to support women’s 

participation and leadership in Science, Technology, Engineering and Mathematics (STEM) industries 

http://www.afr.com/leadership/company-culture/is-it-time-to-sack-the-annual-employee-engagement-survey-20150810-givd0r
http://www.ey.com/Publication/vwLUAssets/EY-closing-the-gender-pay-gap/$FILE/EY-closing-the-gender-pay-gap.pdf
https://www.linkedin.com/pulse/gender-pay-equity-disrupting-status-quo-starts-luke-sayers
http://www.companydirectors.com.au/director-resource-centre/publications/the-boardroom-report/back-volumes/volume-13-2015/volume-13-issue-20/support-for-women-to-join-senior-leadership-ranks
http://www.companydirectors.com.au/director-resource-centre/publications/the-boardroom-report/back-volumes/volume-13-2015/volume-13-issue-20/support-for-women-to-join-senior-leadership-ranks
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 New BoardLinks Champions to help increase the number of women in leadership positions 

 Release of the Gender Balance on Australian Government Boards Report 2014-15, which 

provides a snapshot of progress in meeting the gender diversity target. 

Back to Title Page 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.dpmc.gov.au/sites/default/files/publications/gender_balance_aust_govt_boards_report_14-15.pdf
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About us 
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 Board Directors, execut ives and 
key staff  members, as w ell as performance management, corporate governance and Board 
effect iveness. 

Our Services include: 

 Remuneration reviews and benchmarking: for CEOs, executives, senior management and 
professional posit ions, including specialist  roles 

 Annual incentive plan structures: advice on performance criteria, target and maximum payment 

levels as w ell as deferral and claw back provisions 

 Long term incentive plan structures: advice on part icipat ion, performance hurdles, equity 
instruments, valuat ion and allocat ion, as w ell as provision of performance monitoring services 

 Corporate transactions / IPOs: assistance transit ioning pre-IPO rew ard arrangements into the 
listed company environment (or any other corporate transformation) considering issues 
including escrow  provisions 

 Government pay reviews: assistance at federal, state and local level in administrat ive, policy 
and corporat ised environments on rew ard for senior executives, professional and administrat ive 

staff , and governing Boards 

 Board fee reviews: benchmarking Board fee levels, including Chairman and Director retainer 
fees, Committee Chairman and member fees and fees for adhoc engagements.  

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

 

http://eganassociates.com.au/services/#Benchmarking
http://eganassociates.com.au/services/#Incentives
http://eganassociates.com.au/services/#Incentives
http://eganassociates.com.au/services/#Transactions
http://eganassociates.com.au/services/#Government
http://eganassociates.com.au/services/#Boardfees
http://eganassociates.com.au/services/#Governance
http://www.thebraesgarden.com/

