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Newsletter December 2015 
In the final newsletter of 2015, we reflect on the year that was and present some of our most read articles. 

We also provide an overview of the 2015 AGM to date and some insight into the government’s recently 

released National Science and Innovation Agenda (NISA). 

Concluding the Newsletter is ‘The Agenda’, which highlights current issues or matters that may be under 

review by Government or under consideration by Boards. 

 

 

Egan Associates 2015 Year in Review 

  

 

Overview of the 2015 AGM Season 

Remuneration issues have been high on the agenda this annual general meeting 

season as shareholders sought explanations on the quantum of Executive pay 

and pay for performance alignment.  

 

National Science and Innovation Agenda Released 

 

The $1.1 billion reform package, which was unveiled on 7 December, includes a 

number of measures to help businesses embrace risk and incentivise early stage 

investments in start-ups.  

 

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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Egan Associates 2015 Year in Review 
 

I would like to thank our clients for their support in the 2015 calendar 

year.  We are particularly delighted with the referrals that we receive 

from clients to their associates, either through common Board 

membership, industry affiliation or from other professional firms with 

whom we have worked in corporate transformation projects, mergers 

and acquisitions and IPOs.  

2015 has been another very positive year for Egan Associates acting as 

the remuneration adviser to many organisations transitioning from 

private equity, an investment fund or private and government ownership, 

where we have been engaged in developing reward structures that 

better accommodate a listed environment or new owner while advising 

on strategies in rebalancing the three core elements of reward (fixed remuneration, annual incentive and 

long term incentive) in parallel with escrow provisions supportive of the expectations set out in a 

Prospectus and those of new shareholders. 

Our engagement has been highly diverse, covering biotechnology, information technology, fintech, 

financial services, the consumer staple and consumer discretionary sectors, healthcare, industrial, utilities 

and energy, infrastructure, e-commerce, marketing, retail, business services, REITs and 

telecommunications in both Australia and New Zealand. 

In the current year Egan Associates have been engaged as the primary remuneration adviser to 

companies preparing for an IPO with a market capitalisation from less than $100 million to in excess of $2 

billion. 

We also appreciate our continuing engagement by established clients in supporting their annual 

remuneration reviews, refreshing their annual or long term incentive plans and/or reviewing their general 

policy and market positioning strategies as they seek to both attract top talent and retain their core 

leadership. 

Finally, I would like to take this opportunity to thank you for reading our Newsletter and offering 

constructive feedback. We hope that you have enjoyed our articles and reports, and that you will continue 

to do so in 2016.  

We have compiled a list of the material our readers have enjoyed the most over the last 12 months, which 

is set out below: 

Our KMP Reports: 

 KMP Report: Director and Executive Reward Trends 2015  

 KMP Report: The Rise and Rise of Risk  

 KMP Report: Remuneration Trends for ASX 300 and NZX 50 Boards  

http://www.eganassociates.com.au/wp-content/uploads/2015/01/0119-Directors-and-Senior-Executives-Reward-Trends.pdf
file://egan-sbs/eganfiles/Newsletter/2015/12_Dec/1.%09http:/eganassociates.com.au/kmp-report-the-rise-and-rise-of-risk-1/
http://eganassociates.com.au/kmp-report-remuneration-trends-for-asx-300-and-nzx-50-boards/
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 2015 AGM Season Proxy Advisor Views  

Our data analysis and discussion of trends: 

 Setting Pay the US Way  

 Target STI Payments the Norm for Top CEOs  

 Company Size Makes  World of Difference to Bonuses 

 Managing STI Deferral  

 CEO Pay for Performance  

 Infographic: Director Tenure in the ASX 100 

Our commentary on Board issues: 

 Hallmarks of a Successful Board in 2015  

 Australia-NZ: Analysing the Governance Divide  

 3 Key Questions to Lift Board Performance  

 Joining a Remuneration Committee? Prepare for the Learning Curve  

 Gender Pay Equivalence  

Our news-related items: 

 Abolish Long Term Incentive Plans? Or Just Fix Them? 

 ESS Tax Changes Passed  

 Independent Director Quota Announced for Super Boards 

 Draft Report on Workplace Relations Framework Released 

 Realised Pay a Focus of ACSI Survey 

 ACSI Findings on Board Composition and Non-Executive Director Pay 

 

      Back to Title Page 
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Overview of the 2015 AGM Season 
 

Remuneration issues have been high on the agenda this annual general meeting season as shareholders 

sought explanations on the quantum of Executive pay and pay for performance alignment.  

 

Companies in the troubled resources sector were under 

particular scrutiny; Boards were faced with the challenge of 

retaining talented Executives as earnings and share prices 

continued to decline.  

 

However, shareholder engagement has been key, as noted by 

the Governance Institute of Australia. Many companies in the 

sector that met with investors to discuss and clarify areas of 

concern received strong support for the Remuneration Report.  

 

In other cases, companies were reluctant to consider advice from proxy firms. Retail veteran Gerry 

Harvey labelled the advisors “theorists” with little understanding of how to run a public company, while 

Premier Investments Chairman Solomon Lew argued that they “are not the buyers of the stock". 

 

First Strike 

 

Prominent companies to receive strikes this season include: 

 3P Learning Limited 

 ALS 

 Ansell 

 Arrium  

 Ausnet Services 

 Cardno  

 Downer EDI 

 ImpediMed 

 Pacific Brands 

 Prime Media Group 

 Premier Investments 

In general, strikes or protest votes occurred where: 

 Termination benefits were too generous 

 Quantum of pay was excessive, especially when the company’s market capitalisation was considered 

 Corporate governance practices were questioned 

 A weak link between pay and performance 

 Performance hurdles were inappropriate, unclear or overly complicated 

 A greater proportion of STI and/ or LTI should be in the form of equity 

 Performance period for LTI was not long enough  
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 Major shareholders exerted influence over the vote 

Notably, Ausnet’s strike was the result of backlash from two overseas shareholders with substantial 

voting power. Singapore Power and China’s State Grid Corporation, which control 51% of the company’s 

equity, also voted against three other major items (an increase to the Non-Executive Director 

remuneration cap, an issue of shares and the re-election of Mr Tony Iannello). There have been media 

reports of collusion in the interest of commercial gain, which ASIC is investigating.  

 

Second Strikes 

 

ASX 300 company Mortgage Choice, which has been struggling to keep pace with the market, received a 

second strike as shareholders protested the 100% STI award to former Chief Executive Michael Russell. 

The Board maintained that his pay was appropriate, with Chairman Peter Ritchie stating that the focus 

should be on Mr Russell’s total reward rather than the percentage of his bonus.  

Contractor UGL also received a second strike, after 45% of shareholders voted against the Remuneration 

Report. The strike followed changes to new Chief Executive Ross Taylor’s remuneration contract that 

lowered performance hurdles (the TSR tranche has a shorter vesting period) and questions regarding the 

use of underlying EPS growth as a performance metric. 

 

Both companies were able to avoid a Board spill; only 21%of UGL shareholders and 7% of Mortgage 

Choice shareholders were in favour of the resolution.   

 

Initiatives in Avoiding a Second Strike 

 

Many of the companies that received a strike in 2014 took the opportunity to improve elements of the 

remuneration framework, ultimately avoiding a second strike and minimising shareholder acrimony  

Changes implemented by companies in the S&P/ASX 300 at 30 September 2015 (with a 20 day 

smoothing) that received a strike in 2014 but not in 2015 are set out in the table below. 

 

 

Flexigroup 
 The previous CEO was earning more than 4 times that of the next highest paid, which will be 

brought more into line when a new appointment is made 

 The loan to the CEO has been removed  

 The STI performance hurdle is clearer and there is now an absolute gateway: if net profit after tax 

(NPAT) is lower than the previous year, no STI will be paid 

 Previously, a proportion of the LTI would vest if the company’s TSR was above 25% of the ASX 

300, which is now 50% of the ASX 200 

 LTI was measured over 1 year, and will now move to 2 years and the following year to 3 years  

McMillan 

Shakespeare 
 The Remuneration Report is more transparent and easily meets disclosure requirements 

 The reward system has been clearly linked to financial performance, and both Director fees and 

Executive pay are now tightly controlled 

 The ASA notes that Fixed Remuneration is higher than for comparable companies, although offset 
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by the fact that there is no STI 

Newcrest Mining 
 A key change includes the deferral of 50% of STIs in shares for up to 2 years 

 LTIs now have a 3 year vesting period with a holding lock in year 4 

 There was no increase in Fixed Remuneration, and the new incentives put more risk in executive 

remuneration 

Paladin Energy 
 Paladin implemented a 10% reduction in Directors’ fees and the base salaries of senior 

management 

 The Managing Director and CEO John Borshoff also received a further reduction in his salary, which 

has fallen by 32.5% since June 2012  

Primary 

Healthcare 
 Previously, incentives were paid 100% in cash, whereas now 25% of the STI and 100% of the LTI is 

awarded in equity 

 New hurdles have been adopted, being 50% return on invested capital and 50% relative 

shareholder return. Previously, the company used only EBITDA and EBIT growth.  

 The percentage of total remuneration at risk will now exceed 50% 

Seven Group 
 The Remuneration Report is more moderate and credible, particularly given former CEO Don 

Voelte’s departure, whose remuneration had been criticised by shareholders as excessive 

 The ASA note that Seven Group had been particularly anxious to secure Mr Voelte’s services and 

he was readily employable elsewhere on a substantial package 

 

Back to Title Page 
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National Science and Innovation Agenda 

Released 

 

 

The National Science and Innovation Agenda (NISA) “will help to create a modern, dynamic, 21
st
 century 

economy for Australia” Prime Minister Malcolm Turnbull has said.  

 

The $1.1 billion reform package, which was unveiled on 7 December, includes a number of measures to 

help businesses embrace risk and incentivise early 

stage investments in start-ups, the most noteworthy 

of which are detailed below.    

 

Tax Reform and Entrepreneur Visas 

 

The government will outlay $106 million in tax 

concessions for early stage investors in start-ups 

over a four year period (commencing in 2016). Under 

the new measures, investors will receive a 20% tax 

offset based on the amount of their investment, which 

will be capped at $200,000 per year. Further, 

investors who hold a stake in start-ups for more than 

3 years can realise a capital gains tax exemption.  

 

The scheme is based on the Seed Enterprise Investment Scheme in the United Kingdom, which has 

resulted in over $500 million of early stage investment to almost 2,900 companies in its first two years.  

 

An Entrepreneur Visa will also be introduced to attract innovative talent from overseas. 

 

The Minister for Immigration and Border Protection Peter Dutton stated that ideas, skills and talent were 

essential to a high performing economy.  

 

“The visa system is a key enabler of Australia’s ability to attract and capitalise on the expertise and ideas 

of foreign innovators within a global marketplace” Mr Dutton said. 

 

Reforms to Employee Share Schemes 

 

There will be limits placed on the requirement for disclosure documents given to employees under an 

employee share scheme (ESS) to be made available to the public. 

 

Currently, a company that is not eligible for existing disclosure relief must lodge the documents with 

ASIC, with the information then being made available through ASIC’s registers. Compliance with this 

http://www.innovation.gov.au/system/files/case-study/Factsheet%209%20-%20Reforms%20to%20employee%20share%20schemes.pdf
http://www.innovation.gov.au/system/files/case-study/Factsheet%209%20-%20Reforms%20to%20employee%20share%20schemes.pdf
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requirement can be particularly burdensome for small companies, as it can result in the release of 

commercially sensitive information. The documents are also costly to produce.  

 

The purpose of the amendment is to make ESS more attractive and user-friendly for innovative start-ups, 

giving these companies the chance to compete with established organisations and attract the best talent 

from overseas. 

 

Insolvency Safe Harbour for Directors 

 

The proposed changes also include a safe harbour for Directors of struggling companies. 

 

In Australia, Directors have a positive duty to prevent a company trading while insolvent, and breach of 

this duty can result in civil penalties, compensation proceedings and even criminal charges.  

 

The threat of personal liability can discourage sensible risk taking in times of financial difficulty, and thus 

the development of business and enterprise. Directors are encouraged to err on the side of caution by 

appointing administrators and liquidators, as opposed to implementing internal strategies in an effort to 

improve the organisation’s performance.  

 

The “safe harbour” defence is intended to provide protection from liability where a restructuring adviser 

has been appointed to develop a turnaround plan for the company. Directors must be able to demonstrate 

that they took all reasonable steps to pursue the plan and the company must still be solvent at the time of 

the appointment. 

  

The particulars of the defence are yet to be determined, however there are several elements which will be 

key to its design, states Australian Institute of Company Directors (AICD) Managing Director John 

Brogden: 

 It must apply to all companies and not be restricted only to those which fall into the category of 

“entrepreneurial ventures”, as innovation and the economic benefits it generates are not limited to 

start-ups; 

 It must be an uncomplicated mechanism that is not wrapped up in technicalities which restrict its 

practical application; and 

 It should also extend to any advisers consulted by Directors. 

You can read about the above initiatives and others here. 

 

 

Back to Title Page 
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The Agenda 

Executive Remuneration 

AFR Salary Survey 

John Egan has been quoted in an article in the Australian Financial Review (AFR) on Executive 

remuneration, which provides comment on findings from the AFR Salary Survey for 2015. In particular, 

the article highlights the prevalence of golden handshakes, the use of total shareholder return (TSR) as a 

performance hurdle as well as the increasing number of top performing female CEOs. 

You can read the article here. 

Bank shareholders protest remuneration 

Westpac has narrowly avoided a strike at its AGM on 11 December after shareholders protested 

performance targets which resulted in a $10.7 million bonuses payment to Executives.  

16.5% of votes were cast against the remuneration report, whereas only 2.75% were against the report 

last year. 

Proxy advisor Ownership Matters had recommended that shareholders vote against the remuneration 

report after $354 million in software was booked below the cash profit line used as the base for the 

incentive program.  

It stated that if this amount, which was written off under a new accounting policy, had not been excluded 

then the cash earnings-per-share hurdle applying to half the long-term incentives due to vest at the end of 

2015 would not have been met. 

Westpac Chairman Lindsay Maxsted said that this was a flawed argument.  

 “It is not as though there is some massive amount that has been pulled out of the cash earnings and just 

pushed to one side so that people can get a bonus” Mr Maxsted told the AFR. 

“There’s no hunt here of management distorting results to get bonuses. The Board signs off on cash 

earning adjustments and we do that with our eyes open in line with accounting standards”.  

This circumstance highlights the criticality of using appropriate accounting standards and applying them 

consistently and emphatically.  

ANZ also received a significant vote against its remuneration report, which Chief Executive Shane Elliott 

partly attributed to what happened to “another bank”, although he did not refer to Westpac specifically. 

http://www.afr.com/leadership/salary-survey-2015-retirement-payouts-put-average-ceo-salaries-over-3m-20151207-glhwo8
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There was a 15.48% vote against the report as shareholders protested Executive pay, including outgoing 

CEO Mike Smith’s total remuneration of $10.8 million.  

Board Effectiveness 

Professional directors risk stifling growth 

A recent report has found that a lack of genuine diversity on Boards, as well as risk-averse “career 

Directors” may be inhibiting growth and competitiveness.  

The study, conducted by Blenheim Partners’ Gregory Robinson and Dr Brett Wright, and Macquarie 

University Graduate School of Management’s Professor Charles Areni, considered the views of more 

than 80 Australian business leaders, Chairman, Directors and CEOs.  

The main factors identified as impacting negatively on companies’ “risk appetite” included: 

 Excessive scrutiny from investors, proxy advisors and the media; 

 A pre-occupation with compliance and personal risk 

 The impact of failure on personal reputation  

There were also concerns about the lack of diversity of thought and contribution. A number of participants 

stated that the traditional Board competencies of accounting, legal, compliance and risk, were somewhat 

over-represented on company Boards. Others stated that there were alternative means for Boards to 

access these skills (for example, outsourcing). 

In terms of competencies that Boards need more of, participants identified international experience and 

Executive experience as well as social media, technology and digital skills. 

You can read more here. 

Superannuation 

Should retirees sell their homes to fund retirement? 

A Productivity Commission report suggests that retirees should sell their homes instead of relying on 

the pension.  

The report found that median superannuation balances for those aged 55-64 years in 2011-12 were just 

over $100 000, which is less than 15% per cent of their total net wealth. In comparison, the family home 

accounted for around half of household wealth, though it is not typically used to fund retirement.  

Commissioner Karen Chester says it is primarily the reluctance to tap into this wealth that is causing 

people to reduce their consumption and standard of living. 

"There's a material gap between the value of the family home and what's required to fund aged care," Ms 

Chester has said. 

http://blenheimpartners.com/wp-content/uploads/2013/10/Insight-Series-Challenges-of-Attaining-Growth.pdf
http://www.pc.gov.au/research/completed/superannuation-post-retirement/super-post-retirement-volume1.pdf
http://www.pc.gov.au/research/completed/superannuation-post-retirement/super-post-retirement-volume1.pdf
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Yet retirees have also been cautioned to think twice before drawing on home equity, Amelie Christie 

from the combined Pensioners and Superannuants Association (CPSA) notes that the reverse mortgage 

market in Australia is very small and, in addition, these products are not necessarily a good idea for older 

people, particularly if they have a life event they haven’t anticipated.   

Ms Christie stated that, while CPSA welcomes the research, it urges the Commission to “let go of its 

obsession with older Australians’ family home”. 

Employees deem performance appraisal process ineffective 

US research released by OfficeTeam has found that 25% of employees do not believe that 

performance reviews actually improve their performance.   

This contrasts with 89% of HR managers who believe that the performance appraisal processes are at 

least somewhat effective. 

Robert Hosking, Executive Director of OfficeTeam, stated that companies should be determining the 

format and frequency of assessments based on what works best for employees. Mr Hosking stated that it 

is important to check in regularly with staff in order to keep everyone on the same page. 

A number of companies are already embracing systems that provide employees with regular feedback, 

and some have abandoned the formal review process altogether. Examples include National Australia 

Bank, Amazon.com, Accenture and Seek. 

Gender Equality in the Workplace  

Business leaders believe it will be over a decade before gender parity is achieved in the workplace, a 

survey has found. 

Global research published by consulting firm ManPowerGroup revealed that 94% of business leaders in 

the Asia Pacific believe that it will be another 13 years before women have the same opportunities as 

men, in particular the opportunity to advance into leadership positions, while American and European 

leaders believe it will take 17 and 19 years respectively.  

Participants believe that progress can be advanced if companies create a gender neutral culture, 

embrace flexibility in the workplace and make a commitment to support women into leadership.   

ManPowerGroup CEO Jonas Prising stated that getting women into leadership is more than just an 

ethical imperative. 

“It makes good business sense, achieves diversity of thought and better decision making” Mr Prising said. 

 

Back to Title Page 
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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 w ith transit ioning pre-IPO rew ard arrangements into 

the listed company environment , a trade sale or any other corporate transformation 

 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 – 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/

