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Newsletter April 2016 
The budget and the election are looming, creating the usual uncertainty about what the business 

environment will be like in the near future. 

Amid these shifting sands we examine how Boards can use remuneration as a lever to influence 

culture and discuss how much money proposed council amalgamations would provide to bank as 

savings or to invest in talent acquisition for council senior management. 

 

Influencing Culture Through Remuneration 

With regulators threatening to more closely scrutinise corporate culture, Directors 

will be looking to exercise all of the levers in their control to influence its 

development, including remuneration.  

 

Will Mergers Make Council Remuneration More Competitive? 

How much money would merged NSW Councils save on senior management? If 

this money was reinvested, would council remuneration be more competitive? 

 

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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Influencing Culture Through 

Remuneration 

With regulators threatening to more closely scrutinise corporate culture, Directors will be looking to 

exercise all of the levers in their control to influence its development, including remuneration. 

Background – why corporate culture is 2016’s hot 

topic 

In the wake of revelations of financial planning misconduct at the Commonwealth Bank and NAB in 

2014, the financial regulator ASIC (Australian Securities and Investments Commission) proposed an 

extension of current legislation in mid 2015 that would enable stricter policing of corporate culture. 

At the time, AICD (Australian Institute of Company Directors) chief executive John 

Brogden said that “ongoing education for Directors and executives, for example, is likely to be a far 

more effective tool than the introduction of reactive regulation that attempts to produce a pro-forma 

version of good corporate culture”. 

Unfortunately, further allegations of 

misconduct emerged and ASIC maintained 

its pressure on organisation culture. Since 

May 2015, it has made no less than six 

speeches on the topic, with the latest being 

on the 5th April. Two days later, the AICD 

published a press release inviting ASIC, 

APRA (Australian Prudential Regulation 

Authority) and the Treasury to meet with 

company Directors to “seek common 

ground” on Boards and corporate culture. 

“Directors know that they are responsible for culture first and last. Boards must be at the forefront 

of the culture of their organisation,” Brogden stated. “We fully recognise that there are examples of 

egregious and unacceptable behaviour in some organisations.” 

More recently he noted that “Financial incentives have to reward good culture as well as good 

performance. It’s clear that in some instances that is ignored.” 

Yet it appears the AICD is concerned about the direction in which ASIC’s culture agenda is heading. 

“Current debate isn’t constructive and the best way to progress is for stakeholders to sit down and 

discuss the issues. Our sole objective should be to ensure that Australia’s corporate culture is the 

best in the world and works to the benefit of the community-at-large,” the press release stated. 

Former AICD chief John Colvin has also expressed his concerns about ASIC’s direction in a recent 

article1 in the Company and Securities Law Journal, noting that culture should not be regulated 

because it is an ambiguous concept that “cannot be defined and measured in an objective sense”. 

Even if it could be regulated, he continued, its regulation would only add to the regulatory burden on 

http://www.companydirectors.com.au/director-resource-centre/publications/company-director-magazine/2015-back-editions/july/upfront-a-matter-of-attitude
http://www.companydirectors.com.au/general/header/media/media-releases/2016/aicd-to-call-high-level-meeting-with-regulators-and-senior-directors
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organisations and Directors and could lead to abuse of power by ASIC. The article (which contains a 

thorough summary and analysis of the situation) is available from Thomson Reuters here. 

Colvin concludes with a comment from the former Chief Justice of the High Court, Murray Gleeson, 

during his time as Chief Justice of the Supreme Court of NSW: 

“What exactly does it mean to say that there is an attitude existing within a body corporate? … 

Legislation which creates criminal offences should be reasonably clear in its application. And what 

happens if there exists within a body corporate both an attitude and the opposite of the same 

attitude? … I have enormous difficulties about attaching criminal sanctions to attitudes, and I am 

bound to say that I do not think that expressions like ‘corporate culture’ have a place in the criminal 

law.” 

It is uncertain as yet how this will end, however, it is clear that whether new regulation is 

introduced or not, Boards will need to be more aware of their companies’ culture. 

Using incentives to direct culture – are rewards or 

penalties more effective? 

“Staff use facts and perceptions about remuneration and incentives to discover what your firm truly 

values … And values help determine behaviour. If the staff handbook says one thing, while the 

bonus pool says another, your staff will tend to believe the bonus pool,” according to Deloitte. 

Remuneration can be one of the Board’s most powerful influences on company culture. 

Currently there is little focus on culture in remuneration reports – often organisations will reflect on 

creating a performance driven or customer centric culture, but no specifics on how the current 

remuneration framework fosters a specific culture imperative that is codified in publicly available 

documentation. 

In a survey of 2015 remuneration reports, Egan Associates noted that the concept was most likely 

to be introduced as a small component of the short term incentive, that is, the organisations have 

attempted to focus executive attention on culture by making part of executive reward contingent 

specifically on it. 

Is this the most effective driver of culture? 

The level of reward that will be available under such incentive schemes for awards to executives 

who achieve cultural performance conditions is limited. 

Culture is a non-financial incentive. Non-financial incentives generally do not encompass more than 

50% of short term incentive awards as institutional investors and proxy advisors prefer a financial 

focus and believe that non-financial factors, being more difficult to measure, can provide the Board 

with too much discretion to make unwarranted awards. 

Culture is also generally not the only non-financial incentive considered in an incentive plan. Other 

examples include implementation of strategy; business process improvement; business 

development; efficiency improvement; information technology improvement; innovation; leadership 

and skills development; M&A integration; client and stakeholder relationships; and quality. 

Culture itself also has a broad focus with a number of elements that could be considered, such as 

the avoidance of bullying, fraud, risk and discrimination and encouragement of inclusion, innovation, 

http://sites.thomsonreuters.com.au/journals/2016/03/19/company-and-securities-law-journal-update-february-2016-4/
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communication, collaboration and proactive monitoring and escalation of potential risks to brand and 

product, which may include safety and the environment. 

Therefore unless the Board temporarily increases the proportion of the incentive in the short term to 

address a problematic culture, the amount that is available to the Board to use to specifically reward 

elements of culture is generally very small in relation to the balance of the executive package. 

Such a small payment may not be enough to encourage executives to focus their attention on 

culture. 

Let us consider the flip side. Can we use penalties to encourage the development of an appropriate 

culture? 

There are three methods organisations can use to do this: 

1. Making all payments under incentives subject to Board discretion, with Boards able to cancel 

payments to executives unless they have acted in compliance with the company’s culture 

including their code of ethics and potentially management style, which would need to be 

clearly defined and documented. 

2. Having a formal gateway built into incentive plans that requires the same conditions, or 

focuses on a particular aspect of culture which the organisation is currently trying to improve. 

Unless the condition is met, no incentive is paid. 

3. Using malus or clawback to take back incentives that have already vested to executives when 

behaviour contrary to the company’s culture comes to light. 

These methods have the potential to be a more effective driver of culture because they reinforce 

that executives must operate within the company’s cultural guidelines at all times, with adherence 

potentially affecting their entire variable reward. 

However, they have the disadvantage that the Board may find it difficult to assess whether 

employees have been acting within the desired cultural guidelines. Assessments may become a 

foregone conclusion, always finding that employees have behaved satisfactorily. 

To avoid this, a process would have to be developed under which the question of cultural adherence 

is considered. For legal and transparency reasons it may be best that organisations also have their 

expectations in terms of corporate culture documented in more detail and communicated to all 

employees. 

Designing the remuneration framework to support 

culture 

While having specific measures (or penalties) in incentives may help Boards direct culture, the 

design of the overall remuneration framework must also be considered in the context of the effect it 

will have on employees’ individual and collective mindsets and how this aligns to the organisations’ 

desired culture and strategy. Remuneration decisions that will have an influence on culture include: 

 The amount of fixed versus variable remuneration (Risk profile) 

 Whether remuneration is paid in cash or equity (Collaboration and ownership) 

 How long employees must wait until they receive the benefit of earned remuneration (Long 

versus short term focus) 
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 What conditions employees must meet in order to achieve their full remuneration opportunity 

(Balance of financial and non financial factors including environment, safety, social and 

governance factors.) 

 The choice of vesting schedule for incentives (Cliff vesting, sliding scale) 

 Whether or not to use gateways to emphasise important behaviours 

 Under what conditions the Board will use discretion 

 Whether the Board broadens the use of malus or clawback from responding to a financial 

misstatement to include culturally undesired events or outcomes 

Questions remuneration committees may ask when creating a remuneration framework include: 

 What does “culture” mean to the remuneration committee? What is the organisation’s current 

culture? What is understood as exemplary? What is not? Will this culture foster delivery of the 

company’s current strategy? 

 Does the remuneration mix create the correct risk profile for the organisation? 

 Does the nature of reward inherently encourage risk taking? (Eg options versus rights or cash.) 

Is this desired? 

 Do incentives and performance conditions encourage employees to focus on individual or 

collaborative goals? Innovate or consolidate? Be flexible or follow processes? What is desired? 

 How do incentives affect treatment of customers and colleagues? Does the incentive create 

conflicts of interest? Does the remuneration framework discourage the escalation of potential 

issues? 

 Are there incentives that contradict each other? (For example, financial versus ESG incentives.) 

If so, how is the executive expected to act based on the remuneration framework? Do 

adjustments need to be made? 

Documenting culture 

Few organisations define in their remuneration report what the company understands under the term 

“culture”, leaving it open to interpretation for investors and executives. Egan Associates has 

collected some information from expert sources on what culture encompasses to inform Boards 

undergoing this journey. 

The Australian Criminal Code 

Corporate culture means an attitude, policy, rule, course of conduct or practice existing within the 

body corporate generally or in the part of the body corporate in which the relevant activities takes 

place. 

AICD 

The culture of an organisation could be thought of as its “personality”. It is represented by shared 

values, norms, practices and core beliefs that shape behaviour. Organisational culture is sometimes 

described as “how we do things around here”. 

The culture of an organisation therefore influences what it does, its relationships with stakeholders 

and its reputation. It can also be an important determinant of whether the organisation is able to 

achieve its strategic objectives and deliver on its purpose. 

Source: Good Governance Principles and Guidance for Not-for-Profit Organisations, 2013 

 

http://www.companydirectors.com.au/~/media/resources/director-resource-centre/nfp/nfp-principles-and-guidance-131015.ashx?la=en
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The Association of Chartered and Certified Accountants 

[Culture] serves to provide a common sense of identity and engagement with a bigger picture while 

building stability and guiding the behaviour of the organisation’s members. 

It is more complex than a monolithic culture as it recognises that any workplace potentially has 

many overlapping ideo-cultures, some of which have evolved from a common ancestor but with 

others probably emerging locally. Such cultures may be partly based on observable characteristics, 

but they can also be formed through people’s perceptions and any assessment of culture needs to 

accommodate both these objective and subjective aspects. 

[Culture influences behaviours] in a number of quite specific ways: by influencing performance and 

reward, giving direction, determining priorities, reinforcing a sense of common identity, protecting 

common values, determining how emotions will find expression, promoting (or preventing) 

ambiguity and fragmentation, reinforcing taboos, precluding (or encouraging) critical examination, 

and encouraging (or discouraging) relationships across social boundaries. 

Source: Culture and channelling corporate behaviour, 2014 

Bain and Company 

Culture is the glue that holds a complex organisation together. It inspires loyalty in employees and 

makes them want to be a part of a team. It motivates people to do the right thing, not just the easy 

thing. At companies with winning cultures, people not only know what they should do, they know 

why they should do it. 

Building a winning culture, 2006 

BCG 

An organisation’s values and characteristic set of behaviours, which collectively define how things 

get done in support of the organisation’s purpose and strategy.  

Culture is what people say and do around others—and, tellingly, what they say and do when no one 

else is around. 

BCG notes that determining a culture requires translating strategy into a set of specific capabilities 

and behaviours to realise it on seven dimensions: 

 Structured Versus Flexible: How specifically are processes and acceptable behaviours defined? 

How closely are they followed in practice? 

 Controlling Versus Delegating: To what extent is power and decision making concentrated at 

the top or diffused throughout the organisation? 

 Cautious Versus Risk Permitting: How much does the organisation support risk taking? 

 Thinking Versus Doing: To what degree do people spend time developing ideas versus actually 

executing them? 

 Diplomatic Versus Direct: How transparent are interactions and communications between co-

workers and managers? 

 Individualistic Versus Collaborative: To what extent are employees concerned with their own 

individual performance versus shared goals? 

 Internal Versus External: To what extent are processes and behaviours oriented toward the 

outside world versus the internal environment? 

Source: High Performance Culture: Keeping it, Getting it, 2013 

http://www.accaglobal.com/content/dam/acca/global/PDF-technical/corporate-governance/tech-tp-caccb-litreview.pdf
http://www.bain.com/Images/BB_Building_winning_culture.pdf
https://www.bcgperspectives.com/content/articles/engagement_culture_people_management_human_resources_high_performance_culture_getting_it_keeping_it/
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Deloitte 

[Culture is] information about how to behave when adapting to particular environments. This 

information is rich and varied, and we pick it up both consciously and unconsciously. It covers all 

the vital bases that are common to any company: 

 How we challenge one another and escalate potential issues; 

 What happens when mistakes are made; 

 What is prioritised in trade-off decisions; 

 When it is appropriate to deviate from established norms; 

 The way things are done round here; 

 How we treat customers and colleagues; 

 What’s allowed and not allowed; 

 What’s expected of me: timing, frequency, intensity and standards of excellence; 

 What behaviours are valued; 

 Who to please and how to please them; and 

 Where to strike trade-offs when values, goals or priorities come into conflict. 

At its simplest, a company’s culture answers two very basic questions faced by each of its 

employees. What must I do to get ahead in this place? How do I need to behave even when no one 

else is watching? 

Source: Culture for Sceptics, The Catalyst for Strategy and Transformation, 2014 

Johnson’s Cultural Web 

This model characterises a company’s culture using six elements (summarised by Egan Associates): 

 Control Systems – What is monitored, how is it monitored and how closely? 

 Organisational Structures – What do reporting lines and hierarchies look like on paper and in 

reality? 

 Power Structures – How is power distributed in the organisation? Who makes the decisions? 

 Symbols – What language and objects represent the organisation and employee groups within 

it? What status symbols exist in the organisation? 

 Rituals and Routines – What activities are central to the organisation? 

 Stories and Myths – What stories are told by employees of the organisation? Who are the 

heroes of those stories and what beliefs do they reflect? 

Source: The Cultural Web, 2016 

Spencer Stuart 

Culture is the culmination of the shared values, beliefs, and assumptions that shape the behaviour 

of the organisation—the “unwritten rules” that guide the thousands of decisions employees make 

throughout the company every day.  

A framework for assessing organisational culture is rooted in the insight that a surprisingly limited 

set of rules can result in highly complex and diverse behavioural patterns.  

 

 

 

http://www2.deloitte.com/content/dam/Deloitte/au/Documents/risk/deloitte-au-risk-culture-sceptics-0614.pdf
https://www.mindtools.com/pages/article/newSTR_90.htm
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Every organisation and every executive must address the inherent tension between two critical 

dimensions of organisational dynamics: 

 Attitude toward change. 

Organisations open to change are flexible, innovative, and inquisitive versus those that prefer to 

manage change, which are stable, have proven processes, and like control. 

 Attitude about people. 

An organisation may value independent individuals—those with initiative who are also self-

empowered, or it may value interdependent people—those who are collaborative and thrive on 

group engagement and interactivity. 

A company’s culture is defined by where an organisation falls on these two dimensions, and this 

reflects how thousands of employees make individual decisions to manage the costs and benefits 

associated with those tensions over time. Individuals come “pre-wired” for how they deal with other 

people and with change (e.g., “approach or avoid,” “fight or flight”). 

Source: Defining Corporate Culture, 2015 

The Hofstede Centre 

Organisational Culture is defined as the way in which members of an organisation relate to each 

other, their work and the outside world in comparison to other organisations. The Center promotes 

a model to help pinpoint an organisation’s culture, with the central elements (summarised by Egan 

Associates) below: 

 Means oriented vs Goal oriented – Do employees identify with the “how” or the “what”? 

 Internally driven vs Externally driven – Does the company know what’s good for the customer 

and the world or does the customer know best, even if the ethics are questionable? 

 Easy going work discipline vs strict work discipline – Is the organisational structure loose and 

unpredictable or strict and defined? 

 Local vs Professional – Do employees identify themselves with their business unit or their job 

family? 

 Open System vs Closed system – Are newcomers made welcome or not? 

 Employee Oriented vs Work Oriented – Do employees matter most or the task? 

 Degree of acceptance of leadership style – Does the leadership style of management match 

subordinates’ preferences or not? 

 Degree of identification with the organisation – Do employees identify with the organisation in 

its entirety or particular aspects/teams of the group or none at all? 

Source: The Hofstede Centre 

1Colvin, JHC and  Argent, J, ‘Corporate and Personal Liability for “Culture” in Corporations?’, 

Company and Securities Law Journal, volume 34, pp. 30-47 

Back to Title Page  

https://www.spencerstuart.com/~/media/pdf%20files/research%20and%20insight%20pdfs/definingcorpculture_30apr2015.pdf
https://geert-hofstede.com/organisational-culture.html
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Will Mergers Make Council 

Remuneration More Competitive? 
As NSW Councils prepare for impending mergers, general management have been requested to 

apply for jobs in the merged entities with the knowledge that there will be fewer roles on offer. 

Amalgamating Councils will either be able to save money by hiring fewer senior staff to fill the new 

general management positions at the same remuneration level or endeavour to improve the quality 

of management by increasing the amount of remuneration available for the merged entities’ top 

positions. 

In order to consider how much the mergers will provide for these options, Egan Associates collected 

data on the remuneration of the general manager and senior staff at 44 metropolitan and 

regional/rural councils, some which are due to merge under the NSW government’s local 

government plan and some which are due to remain as standalone entities. 

For the Councils examined, the most recent remuneration for a general manager pre-merger was: 

 

Does the remuneration match the commercial market? 

To provide perspective on the relative competitiveness of Council general manager remuneration, 

Egan Associates extracted data on CEOs of listed companies with similar revenues, assets or 

employee numbers (or any one of these metrics). 

The graph below shows the range of fixed remuneration from the 25th to the 75th percentile for 

listed company CEOs with similar metrics to the councils, with the break in the range denoting the 

median. 

 

http://www.smh.com.au/nsw/council-general-managers-told-to-apply-for-jobs-by-body-that-doesnt-employ-them-20160403-gnxgi3.html
http://www.smh.com.au/nsw/council-general-managers-told-to-apply-for-jobs-by-body-that-doesnt-employ-them-20160403-gnxgi3.html
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The same graph for rural or regional councils is below. 

 

The same graph for metropolitan councils is below. 

 

As shown, the payment of Council general managers is modest by comparison to that of listed 

CEOs managing enterprises with comparable metrics on behalf of shareholders not resident 

stakeholders. 

Notwithstanding the above observations we should state that managing a public company with 

equivalent revenue and expenditure is a very different task. From a work value perspective their role 

is very different.  
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Councils have a monopoly on revenue entitlement, limited flexibility with respect to expenses and 

constraints on staffing levels and costs. The governance of local councils is also very different and 

the skill sets of members at variance from a public company as their prime purpose is to serve as 

the residents’ representative. 

Core objectives for councils include managing assets and appropriately deploying available revenues, 

primarily managing tasks which will be influenced by the quality and state of assets and their 

maintenance as well as emerging requirements arising from population growth and the demand for 

different housing formats. 

The General Manager, or Principal Executive of the Council, while desirably having a core objective 

of building surpluses to cope with unexpected expenditure, is not driven by a profit motive but 

rather a community service motive, albeit within complex commercial constraints. 

The customer base of a local government organisation is the entire community, which is generally 

not the case in relation to a listed public company where their key customer stakeholders are more 

narrowly defined in the majority of instances. The priorities within a listed public company 

environment are usually determined by an annual plan and a 3-year strategic plan or outlook and 

only vary when market circumstances dictate or opportunities arise. In the case of local government 

their priorities can be changed by constituent demands, unexpected events, or priorities that are 

varied by members of Council in meeting constituent demands. 

Reward within councils is largely governed by a Local Government Remuneration Tribunal which is 

appropriately influenced by pay settings adopted in the public sector generally and across other 

Councils, be they metropolitan or regional. These influences establish an entirely different dynamic 

to that in listed companies and offer limited flexibility to Mayors in seeking management talent to 

meet the core objectives. 

How much money would be available for savings 

or additional remuneration after the mergers? 

Egan Associates considered ten mergers in metropolitan areas and five in regional/rural areas. The 

amount that would be available for remunerating the general manager if costs remained the same 

would be: 

 

If savings are the goal, mergers would create between $100,000 and $500,000 in savings for 

merged councils focussing solely on the position of general manager. 

If the utilisation of the sum or say 75% of the combined cost is the goal to attract new blood or 

retain the best and brightest in local government, this amount can be added to prior budgets. 
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Comparing the new potential General Manager remuneration to the remuneration to CEOs of listed 

companies with similar revenues and total assets adjusted to reflect the merged entities (not 

employees as the number of employees at the councils will reduce following synergies) the graphs 

are as follows: 
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It is apparent that the mergers would allow councils to offer a more competitive reward for the 

position of a general manager. The opportunity reflected above is likely to spread to improving the 

leadership team and their support across all merged councils while also reducing cost and improving 

efficiencies. 

In our view, merging councils must ensure that the new senior management roles are clearly 

documented and the work value differential compared to prior leadership roles determined before 

recruitment and pay decisions are made. 

Amalgamations will leader to increased work value at the level of general manager and the majority 

of a general manager’s direct reports. 

In work value terms, while knowledge and experience to run a current council will not be 

dramatically uplifted in oversighting a merged entity. The diversity of the role will marginally 

increase as well the breadth of activities. The leadership demands will also increase with larger 

workforces. The organisation will be more complex and judgement a touch more demanding. The 

requirement for innovation should be high on the agenda. 

In this context, while not a dramatic change in work value, the uplift will be primarily by scale, the 

demand for innovation and heightened risk management. 

Rather than offering a dramatic increase in fixed remuneration, a key opportunity for the merged 

entity Councillors would be to create an incentive program with appropriate performance criteria 

such that additional reward would arise from success in areas which make a difference to the 

community, the Council’s financial viability and prosperity, its investment decisions and its capacity 

to borrow as required while also elevating the level of engagement of staff and their engagement 

with the constituents. 

The opportunity poses an interesting conundrum for councils that are remaining standalone. For 

example the City of Sydney, which currently pays its general manager around $450,000. Its 

resident population sits at the median of the merging councils that Egan Associates examined, while 

its revenues and its total assets are at the top of the range.  
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If other Councils decide not to bank the potential savings arising from redundant leadership 

positions but rather reinvest the current wage cost in hiring and/or retaining higher quality 

candidates, will Councils such as the City of Sydney need to follow suit and will they be in the 

position to do so? 

Back to Title Page  
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The Agenda 

International law changes and developments 

 At the end of March, Israel’s parliament passed legislation reducing the amount of 

remuneration for CEOs of finance and insurance companies that can be claimed by the 

company as a tax-deductible corporate expense. The previous cap on deductable remuneration 

was 3.5 million shekels ($1,190,000). Now, it will be capped at 35 times the salary of the 

lowest paid worker in the organisation (44 times net salary), which works out to just under 2 

million shekels ($680,000) if the organisations employ workers on the minimum wage. 

 Regulators in the US are meeting to consider a new rule that would see banks, investor 

advisors and broker dealers forced to defer employee bonuses for a much longer period than 

the current three-year norm. The longer deferral program would enable the use of claw back 

over a longer period. 

 The New Zealand Stock exchange has released submissions on its proposals to broaden 

governance rules for listed companies. The exchange would like to bring governance in NZ in 

line with the “best practice” adopted by the ASX, including more detailed disclosure of 

executive remuneration. 

Submissions from listed companies and law firms were wary of adding non-financial reporting 

requirements, advocating voluntary disclosures that could be tailored to each specific business. 

There were concerns around the costs of introducing more detailed executive remuneration 

information and also around the release of commercially sensitive information relating to short 

term incentives. Submissions from investors recorded a desire to see more information 

regarding executive pay including what performance indicators were used in incentive plans. 

 In order to increase the number of women in executive roles at financial services organisations, 

the UK Treasury has released a charter for organisations to sign that commits them to: 

o have one member of the senior executive team who is responsible and accountable for 

gender diversity and inclusion; 

o set internal targets for gender diversity in senior management; 

o publish progress annually against these targets in reports on the organisation website; and 

o have an intention to ensure the pay of the senior executive team is linked to delivery against 

these internal targets on gender diversity. 

 A panel of UK Directors and executives researching ways to simplify remuneration 

has published its initial recommendations, including: 

o Allowing more flexibility around LTI plans – companies could continue with traditional LTI 

plans, defer bonuses into shares, grant restricted shares that are not dependent on 

performance, or award incentives for performance that has already occurred. The added 

certainty of some of these schemes would necessitate a reduction in LTI award levels, 

potentially up to 50%. 

o In order to avoid payment for failure, clawback could be used where threshold performance 

levels are not achieved. 

o Executives should hold up to five times their salary in shares depending on company 

circumstances and share price. 

https://www.knesset.gov.il/spokesman/eng/PR_eng.asp?PRID=12025
http://www.wsj.com/articles/regulators-line-up-to-consider-new-executive-compensation-proposal-1461191677
http://www.scoop.co.nz/stories/BU1604/S00387/divisions-over-expanded-company-reporting.htm
https://www.gov.uk/government/publications/women-in-finance-charter
http://www.theinvestmentassociation.org/media-centre/press-releases/2016/press-release-2016-04-21.html
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Research and studies 

 US organisation Glassdoor Economic Research has revealed that there is an unexplained gender 

pay gap in Australia of 3.9%. It examined 4,044 salaries anonymously reported on the 

Glassdoor website by Australian employees, finding a 17.3% pay gap. When adjusted for age, 

education and years of experience, the gap shrank to 12%. When further adjusted for industry, 

occupation, state, year, company size, company and job title, it reduced further to 3.9%. 

The message behind this result, according to Glassdoor, was that the gender pay gap was real 

but that its primary cause was not overt discrimination, rather “occupation and industry sorting 

of men and women into jobs that pay differently throughout the economy”. 

While overt discrimination may not be the primary cause, the abovementioned sorting reflects 

social pressures that divert women into some professions and away from others, according to 

Glassdoor. The organisation also pointed to differences in pay negotiation, gender norms 

around care giving and the need for workplace flexibility as drivers of the pay gap. 

 Research into performance targets at over 700 US organisations conducted by Washington 

University and Arizona State University found that a disproportionately large number of firms 

exceeded goals by a small margin as compared to those falling short of goals by a similar 

margin. The researchers believed the results were not normally distributed because 

organisations were actively managing their reported performance. 

Those organisations that only just met their goals were more likely to meet subsequent 

performance goals.Organisations that only marginally exceeded EPS goals had higher than 

normal accruals and lower than normal research and development expenditures. 

The effect was more significant for a number of situations including where organisations used 

earnings and profit goals, where the performance payout relationship was non linear, or where 

the incentive plan only had only one goal. There is no tendency to beat performance goals by a 

small margin where relative performance hurdles are used. 

Salary surveys and analysis 

 Pearl Meyer’s annual director compensation survey covering 1400 US public companies 

revealed: 

o Small increases in year-over-year pay, with a 1% to 3% increase in total remuneration 

against the prior year. Smaller companies with revenue of below $500 million experienced 

larger increases of 9%. 

o A continuing trend to simplify director pay by eliminating individual meeting fees. 

 Analysis of proxy disclosures by Willis Towers Watson found that total remuneration for CEOs 

at the largest US corporations increased by 2% in 2015, driven largely by weaker corporate 

and share market performance, flat bonuses and lower pension values. Breaking total 

remuneration down, CEO salaries increased by 3%, target bonuses by 3% and target LTIs by 

6%. Fewer companies paid annual incentives to CEOs above target levels in 2015 than the 

previous year. The analysis was based on 315 S&P 1500 companies with consistent CEOs that 

filed 2015 proxy statements by mid-March. 

 

http://www.abc.net.au/news/2016-03-24/39pc-of-gender-pay-gap-in-australia-'unexplained':-research/7274100
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2433687
http://www.prnewswire.com/news-releases/research-from-pearl-meyer-shows-minor-uptick-in-director-pay-amidst-increasing-public-scrutiny-300254473.html
http://www.econotimes.com/Total-CEO-pay-in-US-increased-20-in-2015-Willis-Towers-Watson-analysis-finds-195007
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 Australian law firms will have difficulty achieving growth over the next five years as 

competition from new market entrants increases, according to market researcher IBISWorld. 

The current average law wage of about $99,488 would increase to about $100,477 by 2020-

21, a rise of around 1%. 

Australian Government and Regulatory 

Developments 

 The Australian Productivity Commission has released its 2016 productivity update, reporting on 

performance over the 2014-2015 period. The report revealed positive growth in labour and 

multifactor productivity, with multifactor productivity growth of 0.8% in the measurable 

market sector being the highest achieved in recent years. Mining was the best performer in 

terms of multifactor productivity, reflecting industry’s transition from investment into 

production. Australia’s per capita income, however, reduced by 0.9% over the period and the 

terms of trade continued to decline. 

 The Australian Government has released draft regulations to support its life insurance reform 

package. The reform package (which comes into effect on 1 July 2016) lifts the exemption on 

conflicted remuneration for life insurance advice, introduces caps under which commissions are 

able to be paid and enables the claw back of commissions where policies lapse in the first two 

years. The regulations set out situations where clawback does not apply and ensures existing 

remuneration arrangements are grandfathered consistent with FOFA laws. 

 The Australian Taxation Office has developed a set of standard document templates to assist 

eligible start-ups in establishing and operating an Employee Share Scheme granting options to 

acquire newly issued ordinary shares. It has created a standard employee option plan, a 

standard offer letter and an instruction guide on how to use the documents. 

 The Fair Work Commission is currently considering submissions to the annual review of the 

minimum wage, which have been published on the organisation’s website. Views from the 

submissions are summarised below. 

o The Victorian government pointed to an increasing gap between median and minimum 

wages and a decreasing gap between minimum wages and the poverty line. It also believed 

an increase to be important for social inclusion. “While employment is a key determinant of 

social inclusion, merely having a job is not always enough. A job with inadequate pay can 

create social exclusion if the level of income limits a person’s capacity to engage in the 

cultural, economic, political and social aspects of life.” 

o The NSW Government urged caution on wage increases, noting soft market conditions and 

weak national demand such that unnecessary increases to minimum wages that do not 

reflect productivity improvements may limit the capacity of businesses to absorb the 

increases and hinder growth. Its social inclusion focus is keeping workers in employment, 

which it noted required balancing the level of minimum wages with the continuing provision 

of employment opportunities. It stated that Enterprise Bargaining Agreement increases had 

been around 3.5%, adding that any minimum wage increase needed to maintain an 

incentive for reaching agreements that reward productivity and enable flexible work 

practices. 

http://www.afr.com/business/legal/lawyers-salaries-will-rise-just-1pc-in-five-years-ibisworld-20160406-gnzxi6#ixzz46Vk35htJ
http://www.pc.gov.au/research/ongoing/productivity-update/pc-productivity-update-2016
http://www.treasury.gov.au/ConsultationsandReviews/Consultations/2016/Life-insurance-remuneration-reform-regulations
https://www.ato.gov.au/General/Employee-share-schemes/In-detail/Standard-documents-for-the-start-up-concession/
https://www.fwc.gov.au/awards-and-agreements/minimum-wages-conditions/annual-wage-reviews/annual-wage-review-2015-16-9
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o The Federal Government has also urged a cautious approach, noting continuing global and 

domestic economic uncertainty and the fact that the minimum wage was only one part of 

the safety net provided to low wage employees. Higher employment from a modest 

minimum wage would also provide flow on benefits for the community in terms of lower 

spending on welfare and health. 

o The Australian Chamber of Commerce and industry advocated an increase of 1.2% or 

$7.90 per week. It argued that in weak economic conditions, the poorest workers were hit 

the hardest and large numbers of low paid workers are young. It believed priority needed to 

be given to those employees not in employment or seeking more hours, which would be 

increased given lower wages. It also analysed data, concluding that minimum wage 

employees received higher wage increases than non-managerial workers in the general 

workforce between 2010 and 2015. 

o The National Retail Association supports an increase of not more than $10.70 per week for 

a 38-hour week, or 1.6%, with a nominal dollar amount increase preferred across all levels 

rather than a percent increase. In the Association’s opinion, this figure appropriately reflects 

the current low rate of inflation and wage growth, added to the increase in unemployment 

over the past five years and the likelihood that economic growth will continue to be below 

trend. 

o The Australian Hotels Association claimed that the industry had continued to experience low 

growth and poor trading conditions due to a low domestic consumer spend and reduced 

domestic tourism, while operators struggle with increased utility, compliance and wage 

costs. It suggested no increase to the minimum wage, but if there is to be an increase, it 

should be no more than 1.2% or $7.90. 

o Australian Business Industrial and the NSW Business Chamber advocated that any increase 

not exceed 2%. They questioned the sustainability of current drivers of growth, being 

household spending, government spending and net exports. They also highlighted low 

productivity growth. They questioned the sustainability of trying to grow the minimum 

wage at the same pace as the median wage, because employees at the median wage “in a 

compositional sense, are continually moving to higher value-added activities”. Other 

datasets could be more useful as a comparison, they noted, such as the wages growth of 

employees grouped by skill set. 

o The ACTU called for a $30 per week increase (4.6%) for the workers on the minimum 

wage, recommending 3.9% increase for those on higher classifications. It highlighted that 

the economy grew 3% in 2015 and added that although multifactor productivity growth 

may not be high, labour productivity considerably exceeded the OECD average. It also noted 

that the four most award-reliant industries grew faster than overall national GDP. Business 

bankruptcies were down to their lowest level since the GFC, while the unemployment rate 

fell slightly in the second half of the year. 

o The National Farmers Federation submitted that a 1.1% increase is appropriate given 

economic conditions. It stated that there was financial pressure on farms due to low beef 

prices, dry conditions, high farm debt and the reduction in land values and livestock 

numbers. Although higher beef prices were expected to increase farm incomes, this would 

be reduced by the number of saleable cattle after three years of stock reduction. The 

weather has also been unpredictable, and the ability for farmers to pay wages during 

periods of recovery is constrained. 
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o Australian Industry Group called for a rise in minimum wage of $10.50 a week, a 1.6% 

increase, referring to the fact that wages grew at the lowest rate on record for the year to 

December 2015. Its reasons were paltry economic growth, lack of global competitiveness, 

weak inflation, low wage growth and almost 1.8 million unemployed. “It is important that 

the Expert Panel not put the interests of those in secure jobs ahead of the needs of those 

searching for jobs, or for more work, and the needs of those whose jobs will be threatened 

(including many low paid workers) if an excessive minimum wage increase is awarded,” it 

stated. 

In review of submissions, the Fair Work Commission will consider the latest consumer price 

index data, which was negative for the first quarter of 2016 – the first time this has happened 

since 2008. Companies will be pondering their budgeted wage and salary increases, particularly 

given a number of economists believe the CPI will return to the prior underlying annual rate of 

adjustment. 

 The report into the independent parliamentary entitlements system was released in the last 

month. It makes 36 recommendations including: 

o A change in terminology from entitlements or benefits to work expenses 

o A clearer division of responsibility for work expense decisions between the remuneration 

tribunal, the law, and the Special Minister of State. 

o The creation of a mechanism to review the work expenses framework periodically 

o The dissemination of an overarching principle of “value for money” to support 

parliamentarian’s travel decisions and publication of guidelines and other key documents 

o A reduction in the lodgement deadline from 60 to 30 days and a requirement to publish 

parliamentarian expenses quarterly 

o The enablement of greater discretion for choice of travel method in large electorates and an 

examination of whether current caps are appropriate for these electorates 

o Prohibition of car use with drivers for primarily personal trips and examination of the use of 

the COMCAR shuttle service during sitting periods to obtain better value for money and 

ensure the government is being offered the same rates as other COMCAR clients 

o Abolishment of the private vehicle allowance if vehicle leasing options are adopted 

o Abolishment of the overnight spouse allowance, tightening of the conditions under which 

parliamentarians can claim travel for family to reunite with politicians, and an update of the 

definition of dependent child 

o Reduction in the post retirement travel for non Gold pass eligible former parliamentarians 

from five return trips to Canberra or their former electorate office in six months to three 

economy return trips in three months. 

o Introduction of a penalty loading of 25% for adjustments to work expenses 

 

Back to Title Page 

http://www.finance.gov.au/sites/default/files/independent-parliamentary-entitlements-system-review-feb-2016.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 Board Directors, executives and 

key staff members, as well as performance management, corporate governance and Board 

effectiveness. 

Our Services include: 

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

and professional positions, including specialist roles 

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

listed company environment with considerations including escrow provisions 

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

levels including deferral and clawback provisions 

 Advice on long term incentive plan structures, participation, performance hurdles, equity 

instruments, valuation and allocation, as well as monitoring  

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

policy and corporatised environments on reward for senior executives, professional and 

administrative staff and governing Boards 

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

documentation, work value, internal relativity, market competitiveness and performance.  

 Board effectiveness: assistance with Board reviews, Board skills matrices, scenario planning 

and Board documentation. 

John Egan  

John’s early career was with Cullen Egan Dell (now Mercer Human Capital), which 

he chaired from 1983 to 1989, when he formed Egan Associates. John has been 

an advisor to Boards and senior executives on organisation, governance and 

reward issues over many years. He has assisted a significant majority of 

Australia’s top 200 companies as well as a myriad of entrepreneurial organisations 

and government entities across a wide range of industries. 

John has been actively involved with Universities, chairing Sydney University’s 

Board of Advice for its Faculty of Economics & Business (2001 – 2010).  John is an Honorary 

Fellow of the University and an Adjunct Professor in the School of Business. 

His personal interests are in cool climate gardens – www.thebraesgarden.com – and he served as a 

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

 

http://www.thebraesgarden.com/

