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Newsletter July 2016 
It’s that time of the year again where we publish our annual report on Non Executive Director 

Remuneration. While constituent movement has seen significant changes among groups based on 

rank, incremental increases on a company basis are modest. The Board hasn’t taken all our 

attention, however. We’ve also looked at the relationship between bonuses and the level of fixed 

remuneration by industry sector, and considered whether companies are being ambitious enough 

when setting their EPS targets. 

 

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

Egan Associates has published our annual KMP report detailing remuneration 

trends for Non Executive Directors among the top companies listed on the 

ASX and NZX. 

 

Top 500 Executive Bonuses in 2015 

Egan Associates examined data from 2015 annual reports to investigate how 

an executives’ bonus level varies based on their fixed remuneration and 

industry. 

 

Are EPS Targets Ambitious Enough? 

Are the targets for EPS hurdles within the long term incentive plans of 

Australia’s top companies set high, low or about right? Egan Associates 

investigates.  

 

The Agenda 

The Agenda is the must read summary of issues concerning executives, 

Directors and government policy advisors.  
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KMP Report: Director Remuneration 

Trends for ASX300 and NZX50 Boards 

Egan Associates has published our annual KMP report detailing remuneration trends for Non 

Executive Directors among the top companies listed on the ASX and NZX. 

 

The report examines fee pools, aggregate Director fees, as well as retainer fees and committee fees. 

Key findings include: 

 Movement in the market value of companies has seen a dramatic shift in the level of 

Director fees recorded for the top 50 and next 50 companies by market capitalisation. 

 Fee levels in financial and industrial companies have seen significant increases over last 

year’s KMP report. 

 Committee fees continue to track at the levels of previous years. 

 The growth in fees for Chairmen and NEDs has been lower than that of a CEO over the last 

three years, but higher than the growth in average weekly earnings, which has fallen to 

levels unseen for a number of decades. 

 The relatively high growth in NZ Chairman and Director fees recorded in last year’s report 

continued in this year’s data, however, the fall in the exchange rate has affected the relative 

purchasing power in comparison to Australia. 

For more of the findings, download the complete report on our website. 

Back to Title Page 
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Top 500 Executive Bonuses in 2015 
Egan Associates examined data from 2015 annual reports to investigate how an executive’s bonus 

level varies based on their fixed remuneration and industry.  

In order to conduct this analysis, Egan Associates extracted data for the top 5 executives from 

companies that were ranked within the top 500 companies by market capitalisation during the 2015 

year. Data was analysed both including and excluding zero bonuses.  

The results (displayed in Figure 1) show that a high salary is more likely to lead to a high bonus: as 

fixed remuneration increases in size, bonuses received as a proportion of fixed remuneration also 

increase.  

The difference is marked between high and low fixed remuneration levels – considering only 

executives who received a bonus, executives receiving over a million dollars in fixed remuneration 

achieved a median bonus of just under 100% of their fixed remuneration while those on $200,000 

to $300,000 received only a quarter of their fixed remuneration. When including executives who 

received no bonus, the proportions were around 90% and 10% respectively. 

The number of executives receiving no bonus decreased as their fixed remuneration increased, from 

around 40% for executives earning between $200,000 and $300,000 in fixed remuneration to 

under 10% for those earning over a million dollars. 

Figure 1: Median STI as a percentage of Fixed Remuneration ($‘000s) - All Industries 
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Do bonus levels vary between industries? Significantly, although the manner in which they vary is 

not consistent for all pay levels, as can be seen in the following graphics.  

Executives working in Financial Services, Information Technology & Communications, and 

Consumer industries received higher levels of STI across most pay bands. Bonuses for executives 

working in the Energy & Utilities, Materials, Industrials and Healthcare sectors were more volatile, 

displaying low bonus levels relative to other industries for some pay bands and high bonus levels in 

other pay bands.  

A large number of executives in the Energy & Utilities, Materials and Industrials sectors also 

received no bonus.  

Figure 2: Median STI as a % of Fixed Remuneration: execs earning $200,000 - $300,000  

 

Figure 3: Median STI as a % of Fixed Remuneration: execs earning $300,000 - $400,000  
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Figure 4: Median STI as a % of Fixed Remuneration: execs earning $400,000 - $500,000  

 

Figure 5: Median STI as a % of Fixed Remuneration: execs earning $500,000 - $750,000  
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Figure 6: Median STI as a % of Fixed Remuneration: execs earning $750,000 – 

$1,000,000 

 

Figure 7: Median STI as a % of Fixed Remuneration: execs earning over $1,000,000  
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Are EPS Targets Ambitious Enough? 
Are the targets for EPS hurdles within the long term incentive plans of Australia’s top companies set 

high, low or about right? Egan Associates investigates.  

Examining 2015 annual reports, of the top 100 companies by market capitalisation, 40 disclosed 

the use of an EPS hurdle in their long term incentive plan. 

29 companies* disclosed a prospective EPS threshold and maximum for the future vesting of 

grants. These hurdles were either expressed as a compound annual growth rate (CAGR) or could be 

converted to a CAGR.  

The lowest EPS thresholds were around 2.5% per annum, with the highest rising to 10%. The 

lowest maximums ranged from 4.5% with the highest being 20%.  

The distribution of the EPS performance conditions can be seen below, with “difference” depicting 

the increase in growth required to reach maximum from threshold.   

EPS CAGR Required to Reach Threshold and Maximum Vesting 

 

Most shareholders would consider an EPS CAGR of 20% to be ambitious. However, if investors 

utilise analyst forecasts to determine whether growth targets are reasonable, they may not consider 

this to be the case.   

In order to gain an idea of how close EPS targets are to forecasts, Egan Associates calculated the 

CAGR required to reach the consensus forecast three years on from the companies’ latest published 

annual report (provided by S&P CapitalIQ). This was then compared to the growth rate required to 

reach threshold and maximum vesting of long term incentives as published in the annual report. 
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The EPS CAGR for threshold vesting was lower than the growth required to meet forecasts for 22 

of the 29 companies. The growth for maximum vesting was lower than that required for analyst 

forecasts for 18 of the 29 companies.  

Does this mean that EPS targets were not ambitious enough for two thirds of companies examined? 

In terms of rewards for threshold EPS performance, It is Egan Associates’ observation that threshold 

EPS CAGR hurdles are set at a level which the Board believes represent an attainable outcome 

arising from a sound though not superior performance.  

We have also observed that the number of securities that vest for threshold performance has 

reduced over the last five years. Previously, 50% securities would vest at the threshold for most 

companies, while it is now becoming increasingly popular to have 25% or less of securities vest at 

threshold performance, with the balance vesting on a pro rata basis through to the stretch or 

maximum hurdle. This may reflect an acknowledgement that threshold EPS hurdles are attainable 

under a sustainable though not necessarily a growth model, which may not match analyst 

expectations.  

In the case of the stretch hurdle rate there may be a number of issues at play: 

 In order to deliver a better outcome for shareholders, the Board’s compound EPS definition 

may be stricter than the traditionally understood formula – something we will write about in 

more detail in a later newsletter.  

 The Board will have carefully chosen targets that fit the company’s long term trajectory, 

with the goals easier to meet over some cycles than others. The Board will have a firmer 

grasp than external parties of planned initiatives, which may require the sacrifice of earnings 

growth to fund long term returns.  

 The company’s assumptions may be more conservative (and/or knowledgeable) around the 

effect of global developments on the company’s trajectory (for example, the effect of Brexit 

on future EU patent approvals).  

 Although forecasts will change often based on the information at hand, the Board will have 

chosen targets well in advance of the beginning of the performance period in order to 

properly document the amount of equity to be granted and performance conditions, thereby 

hopefully avoiding future disputes.  

 The Board may hold reservations about setting stretch targets too high in case they 

encourage risk taking or gaming of the measure with share buybacks or creative accounting. 

 The Board may also be concerned about losing executives to competitors if hurdles are 

perceived as being significantly more difficult than the rest of the industry. Hurdles may be 

the end result of negotiations with management around what they believe is achievable. 

The setting of performance targets is never an easy process and requires considered thought, 

sometimes having to manage conflicting perspectives. It is difficult for Boards to navigate these 

decisions and sometimes they do not get it right. However canvassing stakeholder views is 

generally the best method of achieving an incentive that will motivate rather than discourage a 

leadership team.  
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*The remaining 11 companies with an EPS hurdle for their LTI awards consisted of the following: 

 2 companies that used relative EPS as a performance condition, comparing the EPS of the 

company to a peer group of companies.  

 1 company that utilised an EPS gateway, where the EPS has to exceed that of the previous 

year for long term incentives to vest. 

 Five companies that disclosed the threshold and maximum vesting condition retrospectively. 

For example, they would disclose the target for the 2012 LTI grant in the 2015 annual 

report as that tranche would have vested.  

 Three companies that did not disclose any form of EPS target  

As a sidenote, of those companies utilising EPS as an LTI performance hurdle, just under a quarter 

disclosed that underlying EPS would be used, although the actual proportion may be higher as 

disclosure was not always clear.  

Two of the top 100 companies did not disclose information on their long term incentive plan 

hurdles. 

Back to Title Page 
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The Agenda 

Preparing for the midyear remuneration review 

Recent labour force and consumer price index (CPI) figures released by the Australian Bureau of 

Statistics (ABS) continue to dampen prospects of a remuneration increase for Key Management 

Personnel above 2%, which is below the Fair Work Commission’s (FWC) adjustment to the 

minimum wage. 

The FWC lifted the minimum wage by 2.4% from $659 ($17.29) a week to $672 a week ($17.70 

an hour), to take effect from the first full pay period on or after 1 July 2016. 

Key figures for June show that the trend unemployment rate remained steady at 5.7%, and the 

participation rate also remained steady at 64.8%. Employment grew by 0.07%, which is consistent 

with the average growth rate over the last six months.  

The Consumer Price Index (CPI) rose 0.4% in the June quarter (a rise of 1% from June 2015 to 

June 2016). This follows a fall of 0.3% in the March quarter.  

ASIC due diligence guidelines for IPOs 

The Australian Securities and Exchange Commission (ASIC) has released a new report on due 

diligence practices for companies undergoing an IPO, which found a close correlation between 

defective disclosure in a prospectus and poor due diligence. 

 In producing its report, ASIC conducted systematic reviews of the due diligence practices of 12 

IPO issuers, ranging from small, mid-sized and larger offers and a sample of offers from emerging 

market issuers.  

ASIC states this research is important given that the IPO market has been particularly active 

recently, with 42 IPOs this year which raised an average of $75 million. In 2015 there were 100 

IPOs, raising a total of $13.5 billion. The sectors that are expected to be active participants this 

year are the technology and financial sectors.   

Observations from the report include: 

 The adoption of poor due diligence practices often produced prospectuses with defective 

disclosure.  

 The issuers and their directors should conduct an effective due diligence process to mitigate 

the risk of any future liability from a quality-poor prospectus 

 It is important for directors of issuers and their advisers to be actively engaged in the due 

diligence process 

 Additional procedures may be required to overcome the additional challenges of foreign 

laws, language barriers and supervision for emerging market issuers. 

 A low cost due diligence process may often lead to delays, further work and ultimately be 

more costly to an issuer. 

http://asic.gov.au/regulatory-resources/find-a-document/reports/rep-484-due-diligence-practices-in-initial-public-offerings/
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ASIC’s key recommendations for companies undergoing an IPO are as follows:  

 Issuers should adopt a due diligence process that contains the following elements: 

o Oversight of the process 

o Investigation of information 

o Record keeping of key and significant issues 

o Verification of all material statements in the prospectus 

o Continuation of the due diligence process throughout the offer period 

 Issuers and advisors are encouraged to conduct a thorough and investigative due diligence 

process to ensure “substance over form” 

 Engage directors throughout the process to ensure the contents of the prospectus are 

complete 

 Each professional and expert adviser – such as a manager, legal adviser, tax adviser, 

underwriters and lead managers – should be engaged on the basis that they are competent 

and bring their own unique set of skills, knowledge and experience to the preparation of the 

prospectus 

 Due to the heightened challenges associated with emerging market issuers, Australian 

advisers should provide effective oversight and apply sufficient scepticism of the due 

diligence work carried out by foreign legal and other advisers. 

Exemptions to the lifetime cap on non-concessional 

contributions 

The government may be considering adding a number of exemptions to the $500,000 lifetime cap 

on non-concessional contributions as part of its superannuation reforms.  

Recent media reports state that the government will release draft legislation containing exemptions 

for “life-events”, which were one-off windfalls. These would include an inheritance, a divorce 

settlement, or eligibility for a trust payment.  

There would be other exemptions, for example, for individuals with self-managed super funds 

(SMSF) who need to transfer additional funds into their SMSF to fulfil contractual obligations to 

purchase property. These arrangements would have had to be made prior to the federal budget.  

While some sources have stated that the addition of exemptions could cost between $300 million to 

$450 million, others have said it will be much less than this.  

Egan Associates summarised some of the expert opinions and questions raised by the proposed 

superannuation changes in last month’s newsletter. Click here to read the article on our website. 

 

 

http://eganassociates.com.au/archived-newsletters/
http://eganassociates.com.au/super-changes-ramification-round-up/
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Significant shareholder Directors perform better than 

independent Directors 

Recent research by UNSW Professor of Finance Peter Swan has shown that Directors with 

significant shareholdings perform better in an informed market than independent Directors.  

Swan investigated the prevalence of swing trades and the presence of independent or substantial 

shareholders (over 5%) on the Board for 500 companies between 2001 and 2012.  

Swing trading is defined by the length of time the trade is held – longer than a day, but not 

generally longer than a few weeks. The shares are held and traded based on intra-week or month 

changes between optimism and pessimism. According to Swan, these trades are a strong indicator 

of active and informed institutional trading.  

If the market was informed, (prevalent swing trading) Boards with “experienced Directors” on their 

audit committee saw increased share prices and returns. Swan postulates that this is due to the 

Directors being held accountable through their shareholdings by informed stock price movements,  

while the actions of independent Directors are neither significantly rewarded nor punished.  

The ASX corporate Governance Council (CGC) has required a majority of independent directors on 

the board of listed companies since 2003 in order to minimise excessive risk taking and fraudulent 

activity as well as provide effective independent oversight. Although the CGC guidelines are not 

mandatory, public pressure on large companies has generally led to compliance with the rules 

requiring independent directors. 

However, Swan’s research found that the departure of substantial shareholders – with their 

necessary replacement by independent directors – was a determining factor explaining a decline in 

performance. Swan argues that shareholder directors are better on aspects of company performance 

such as negotiating and monitoring of CEO pay and advising on takeover acquisitions.  

WorldatWork survey on prevalence of bonuses 

The latest WorldAtWork survey of bonus programs and practices has revealed that the prevalence 

of bonus programs is increasing as companies search for alternative means of rewarding their 

employees.  Survey invitations were sent electronically to 5,200 WorldatWork members with 726 

responses (mainly from North America). 

The study compared four different types of bonus, which were defined as follows:   

 Referral bonus: a cash award paid to a current employee for referring a successfully hired 

job applicant. 

 Sign-on bonus: a cash bonus given at the beginning of a service period, usually for 

accepting an employment offer. 

 Spot bonus: a type of informal recognition that is delivered in cash, spontaneously or "on 

the spot." 

 Retention bonus: a cash award typically tied to the length of service or some other 

milestone. 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2766185
https://www.worldatwork.org/adimLink?id=75444
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The survey found that all bonus programs have stopped their downward movement observed since 

the 2009 recession, and sign-on and retention bonuses were used at higher rates than in any other 

year. The average number of bonus programs offered by companies is three, which is an increase 

from an average of two programs in 2010 (when the last survey was run).  

Other key findings from the survey are listed below:  

 29% of participating organisations used all four types of bonus programs, an increase of 

20% from 2010, while 9% do not have any bonus programs in place 

 Approximately one-third of companies budget for sign-on and retention bonuses, while 41% 

budget for referral bonuses and 53% for spot bonuses 

 Public companies use all bonus types more than any other sector, with sign-on bonuses 

being the most common 

 Referral bonuses have fallen from being the most prevalent program in the last survey 

(2010) to being the second most prevalent behind sign-on bonus programs.  

UK disclosure rules fail to curb executive pay 

A study by Cambridge University’s Judge Business School and King’s College London has found 

that new UK disclosure regulations have not been able to curb excessive pay or strengthen the link 

between pay and performance in FTSE 100 companies. 

The rules, which were introduced in 2013, require large and medium-sized public companies to 

submit comparative information about the pay of chief executives and employees in an effort to 

“restore a stronger, clearer link between pay and performance, reduce rewards for failure, and 

promote better engagement between companies and shareholders”.  

The study found that the average chief executive in the top 100 companies earned £5.57 million, 

including salary, bonus, benefits and equity, with cash of £1.64 million, compared with £4.68 

million and £1.57 million respectively in the two years prior to when the regulations took effect.   

There was also a significant, positive correlation between previous years’ AGM dissent and pay, 

which the authors believe supports the need for a binding vote regime.  

On the point of CEO-employee pay comparisons, the effectiveness of the rules was reduced by the 

broad discretion afforded to companies in meeting their disclosure obligations. For instance, some 

firms chose only to report on particular geographical areas (London, UK, Australia) or certain types 

of workers (senior management, head office). 

The ratio of total CEO pay to average employee pay had barely changed from 123.01 prior to the 

regulations to 122.37 afterwards. Although companies reported that employee salary (3.64%) and 

bonuses (22.66%) increased at a higher rate than CEO salary (0.2%) and bonuses (14.03%), the 

increase in CEO benefits (9.5%) was nearly six times that of employees’ benefits (1.6%).  Further, 

this comparison excluded equity linked pay.  

Notably, larger, less profitable firms tended to have greater differences between CEO and employee 

pay, and there was some evidence that appointment of a new CEO and a shorter CEO tenure 

shrinks the pay differential. 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2798001
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Recently elected UK Prime Minister Theresa May has also vowed to crack down on executive pay 

by making shareholder votes binding on pay packages, and has  called or companies to be more 

transparent about performance targets and CEO-employee pay ratios.  

 

Back to Title Page 
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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 CEOs, executives, senior management and 

professional positions, including specialist roles 

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

levels as well as deferral and clawback provisions 

 Long term incentive plan structures: advice on participation, performance hurdles, equity 

instruments, valuation and allocation, as well as provision of performance monitoring services 

 Corporate transactions / IPOs: assistance transitioning pre-IPO reward 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 administrative, policy 

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

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 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://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/

