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Newsletter November 2016 
High-profile company strikes keep coming this AGM season. Although some strikes will come down to the 

pitfalls of the two strikes rule, which we discuss in this month’s newsletter, it cannot be denied that there 

is a renewed focus on the level and form of executive remuneration. Now, more than ever, Boards 

need good advice. Unfortunately, our research shows few are receiving it.  

 

Remuneration Governance - Boards at Risk 

An increasing number of remuneration committees are limiting their requests 

to benchmarking rather than seeking remuneration recommendations. This is 

a trend that concerns Egan Associates.   

 

Four Lenses for Benchmarking Long Term Incentives 

Long term incentives (LTIs) are the most complex and least understood 

element of executive remuneration. We describe and compare four simple 

ways to look at the value of LTIs offered to executives.  

 

Five Years of the Two Strikes Rule - The Good, the Bad and the Ugly 

Five years after the introduction of the two strikes rule, it’s a good time to 

reflect on the legislation’s effectiveness in ensuring reasonable executive 

remuneration.  

 

The Agenda 

The Agenda is the must read summary of issues influencing Boards of 

Directors and Government. 
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Remuneration Governance -            
Boards at Risk 

 

Recently two major trends have emerged in remuneration consulting that are causing Egan Associates 

significant concern. 

1. A decline in the number of companies seeking remuneration recommendations 

Over the last few years, we have noticed that fewer companies who come to us for advice are asking for 

recommendations. An increasing number of remuneration committees are limiting their requests to 

benchmarking and are then taking their own advice as to what is a reasonable level of remuneration 

given their results. 

This is not isolated to Egan Associates, as is depicted starkly in data from annual reports, which show 

that the number of top Australian companies disclosing the fees they paid to remuneration consultants 

(and therefore receiving remuneration recommendations) has declined dramatically between 2012 and 

2015. (In 2011, legislation was introduced that required companies to disclose the fees they paid that 

were connected to remuneration recommendations.) 

The proportion of organisations disclosing the level of fees provided to a remuneration consultant has 

reduced from 40% in 2012 to 20% in 2015 as can be seen the figure below. 

 

In general, larger companies are less likely to receive remuneration recommendations than smaller 

companies, a trend that has become stronger from 2012 to 2015. This is despite the fact that top 100 

companies are 10% more likely to disclose the use of a remuneration consultant than top 300 companies. 

 

 

 

As can be seen in the figure below, while the proportion of top 100 companies disclosing a consultant 

remained similar in 2012 and 2015, the proportion of companies disclosing a consultant that also disclose 

fees fell markedly. The fall is also present in the top 300, but is not as pronounced. 

http://eganassociates.com.au/amendments-to-corporations-act-passed-in-the-senate/
http://eganassociates.com.au/amendments-to-corporations-act-passed-in-the-senate/
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Not all 2016 annual reports have been released, so it is not possible to conduct a similar analysis for 

2016, but Egan Associates strongly doubts that the number of companies seeking remuneration 

recommendations and disclosing fees for those professional services has increased year on year. 

Accounting firms that provide remuneration advice to companies are less likely to provide 

remuneration recommendations than standalone remuneration consultants, even if they are listed 

as the sole remuneration advisor.  

The figure below displays that the proportion of advice that contains a remuneration recommendations 

has fallen between 2012 and 2015 for both standalone remuneration advisors and accounting firms. 

However, for accounting firms it has fallen further, from an already low base. If an accounting firm is 

disclosed providing remuneration advice to a top 100 company, there is less than a 10% chance they will 

be providing a remuneration recommendation. 

 

About a third of the top 100 companies and a quarter of top 300 companies disclosed an accounting firm 

as their sole remuneration advisor in 2015 (One third for both groups in 2012). Are accounting firms 

reluctant to provide remuneration recommendations to clients? 

Why are fewer companies receiving remuneration recommendations? 
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Egan Associates identifies  several possible reasons for this trend. 

 Following the introduction of the legislation, Boards may be trying to avoid scrutiny of remuneration 

advisory costs, either by the media or by investors. 

 Boards may also be trying to avoid the situation whereby investors ask to see the remuneration 

advisor’s recommendation. If the Board has followed the recommendation and investors consider 

the recommendation to be inappropriate, the Board will be criticised for doing so. If the Board did not 

follow the recommendation and investors decide it was appropriate, the Board will similarly be 

criticised. 

 Boards may be following proxy advisor requests to independently consider the appropriateness of 

executive remuneration even if they receive expert advice (benchmark data is not expert advice). 

We note that the receipt of a remuneration recommendation does not remove the responsibility of 

the Board to understand and agree with the reasons the advisor has used to reach their conclusions. 

 Boards may not be comfortable with informing a consultant of the companies’ challenges (which will 

affect remuneration decisions) because they are highly sensitive and confidential. 

 Boards may be concerned about finding a sufficiently experienced consultant. To have the breadth 

of experience to understand the nuances across industries, the implication of strategies and their 

global impacts as well as the task of retaining or attracting global talent is beyond the experience of 

many consultants. 

 Some advisors may not be confident enough in their expertise to be able to provide a remuneration 

recommendation and accept the risks that come with such a recommendation. They may believe 

they are vulnerable if they provide a recommendation which leads to a strike. 

Why this trend is of concern to Egan Associates 

Without remuneration recommendations, Boards are forced to take their own advice. In many 

cases this will lead to acceptable results. However, there are risks from selecting an inappropriate 

remuneration structure. A Board’s accountability is increasingly expected to extend beyond the C-Suite 

and be forensic. 

Consider the recent Wells Fargo case where employees opened fake accounts under customers’ names 

to meet incentive targets. If the incentive targets had been differently designed, they might have deterred 

the fraud from occurring. If a Board has not received remuneration recommendations and such an issue 

arises, the Board will be solely responsible. This will especially be the case if the Board adopts an 

innovative remuneration program that does not follow general market practice and is not well explained. 

If Boards take their own advice there is also the risk of conflicts of interest where management try to 

influence the Board’s decisions, suggesting they change hurdles, adopt accounting standards that would 

make performance measures easier to meet or increase salaries based on ad hoc pay comparisons with 

top quartile peers. 

In addition, remuneration data is best understood when placed into context, an issue we have previously 

written about in detail.  Benchmarkstatistics are based on assumptions which will depend on the creator 

of the dataset – it takes years of experience to understand and compare data. Issues include inclusions 

and exclusions, movement in index constituents, calculation methodologies for equity payments, 

ambiguity of position titles, but there are many more. 

It takes even more experience to know which data to ask for. Should a Board benchmark its executives 

using Revenues? Assets? Market Capitalisation? Or a combination of the above? Which sectors, 

industries or subindustry sectors should be considered? Should the Board consider international peers? 

Are the same metrics appropriate for all roles? 

http://eganassociates.com.au/benchmarking-are-the-facts-the-facts/


 

Page 5 of 17 

  

If a Board receives a remuneration recommendation, it can be sure that an informed position will have 

been taken on these matters. In addition, any recommendation will have been made considering the 

surrounding economic and regulatory environment. To determine the correct total reward for an 

executive, the health of the economy (international, national and local), the relevant sector and the 

company will be considered as well as the individual’s and company’s performance as can be seen in the 

hierarchy below. 

 

2. A trend towards using accounting or legal advisors for all remuneration work 

rather than hiring standalone remuneration specialists 

In our work, we have anecdotally observed an increase in the use of either an accounting or a legal firm 

to provide remuneration advice, without seeking advice from a specialist remuneration organisation. 

Although accounting and legal firms do employ remuneration specialists, they are also likely to have a 

broader engagement with the client that will dominate the relationship. 

The data from annual reports does not back up our anecdotal observation – if anything it points to a 

movement in the opposite direction, with less work being directed to accounting and legal firms and on 

increasing proportion of advice being conducted by specialist remuneration consultants. However, given 

the trend of poor disclosure of remuneration advice revealed above, especially for accounting firms, Egan 

Associates would ask whether the data is reflecting the true state of affairs in this case. 

Certainly, the proportion of organisations disclosing the receipt of remuneration advice from more than 

one external expert has reduced from 2012 to 2015 as disclosed in the figure below. 

http://eganassociates.com.au/remuneration-reviews-consider-the-whole-picture/
http://eganassociates.com.au/remuneration-reviews-consider-the-whole-picture/
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Why are fewer companies disclosing the receipt of remuneration advice from multiple advisors? 

Egan Associates offers three possible reasons for this trend. 

 Organisations may still be receiving remuneration advice from multiple advisors, but only disclosing 

some of them. 

 Boards may be trying to keep costs down in the uncertain economic environment. 

 Boards may not understand the different roles that remuneration specialists, accounting firms and 

legal advisors undertake during the design and review of remuneration plans. 

Why this trend is of concern to Egan Associates 

The delivery of recommendations increasingly requires the input from a number of advisors with specialist 

knowledge as well as a thorough understanding of market dynamics and the supply and demand of 

talent. 

For example, when companies are preparing for an IPO, collaborative input of several advisors is 

required and is, from our experience, highly beneficial. Transitioning reward arrangements from an 

unlisted environment to an ASX/NZX traded entity while correctly handling disclosures is a key 

collaborative task. 

The remuneration advisor brings a comprehensive understanding of the market and the way 

remuneration is structured, which will vary within industries and among organisations of different 

enterprise value. 

The tax advisor will assist the company in a far broader context but can provide authoritative advice on 

the nuances associated with transferring from an unlisted environment, on the management of 

securities/equities held by KMP at that time, as well as on participation in equity programs requiring 

shareholder approval. 

The company’s legal advisor will have a primary accountability for prospectus preparation and disclosures 

and will provide a legal sign-off in relation to the matters referred to above. They will have primary 

carriage of legal documentation including employment agreements, post employment restraints and the 

sign-off of rules for equity-based incentives. 

Often after an IPO a Board may believe that only one of the above professional advisors has ongoing 

relevance in remuneration matters. Egan Associates does not believe this is the case. Each advisor has 

an important role to play, which if neglected can lead to sub-optimal outcomes down the track. 
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The remuneration consultant will ensure the reasonableness of remuneration. The accounting firm or 

auditor will confirm the effect of remuneration on the organisation’s reporting and taxation.  The legal 

advisor will ensure compliance with regulations. Without all three, Boards cannot be certain remuneration 

is reasonable, correctly reported and compliant. 

Back to Title Page 
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Four Lenses for Benchmarking Long 
Term Incentives 

Long term incentives (LTIs) are the most complex and least understood element of executive 

remuneration. 

Part of the confusion is that there are multiple ways to consider the value of an LTI – many more than we 

can discuss in this setting. For this article, we have chosen to describe and compare four simple ways to 

look at the value of LTIs offered to executives. 

1. Statutory LTI 

The statutory long term incentive value is the LTI value most commonly referenced (and misunderstood) 

in the media. 

It is the value in the statutory remuneration table that all companies must disclose. It is not a 

representation of how much an executive has been granted or paid during the year, but rather the 

deemed accounting cost to the company of the executive’s LTI grants. 

The value displayed for one financial year will contain the amortisation of multiple years’ LTI grants, 

discounted for the likelihood that an executive will leave before a grant vests and for the probability of the 

performance hurdles being achieved. 

2. Disclosed Maximum LTI 

This is the intended maximum value of the long term incentive grant to an executive. It is generally 

disclosed as part of a company’s remuneration mix, most often depicted as a percentage of fixed annual 

remuneration. Not all companies disclose this value clearly (some report a notional target value), and the 

smaller the company, the less likely they will disclose it. 

3. Latest Grant Value 

This is the market value of any grant made in the latest financial year. Egan Associates calculates this 

value using the closing price at grant date. For options this involves an assumption of share price growth. 

4. LTI on foot 

This is the value of all of the long term incentives that have been granted but have not yet vested to the 

executive. This value (often annualised) can be useful for companies that do not make annual grants. In 

such cases, the latest grant value can be “lumpy”, zero one year and large the next. 

Relative values using these four lenses 

To provide an indication of the relative values of each of these perspectives, Egan Associates examined 

each of these values for the CEOs of top 100 Australian companies. 

Since the focus is on relative values, to keep the example simple, weexcluded companies with option 

grants. The results exclude zeros except in the case of the CEO shareholding.  The average shareholding 

value is not shown as it is significantly higher than the 75th percentile due to selected CEOs whose 

current shareholdings are very large. The value of the LTI on foot (unvested LTI) has been calculated 

using a smoothed share price from the end of the latest quarter.  
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Some observations on relativities: 

1. The statutory LTI is lower than the maximum LTI and the latest grant value because it is discounted 

for the reasons noted above. 

2. In an ideal world, the disclosed maximum LTI should equal the latest grant value if this value is 

calculated at grant date. As can be seen, this is not exactly the case. The median latest grant value 

is higher than the disclosed maximum LTI. This is partly because some companies are disclosing 

the value of equity granted to executives based on the fair value of a security at grant date, which 

will be discounted in comparison to the market price at grant date. 

3. The LTI on foot value (unvested LTI award value) is significantly larger than the latest grant value, 

because it comprises the current market value of multiple years of grants. The relative value of the 

equity on foot demonstrates how valuable LTI can be as a retention mechanism. If the CEO were to 

leave the company, this is the amount they would forfeit (unless their new employer agrees to a 

buyout). 

4. The relative value of the CEOs’ shareholding is lower than the LTI on foot for top 100 companies. 

Preliminary analysis for smaller companies indicates that the opposite is true. This reflects the more 

modest levels of LTI (and remuneration in general) for smaller companies and potentially also 

reflects the likelihood of founding members still being at the helm of those companies. 

When benchmarking LTIs, companies may decide to consider one, some or all of the above values, or 

even additional measures not mentioned here. The decision will depend on the company’s attributes and 

circumstances. It will also depend on the information available, as when examining international 

competitors, the same depth of information is often not readily available. 

It is important to understand the basis of their disclosures and to make an informed decision about which 

data is appropriate. Egan Associates assist our clients with these deliberations. 
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Five Years of the Two Strikes Rule –    
the Good, the Bad and the Ugly 

 

Five years after the introduction of the two strikes 
rule, it’s a good time to reflect on the legislation’s 
effectiveness in ensuring reasonable executive 
remuneration. 

This is especially the case given the apparent 
heightened focus this year on remuneration report 
votes. 

What works, and what doesn’t? Our thoughts below 
are inspired by an interview with the Financial 
Times, which sought our views this month on the 
operation of the rule and the issues which may be 
relevant if the UK were to adopt a similar rule. 

The Good 

 Appears to affect executive reward 

Preliminary results from research conducted by Professor David L. Yermack from the NYU Stern School 
of Business and Professor Ray da Silva Rosa from the University of Western Australia found that for 
companies receiving a strike between 2011 and 2013 total CEO Pay fell in the year afterwards by an 
average of 20% while for a second strike it fell in the following year by approximately 32%. We will follow 
up on this research after the full results have been released. 

ACSI research into CEO pay has drawn attention to a reduction in CEO fixed pay following the 
introduction of the two strikes rule. Its latest report into CEO pay noted that median ASX 100 fixed pay 
declined 3.1% year on year in 2015, continuing a trend that has seen fixed pay decline almost 12% from 
the 2012-2013 financial year. We wrote on this report in our September Agenda. 

 Increases shareholder engagement 

The rule has reminded Boards that they are not an island unto themselves, but are there to represent the 
interest of shareholders. 

Where there has been a strike, and even before a strike occurs, the rule has mobilised Boards to engage 
with their shareholders and ask which aspects of the remuneration strategy shareholders are unhappy 
with. This opens a dialogue that will hopefully lead to an improvement. 

 Improves transparency and quality of disclosure 

Sometimes adverse votes are due to influencers and shareholders forming a view based on a lack of 
information, drawing attention to inadequate disclosure. This focus has led to more information being 
disclosed on the mechanics of pay strategy. 

The two strikes rule also requires companies to respond to remuneration concerns considered at the 
AGM in their annual report. This has led to more complete descriptions of any changes to the design of 
the remuneration structure and the reasons for implementing such changes in the remuneration report in 
the year following a strike. There is still scope for improvement however. Boards that decide their 
remuneration strategy is appropriate should defend it rather than purely publish two paragraphs which 
state the Board believes it is right. 

 Encourages major shareholders to consider the wishes of all shareholders 

In a small number of companies major shareholders sit on the Board and these Directors may hold the 
view that they can ignore other shareholders and manage remuneration as they would in a private 
company. The two strikes rule enables minority shareholders to express their opinions on remuneration. 

 Increases focus on whether pay is reasonable 

https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwiNrNHD6J_QAhXLjpQKHRlwCT4QFggcMAA&url=https%3A%2F%2Fwww.ft.com%2Fcontent%2F21ac7cf4-a619-11e6-8b69-02899e8bd9d1&usg=AFQjCNHyc5xuo7s8gxEbO7ab0dJKsx0frA
https://www.google.com.au/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwiNrNHD6J_QAhXLjpQKHRlwCT4QFggcMAA&url=https%3A%2F%2Fwww.ft.com%2Fcontent%2F21ac7cf4-a619-11e6-8b69-02899e8bd9d1&usg=AFQjCNHyc5xuo7s8gxEbO7ab0dJKsx0frA
http://www.cifr.edu.au/project/Impact_on_Corporate_Accountability_of_two_strikes_rule.aspx
http://www.cifr.edu.au/project/Impact_on_Corporate_Accountability_of_two_strikes_rule.aspx
http://eganassociates.com.au/the-agenda-september/
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The two strikes rule has provided a platform for shareholder groups such as the Australian Shareholder 
Association to express a view about the appropriateness of pay. This cannot be described as a left-wing 
reaction: there are conservative forces that harbour concerns on whether the level of executive reward is 
reasonable. 

Proxy advisors, journalists and others who are continuously involved in reviewing remuneration matters 
also often highlight weaknesses in disclosure or the way executive pay is set that Boards have 
overlooked and should be concerned about. 

In the earlier stages of the rule’s application the focus was more on the “how” of executive pay (for 
example whether using metrics such as underlying profit are appropriate to determine performance pay) 
rather than “how much”. Increasingly, however, there has been a focus on the quantum of fixed 
remuneration (being base salary, superannuation and benefits). This is partly due to the environment of 
low wage increases, where a pay raise of 10% for a CEO is considered inappropriate. 

The Bad 

 Strikes may not reflect the views of the majority of shareholders 

There are two issues that may come into play. 

1. If a large proportion of shareholders do not vote on the remuneration report resolution, the effect of 
those that do is increased. Two examples of where this may skew votes include where management 
have a large shareholding and are not entitled to vote on the remuneration report, or where there is 
a large proportion of retail investors who are less likely to vote on AGM resolutions. 

2. If there are small number of shareholders with a significant shareholding, because the vote is based 
on the percent of shares held rather than the number of shareholders, a strike may be recorded 
based on the opposition of a small proportion of shareholders. This is of particular concern where 
those shareholders have a particular agenda that may not be in the best interests of other 
shareholders. 

 Proxy advisors have significant influence 

Proxy advisors will make their voting recommendations based on whether they believe a company’s 
remuneration structure is reflective of best practice – their focus will vary from year to year. 

This year there seems to be a heightened focus on annual incentive payments — the criteria that lead to 
an incentive payment and the pay for performance alignment in terms of actual levels of profit 
improvement, dividend yield, and share price improvement. 

However, there are some critics of proxy advisors who accuse them of making decisions on remuneration 
structure without spending any time to understand the company’s motivations when making remuneration 
review decisions. 

Such proxy advisors can use part time or outsourced analysts who may be based overseas and do not 
always get in touch with the organisation in order to understand its practices, instead making judgements 
based on a global template. 

Notwithstanding these observations, proxy advisor analysis will often flag shortcomings in pay strategy 
and disclosure which should be addressed by the Board. 

 Shareholders may not have considered the factors that led to decisions on executive pay 

There was a recent vote against the Remuneration Report sponsored largely by one of the proxy 
advisers, where the primary observation was that the recently appointed Chief Executive was paid a lot of 
money compared to what they believed he would have been paid in his previous job, and paid more than 
his predecessor. This did not acknowledge that the predecessor was employed by private equity and was 
paid predominantly through shares and cash incentives. 

Occasionally there will be an observation that an executive has made too much money without 
acknowledging that shareholders have made a significant profit as well. 

There have also been situations where fixed remuneration levels have been questioned using market 
capitalisation benchmarking. While market capitalisation is an important indicator for benchmarking, there 
are many other factors that need to be considered, including: 

 the assets managed, the diversity of those assets, 
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 the jurisdictions in which those assets operate, 

 the jurisdictions in which business is conducted and the impost of variable regulations, 

 the number of employees, 

 annual revenues, and 

 annual profits. 

These considerations are also important. 

The Ugly 

 Strikes may have nothing to do with the size or structure of reward 

Because of the 25% threshold, it is easier for significant shareholders to express displeasure via a vote 
against a remuneration report rather than by voting against a Director’s election (where over 50% adverse 
votes are required to stop a Director being elected). 

There are any number of concerns that activist shareholders may be expressing with the remuneration 
report vote. Examples include displeasure regarding: 

 The performance of a Director or the Chief Executive 

 An ESG (environment, social and governance) initiative being taken by the company 

 Poor or unexpected financial results or errors in judgement 

 Tenure of the Chairman or Directors 

 Board composition (The mix of skills within the Board) 

The remuneration report vote may even represent a platform for shareholders targeting a takeover. 

As yet there is little research on the effect of strikes on Directors’ career prospects. However, if a 
company receives a strike against their remuneration report for reasons other than remuneration and their 
careers are affected, it hardly seems just. 

Conclusion 

No system is ever perfect. There are certainly aspects of the two strikes rule that could be improved. How 
to restrict the use of votes against the remuneration report to voters with legitimate remuneration 
concerns is uncertain. 

A potential improvement in another area may be that the credentials of the staff completing the research 
for proxy advisors be disclosed as well as the methodology they use to reach their conclusions and 
prepare their recommendations. 

For balance, there may need to be more detail on remuneration consultants’ credentials, 
recommendations and reasoning in the remuneration report. 

It would also be helpful for there to be understanding from shareholders that remuneration is a complex 
area that is constantly changing based on market dynamics and where “best practice” can vary having 
regard to industry, operating locations, financial scale and talent attraction and retention challenges. 

In executive remuneration, attention to detail is key, yet it is important to see the big picture. Boards don’t 
always get it right, consultants don’t always get it right, proxy advisers don’t always get it right. 

Back to Title Page 
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The Agenda 
 

The Trump Effect 

During the US election, President Elect Donald Trump made statements that if implemented will impact 

the executive remuneration and corporate governance sector. 

Two potential changes that will directly and significantly affect remuneration and corporate governance 

are: 

 An intent to repeal the Dodd-Frank Wall Street reforms 

The effect of a wholesale repeal of these reforms would be sweeping, with major effects on executive 

remuneration disclosure. Rules facing repeal include requirements for: 

 Holding a say on pay vote every one, two or three years. 

 Disclosing additional information on golden parachute arrangements for executives in the case of 

acquisitions, mergers, consolidation, proposed sale or disposition of a substantial proportion of a 

company’s assets. 

 Managing remuneration committee composition (independence) and the appointment and oversight 

of remuneration consultants by these committees. 

 Disclosing the use of remuneration consultants and their fees as well as any potential conflicts of 

interest. 

 Disclosing the reasons for choosing an executive chairman versus a standalone CEO. 

 Disclosing a CEO to median worker pay ratio (Effective for disclosures from 1 January 2017). 

 Implementing clawback policies to recover remuneration from executives if a company is required to 

restate its financials due to material non-compliance with reporting requirements (This rule has not 

yet been adopted). 

 Disclosing the relationship between the executive remuneration actually paid and the company’s 

absolute and relative TSR (This rule has not yet been adopted). 

 Disclosing whether employees or Directors are permitted to hedge decreases in the market value of 

equity that is granted to them as remuneration. 

 An intent to roll back new overtime regulations that will be effective from 1 December. 

These regulations increase the minimum salary above which employees were exempt from rules 

requiring the payment of overtime rates (time and a half). Previously employees were excluded if they 

were salaried and earned at least US$23,660 per year. The new threshold is US$47,476. Numerous 

employers have raised concerns about the effects this rule will have on employment and a court case is 

currently underway to challenge its introduction. 

A list of further promised changes can be found on the WorldatWork site. 

Wage Growth hits new low 

Growth in the Wage Price Index has fallen to 1.9% year on year, compared to 2.1% growth last quarter, 

2.3% a year ago and 2.5% two years ago. The current rate of growth is a new low for the Wage Price 

Index series, which has been recorded since 1997. 

https://www.worldatwork.org/adimLink?id=80959&utm_source=Direct&utm_medium=eNewsletter&utm_term=ww_editorial1_ls_subscribe_wkspan_wkly_b1&utm_content=PublicPolicy&utm_campaign=ED_ANWLWKS4716
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The public sector performed more strongly than the private sector, recording growth of 2.3% versus 1.9%. 

No industry recorded growth over 2.5%. Mining recorded the lowest year on year growth of 1%, while 

workers from the health care and social assistances industry received the highest increase of 2.4%. 

ISS updates pay for performance methodology 

ISS has announced changes in the way it assesses whether executive pay aligns with company 

performance. The new methodology will come into effect in the US, Canada and Europe from 1 February 

2017. 

Previously, ISS considered total shareholder return to determine alignment. Now it will also evaluate 

companies’ relative return on equity, return on assets, return on invested capital, revenue growth, 

EBITDA growth and cash flow from operations. ISS will use a weighted average of the metrics based on 

the company’s GICs industry group over multiple years. 

ISS will also now take the companies’ own selected peer group into account when choosing its 

comparison groups for Canada and Europe. 

ASCI Director report 

The Australian Council of Superannuation Investors and Ownership Matters have released their latest 

joint report into Director fees and composition, based on data from 2015 annual reports. 

The report has found that while a rising number of female appointments has improved diversity within the 

S&P/ASX 200, the total pool of Directors has shrunk. An increasing number of Non-Executive Directors 

(NEDs) hold multiple roles – classifying them as professional Directors. 36% of the NED roles are held by 

109 professional Directors, an increase on 34% being held by 105 professional Directors in 2014. 

Women held more than 21% of Board seats, an increase on 19% in the 2014 study. The number of 

women in executive and Board leadership roles, however, has seen little to no improvement between 

2014 and 2015. 

The data also showed that female Directors are likely to be professional Directors – women comprised 

35% of the Directors with two or more Board seats and 45% of the Directors with three or more Board 

seats (an increase from 32% and 39% respectively). 

The number of Directors in the ASX 100 who had no skin in the game declined by over a third and the 

number of Directors in the ASX 101 to 200 who had no skin in the game declined by almost 15%. 

Gender pay gap on the decline 

The Workplace Gender Equality Agency (WGEA) has released its most recent scorecard of gender pay 

equality. The WGEA calculated the pay gap for 2015-2016 as 23.1% for full time roles, down 1.6% on two 

years earlier. 

It found that men earned approximately $27,000 a year more than women in 2015-2016 ($94,000 for top 

management roles) and five out of six CEOs are men, but that the pipeline of women into manager roles 

was improving.  42.6% of those appointed to managerial roles last year were women. 28.5% of Key 

management personnel roles are filled by women. 

Employee Share Scheme (ESS) Document Disclosure 

At the end of October Treasury released draft legislation to simplify the introduction of employee share 

schemes for start-ups. The proposed legislation will remove the disclosure requirements for share 

scheme documentation. 

ESS Disclosure documents do not need to be made publicly available if: 

 the offer is of an ESS interest under an ESS; 

https://www.issgovernance.com/iss-announces-pay-performance-methodology-updates-2017/
https://www.issgovernance.com/iss-announces-pay-performance-methodology-updates-2017/
https://www.acsi.org.au/publications-1/research-reports.html
https://www.acsi.org.au/publications-1/research-reports.html
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 the disclosure document states that ESS interests will be made available only to employees of the 

company or its subsidiary, and relate only to ordinary shares; 

 none of the equity interests in the issuing company or the companies in its group are listed for 

quotation in the official list of an approved stock exchange at the end of the issuing company’s most 

recent income year (the pre-lodgement year); 

 the issuing company and all companies in its group were incorporated less than 10 years before the 

end of the pre-lodgement year; and 

 the issuing company has an aggregated turnover not exceeding $50 million for the pre-lodgement 

year. 

More details on the employee share scheme legislation can be found on the Treasury website. 

UK probe into executive pay gains pace 

Following Theresa May’s ascension to the position of Prime Minister, a review into corporate governance 

was launched focussing on executive pay, directors duties, and the composition of boardrooms, including 

worker representation and gender balance in executive positions. 

Multiple submissions have now been published to this inquiry, with a swathe of suggestions made to 

improve executive remuneration, including only providing executives with salaries, requiring shareholders 

to approve a maximum level of CEO remuneration each year, and forcing companies to publish a ratio 

between the CEO and the median employee. Binding votes on executive pay and including workers on 

Boards were other recommendations. 

In a similar vein, the UK Investment Association, an industry body that represents investment managers 

managing £5.7 trillion in assets, has released an updated Principles of Remuneration based on 

the findings of the Executive Remuneration Working Group, which we reported on in August. 

The Principles were amended to acknowledge that remuneration cannot be “one-size-fits-all” – they no 

longer promote a single remuneration structure. Additionally, the Investment Association expects 

companies to focus on the quantum of CEO remuneration in their disclosures, providing the pay ratio 

between the CEO and the median employee and between the CEO and the executive team for context. 

The new principles also highlight the importance of shareholder consultation. 

Also in the UK, the Prudential Regulation Authority has finalised rules that will govern buy outs of 

unvested equity where employees are moving between banks, building societies and regulated 

investment institutions. 

The new employer cannot undertake a buy-out unless they receive a remuneration statement from the 

former employer. When they receive such a remuneration statement they must ensure the buy-out does 

not exceed the value of the unvested remuneration and they must make use of clawback or malus in the 

event of employee misbehaviour, material error, or material failure of risk management. The amount of 

the buy-out that would be affected by the clawback will be set out in a reduction notice from the prior 

employer. 

The idea of the new rules is to “not blunt the beneficial incentive effects of the existing rules on malus and 

clawback, or allow employees to avoid the proper consequences of their actions.” The new rules apply to 

buy-outs agreed after 1 January 2017. 

Back to Title Page 

http://www.treasury.gov.au/ConsultationsandReviews/Consultations/2016/Employee-share-schemes
http://www.parliament.uk/business/committees/committees-a-z/commons-select/business-energy-industrial-strategy/news-parliament-2015/corporate-governance-inquiry-launch-16-17/
http://www.theinvestmentassociation.org/media-centre/press-releases/2016/investment-association-sets-new-shareholder-expectations-on-executive-pay.html
http://eganassociates.com.au/the-agenda-august/
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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 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/

