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Newsletter January 2017 
2017 has started and it’s already proving to be an interesting year as we grapple with client 

challenges. One issue many of our clients face is how to accurately depict KMP remuneration in 

the remuneration report without overwhelming or confusing shareholders. We address this issue 

in this newsletter. We also examine examples of non-conventional incentive plans and discuss 

parliamentary expenses. 

We hope your year has started well and look forward to engaging with you in the coming 

months. 

  

Eight Examples of Non-Standard Incentive Schemes 

It’s not always necessary, or indeed desirable, for companies to 

follow the herd when developing their remuneration framework. We 

examine examples of companies that have adopted non-traditional 

incentive plans.  

 

Towards a Simpler Remuneration Report 

Egan Associates considers how disclosure requirements could be 

improved to enable a more informative, yet concise remuneration 

report. 

 

Entitlements in the "Principality of Us" vs the "Principality of AUS" 

The recent attention on abuses of politician entitlements again 

draws attention to the manner in which some members of 

parliament believe themselves to be a part of the “Principality of 

Us” rather than the “Principality of AUS”. 

 

The Agenda 

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

of Directors and Government. 
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Eight Examples of Non-Standard 

Incentive Schemes 
 

Most large Australian companies adopt a standard remuneration framework: 

 fixed remuneration – consisting of salary, superannuation and non-monetary benefits 

 short term incentives (also known as annual bonuses) – payments based on performance 

against targets over a 1-year performance period, with a portion of the payment deferred 

for one or two years 

 long term incentives – normally granted as equity and contingent on 3- to 5-year 

performance against predetermined conditions. 

Yet such a framework does not fit the requirements 

and strategy of all companies. We examine eight 

companies that have not followed this framework. 

1. For retention during challenging 

conditions 

Worley Parsons has avoided the traditional annual 

incentive plan, instead adopting a scheme where 

the STI is split into two, with each portion 

depending on performance against different 

conditions: 

 Two thirds of the opportunity is delivered as cash, based on executives’ meeting 

performance conditions. 

 One third of the opportunity is delivered as performance rights with a vesting period of two 

years pending a share price performance hurdle. No performance rights vest if the share 

price at the end of the two-year performance period is equal to or less than half of the 

share price at the beginning of the performance period. 

If this gateway is exceeded, the number of shares that an executive receives is calculated using 

the following formula: 

Number of shares = Number of rights granted x Share price end / Share price beginning 

The maximum number of shares that an executive can receive is double the number of 

performance rights granted, which is achieved if the share price doubles over the period. 

When announcing the introduction of the plan in the 2015 annual report, Worley Parsons’ former 

Remuneration Committee Chairman John Green said that the company had “concluded that 

while company performance must remain the driving force in determining short term incentives, 

it is also important to appropriately reward our people for significant achievements in delivering 

on our strategy”. 
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The company listed its reasons for introducing the non-traditional performance rights scheme, 

saying it would: 

 provide executives with a clear goal – the increase in the Company’s share price – more 

closely aligning their interests with those of shareholders; 

 have the potential to be a stronger executive incentive than the prior deferred equity 

component; and 

 have the potential to increase executive shareholding “skin in the game”. 

Current remuneration committee chairman Jagjeet Bindra stated at the 2016 AGM that Worley 

Parsons competes globally for key employees and “must consider structures that are outside 

Australian pay mix norms”. He also noted that by separating the cash and equity components of 

the STI award, the retentive and motivational value of the incentive plan was increased. 

Worley Parsons received some negative feedback about this plan from proxy advisors, though 

not enough concerns were raised to cause a strike. Bindra stated that Worley Parsons would 

consider feedback, but that the company believed it had the mandate to implement the scheme 

due to the positive remuneration report vote in 2015. 

2. To encourage a performance culture and attract staff in a highly competitive 

employment market 

Macquarie Bank has a very low proportion of total reward paid as fixed remuneration, with a 

much larger variable remuneration opportunity comprising annual bonuses and long term 

incentives. While the long term incentive is fairly standard, the annual bonus is less so. 

Macquarie Group has utilised a profit share pool for its bonus scheme for many years. The pool 

is determined annually regarding Macquarie’s earnings over and above the estimated cost of 

capital. The Board has discretion to adjust the pool up or down to reflect factors such as risk 

and compliance and staff retention risk. There is no maximum incentive award. 

A significant proportion of the profit share pool allocated to employees (increasing with seniority) 

is deferred for up to seven years: 

 as restricted shares in the group, or 

 As a notional interest in Macquarie Group equity funds. 

The high level of deferral was implemented following the global financial crisis in an effort to 

meet regulatory requirements and improve shareholder-staff alignment. 

While there is criticism of the level of Macquarie Group’s remuneration – for example from UBS, 

which states that the group’s earnings per share could be significantly improved if the group 

reduced remuneration costs – the system also has its fans. For example, Ownership Matters 

Principal Martin Lawrence has spoken out in favour of the remuneration structure. 

“This system encourages management to act like a shareholder,” he told the Australian. 

The Australian Shareholders Association has also given the framework its stamp of approval 

after much consideration: 

“Whilst the author of this report coined the phrase “Millionaire Factory” for Macquarie Bank back 

in 1997, after many years of debate at AGMs we have come to accept the contribution made by 

the bank’s unique remuneration arrangements to its success. There is no other Australian listed 

http://www.theaustralian.com.au/business/financial-services/macquarie-staff-to-reap-big-dividends-in-new-pay-policy/news-story/25f62619faa6d5023c9d4792286ed46b


 

Page 4 of 17 

  

company with a greater element of profit-based or at risk remuneration. Equally, there is no 

investment banking CEO in the world with as much restricted equity bonus payments as 

Nicholas Moore. He must wait up to 7 years to collect his annual STI and even then it comes as 

stock,” it wrote. 

Less than 2% of votes were cast against Macquarie’s remuneration report in 2016. 

3. To reduce complexity and align executives with shareholders 

Seek does not have an annual bonus scheme at all. Instead it offers fixed remuneration, which 

comprises cash and performance rights (which vest after 12 months and are restricted for a 

further 12 months), and offers a long term incentive scheme. 

Seek stated in its annual report that it believed STIs to be flawed: 

“Business outcomes are rarely the result of effort by Executives in a 12-month period. Profit 

outcomes usually reflect market conditions and/or the impact of executive decisions in prior 

periods. Short-term priorities can change quickly and we believe that remuneration schemes with 

pre-determined targets can undermine value creation. Rather than focus on fixed targets, we 

want our Executives to adapt to our fast-paced environment and make decisions that create 

long-term and sustainable value.” 

The vesting of Seek’s LTI is based on absolute share price with a cliff vesting schedule, which 

the company believes is appropriate due to its simplicity and also because it keeps executives’ 

focus on the creation of shareholder value. 

Seek also allows executives to choose whether they would like to be granted options or rights 

under the LTI depending on their own personal circumstances. 

Seek explains that by doing this “we are trying to address the ‘boom/bust’ problem that exists in 

the long-term portion of many remuneration schemes. If Executives work hard and the share 

price has grown and beaten market averages, we want the LTI to pay out. That Options or 

Rights appear more attractive to Executives at particular points of the economic cycle is not a 

concern for us as long as the payout only occurs if shareholders have also done well.” 

Seek received almost 20% of votes against the remuneration report in 2015. This reduced to 

under 10% in 2016. Tatts will be implementing a similar scheme to Seek in 2017. 

4. To support a transformation 

After the appointment of Myer CEO Richard Umbers, Myer embarked on a transformation 

program to boost growth. The aim was to target sales growth and improved profitability, which 

would then lead to increased earnings and shareholder returns. To align incentives to these 

objectives, the company instituted an LTI which comprised: 

 an initial grant vesting after three years, with resulting shares restricted over one and two 

years after vesting. The performance hurdles for this grant were growth in sales per square 

metre and return on funds employed. 

 an additional grant that would only be made if the initial grant vests. 50% of the number of 

initial performance rights that vest would be granted. This grant would also have a three-

year performance period, with relative TSR and EPS growth as performance conditions. 

The entire scheme measures performance over a 5-year period. 
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Interestingly, the LTI grant in the 2016 AGM appears to have a more traditional structure with 

ROFE, relative TSR and EPS growth as performance conditions for a three-year performance 

period. 

Myer just missed a strike in 2015 (mainly due to payments made to outgoing CEO Bernie 

Brookes) and received approximately a 15% adverse vote in 2016. 

5. To encourage long term vision 

Flight Centre’s remuneration consists of fixed remuneration, STI, long term retention awards and 

returns from executives’ investments in the business. 

Like Macquarie Group, Flight Centre’s annual incentives provide executives with an uncapped 

share of profits, but awards are made on a monthly basis. Flight Centre notes that this structure 

allows the company to review and amend targets during the course of any given year. 

Long term retention awards vest after three years’ service, with no other performance 

conditions. Further “matching” awards vest later, to encourage loyalty and long service. 

The most interesting feature of Flight Centre’s remuneration structure is its ability to invite 

executives to invest in unsecured notes for the group’s businesses. These notes provide the 

executives with a variable return that is tied to the individual business’s performance. 

Such a scheme addresses one key criticism of traditional executive pay schemes that they have 

an upside but no downside. Flight Centre executives involved in the business ownership scheme 

are exposed to business risks as well as business gains. 

For selected executives, Flight Centre may also choose to make a one-off payment based on a 

multiple (five to 15 times) of the abovementioned business returns. If the executive redeems the 

note after five to ten years, they will be awarded with five times the final year’s return on the 

note. If the executive redeems the note after ten years but under 15 years, they will be awarded 

with ten times the value of the final year’s return on the note. Executives must redeem the 

notes after 15 years, when 15 times the last year’s return will be awarded. Not all executives 

will be offered the 15-year multiple option. 

When explaining the philosophy behind its remuneration framework, Flight Centre says it 

believes in providing its staff with ownership opportunities and encouraging them to behave like 

long term stakeholders in the company, thereby adopting strategies, discipline and behaviours 

that create longer term value. 

Less than 2% of shareholders voted against the 2016 remuneration report. 

6. To align annual incentive awards with share price changes during the performance period. 

Fortescue Metals has a non-traditional short term incentive plan. Instead of granting deferred 

equity at the end of the performance period when performance against targets is known, 

Fortescue grants performance rights at the beginning of the performance period as would occur 

for an LTI. The number of rights that convert to shares at the end of the financial year depends 

on performance. This ensures executives’ bonuses are exposed to share price movement over 

the performance period. 

7. To maintain line of sight for executives 

Spanish-controlled CIMIC flew in the face of convention for long term incentives at large 

organisations, offering an options plan to executives without performance conditions. Instead 

the options vest after two years of service. There are also restrictions on exercise: 40% of the 
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vested award can be exercised in the first two years after vesting and the remaining options in 

the third year. 

In the annual report, the company stated its reason for the lack of performance conditions, 

noting that options had an implied performance hurdle in the exercise price and stating that “this 

structure was selected to provide participants with a clear line of sight as to the targets that 

must be satisfied and a stronger alignment between individual performance and vesting 

outcomes, ensuring a groupwide focus on sustained growth and group prosperity”. The exercise 

price of the options was the same as the grant date VWAP over five trading days. 

Proxy advisors ISS and CGI Glass Lewis criticised the lack of performance hurdles. Yet the 

company did not experience a strike on its remuneration report, instead only recording a 15% 

adverse vote. 

8. To be globally competitive 

In addition to a traditional remuneration framework, CSL provides an annual discretionary 

retention grant of notional shares valued at a percentage of fixed remuneration. The award vests 

after three years of service. The awards are made to attract talent and encourage retention. CSL 

received a strike on its 2016 annual report, partly due to concerns about these retention grants. 

Chairman John Shine noted that CSL’s remuneration framework had been designed to attract 

talent in a global company. 

“As a global organisation with operations in more than 30 countries, CSL is somewhat unique 

within the ASX top 10 as to the truly global nature of our operations. Over 90% of our revenue 

and profit is derived outside of Australia. Therefore, we need to, and have, a clear strategy to 

ensure that our remuneration practices are appropriate, appealing and competitive in each of the 

locations in which we operate,” he stated. 

“Attracting and retaining highly-skilled executives who can successfully lead our complex and 

demanding operations around the world is critical to CSL’s future success. As such, it is 

important to balance consistency and relativity in arrangements for executives located in 

different geographies.” Seven out of nine of the key management personnel are domiciled 

outside of Australia, including the CEO. 

“In the past, our remuneration practices have been based on a long-standing Australian model, 

with progressive, independently benchmarked modifications made over time to accommodate 

overseas market practices. This is not sustainable for our business into the future. We believe 

it’s simply about hiring the best people for our business, on terms that are fair, equitable and 

competitive in the markets in which they live and work,” he said. 

Eyes will be on next year’s vote to see what, if any, changes CSL makes. 

Back to Title Page   
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Towards a Simpler Remuneration Report  

Over the years, the average remuneration report has become lengthier and lengthier. Yet proxy 

advisors and investors are still lodging adverse votes on remuneration due to inadequate 

disclosure. 

One problem is that the mandated disclosure is 

too prescriptive. It hamstrings companies that 

want to provide a concise description of how 

their KMPs’ remuneration is linked to 

performance – to provide a complete picture, 

they must first meet the legal and regulatory 

requirements and then provide additional 

disclosures that actually explain the situation. 

One solution, which is currently being discussed 

in remuneration circles following a PWC paper 

on the topic, is to replace the current statutory 

table (which includes remuneration as defined by accounting standards) with another standard 

remuneration table or tables that are more useful to investors. 

In the following sections, we outline the information Egan Associates would find useful as 

standard remuneration disclosure: 

What is the remuneration opportunity? 

This is the total amount of remuneration an executive is offered in a year, assuming the bonus 

and the long-term incentive granted in that year will be paid out in full (the maximum 

remuneration opportunity). The target remuneration opportunity is also informative, but it is 

the maximum that is indispensable. 

Currently, the elements comprising the maximum remuneration opportunity are generally 

disclosed in a diagram or diagrams such IAG’s below. 

 

http://www.pwc.com.au/ifrs/streamlining-remuneration-reporting.html
http://www.pwc.com.au/ifrs/streamlining-remuneration-reporting.html
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Although it is possible to work out a total remuneration opportunity from the information in the 

diagrams, for time poor shareholders, it would be informative to know the actual total dollar 

amount of this opportunity, at least for the CEO. 

A working table could be similar to the one below (where Jane Doe has fixed remuneration of 

$1,000,000 and John Smith has fixed remuneration of $700,000. Their remuneration mix is the 

same as BHP’s): 

 

An important note to make is that any regulation mandating the disclosure of such information 

should ensure that the face value of the intended opportunity is disclosed rather than the fair 

value, which is inaccurate and understates the reward opportunity. For performance rights or 

shares, this would be the market value. For options a Black Scholes valuation should be used 

that does not account for the possibility that hurdles will not be met. 

One complication is whether one off bonuses (such as a special bonus offered to an executive if 

they meet a project milestone or a retention bonus) should be included in this figure. 

What pay did the executive realise during the financial year? 

The first element of pay to be included in a table of “realised” pay (remuneration the 

executive receives during the year) is the fixed remuneration paid during the year. 

If we are being true to our definition, the STI cash disclosed in this table would actually relate to 

performance in the prior financial year, because the payment for the current financial year’s 

performance is not generally made until after the end of the financial year. However, this could 

cause confusion in some quarters so the STI Cash to be paid for performance in the current 

financial year might be better. PWC gets around this problem by defining its version of realised 

pay, called current pay, as “remuneration that the KMP became entitled to during the current 

year and that was either paid during the year or will be paid subsequent to the end of the year.” 

STI Deferred is simpler. It would include the value of STI deferred that vests to the executive 

during the financial year. Since STI deferred is generally in the form of cash, shares or 

performance rights, it would be easy to define this value as the market value of the STI Deferred 

at the vesting date. In the case of shares or rights, it will vary from the award value at the time 

of grant due to share price movement and dividends. 

For LTIs comprising of cash and performance rights, a similar definition for realised pay would 

make sense – that is, the LTI that vested during the financial year. However, in the case of 

options, what to use as a realised value is more complicated. Do we record the value of options 

when they vest to executives or when executives exercise them? 

https://eganassociates.com.au/fair-value-is-it-fair/
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Given executives’ ability to hold their options for a relatively long time in many cases, it is likely 

better to record a value at the vesting date, for example, the difference between the exercise 

price and the market value on the vesting date. 

For the Jane Doe example above, the additional information required to complete the realised 

table is: 

 Jane Doe’s package has been static for the last three years. 

 This year, 55% of the LTI award from three years’ prior vests based on performance 

against criteria. 

 The share price has risen 5% each year over the vesting period. 

 The STI from two years prior was awarded at 90% and the STI from a year prior was 

awarded at 80% of maximum. 

 

In this table, the Cash STI award relates to the current financial year, while the vested deferred 

STI is a combination of portions vesting from one and two years’ prior. 

One question for such a table is how incentives that vest, but are still restricted after vesting 

should be handled. Or indeed, whether equity that vests to executives, but is not able to be 

traded due to lock out periods, can truly be considered as having vested? 

There are likely also to be complications around when grants should actually be recorded as 

vesting to executives — the true date of vesting may be delayed due to Board time pressures 

pushing back necessary administration tasks or the calculation of performance against 

benchmarks. 

What was the value of the bonus the executive earned for the year’s 

performance? 

While the realised pay table captures the bonus that crystallises to the executive (including 

multiple years of STI), it does not capture the total bonus the Board will award to the executive 

for the current financial year’s performance. 

This is important as it enables shareholders to consider pay for performance based on the 

financial results for the year. 

The following table depicts Jane Doe’s bonus for the current year’s financial performance if she 

met target performance, leading to an award worth 120% of her fixed remuneration. It is similar 

to the STI Outcomes table many organisations disclose. 
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What is the value of the at-risk pay that the executive has on foot? 

This comprises the value of STI deferred and LTI grants that have been awarded but not yet 

vested. Values could be defined as the market value (for rights or shares) or Black Scholes value 

(for options) at the end of the financial year. 

Additionally, the grant date and vesting date (or the performance period) would be useful, as it 

would allow the calculation of an annualised value of the executive’s LTI based on multiple 

years’ grants rather than just one. 

Using the Jane Doe Example, a table could look like this: 

 

Complications with this table include: 

 The actual timing of vesting dates could significantly affect this table, with the same 

complications arising as mentioned in regards to the realised pay table. 

 The table above will not include the STI deferred award that will be made just after the 

financial year is completed, nor the LTI grant to be made in coming months. This produces 

a certain lag. The STI deferred grant could likely be captured if the reference date is 

changed. 

Summary 

If the above tables are disclosed, there will be a good understanding of executive remuneration, 

with information provided on: 

1. Opportunity: What the company’s ongoing remuneration intent is for the executive 

2. Bonus: What the company actually awarded to the executive for performance during the 

year. 

3. Crystallisation: What the executive actually received (realised) during the year. 

4. At risk- holdings: What the company can expect to pay to the executive over the long term 

if performance conditions are met. 

Yet the complications we raised in this article, and others we have not mentioned, show that 

attempting to create a standard disclosure that will suit all companies is extremely difficult. 

 

Back to Title Page 
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Entitlements in the “Principality of Us” 

vs the “Principality of AUS” 

The recent focus on politician entitlements again draws attention to the manner in which some 

members of parliament believe themselves to be a part of the “Principality of Us” rather than the 

“Principality of AUS”. 

Federal Health Minister Sussan Ley has 

resigned following scrutiny of her use of 

entitlements, specifically trips that she 

made to the Gold Coast where she bought 

a property. This case followed another in 

2015 when former Speaker Bronwyn 

Bishop was called to account for chartering 

a helicopter to fly to a party fundraising 

event. The latter event led to a review of 

the parliamentary entitlements scheme. 

The review was published in February 2016, but it was not until after the media focus on Ley’s 

travel that Prime Minister Malcolm Turnbull announced the recommendations of the review 

would be implemented and an independent agency would be created to monitor parliamentary 

entitlements. 

No one would say that abuse of entitlements, or expenses, as they are known in the private 

sector, is unique to politicians. False claiming of expenses occurs more frequently in business 

than many realise – Australian Human Resource Institute President Peter Wilson recently told the 

Australian Financial Review that while companies spend an estimated 30% of employee salaries 

on corporate expenses, only 5% were legitimate — and senior management are often among the 

perpetrators. 

Although some may believe diddling expenses is all part of the game, when taken seriously it is 

considered fraud, classified as a misappropriation of assets. According to PWC’s 2016 Global 

Economic Crime Survey  and the Association of Certified Fraud Examiners’ Report to the nations 

on occupational fraud and abuse, somewhere between 15% and 20% of fraud is committed by 

owners or executives. 

Yet even acknowledging that there are abuses in many fields of endeavour, the frequent reports 

of questionable expense claims by many politicians appears to be an endemic issue – and one 

that stretches far beyond defined entitlements. 

Take for example the former MPs who went to the High Court to challenge the downgrading of 

the Life Gold Pass travel scheme provided to retired parliamentarians from unlimited domestic 

travel to 10 free domestic return trips per year. Their protest to the changed, though still 

generous, scheme was denied. Yet it encompasses the mindset of some politicians. 

Some politicians seem to think of themselves as being in a class of their own – immune to the 

rules and regulations they impose on the rest of the population. If the age of entitlement is over, 

it should be over for all. 

Given this, it is good that there will be independent oversight of entitlements and that the 

recommendations of the review into entitlements will be implemented. 

https://www.finance.gov.au/sites/default/files/independent-parliamentary-entitlements-system-review-feb-2016.pdf
http://www.pwc.com.au/consulting/assets/global-economic-crime/global-economic-crime-survey-2016-australian-report.pdf
http://www.pwc.com.au/consulting/assets/global-economic-crime/global-economic-crime-survey-2016-australian-report.pdf
https://s3-us-west-2.amazonaws.com/acfepublic/2016-report-to-the-nations.pdf
https://s3-us-west-2.amazonaws.com/acfepublic/2016-report-to-the-nations.pdf
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The review found that the confusion around what is and is not considered official business is 

one of the reasons so many ministers run into trouble with their claims. It recommended that 

this be defined. 

Yet the parliamentary review also noted that an expenses system should be outcomes- and 

principles-based rather than rules-based. This acknowledges that rules will not cover all cases 

and that politicians will occasionally have to use their own judgement as to what is appropriate 

and not appropriate. It would also help avoid situations where a politician has followed rules, but 

when considered in isolation the case does not pass the “pub test”. 

The principles the review suggested should be adhered to fell under the headings of: 

 Value for Money – Considering whether the expense provides value for money 

 Personal responsibility and accountability – Acknowledging that the politician is accountable 

for adhering to the rules and principles 

 Fair and reasonable recompense for business – Defining a right to be recompensed for fair 

costs incurred for work 

 Good faith – Expecting politicians to act in good faith 

The idea of a principles- and outcomes-based expenses scheme fits neatly into the theme of 

culture, a recent hot topic for Boards following ASIC and APRA concern over recent corporate 

misbehaviour. 

For the politicians, one step towards positive culture will be a change of language – instead of 

“entitlements”, the words used should be “work expenses”. The review stated that the word 

entitlements “conveys a sense of privilege rather than of fair recompense and support for 

legitimate work.” 

If such recommendations, among others detailed in the review, are implemented, it will begin the 

journey of bringing politicians back into the line with the average Australian citizen. But it will 

only be the start. It will be important to consider other aspects of the “Principality of Us” 

mindset before there is true equality between the public and its representatives. 

Back to Title Page 

 

 

 

  

https://eganassociates.com.au/influencing-culture-through-remuneration/
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The Agenda 
 

Retail banking remuneration review 

Stephen Sedgwick has released an Issues Paper on Remuneration in Retail Banking, as part of an 

independent review being conducted for the Australian Bankers Association. Interesting points 

included: 

 Even where a bonus is low, ambitious targets 

can lead to misselling of financial product due 

to staff fears of losing a job or peer pressure. 

 Complex bonus arrangements can lead to 

risky behaviour because staff may focus only 

on easily controllable elements such as sales 

or referrals. 

 Accelerator payments where payments ramp 

up when staff hit a target are likely to lead to poor outcomes for customers. 

 Cross sales targets, especially when used as gateways, are also risky. In general, financial 

gateways were considered to increase the risk of misselling. Sedgwick asked whether 

bonus weighting on financial measures should be capped, for example at 35%. 

 Although team targets might aim to take the pressure off individual sales, they can also 

lead to significant peer pressure to meet targets. 

 In the same vein, while discretion could be effectively used to reduce risk, in practice it may 

lead to more risks where there is a deeply ingrained sales culture. 

 Senior management’s incentives will affect how they approach performance management 

for those reporting to them, leading Sedgwick to ask what proportion of senior 

management’s bonuses should be dependent on sales and what principles should be applied 

when designing incentives. 

The major Banks have pledged to implement recommendations from the final report. 

In the wake of the paper’s release, ANZ announced that it would adjust the way it rewarded 

staff. Customer satisfaction will become a more important indicator than sales targets in its new 

system. (70% dependence on customer and team metrics and 30% on sales target metrics.) The 

bank is also cancelling accelerator payments, financial gateways and cross selling incentives. 

The bank found it was necessary to retain some focus on sales targets after conducting a trial 

where some staff were eligible for bonuses that did not take performance against sales targets 

into account.  Sales subsequently fell across a number of products. 

FWC Vice President resigns, claims the Commission is biased 

The resignation of Fair Work Commission Vice President Graeme Watson has created another 

challenge for the Federal Government. 

Watson reportedly resigned via a ten-page letter outlining numerous reasons that led him to 

believe the workplace relations system was “undermining the objects of the Fair Work 

legislation”. 

http://retailbankingremreview.com.au/2017/01/17/public-comment-sought-on-issues-paper/
http://www.afr.com/business/banking-and-finance/financial-services/anz-cuts-the-importance-of-sales-targets-for-branch-staff-bonuses-20170119-gtuinn
http://www.afr.com/business/banking-and-finance/financial-services/anz-cuts-the-importance-of-sales-targets-for-branch-staff-bonuses-20170119-gtuinn
http://www.afr.com/news/policy/industrial-relations/top-industrial-judge-resigns-in-disgust-over-biased-system-20170117-gttfgx
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“I do not consider that the system provides a framework for cooperative and productive 

workplace relations and I do not consider that it promotes economic prosperity or social 

inclusion,” he stated. 

Watson criticised the “unpredictable” outcomes of unfair dismissal cases, the “complex and 

confusing” nature of adverse action provisions within the Fair Work Act, the “unduly complex 

and technical” enterprise agreement approval provisions and the old-fashioned award safety net. 

He was also unhappy with a procedural focus that he believed sacrificed the spirit of the law. 

“The workplace relations system is understandably regarded as a “danger zone” for business. 

There is an increasing understanding in the business community that the Fair Work Commission 

is partisan, dysfunctional and divided,” he wrote. 

Blackrock steps up on remuneration 

Blackrock’s UK arm has sent a letter to the Boards of FTSE 350 companies to warn them to 

restrain executive pay. 

“We consider misalignment of pay with performance as an indication of insufficient board 

oversight, which calls into question the quality of the board. We believe that shareholders should 

hold directors to a high standard in this regard,” the letter reportedly said. 

Executive salary increases should also be in line with those for workers, the letter said, stating 

that Boards who do not comply with Blackrock’s expectations will face adverse votes at annual 

general meetings. 

2017 Proxy Guidelines released 

Glass Lewis and ISS have also released 2017 proxy guidelines for multiple markets (but not 

Australia). Markets covered included the US, Canada, Malaysia, Singapore, Korea, Indonesia and 

Thailand. 

Boards need to watch subcultures 

ASIC’s Greg Medcraft has stated that while Bank Boards and executives have embraced the 

issue of improving their corporate culture, there were still subcultures that were carrying on with 

little to no change. 

“Every single board is focused now on culture. They now know that getting a good culture is 

not about employing an army of compliance people, it’s actually about making sure you’ve got 

the right people and setting the tone from the top,” he told the Australian Financial Review. 

“But the hardest thing for many of them is to recognise if you’ve got a subculture that is in 

conflict with the values you want to drive as an organisation. 

“Stop saying it’s a few bad apples. At some point you’ve got to look at the damn tree and say, 

what’s wrong with us as an organisation? That’s what I am saying to these guys.” 

ABS updates employment data 

The ABS has released its biennial survey of employee, earnings and hours. One interesting 

finding is that gender roles appear to be changing – the proportion of women working in part 

time roles has decreased by almost 2% since 2014, while the proportion of men holding part 

time roles has increased by 1.5%. 

http://uk.reuters.com/article/uk-blackrock-executivepay-letter-idUKKBN14Z0WF
http://uk.reuters.com/article/uk-blackrock-executivepay-letter-idUKKBN14Z0WF
http://www.glasslewis.com/2017-proxy-season-asian-guidelines-available/
https://www.issgovernance.com/policy-gateway/2017-policy-information/
http://www.afr.com/business/banking-and-finance/asics-greg-medcraft-says-bank-subcultures-failing-to-get-the-message-20161229-gtjouv
http://www.afr.com/business/banking-and-finance/asics-greg-medcraft-says-bank-subcultures-failing-to-get-the-message-20161229-gtjouv
http://www.abs.gov.au/ausstats/abs@.nsf/mf/6306.0/
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Despite a fall in investment in mining, employees working in the industry still record the highest 

average weekly earnings, while accommodation and food services workers recorded the lowest 

average weekly earnings. The miners earned almost five times the figure of the hospitality 

workers. 

Average weekly total cash earnings for all rates of pay increased with employer size, being the 

lowest in businesses with under 20 employees ($908.30) and the highest in businesses 

with 1,000 and over employees ($1,402.10). 

Additional findings can be accessed on the ABS website. 

Deutsche Bank hopes retention awards will retain staff despite low bonuses 

In the wake of an expensive settlement with the US government over the bank’s behaviour in 

the lead up to the financial crisis, Deutsche Bank has decided to severely limit bonuses to staff. 

Bonuses will be offered at a maximum of 10% of base pay, with crucial employees to be offered 

a long term incentive spanning up to six years. Across the industry, bonuses have been down by 

around 15%. 

Should more NFP directors be paid? 

A recent Australian Institute of Company Directors (AICD) article into Director remuneration 

raised the point that significant changes to the NFP (Not for Profit) sector may require an 

increase in the number of NFP Directors who are paid for their work. This proportion has 

remained static at 15% over the last 7 years, despite wide ranging regulatory reforms and 

significant funding volatility. 

56% of Directors receive no payments at all for their service, according to AICD research. 3% 

receive an honorarium and 24% are reimbursed for expenses. 

Directors are more likely to be paid if they are serving on the Board of a large NFP, with 30% of 

Directors of organisations with annual income over $20 million being paid. This compares to 2% 

for charities with income under $250,000. 

The governance expectations of larger organisations are much higher. The AICD article noted 

that as NFPs grow or merge they may need to consider remuneration of Directors. It also drew 

attention to a trend towards Directors spending more time on their NFP commitments. In 2013, 

AICD research found 13% of Directors were spending more than 5 days a month on their NFP. 

In 2016 the proportion of Directors had risen to 19%. 

TSR and EPS questioned 

A recent UK research report has found little correlation between CEO pay and company 

performance. This report, commissioned by CFA UK and carried out by the Lancaster University 

Management School compared executive pay to company performance measured by ROIC 

(Return on Invested Capital) adjusted for the WACC (Weighted average cost of capital). 

Although the report found a link between pay and the creation of economic profit “at a primitive 

level” – CEOs generating positive economic profits receive 30% higher median total pay than 

their counterparts generating negative economic profits – it stated that the correlation between 

pay and ROIC was negligible. It also found that TSR and EPS, the most commonly used 

incentive measures, correlated little with “value creation” measures like ROIC. 

“Firm size, industry, and previous year remuneration remain the primary drivers of CEO 

remuneration in the UK. These dimensions may correlate with aspects of value-generation; but 

http://www.afr.com/street-talk/deutsche-bank-confronts-retention-task-after-bonus-trickle-20170118-gtu8a2
http://aicd.companydirectors.com.au/membership/the-boardroom-report/volume-15-issue-1/should-more-nfps-consider-paying-directors
http://aicd.companydirectors.com.au/membership/the-boardroom-report/volume-15-issue-1/should-more-nfps-consider-paying-directors
https://www.cfauk.org/media-centre/cfa-uk-executive-remuneration-report-2016
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at best they represent imperfect tools for assessing long-term corporate success,” the report 

noted. 

The report authors believed its findings showed a disconnect between pay and fundamental 

value generation for capital providers. 

“The research suggests the need to redirect the spotlight on CEO pay away from a focus on pay 

levels and broad calls for more performance-related pay arrangements, towards a more refined 

discussion about the type of performance measures employed,” the report said. 

US City votes to tax companies with high pay inequality 

In December, the US city of Portland voted to place a 10% business licence tax surcharge on 

companies with a ratio of CEO to median worker pay greater than 100. Those with ratios of 

over 250 will incur a 25% surcharge. 

There may be a number of problems implementing such a tax. Firstly, the council would be 

relying on ratio data published to comply with a SEC rule. The rule allows companies leeway on 

how to calculate the ratio. The additional taxation may give companies the motivation to be 

creative in their implementation. Another problem is that President Donald Trump may roll back a 

number of Dodd Frank regulations, including the ratio rule. 

Back to Title Page 

http://www.forbes.com/sites/kellyphillipserb/2016/12/19/portland-plans-to-tax-companies-who-pay-ceos-100-times-more-than-workers/#4f78a44b5240
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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/

