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Newsletter March 2017 
Executive pay has become a point of frustration for many in 2017, including Boards, the 

community, shareholders and executives themselves. There appears to be an emerging view that 

current remuneration frameworks have unintended consequences. This topic is the focus of our 

latest KMP report. This month we also outline examples of cases where companies might use 

special incentives and discuss the accountability of remuneration consultants to provide 

remuneration advice from the correct perspective.  

  
KMP Report: The LTI Revolution 

Egan Associates has prepared a special report on UK proposals for 

new styles of long term incentives that will be better aligned with 

the long-term interests of companies and shareholders. 

 

7 Situations Where Companies Use One-off Incentive Payments 

Incentive plans rarely cover all eventualities. We discuss seven 

circumstances where the Board might consider a special payment or 

incentive. 

 Are You Receiving Independent Advice? 

Egan Associates takes a look at what companies grant versus what 

they state is their executives’ LTI opportunity.  

 

The Agenda 

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

of Directors and Government. 
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Report: The LTI Revolution 

 

Egan Associates’ full report detailing proxy advisor and institutional investor views can be 

downloaded on the Egan Associates website. 

“One in 10 of Britain’s top 100 companies are considering ditching long-term incentive plans,” 

according to the Financial Times.  

This trend follows the release of reports 

questioning the complexity and efficacy of current 

long term incentive (LTI) schemes and what has 

been labelled by some as a second “shareholder 

spring” in the UK where investors protested the 

remuneration levels and policies at high profile 

companies.  

While the average support for FTSE 350 

companies remained stable, the number of 

companies with a significant vote (>20%) against 

their remuneration report increased, according to 

KPMG. Deloitte highlighted that the number of 

FTSE 100 companies receiving a “strike” in 

Australian terms (>25% dissent) has doubled 

from the 2012 to 2016 AGM season.  

In parallel, major institutional investors and proxy advisors have been changing their voting 

guidelines to enable companies to deviate from the usual TSR LTI formula.  

The latest addition to the debate has been the UK government’s consultation on corporate 

governance.   

The consultation drew attention to concerns about current LTI plans and asked how long-term 

incentive plans could “be better aligned with the long-term interests of quoted companies and 

shareholders”. 

Published submissions by various investors and associations indicate there is significant 

momentum for simpler LTI plans that Boards, executives, shareholders and the public can 

understand. If this momentum is maintained, it could lead to the retirement of traditional long 

term incentives for many organisations.  

Would and should this occur in Australia? This report considers the facts and the options. 

Egan Associates’ full report detailing proxy advisor and institutional investor views can be 

downloaded on the Egan Associates website. 

 

Back to Title Page   

https://www.ft.com/content/9cdca39e-efbc-11e6-ba01-119a44939bb6
https://eganassociates.com.au/abolish-long-term-incentive-plans-or-just-fix-them/
https://eganassociates.com.au/the-agenda-august/
https://eganassociates.com.au/the-agenda-august/
https://www.hermes-investment.com/ukw/wp-content/uploads/sites/80/2016/11/Hermes-Corporate-Remuneration-Principles-141116.pdf
https://eganassociates.com.au/remuneration-and-governance-news-december-2016/
https://eganassociates.com.au/remuneration-and-governance-news-december-2016/
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7 Situations Where Companies Use 

One-Off Incentive Payments  

Incentive plans can be effective for promoting performance year-on-year given ordinary 

circumstances. Yet they rarely cover all eventualities. There will be occasions when a Board 

believes management personnel require an additional payment or incentive as a one-off 

consideration. 

We outline seven circumstances where the 

Board might consider a special payment or 

incentive. 

Transaction 

GUD Holdings made a special incentive grant 

related to a joint venture that involved the 

sale of 49% of Sunbeam Australia and New 

Zealand. The price was contingent on the 

performance of the Sunbeam business in the 

year to 30 June 2015. 

The company issued performance rights to the Business Unit head, Kate Hope, that were 

contingent on these performance conditions being met. 

Upon the decision to sell the remaining 51%, Hope was issued with approximately the same 

number of rights that were also contingent on the buyer endorsing the performance outcomes to 

June 2016. Arising from this special incentive opportunity, Hope did not receive her usual 

annual bonus. 

Special Effort 

Fortescue Metals offered a bonus to recognise its CEO and CFO’s success in substantially 

reducing costs, something Fortescue noted was “required to ensure continued business 

sustainability and value protection in the context of the falling iron ore price and consequent 

market shifts”. 

The Board labelled the CEO and CFO’s achievement as “extraordinary”, stating that cost savings 

had amounted to US$1.6 billion for the 2013 to 2015 financial years and that a plan was in 

place to deliver additional cost savings of US$1.9 billion. 

In recognition of the achievement, the Board decided to exercise its discretion and make a one-

off payment of $2,000,000 to the CEO and $500,000 to the CFO, which it noted was less than 

0.1% of the cost savings that had been delivered at the time of payment. 

Major Project 

Qube, in order to focus its executives’ efforts on a $1.5 billion public-private infrastructure 

partnership, decided to introduce special incentives. 

In 2015, it awarded a special STI payment to the team that negotiated the contracts for the 

project with the Commonwealth Government, with payments made on top of their ordinary 

annual bonus. Half of this bonus was deferred as a retention mechanism. 
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Qube also implemented an additional 3-year long term incentive plan to run in parallel with the 

traditional long term incentive plan with its own grants and project specific performance hurdles. 

IPO 

Where an initial public offering requires significant additional effort on the part of executives 

over and beyond their day to day accountabilities with the company, it may be appropriate to 

recognise this using a special IPO bonus or equity grant. This is often tied to meeting prospectus 

forecasts. 

For example, GTN Limited’s executives received IPO bonuses on top of their normal short term 

incentive payments of between US$1 million and US$2.5 million. 

CEO Transition 

ASX Limited’s former CEO Elmer Funke Kupper decided to resign from the company due to an 

investigation into alleged bribery payments made while he was CEO at his former company 

Tabcorp. 

While the Board sought a replacement, Deputy CEO Peter Hiom and General Council and 

Company Secretary Amanda Harkness were appointed to lead the organisation. 

The additional contribution required was recognised by a one-off payment amounting to 

$250,000 each. 

Sign on 

Often, to secure a high performing executive, companies will agree to compensate an executive 

for at risk equity they forfeit for leaving their current employer. Alternatively, the Board may 

simply agree to a sign-on grant in negotiations to provide the executive with the necessary 

incentive to sign on. 

For example, challenged supermarket operator Metcash agreed to special grants to former Coles 

executive Steven Cain as part of his agreement to lead its supermarkets and convenience 

division. Metcash notes that “The purpose of this grant was to provide an incentive for Mr Cain 

to accept Metcash’s offer of employment, retain his services for three years from 

commencement of employment and to provide an incentive to successfully execute the Metcash 

Supermarkets business.” 

Shareholders are more likely to accept sign-on payments if they are made in equity and, if 

possible, are attached to future service and performance conditions. 

Retention 

Where the Board considers an executive is particularly crucial to the implementation of company 

strategy going forward, it may decide to award an additional retention benefit. 

For example, National Australia Bank decided to award restricted shares as a retention 

mechanism to three executives in the 2016 financial year, subject to service and performance 

conditions. One executive was accountable for a sale of part of the business as well as 

implementing a transformation initiative. The other two executives were identified as being 

critical to the success of what the Board considered to be key strategic business segments that 

contribute significantly to the profit of the group. 
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It is important to note that proxy advisors and institutional investors can be skeptical of 

retention benefits, especially if the quantum is high and they are delivered in cash rather than 

equity. 

Back to Title Page 
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Are You Receiving Independent Advice? 

High executive remuneration is blamed at least in part on remuneration consultants – the 

universal belief is that remuneration consultants will always recommend an increase in pay 

because if they don’t, they won’t be reappointed to advise the company in the following year. 

In Australia, the Corporations Act was 

amended in 2011 to prevent such 

behaviour, mandating that before a 

company enters into a remuneration 

consultancy contract the proposed 

consultant must be approved by the 

Directors of the company or the 

members of the remuneration committee. 

It also prohibits remuneration consultants 

from providing remuneration 

recommendations to executive Directors, 

requires the fees received for 

recommendations to be disclosed, and requires the provision of a statement that advice was 

made “free from undue influence”. 

The idea behind the amendment was to ensure that management were not able to control the 

consulting relationship that will be instrumental in setting their own pay – enabling remuneration 

consultants to provide independent advice. 

“It should be the case that remuneration consultants are able to confidently go to a company 

and suggest that the remuneration is too high. This ought to happen in more than a trivial 

number of cases, and I doubt that it presently happens in many cases,” Labor MP Dr Andrew 

Leigh said in 2011 before the Bill was passed. 

As an independent consultant, Egan Associates does not shy away from informing Boards that 

executive pay is above market where this is the case. Yet, we would be surprised if the same 

could be said for all advisers. 

A potential contributor to this lapse is that the work of  consultants is not always covered by 

the legislation. The issue is one of definition, namely, the definition of a remuneration 

recommendation. 

According to the legislation, a remuneration recommendation is: 

(a) a recommendation about either or both of the following: 

(i)  how much the remuneration should be; 

(ii)  what elements the remuneration should have; 

for one or more members of the key management personnel for a company; or 

(b)  a recommendation or advice about a matter or of a kind prescribed by the 

regulations. 

A remuneration recommendation is NOT (even if it would otherwise be covered by the above): 

(a)  advice about the operation of the law (including tax law); 

https://eganassociates.com.au/amendments-to-corporations-act-passed-in-the-senate/
https://eganassociates.com.au/amendments-to-corporations-act-passed-in-the-senate/
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(b)  advice about the operation of accounting principles (for example, about how options 

should be valued); 

(c)  advice about the operation of actuarial principles and practice; 

(d)  the provision of facts; 

(e)  the provision of information of a general nature relevant to all employees of the 

company; 

(f)  a recommendation, or advice or information, of a kind prescribed by the regulations. 

Given the rules above, it is not difficult for a consultant to provide remuneration guidance to a 

Board, or even executive Directors, that would not be classified as a remuneration 

recommendation. Indeed, in the years since the introduction of the legislation, the number of 

companies disclosing a remuneration recommendation has reduced dramatically. 

An example of advice that does not constitute a recommendation would be where a 

remuneration consultant provides benchmarking data to an executive. 

This would not be counted as a remuneration recommendation, as it is the provision of facts. 

Yet, the advisor may have only received the instruction to provide remuneration data for 

“companies similar to X”, leaving the definition of “similar” up to the consultant. 

We have often written about how benchmarking can be conducted in many ways, each of which 

will return a vastly different result. In deciding which companies to include as comparators, a 

consultant must exercise their judgement and therefore provide an implicit remuneration 

recommendation (although the legislation would not judge it so). 

If conflicts of interest exist, it would not be difficult for the consultant to return “facts” to an 

executive that reflect what the executive wants, and do not reflect reality. 

Even if the letter of the law is followed and remuneration consultants present a remuneration 

recommendation to the Board, management can still exert influence on a consultant by using the 

Board as a conduit to transfer their expectations. A poorly informed Board may even become an 

advocate for an executive’s demands. 

Maintaining independence 

If a remuneration consultant is being serious about their role as an independent advisor on 

remuneration, they will be mindful of the expectations of involved parties. 

Management’s expectations might include that remuneration reflects: 

• Their personal capital/expertise 

• Expected tenure 

• Location 

• Prospect of a failure/sector volatility 

• A fair share in the company’s success given management’s contribution to value creation 

The Board’s expectations and policy settings might include that: 

• Remuneration policy enables the company to attract and retain appropriate talent 

• Remuneration constructs encourage the best performance possible under the company’s 

current circumstances 

https://eganassociates.com.au/executive-and-board-remuneration-recommendations/
https://eganassociates.com.au/benchmarking-are-the-facts-the-facts/
https://eganassociates.com.au/benchmarking-using-asx-market-capitalisation-rank/
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• Remuneration structure discourages risk taking and/or unethical behaviour 

• Remuneration does not exceed community expectations 

Boards will also be representing shareholder expectations, which might include that: 

• Remuneration be competitive but not excessive with regards to industry and regional 

factors 

• Payment of equity incentives be of an appropriate term and predominately based on 

performance 

• Conditions of equity grants should remain stable 

Yet even as the remuneration consultant considers these viewpoints, they will remember the 

spirit of the 2011 legislation. 

“The primary responsibility for remuneration arrangements rests with company Boards,” the 

explanatory memorandum states. 

This is not to constrain the ability of remuneration consultants to provide advice in the form of 

data to management, but as a reminder that executive expectations should always be seen 

through the lens of the Board’s, and hence shareholders’, expectations. 

Back to Title Page 
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The Agenda 
 

Remuneration in the spotlight 

High profile Australian figures have recently spoken out on the topic of executive remuneration. 

At an AICD governance conference in Melbourne, BT Investment Management NED Deborah 

Page admitted that her opinions on executive pay were so strong, no company wanted to 

appoint her to their remuneration committee. 

“We massively overpay people in this country 

and I think the incentive schemes are designed 

for the recipients, not for the company in most 

instances,” she reportedly said. “If it were me, 

I’d start from scratch.” 

Former Commonwealth Bank director Colin 

Galbraith stated that he’d never understood the 

rational for either STI or LTI schemes. 

“Why do we have incentive schemes at all?” he asked at the conference. “Surely executives 

should do their job according to the KPIs set by the board.” 

IAG CEO Peter Harmer later voiced doubt that the “old fashioned approach to compensation” 

worked. 

“For me the jury is out on that – I’d be horrified if there was anyone in my team or anyone on 

their teams who would actually be motivated to do the right thing because of an incentive at the 

end of the year,” he said. 

“I think the basic remuneration frameworks aren’t really connected to the needs of today, of our 

people, of our customers, or of our regulators.” 

The company is currently reviewing its executive remuneration framework. It is not the only one 

– QBE recently revamped its incentive plans, rolling STI and LTI into a hybrid framework. AMP 

has also signalled it is reconsidering its long term incentive plans, increasing its LTI performance 

period and changing performance hurdles in the hope of focusing executives’ attention on long 

term performance and capital management. 

Member bodies pressured on disclosure 

The Australian Financial Review has written a series of articles examining executive pay at major 

accounting bodies Chartered Accountants ANZ, the Institute of Public Accountants and CPA 

Australia. 

The impetus for the series was reported member dissatisfaction with CEO pay levels and 

disclosure at CPA Australia. It is only necessary for these organisations to disclose the 

remuneration of key management personnel in aggregate. 

After requests from the paper, Chartered Accountants ANZ voluntarily disclosed its CEO’s 

remuneration, stating that  CEO Lee White will receive $600,000 in fixed remuneration in 2017. 

He will also be eligible for a bonus, which in 2016 was worth 28% of his base salary. 

http://www.theaustralian.com.au/business/companies/directors-rebel-over-massively-overpaid-execs/news-story/d63c5d59554ae05966e241e92a016824
http://www.afr.com/business/insurance/insurance-companies/incentives-drive-short-termism-says-insurance-australia-group-chief-executive-20170321-gv31nu#ixzz4c675szR6
http://www.afr.com/business/insurance/insurance-companies/incentives-drive-short-termism-says-insurance-australia-group-chief-executive-20170321-gv31nu#ixzz4c675szR6
http://www.afr.com/business/banking-and-finance/financial-services/amp-scraps-bonuses-overhauls-executive-pay-policies-20170320-gv1wba
http://www.afr.com/business/banking-and-finance/financial-services/amp-scraps-bonuses-overhauls-executive-pay-policies-20170320-gv1wba
http://www.afr.com/brand/rear-window/alex-malleys-members-open-eyes-to-cpa-salaries-20170302-gup6h4
http://www.afr.com/brand/rear-window/alex-malleys-members-open-eyes-to-cpa-salaries-20170302-gup6h4
http://www.afr.com/business/accounting/accounting-body-boss-reveals-600000-salary-20170314-guxmk7
http://www.afr.com/business/accounting/accounting-body-boss-reveals-600000-salary-20170314-guxmk7
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Following this disclosure, the focus broadened to include other member bodies including the 

Australian Institute of Company Directors and the Governance Institute of Australia, both of 

which have declined to reveal details of CEO remuneration. The Tax Institute disclosed that it 

paid its CEO $432,456 including superannuation and bonus. 

The stoush followed criticism of Australia Post and other government organisations declining to 

disclose information on CEO pay, instead restricting their disclosure to KMP remuneration in 

aggregate as required by legislation. Finance Minister Mathias Cormann asked the Boards of 

these organisations to disclose executive remuneration arrangements for the 2015-2016 

reporting period. 

Gender Pay 

The Workplace Gender Equality Agency has released its second annual report into the gender 

pay gap, drawing on data from 4 million employees and 12,000 employers in the 2015-2016 

reporting period. 

Significant findings included: 

• Gender pay gaps are lower in organisations with greater female representation among 

management. Yet gender pay gaps rise where there is a high concentration of female 

mangers, from which we can infer that there may be such a thing as too many women in 

management. Is balance the key to pay equality? 

• Organisations that improved the gender balance of their executive leadership teams 

between 2015 and 2016 saw the biggest decline in their organisation-wide gender pay 

gaps. 

• The managerial gender pay gap fell steadily from around 15% of total remuneration among 

firms where one fifth of managers (20%) are female, to 8% for organisations where four 

fifths of managers (80%) are female. 

• Pay gaps exist at the graduate level (2%-3%). The gap widens to 26.5% for key 

management personnel, with a significant proportion of the difference attributed to men 

receiving higher performance payments. 

A recent report by Accenture into closing the pay gap stated that women were less likely than 

man to choose an area of study that offers high earning potential, have a mentor or aspire to 

senior leadership. Additionally, they are less likely than men to adopt new technologies and take 

coding and computing courses. 

Accenture offered three areas where women can improve to accelerate the closure of the gender 

gap. 

• Digital fluency – the extent to which women use digital technologies to connect, learn and 

work 

• Career strategy – the desire to aim high, make informed choices and manage careers 

proactively 

• Tech immersion – the opportunity to gain greater technology skills (eg coding) 

Jobs disappoint 

The Australian Bureau of Statistic’s February employment data surprised on the downside. 

Unemployment rose from 5.7% to 5.9% on seasonally adjusted terms. 

http://www.afr.com/business/accounting/tax-institute-reveals-ceo-pay-while-accounting-and-governance-bodies-resist-20170321-gv2r6w
https://eganassociates.com.au/remuneration-and-governance-news-february-2017/
https://eganassociates.com.au/remuneration-and-governance-news-february-2017/
https://www.wgea.gov.au/sites/default/files/BCEC%20WGEA%20Gender%20Pay%20Equity%20Insights%202017%20Report.pdf
https://www.wgea.gov.au/sites/default/files/BCEC%20WGEA%20Gender%20Pay%20Equity%20Insights%202017%20Report.pdf
https://www.accenture.com/t20170306T223143__w__/us-en/_acnmedia/PDF-45/Accenture-IWD-2017-Research-Getting-To-Equal.pdf
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The past year has seen a fall in full time jobs of 23,200 and an increase in part time employment 

of 127,800 in seasonally adjusted terms, swelling the ranks of the underemployed. 

An Westpac and Australian Chamber of Commerce and Industry Industrial Trends survey this 

month indicated on the other hand that more positive jobs growth may be on the horizon, with 

employment growth of 2% or higher expected for the year. 

The most recent GDP data also provided reasons for positivity, with the 1.1% growth for the 

December quarter exceeding expectations. Growth for the year was still below trend, however, 

as the bumper December quarter followed a quarter of negative growth. 

Companies have been the winners in the quarter’s uptick as corporate profits surge, while 

employee wages continue to experience record low growth. 

Greens propose four-day working week 

Greens leader Dr Richard di Natale has floated the idea of introducing a four-day working week 

or six-hour day. 

“We rightly talk about the 16% of people who want to work more hours, but we never hear 

about the more than one in four Australians who want to work less,” Senator Di Natale stated. 

“A four-day work week, or a six-hour day might actually make us happier and create more 

opportunities for others, not to mention reducing the costs of full-time childcare.” 

To enable this development, he stated there would need to be a guaranteed adequate income. 

US employees declining holidays because of guilt, stress 

According to a survey conducted by a car rental company, half of US workers feel guilty when 

they take a holiday, with younger workers also more likely to shame their colleagues for taking 

time off and leaving more work for others. Workers also worry about the stress of returning 

from holiday to mountains of work. 

Only half of US workers are using the full number of leave days available to them, a reduction 

from approximately 60% in the prior two years. This despite the fact that US employees only 

receive two weeks of annual leave a year in comparison to Australia’s four weeks. 

German executives face pay caps 

A number of German companies have taken action to limit the remuneration available to top 

executives, imposing caps for the maximum amount payable in a year. 

Volkswagen has capped pay for its chief executive at 10 million euros and other top managers 

at 5.5 million euros. Deutsche Bank limits the maximum pay including bonus for an executive 

board member to 9.85 million euros. Deutsche Post is reportedly also considering a cap that 

would prevent its executives being paid more than 6 million euros in a year. 

Back to Title Page 

https://19-acci.cdn.aspedia.net/sites/default/files/uploaded-content/field_f_content_file/auschamberwestpac2017q1.pdf
http://www.afr.com/news/politics/greens-pitch-fourday-week-death-taxes-and-peoples-bank-20170314-guxryz
http://www.afr.com/news/politics/greens-pitch-fourday-week-death-taxes-and-peoples-bank-20170314-guxryz
http://www.reuters.com/article/us-volkswagen-results-managementpay-idUSKBN16321P
https://www.welt.de/wirtschaft/article163032534/Frank-Appels-Luxusgehalt-macht-Aufseher-nervoes.html
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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
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http://www.thebraesgarden.com/

