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Introduction 
 

“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.  

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://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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Australian views 
 

  
When I first started with LTI 

plans they were very simple 

with almost no performance 

criteria. And over time, people 

have brought in more and 

more criteria...  I’m the first 

one to say that in many British 

public companies, incentive 

plans are too complex by far. 

Rio Tinto  

Chairman Jan du Plessis 

 

Executive Pay is far too 

complex. Executives don’t 

understand it so it has very 

little motivating effect.  I'm 

talking about long-term 

incentives and I think the 

average shareholder finds it a 

complete mystery. 

Orica Chairman  

Malcolm Broomhead 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. If it 

were me, I’d start from scratch.  

BT Investment Management NED  

Deborah Page 

 

Developments in cognitive 

sciences and behavioural 

economics are showing that 

linking performance to 

compensation via evaluations and 

ratings can be demotivating to 

the vast majority of people… 

most people are risk averse and 

fear losses from a system of 

measurements they have little 

trust in. 

IAG and Virgin Australia Chairman  

Elizabeth Bryan 
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The current LTI model 
 

What is the current traditional LTI model? 

Most companies adopt a long term incentive that involves annual grants of equity (normally 

performance rights or shares) that vest after three to five years if the company meets performance 

hurdles (most often relative total shareholder return (TSR) and earnings per share (EPS) or return on 

capital/equity). 

What are the concerns with the current LTI model?  

• Complexity. This has made transparency difficult and  therefore enabled increases in 

quantum to pass under the radar. 

• Question of whether commonly used performance metrics TSR and EPS are effective 

measures of value creation. 

• Usual three-year performance period 

considered to be too short. 

• Propensity of executives to game the system 

to achieve performance hurdles. 

• Executives don’t value their LTI opportunity 

highly due to the risk they will not receive it 

and the length of time until it vests to them. 

PWC estimates that executives attribute a 

value to LTIs that is generally 30% lower than 

their true value. 

• Lack of line of sight.  

• Low investor trust that pay is linked to 

performance. 

• Difficulty of setting performance criteria three to five years in advance.  

• Performance targets are often not rigorous enough or related to long term value creation 

• Doubts that performance-based incentives increase motivation. 

Can the current model be redeemed? 

Submissions to the UK review were mainly in agreement that the current model was not “fit for 

purpose”. Yet there seemed to be some support for current incentive schemes, providing Boards 

spend the time to develop structures and performance hurdles that truly match company strategy.  

The overall flavour of Blackrock’s submission appeared to be that Boards need to stop deferring to 

investor and shareholder preferences when designing packages, instead choosing the right strategy 

for the organisation and then selling it to shareholders.  

http://www.glasslewis.com/cgi-glass-lewis-macquarie-securities-release-joint-white-paper-executive-incentives-motivate/
http://www.glasslewis.com/cgi-glass-lewis-macquarie-securities-release-joint-white-paper-executive-incentives-motivate/
http://www.pwc.com.au/consulting/assets/publications/making-executive-pay-work-aust-may12.pdf
http://www.pwc.com.au/consulting/assets/publications/making-executive-pay-work-aust-may12.pdf
http://www.pwc.com.au/consulting/assets/publications/making-executive-pay-work-aust-may12.pdf
https://hbr.org/2016/02/stop-paying-executives-for-performance
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Blackrock stated in its submission that: 

The Financial Reporting Council also indicated the need for a change in mindset, stating that:  

Following this advice may require a shift from the current defaults of TSR, EPS and ROE/ROC unless 

these hurdles truly are linked with company strategy.  

  

Executive pay should be closely linked to performance, by which we mean strong and 

sustainable returns over the long-term, as opposed to short-term hikes in share prices. This 

includes the critical assessment of pay outcomes and gauging performance based on 

metrics that are under the direct control of senior management. We believe it is the role of 

the board of directors and the remuneration committees to design and set pay aligned to 

these principles. 

Remuneration policy and payments should have a much clearer link to delivery of strategy, 

focusing on what executives need to achieve, not on rewarding gains from share price 

movements driven by market factors rather than company performance. Remuneration 

packages, and related reporting should be simplified.  

 



 

Page 7 of 15 

 

Potential alternatives to 

the current LTI model 
 

Submissions to the UK’s consultation process suggested a number of possible alternatives to the 

usual long term incentive model. 

An overarching theme of the LTI alternatives is 

executive alignment with shareholders through 

significant shareholdings.  

Many of the submissions believed LTI plans should be 

teamed with mandatory shareholding limits.  

Egan Associates has previously commented on the 

motivational power of being a significant owner in the 

business, with many top performing companies being 

led by founders or significant shareholders, where the 

dividends from their holdings dwarf their executive 

remuneration.  

The three main alternatives are described in detail 

below: 

1. Grant restricted shares without performance conditions 

This is the option being explored in the UK Government’s green paper, with a five-year restriction 

being proposed. Most submissions were in favour of this suggestion. 

Advantages – Reduce quantum of executive remuneration packages by sacrificing monetary value 

for certainty. 

The Pensions and Lifetime Savings Association (members have £1 trillion in assets under 

management) said in its submission to the green paper: 

It substantiated this statement using statistics from a survey of its members –two thirds found that 

executive pay is disproportionately high across the board while only one third believed the main 

problem was how much executives were paid regardless of performance.  

Disadvantages – Executives keep shares even when performance is poor. Granting share options 

that cannot be exercised until the end of the restriction period may help ensure that executives are 

not receiving value when share prices are falling, but could also cause excess dilution, potentially 

What are the principles 

underpinning an LTI plan? 

• To encourage desired behaviours 

and outcomes that increase the 

value of the company 

• To align executives’ interests with 

shareholders’ 

• To encourage a long term strategic 

focus 

 

It is often wrongly suggested that it is the structure of executive pay awards that is 

responsible for the high levels of anger and confusion that the issue provokes. We believe 

that this is mistaken – it is the size of pay packages, both in absolute terms and relative to 

the wider workforce – that people object to. 

https://eganassociates.com.au/founders-dominate-top-ceo-stakes/
https://eganassociates.com.au/founders-dominate-top-ceo-stakes/
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encourage more risky behaviour, and reward executives disproportionately in a rising market while 

punishing them in a falling market. 

Likelihood of meeting LTI principles – Such a plan will align executives’ with shareholders, and 

depending on the length of the restriction, may also encourage long term thinking. However, it will 

not encourage executives to prioritise certain behaviours or outcomes.  

How long should shares be restricted? 

Hermes Investment Management (£28.5 billion assets under management) agrees with the 5-year 

holding period, or alternatively, until the executive possesses a shareholding worth 500% of salary 

for large companies (250% for medium companies 

and 200% of smaller companies.)  

PWC doesn’t believe there should be set time 

periods for long term incentives. The UK Institute 

of Directors believes the restriction period should 

aim to cover an economic cycle such that a 

difficult period would be encompassed. The 

Institute of Business Ethics believes restrictions should continue until two years after the executive 

has left the company.  

A question would be whether the shares are immediately vested to the executive and merely 

restricted from trading, or whether they would be forfeited if the executive departs from the 

company. It appears from submissions that a restriction from trading rather than a service condition 

is envisaged.  

The question of clawback and malus also becomes important – policies would potentially need to be 

broad to ensure Boards could recoup equity where long term performance is significantly lower than 

expectations or in the case that inappropriate behaviour comes to light. In the absence of 

performance conditions, it is imperative that where concerns arise about prior behaviour and 

performance, the right to forfeit awards is actually exercised.  

2. Replace LTI with a larger STI plan with significant deferral 

Instead of having a short and long term incentive plan, there will only be one incentive plan with an 

annual performance period, where the award is made in cash and restricted shares (and potentially 

options). This is the alternative being championed by Hermes Investment Management and Mercer 

UK. Egan Associates raised such plans as an alternate approach in 2013: 

Hermes Investment Management believes at least 75% of the award should be deferred into shares. 

It also believes at least 50% of the incentive should be subject to strategic goals, with the other 

We believe one solution is to embrace a single and more controlled plan while still achieving 

the motivation and retention goals – cancel the LTI and replace it with a STI where a 

significant proportion of the incentive is deferred into equity for an extended period (say 

three to five years). 

Under this scenario, the STI reward opportunity will need to be elevated, performance 

criteria will need to be rigorous and have a focus on both the annual business plan and 

milestones aligned to a 3-and 5-year strategic planning horizon. 

 

https://eganassociates.com.au/back-to-basics-on-remuneration/
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50% to be subject to operational and personal targets. Relative and absolute TSR should not be 

used, according to the firm, except as a reference for the remuneration committee to exercise 

discretion up or down as required.  

Advantages – Incentives are still 

performance tensioned, but will be less of a 

lottery, as executives have more influence 

over expected outcomes. It will be simpler 

for the Board to set relevant performance 

hurdles due to the shorter timeframe. The 

use of fair value for the allocation of equity 

will cease to be an issue, as shares will be 

able to be bought on market to the value 

that has vested.  

Disadvantages – Potential that the short-

term performance period will lead to even 

shorter term thinking than currently, unless 

significant strategic elements were included 

in hurdles. These would need to be balanced 

carefully with financial performance 

conditions, due to current proxy advisor and investor preference for the use of financial metrics in 

short term incentives.  

Likelihood of meeting LTI principles – The incentive would encourage desired behaviours and 

outcomes. In order to ensure a long-term mindset, the deferral of the share element would need to 

be of significant enough duration to foster a long-term focus. As with option 1, the idea of malus 

and clawback will be important. Depending on restrictions or shareholding requirements, such a 

scheme will also align executives’ interests with those of shareholders.  

3. Cease LTIs, pay higher base salaries supplemented with small, discretionary 

bonuses 

The Chartered Institute of Personnel Development and the High Pay Centre point to research 

displaying a weak link between pay and performance in their joint submission, stating that there is 

little evidence the use of pay as a proxy for employee performance “works in the knowledge-, 

innovation-, and service-based economy” and may in fact work against intrinsic motivation and 

encourage adverse behaviours.  

These organisations believe LTIs are inherently flawed, and any tweaks to make them better, such 

as deferral, are “doing the wrong thing righter”. Their proposal is to strip away the complex pay 

mechanisms that have evolved over the decades and go back to basics: 

Remuneration committees should use their discretion and judgment to assess the 

performance of top executives, and find ways to provide reward or smaller bonus payments 

if they feel the quality of work carried out by those executive(s) merits it. Shareholders can 

then vote on that judgment. The “bonus”, or variable element, of top pay should be much 

smaller, a percentage of base pay rather than a multiple. That may, of course, mean a rise 

in base pay, but overall payment packages would become much more proportionate 

Evidence from behavioural 

science suggests that giving 

smaller, simpler and more 

immediate bonuses may be 

more effective than huge LTIPs, 

which may crowd out intrinsic 

motivation and could even 

result in adverse behaviours.  

Chartered Institute of 

Personnel Development and 

the High Pay Centre 
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Advantages – The quantum of remuneration will be reduced. The Board will have greater flexibility 

to exercise its judgment on executive performance. Disclosure will be greatly simplified. Executives 

will try and do the best job they can without being distracted by specific performance targets.  

Disadvantages – Fixed costs will be higher for the organisation. A lack of trust in a Board’s ability to 

exercise discretion effectively means that they will tend to be considered guilty until proved 

innocent and shareholders are convinced they can trust Directors’ judgement. Cosy arrangements 

between executives and Boards could lead to unearned payments being made. Unless Boards 

implement processes to guide their discretionary decisions, it is unlikely they will reward long term 

value creation in a consistent manner.  

Likelihood of meeting LTI Principles – Without a mandatory shareholding requirement, there will be 

no alignment between executives’ and shareholders’ interests. If discretion is exercised correctly 

and in a planned fashion, desired behaviours and outcomes will be incentivised. Executives’ 

adoption of a long-term view will depend on how well Boards judge executives’ contribution to 

value creation. 

Should there be a one-size-fits-all? 

Almost all submissions to the green paper agreed that regulators should avoid a one-size-fits-all 

solution, with a principles-based framework being preferred.  

The Investment Association highlights that at least part of the reason long term incentives have 

become such a problem is the homogenisation of incentive plans born from strict investor guidelines 

and a lack of trust in Board judgement.  

The British Institute of Directors agrees, stating “The onus here is on shareholders to more closely 

scrutinise pay structures as opposed to regulation or further government intervention.”  

PWC believes that if anything is to be standard, it should be a focus on high-levels of long term 

executive shareholdings – with packages prioritising this being a “partial or complete alternative for 

creating alignment than target-driven plans”.  

  

We are opposed to any particular remuneration structure being mandated in law, as we 

have seen that strict guidelines on the remuneration structures that companies should adopt 

can have unintended consequences, as it is difficult for one structure to address the needs 

of all companies 
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Current Examples 
 

Although long term incentives have not received the attention in Australia that they have aroused in 

the UK, there are companies that have introduced incentive plans with elements similar to those in 

the UK submissions.   

Seek 

Seek’s remuneration principles are “alignment”, “simplicity and transparency”, “competitiveness” 

and “fairness and transparency”. The first two principles strongly align with the views expressed in 

the UK submissions. A difference between Seek’s views and the UK submissions is that Seek finds 

issue with short term incentives rather than long term incentives.  

It does not have an STI plan, instead rewards executives with fixed remuneration (one third of 

which is delivered in equity) and a three-year long term incentive plan that vests based on an 

absolute share price hurdle with a cliff vesting schedule.  

 

That 75% of the package comprises of fixed remuneration (some granted as equity and restricted 

from trading for a short period) matches partially with option 1 raised in the submissions.  

The simplicity of the long term incentive (one hurdle, based on the easily understandable concept of 

absolute share price) implements the submissions’ expressed desire for less complex packages.  
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The package as a whole promotes executives to behave like shareholders. In Seek’s own words: 

QBE 

QBE is introducing a combined executive incentive plan in 2017 similar to the second option 

suggested by UK submissions, where the LTI is discontinued and is replaced by a larger STI with 

significant deferral.  

The combined incentive plan will have a one year performance period. 20% worth of awards will be 

delivered as cash and 80% as deferred equity. The equity-based STI will be deferred over four years 

from the end of the performance period, with a portion of the STI vesting each year.  

65% worth of the incentive is based on group performance hurdles (cash return on equity and 

combined operating ratio), 15% on group strategic priorities (operational efficiency and claims 

excellence) and 20% on a balanced scorecard. 

The combined incentive plan will enable QBE to reduce the overall quantum of pay. QBE’s prior STI 

and LTI opportunity for the CEO were worth 400% of fixed remuneration. Its new combined plan 

opportunity will be worth 350% of fixed remuneration - a discount of around $1 million.  

The company is targeting long-term shareholder alignment for its executives through the plan, 

noting that executives build shareholdings significantly if hurdles are met. This is displayed by the 

following QBE diagram of shareholding as a multiple of fixed remuneration. 

 

QBE has raised its minimum shareholder requirement for the CEO to three times fixed remuneration 

and for the executives to 1.5 times fixed remuneration. 

ARB Corporation  

ARB Corporation, where the founding family remains part of the management team and are 

significant shareholders shows that shareholding can be a more powerful motivator of performance 

We encourage our Executives to think and act like owners. Accordingly, 50 percent of our 

Executives’ total packages are paid in equity – Executives are subject to the same SEEK 

share price movements (up or down) as shareholders. The equity is subject to disposal 

restrictions, which extend the ‘at risk’ period. Unlike most schemes in the market, the LTI 

portion only pays out if the share price has risen significantly. Furthermore, by removing 

STIs, we have removed what is invariably a ‘conflict of interest’ for management when 

dealing with short-term financial targets which may not align with long-term value. Our 

Executives are encouraged to focus on growing shareholder value and not on the impact of 

their management decisions on the payment of STIs. 
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than remuneration. It also potentially indicates that the third option promoted in the UK submissions 

could be viable in some situations.  

ARB Corporation provides cash and non-cash fixed remuneration, but does not pay any 

performance-based awards.  

It notes: 

Reece Limited 

Reece is another example of an organisation where a family owns a significant proportion of the 

group’s shares. It pays an STI worth more than 100% of fixed remuneration for the CEO based on 

financial and non-financial measures where targets are set by the Board at the beginning of each 

year. There is no deferral and the company does not grant long term incentives. Reece is another 

potential illustration of the third option raised in UK submissions.  

Reece’s reason for its lack of a long term incentive plan is: 

  

The Company has not provided financial incentives directly in connection with the 

performance of the Group as the Board considers a remuneration policy based on short-term 

returns may not be beneficial to the long-term creation of wealth by the Company for 

shareholders. 

 

The Board believe the substantial ownership of shares in the company by Directors provides 

the incentive to drive long-term shareholder value. 
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Conclusion 
 

The pay pendulum has been shifting for years in one direction: 

• Ever more complex long term incentives (more hurdles, more caveats and restrictions) 

• A higher proportion of pay dominated by long term incentives, leading to a higher overall 

quantum of remuneration opportunity 

• Less Board discretion 

• Misalignment of disclosed remuneration through selective adoption of accounting standards 

The pendulum seems now to have started swinging in the other direction in the UK, with a desire by 

major players to build incentives based on simplicity and trust.  

Despite this, there is no desire to enforce implementation of a certain type of remuneration structure 

based on these new instincts.  

Instead, many investors appear to be placing the ball back in Directors’ courts – they are asking 

Boards to use their expertise and knowledge of the company to develop the right structure that will 

attract, retain and motivate executives for a reasonable price.  

This will be more onerous on Directors than following a formulaic approach, but potentially more 

rewarding for all stakeholders and with the opportunity to deliver higher rewards over the longer 

term.  

Engagement of Egan Associates 

In the current setting, Egan Associates is well placed to work with Boards and management in 

developing new reward frameworks that are better aligned with organisation strategy and 

shareholder expectations.  

For more information, contact John Egan, Zoe Lockyer or Paul Adams on (02) 9225 3225. 
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About us 
 

Egan Associates 

For more than 25 years, Egan Associates has advised leading organisations and emerging enterprises 

in Australia and New Zealand on the remuneration of Board Directors, executives and key staff 

members, as well as performance management, corporate governance and Board effectiveness. 

Our Services include: 

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

professional positions, including specialist roles 

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

listed company environment with considerations including escrow provisions 

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

levels including deferral and clawback provisions 

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

instruments, valuation and allocation, as well as monitoring  

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

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

staff and governing Boards 

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

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

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

Board documentation. 

John Egan  

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

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

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

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

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

organisations and government entities across a wide range of industries. 

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

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

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

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

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

http://www.thebraesgarden.com/

