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Newsletter August 2017 
 

  Reputation – a key KMP KPI? 

Reputation is said to be hard won and easily lost. When reputation is 

damaged in a corporate environment, scrutiny by regulators and 

shareholders, particularly when it impacts on the bottom line and/or 

market value, will often increase. 

 

Call for IR Reform 

Former Resources Minister and former Australian Council of Trade 

Unions President, Martin Ferguson, is pushing for a new round of 

Industrial Relations (IR) reform. The demand is for the right of workers 

to opt out of collective agreements and move to individual agreements. 

Further, the call is for restrictions on legal strikes, and a higher bar to 

prove unlawful employer actions. 

 The CPA experience – Lessons in Corporate 
Governance 

Recently, CPA Australia was subject to considerable criticism about 

the remuneration of its prior CEO and management team.  

 
Responses to Bank Executive Accountability Regime 
(BEAR) Consultation Paper 

Company Directors have warned that the BEAR regime gives the 

Australian Prudential Regulation Authority (APRA) too much power 

and creates more risk-aversion in Authorised Deposit taking 

Institutions (ADIs). The regime may restrict ADIs in selecting the 

accountable persons subject to the regime based on essential 

corporate needs and requirements. 

 

The Agenda 

CEO salaries unethical! The second annual Governance Institute of 

Australia Ethics Index shows a continuing gap between Australians’ 

expectations and perceptions of the ethicality of behaviour in many 

sectors and industries. 
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Reputation – a key KMP KPI? 
 

There is recognition that the bonus element of 
executive pay is designed to reward performance, 
above and beyond the basic stewardship of a KMP’s 
core accountabilities.   Fixed remuneration 
addresses the latter. 

In certain settings, overall corporate attainments 
maybe lacklustre because of reputational damage. 

Reputation is said to be hard won and easily lost. 

When reputation is damaged in a corporate environment, scrutiny by regulators and 
shareholders, particularly when it impacts on the bottom line and/or market value, 
will often increase. 

Ian Narev, CEO of CBA, and his fellow group executives forfeited their short-term 
incentives for the 2017 in early August after Chair Ms Livingstone and the Board 
decreed the bank had been negatively impacted by too many reputational issues. 
CBA Chair said in a statement to the ASX on 8 August 2017: “In reaching this 
conclusion the overriding consideration of the board was the collective accountability 
of senior management for the overall reputation of the group.” 

Remuneration committee chairman David Higgins says that while the group 
delivered strong results for shareholders, the board “recognises the significant 
damage caused to the group’s trust and reputation as a result of risk matters, most 
notably the recent civil penalty proceedings” initiated by AUSTRAC. 

The CEO was seen as accountable for the culture that allowed the money laundering 
scandal, especially in taking an unco-operative and combative stance with Police 
and AUSTRAC officials in the investigation. 

Bonuses are intended as a reward for improving an organisation’s performance and 
achieving stretch targets. CBA’s reputation has been tarnished by sub-optimal 
attention to the company’s code of conduct and corporate governance protocols. 

On the basis of the market’s observations, it would appear that the Bank Board, 
under the leadership of Catherine Livingstone, they are clearly endeavouring to 
manage the current challenges with a more forensic eye.  The Bank Executive 
Accountability Regime foreshadowed by APRA is also likely to be front and centre 
and this recent experience with the CBA, which we understand may extend to other 
leading financial institutions, could well lead to different reporting structures or dual 
reporting structures between Board or Board Committees and senior executives 
within the Bank who will be held to account for fully informing the Board on all 
matters associated with the conduct of business, the management of risk, the 
imposition of regulation, domestically and internationally, with the Board taking a 
somewhat more forensic engagement in matters which will impact on the 
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shareholders whom they represent and, in particular, the organisation’s reputation, 
ethics and adherence to appropriate governance protocols. 

Seven’s CEO, Tim Worner, agreed to forfeit his bonus this year following a recent 
Court action with a prior member of staff, Amber Harrison.  Similarly to CBA 
executives, Worner is paying for the reputational damage he caused Seven.  The 
company’s initiative in this context may well have been inevitable given the stand 
taken by QBE’s Chairman at the end of the 2016 Financial Year in respect of their 
CEO.  In this context, from a governance perspective, QBE’s Board reputation would 
have been enhanced. 

If Board’s continue to adopt a rigorous assessment of culture, adherence to a 
company’s stated code of conduct and governance protocols in a manner similar to 
that above, or indeed establish reputation as a zero-harm element and a gateway for 
incentives, it should have a positive impact. 

A fundamental principle of incentive reward is what gets rewarded gets attention. 

A greater desire to forfeit or denying executive bonuses for performance and 
governance shortcomings may fix the corporate culture surrounding executive 
remuneration or, at the least, fix the public perception that executive pay is more 
acutely sensitive to accountability issues. 

Back to Title Page 
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Call for IR Reform  
 

Former Resources Minister and former Australian Council of Trade Unions 
President, Martin Ferguson, is pushing for a new round of Industrial Relations (IR) 
reform. 

This is backed by the mining industry. 

The demand is for the right of workers to opt out of collective agreements and move 
to individual agreements. Further, the call is for restrictions on legal strikes, and a 
higher bar to prove unlawful employer actions. 

Re-instate individual agreements 

The argument is, for example, that the mining industry has used individual 
agreements extensively for many years to facilitate flexible work practices. 

The Minerals Council, which includes BHP, Rio 
Tinto and Glencore, has worked with Ferguson for 
the past nine months to develop the IR reform 
package, which also proposes limits on 
agreement content, restrictions on union right of 
entry, and extension of greenfield agreements. 

The disliked Howard Government Fair Work 
Act removed individual statutory agreements. 
Ferguson says the Fair Work Act has extended 
collective bargaining well beyond wages and conditions into areas of everyday 
management and into the ability to respond to changing market conditions. 

Labor outlawed opt out clauses in enterprise agreements in 2012 after a Fair Work 
Commission full bench ruled that such clauses undermined bargaining certainty. We 
understand, Labor does not want further IR reform in this area. 

Lack of Government Appetite 

This push comes as the Turnbull Government is yet to respond to the Productivity 
Commission’s report on workplace relations delivered more than 18 months ago, 
with the Minerals Council frequently citing the Commission’s own recommendations 
to support its proposals. 

The Turnbull Government restored the Australian Building and Construction 
Commission aimed at removing some of the corruption, inefficiency and 
unnecessary costs in the construction industry. The Coalition does not appear to 
want a broader IR reform package. 

Renewed Focus on Business Leaders 

The shift is from a focus on Union power, rorts and corruption to a focus on 
extravagance, waste and fraud in business. 
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The lack of leadership, for example, by the Commonwealth Bank of Australia (CBA) 
to address extensive money laundering highlights the shift in attention. 

This inevitably leads to questions about seemingly over-paid CEO and KMPs (Key 
Management Personnel) in these businesses where leadership is lacking. 

While the Union movement represents less than 10 per cent of private sector 
workers, it remains a powerful player exactly because of concern about lack of wage 
growth and unemployment. 

The Solution 

As the mining industry is arguing: improved productivity remains vital to 
competitiveness and any prospect of attracting new investment in what should be 
Australia’s area of comparative advantage. 

Balance this with improved business leadership: more effective communication with 
shareholders and the public; more accountability, and an improved re-balancing of 
executive pay and conditions. 

IR reform should continue 

Ferguson’s suggestions should start the debate but how likely will that produce a 
result in an environment where both Liberal and Labor do not want to engage in the 
debate? 

Back to Title Page 
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The CPA experience – Lessons in 
Corporate Governance 
 

As an unlisted company limited by guarantee, CPA Australia is not required to report 
against the Corporate Governance Principles and Recommendations 
(CGPR).  Accordingly, CPA Australia is not required to present a detailed 
remuneration report or to disclose the remuneration of individual directors or 
executives. 

CPA Board Resigns 

Recently, CPA Australia was subject to considerable criticism about the 
remuneration of its prior CEO and management team.   CPA Australia was 
pressured by its members to disclose individual remuneration of its Executive and 
Board.  Concerned members of the nation’s biggest accounting association forced 
the sacking of CEO Alex Malley and criticised the board’s decision to pay him a $4.9 
million golden parachute. The rest of the CPA Board – after much resistance and 
denial of any failure – has agreed to resign at the end of the year. 

Complaints about CPA 

Some members specific grievances were not addressed which lead to the 
resignations: 

• Shutting down a Find a CPA function on its 
website. This was meant to stop a supposed only 
small group of rebel accountants from making 
adverse comment. 
• Malley’s $1.79 million pay package and the 
level of pay of other senior executives and board 
members. 
• The marketing budget – $30.5 million – 
including sums spent marketing Malley’s 
book The Naked CEO and his television 
show In Conversation with Alex Malley. 
• CPA’s financial advice arm was losing 
millions of dollars and had also led to a conflict of 
interest that meant public practice accountants 

would soon lose their legal shield against multi-million dollar lawsuits. 
• Unproven allegations of staff bullying. 
• Apparent conflict of interest in CPA’s $756,000 sponsorship of the National 

Basketball League while a CPA director was its Chair. 
• Malley’s termination payment of $4.9 million – the equivalent of three years’ 

worth of base pay, given that if CPA Australia was a public company, the golden 
handshake would breach Corporations Act changes which limit payouts to CEOs 
to one year’s base pay. 
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Senate Committee 

An angry Senate Committee will call the remaining board members of CPA 
Australia to appear before them to explain their actions leading to the resignations 
from the Board. The old Board faces the prospects of justifying: 

• Failure to pass on a message from 16 past CPA leaders that the Board should 
go. 

• Holding the AGM in Singapore in April – denying CPA members access to such 
a vital forum. 
 

It is evident to Egan Associates that the Board members of the CPA did not have 
appropriate knowledge of corporate governance protocols which would have 
significantly influenced the manner in which a significant majority of their senior 
members were required to operate in corporate Australia in accordance with 
legislation and regulation. 

By any standard their stewardship of remuneration was poor.  The contract which 
they entered into with the CEO was not compliant with good governance and many 
would believe that the CEO should have been terminated for cause or poor 
performance and have been denied any separation payment. 

The resignation of the Chairman at the time these events became public was also 
not reflective of sound governance albeit that he may have been 
compromised.  There has been no disclosure in relation to the processes which led 
to the decisions in relation to the determination of the CEO’s remuneration or those 
of senior management or those of the Board.  There has been no disclosure of the 
advice sought and received by the Board in determining those remuneration 
arrangements. 

This represents a significant indictment on a profession universally represented in 
the leadership of all public, private and government organisations.  In the context of 
corporate governance, consideration should be given to clawing back excessive 
payments to all parties. 

A lesson in how not to govern a corporation: 

• Don’t communicate with your constituency 
• Locate an AGM so that it is practically ‘unattendable’ 
• Block essential information to stifle communication 
• Use corporate funds for personal gain of executives 
• Use corporate funds in potential conflict of interest situations 
• Fail to pass on matters of relevance to its members 
• Fail to listen to or act on serious concerns 
• When confronted – obfuscate 

Back to Title Page 



 

Page 8 of 13 

  

Responses to Bank Executive 
Accountability Regime (BEAR) 
Consultation Paper 
Company Directors have warned that the BEAR regime gives the Australian 
Prudential Regulation Authority (APRA) too much power and creates more risk-
aversion in Authorised Deposit taking Institutions (ADIs). 

The regime may restrict ADIs in selecting the accountable persons subject to the 
regime based on essential corporate needs and requirements.    

Accountable Persons 

The regime extends to Accountable Persons being:  Chair, Chair of Risk Committee; 
Chair of Audit Committee; Chair of Remuneration Committee; Chief Executive 
Officer; Chief Finance Officer; Chief Risk Officer; Chief Operations Officer; Chief 
Information Officer; Head of Internal Audit; and, Senior Officer outside Australia (for 
foreign ADIs) and Head of a Foreign Bank Branch (for foreign ADIs). 

Remuneration Restrictions 

BEAR will include remuneration restrictions: 

• CEOs – 60% of variable remuneration must be deferred 
for 4 years. 

• Other accountable persons – 40% of variable 
remuneration must be deferred for 4 years. 
 

APRA will also have enhanced powers to reduce remuneration 
of accountable persons failing to meet the expectations of the 
new regime. Boards and ultimately shareholders are 
concerned that the regime as presently described will affect 
how remuneration policies are set if the outcomes are not 
acceptable to APRA. 

This will undermine the current role of boards and CEOs, restricting ADIs role in 
sourcing the best candidates for positions within a contemporary remuneration 
framework which will remain available to other non-Bank corporations. 

Conflict with Corporations Act 

The regime creates a sub-set of senior bank executives that will be subject to a new 
APRA-administered regime. For each of these individuals, APRA will be given 
enhanced powers to refuse to register, remove and disqualify individuals not meeting 
BEAR expectations. This will differentiate the roles of some company officers in 
ADIs, especially as the duties incumbent on directors at common law and as 
prescribed by legislation is stated to apply to all persons in such positions regardless 
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of title or corporate work function, unsettling established corporate governance 
principles. 

ASIC or APRA 

Further, how BEAR will practically delineate the roles between Australian Securities 
& Investments Commission (ASIC) and APRA given their established roles will likely 
play out in practice or with the developments of clear guidelines, as the demarcation 
is not clear. 

Civil Penalties 

The BEAR proposal includes new civil penalties for ADIs, but not individuals, of up to 
$200 million for failure to meet the expectations of BEAR, failure to hold persons to 
account, and failure to monitor the suitability of accountable persons. 

Financial Services Council v Bank’s Response 

The Australian Bankers’ Association in a submission to the Commonwealth Treasury 
submitted that BEAR should be extended to insurance companies and 
superannuation funds because Banks require a level regulatory playing field. 

The Financial Services Council (FSC) says it supports measures to make the 
financial services industry more transparent and accountable to consumers and does 
not want the current scope of the regime changed. FSC stated BEAR should only 
apply to ADIs, in part because the vertically-integrated industry structure justifies the 
additional regulation. 

The FSC did critique BEAR however, noting: 

• There is a potential for conflict in having both APRA and ASIC having regulatory 
power for institutional accountability in the same space. 

• The new and potentially confusing terminology in BEAR. For example, instead of 
using a new concept of accountable person, the FSC suggested it would be 
simpler to adopt APRA’s existing idea of responsible person in its Prudential 
Standard CPS 520. 

• It wants non-executive directors to be exempted from BEAR, noting they are 
already subject to well-established legal duties, and their inclusion risks driving a 
conversion between their roles and responsibilities and those of management. 
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The Agenda 
 

CEO salaries unethical! 
 

The second annual Governance Institute of Australia Ethics 

Index shows a continuing gap between Australians’ 

expectations and perceptions of the ethicality of behaviour in 

many sectors and industries. 

Executive pay proved especially troublesome, with 77 per cent 
of Australians believing a CEO salary of $3 million a year (that 
is, 50 times the average Australian’s yearly income) is 

unethical, 55 per cent believe an annual CEO pay packet of $600,000 is unethical 
but most believe a $300,000 salary package is ethical. 

Furthermore, Australians are unhappy with the ethical standards of large 
corporations and their CEOs, particularly in banking and finance, as well as 
parliamentarians, unions and large sections of the media. 

In contrast, health and education professionals, charities and the ABC are seen as 
having much higher ethical standards. 

Read more here:  https://tinyurl.com/y9b8ljj8 

 
 

Perpetual won’t appeal Soul Pattinson Case 
 
Perpetual Limited has decided not to appeal a judgment against its case to unwind 
the cross-shareholding between investment conglomerate Washington H Soul 
Pattinson (Soul Pattinson) and Brickworks and will pay their costs on behalf of the 
funds that ran the campaign. 

Perpetual said it will pay Soul Pattinson and Brickworks legal costs of $5 million, on 
top if it’s funds own costs of $6 million. This will reduce Perpetual’s 17-18 net profit 
by $3.5 million dollars. 

Perpetual has been agitating since 2010 to unwind the Soul Pattinson and 
Brickworks structure – which hold roughly 40 per cent of each other. The unwinding 
is said to be able to release between $500 million and over $1 billion of value for 
shareholders. It is one of the longest examples of shareholder activism in Australia. 

But the claim of oppression of minority shareholders was not made out in the case. 
The cross-shareholding was found by Judge Jagot in the Federal Court to have 
provided each company with material benefits as a result of diversification which has 
reduced earnings volatility.  Reasonable directors would not consider the 
maintenance of the cross-shareholding as unfair or oppressive, if was found. 

https://tinyurl.com/y9b8ljj8
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Board reform needed to help tackle inequality: Wayne Swan 
 
Former Labor Treasurer, the Hon. Wayne Swan argued that there is entrenched 
inequality since the global financial crisis requiring corporate board reform at a 
presentation in collaboration with the Rt. Hon. Ed Balls PC, the former UK Shadow 
Chancellor of the Exchequer. 

Mr Swan addressed the National Press Club on 17 August and told the audience 
that, over the past decade, fewer than 15 people have been voted off ASX 200 
boards. He highlighted that in Sweden leading shareholders proposed a shortlist of 
alternative candidates for a company director position and that a similar system 
could be proposed in Australia which would bust up the “directors’ club quick smart.” 

 We note that Wayne Swan has previously proposed a return to ACTU 
representation on the Reserve Bank of Australiaboard and that workers and ordinary 

shareholders should be members of company boards. 

 

Labour Force, Wage Growth, Consumer Price Index, and Average Weekly 
Earnings – Australian Bureau of Statistics (ABS) figures 
 
The labour market – Strongest positive five-month run in more than 12 years 

The seasonally adjusted number of persons employed increased by 28,000 in July 
2017. The seasonally adjusted unemployment rate was 5.6 per cent and the labour 
force participation rate was 65.1 per cent. 

Monthly trend full-time employment 
increased for the 10th straight month in 
July 2017. Full-time employment grew 
by a further 29,000 persons, while part-
time employment decreased by 3,000 
persons, underpinning a total increase 
in employment of 26,000 persons. 
Over the past year, trend employment 
increased by 259,000 persons (or 2.2 
per cent), which is above the average 
year-on-year growth over the past 20 
years (1.9 per cent). 

The rate of employment growth (2.2 
per cent) was greater than the growth 
in the population aged 15 years and 

over (1.6 per cent), which was reflected in an increase in the employment to 
population ratio (which is a measure of how employed the population is). This ratio 
increased by 0.4 percentage points since July 2016, up to 61.4 per cent, the highest 
it has been since April 2013. 

The trend unemployment rate in Australia remained at 5.6 per cent in July 2017, and 
the labour force participation rate remained at 65.0 per cent. 
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Modest CPI rise to the June Quarter – Month on Month and Year on Year 

All Groups CPI rose 0.2% in the June quarter, compared with a rise of 0.5% in the 
March quarter 2017. It rose 1.9% over the twelve months to the June quarter 2017, 
compared with a rise of 2.1% over the twelve months to the March quarter 2017. 

The most significant price rises in the June quarter were medical and hospital 
services (+4.1%), new dwelling purchase by owner-occupiers (+0.9%), tobacco 
(+1.0%) and beer (+1.0%). 

The most significant offsetting price falls in the quarter were domestic holiday travel 
and accommodation (-3.2%), automotive fuel (-2.5%) and fruit (-4.4%). 

Wage growth subdued at 0.5% seasonally adjusted 

Reporting on a quarterly basis, the Wage Price Index (WPI) provides a summary and 
analysis of changes in the price of wages and salaries in the Australian labour 
market unaffected by changes in the quality or quantity of work performed. 

The seasonally-adjusted WPI rose 0.5 per cent in June quarter 2017 and 1.9 percent 
over the year, according to ABS figures released today by the ABS. 

Rise in Average Weekly Earnings for May 2017 

 

In the twelve months to May 2017, Full-Time Adult Average Weekly Ordinary Time 
Earnings increased by 1.8% to $1,543.80. 

The Full-Time Adult Average Weekly Total Earnings in May 2017 was $1,608.40, a 
rise of 2.1% from the same time last year. 
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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: 

• Workforce & Governance: an online resource to assist organisations manage position 

documentation; job evaluation; and internal pay relativity and market competitiveness. 

• 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 

• 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 business education and training, as well as cool climate gardens.  He served as 

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

 

https://www.workforceandgovernance.com/#/home

