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Introduction and Overview 

The Egan Associates KMP Report is part of an ongoing series. It has been created to provide 
both data and commentary on key issues impacting on the interaction between a Board and the 
company’s leadership team, their advisers and investors. The series will also address the 
impact of legislative and regulatory change on a global basis as it impacts on Australasian 
businesses. 

Productivity and KMP Reward 

Given the increasing tension between viewpoints on executive pay and the significant comment 
on productivity by industry bodies and governments (both domestically and internationally), 
Egan Associates decided to address their attention to a micro economic issue within the context 
of productivity and return to human capital. We believe that the return to key management 
personnel, and particularly the alignment of incentive rewards with value creation and improving 
shareholder benefit will continue to be a key issue for institutional investors and investors 
generally as governments and other influential stakeholders bring executive pay into sharper 
focus. 

In the current volatile global capital markets questions are emerging as to what KMP pay should 
be linked to. Should it be linked to improving profitability, growth in total shareholder return 
(TSR) or relative TSR, and to what extent should this performance be influenced by 
international or domestic macro economic conditions, exchange rate fluctuation, specific sector 
influences, government regulation and labour market conditions? What influence should be 
accorded to return on shareholders’ equity, total assets or capital, including human capital, and 
employee productivity, and how should corporations reflect these influences in developing their 
remuneration frameworks in establishing performance conditions or hurdles and in ultimately 
determining KMP at risk reward? 

Since the Global Financial Crisis, though emerging prior to the 2007/2008 era, governments 
have sponsored enquiries into the level of executive pay, the basis of reward, the rights of 
shareholders and the robustness of existing legislative frameworks. Following the GFC and the 
creation of the G20, financial institution regulators collectively started to address the level of risk 
within the financial services sector and to national economies in particular. In particular attention 
was directed to the nature of risk and reward flowing to key management personnel and traders 
where performance was measured on the basis of short term outcomes yet the risks associated 
with those outcomes were longer term.  

The GFC also led to financial institution regulators throughout the world agreeing to more 
common standards of regulatory control, with an increased focus on the identification and 
management of risk and the alignment of executive reward and that of traders in financial 
instruments with both the level of risk and shareholder return. 

These initiatives emerging out of the G20, and now implemented by APRA in Australia, 
triggered broader attention by the Australian Government leading to the conduct of enquiries 
such as that of the Productivity Commission into executive remuneration and CAMAC’s 2011 
review on the transparency and completeness of reporting to shareholders and to further 
demands on directors from ASIC.  These have culminated in Government initiatives in relation 
to reduced termination payments, the introduction of the two strikes rule and more recently the 
government’s stated intent to introduce clawback provisions. 

While local institutions and shareholders have had a strong interest in the emerging regulatory 
imposition on Australian listed companies, Egan Associates has been observing trends in 
Europe (particularly in the UK), the US and more recently the emergence of governance 
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standards in Asia (including the most recent standards established by the Singaporean 
Government) which seek to further regulate the conduct of public companies and both the 
management and reporting on KMP reward. With the Euro zone’s financial challenges and 
governments’ concern about the need to support financial institutions, attention continues on 
executive reward in the northern hemisphere with two high profile situations noted in recent 
months - the CEOs of Barclays and Aviva quitting their positions as a result of shareholder and 
government concerns in relation to executive pay practices. 

In the continuing volatile and uncertain capital markets investors are more closely scrutinising 
reward, with sophisticated investors expressing some appreciation of the challenges which 
boards face in meeting competitive influences while retaining and encouraging their leadership 
team to improve shareholder returns. This challenge is being met with many companies falling 
well short of returning the value of shareholders’ investments prior to the GFC while continuing 
to increase reward to their executive team, particularly in respect of fixed remuneration. Since 
the GFC we have also observed a shift in the relative value of annual incentive plans and long 
term incentive plans, with the former becoming more significant though with a proportion of 
incentives earned being deferred for up to three years and often converted into rights or fully 
paid shares in the employing company. 

While these changes are taking place, the focus on the performance of the economy and the 
key enterprises within the economy has been on the efficiency of capital, employee productivity 
(with a prime focus on labour costs and award covered employees), with limited emphasis on 
the value from a shareholder perspective delivered by the key management personnel or 
leadership team of corporations. The focus has been on quantum rather than return. 

The KMP Scorecard 

Taking a board perspective, in preparing the 2009 and 2010 financial year’s performance 
scorecard for KMPs it would be our judgement that the performance criteria embraced by the 
majority of companies and progressively modified over the 2011 and 2012 financial years would 
have embraced the following criteria. 

Financial 

▪ Restore lost shareholder value. 

▪ Reduce costs. 

▪ Improve earnings. Acquire and/or divest businesses/assets to improve performance and 
ensure the company’s sustainability.  

▪ Review capital management strategies, including debt financing. 

Strategy 

▪ Drive change programs to affect continuous performance improvement. 

▪ Rationalise product and service offerings in support of changing customer needs and 
competitor initiatives both domestically and internationally. 

▪ Improve stakeholder engagement. 

▪ Review market positioning following the GFC, focusing on business opportunities where the 
company has a competitive advantage. 
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Systems, Processes and Innovation 

▪ Review production, service and distribution activities with a view to improving logistics and 
operating efficiencies.  

▪ Upgrade the ITC environment and improve the speed of program execution globally. 

▪  Foster innovation across all operations and regions to ensure the company’s sustainability. 

Leadership 

▪ Invest in the development of the company’s best and brightest. 

▪ Improve the bench strength of the organisation to facilitate effective succession at a 
minimum of two levels below the CEO. 

▪ Recruit talent to fill gaps and improve the company’s cultural diversity. 

▪ Reward innovation and performance improvement.  

▪ Develop programs to enhance the workforce’s commitment to best in breed safety practices.  

▪ Ensure that work and operating practices reflect the company’s commitment to protecting the 
environments in which they operate 

▪ Build an enduring employer brand and enhance employee engagement. 

It would be our observation that many KMP teams have not adequately restored investor value, 
have not significantly improved earnings, have not enhanced productivity, have not adequately 
reduced costs and brought about greater operating efficiencies, have been required to refinance 
debt at higher prices and have not divested nonperforming assets with the speed that 
shareholders would wish.  

Recent Research 

In a recent report titled ‘Value Creation in a Hesitant Economy’ the Boston Consulting Group, 
while acknowledging that the Australian economy has been in robust health over recent years 
reflected by strong GDP growth, positive terms of trade and low unemployment, they have 
equally revealed that local equity markets have been faced with indices falling a long way short 
of the pre GFC peaks, with total shareholder returns over the past two years being flat.  In this 
context their research reveals that EPS growth has been significantly below that in the US and 
the UK and lower than what investors would have anticipated given the general state of the 
nation’s economy. 

Based on their long established engagement and business strategy formulation they have 
indicated that EPS growth and shareholder value creation only arises through disciplined 
investment, good cost management and prudent risk taking, which arises from a commitment to 
robust strategic planning processes and improvement in capital efficiency.  Their international 
research reveals that Australia’s EPS growth over the past two years of 5% is significantly 
below the top performers in the US (9%) and the UK (15%) and substantially below expectation 
given the robust local economy and the performance of emerging markets, though Australia’s 
performance remains above that of Europe and Japan.  Their research also reveals a 
widespread expectation that company financials will decline, a fact reflected by the fall in the 
ASX 200 index in recent months. 
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While Boston Consulting’s research and our own observations reveal considerable investor 
expectation of better alignment with the national economy Egan Associates research reveals 
that the relative performance of the Australian bourses and recent profit growth has not been 
universally reflected in KMP reward since the global financial crisis.  There are clearly some 
examples of a dramatic change in executive reward where the scale of the business as 
reflected by its market capitalisation and its earnings growth has declined as has KMP reward 
but many more where reward is misaligned with shareholder returns, current asset values and 
market capitalisation. 

Among listed public companies one of the most dramatic changes in reward levels reflecting this 
circumstance has been that at the Macquarie Group where the 2008 Annual Report of the 
company reflected statutory gross earnings for their Managing Director at $24,755,444 
compared with their 2012 Annual Report where the Managing Director’s corresponding statutory 
gross remuneration stood at $7,789,566.  While the above reflects a dramatic shift in reward in 
investment banking, other changes have taken place which recognise the relatively modest 
levels of base remuneration that preceded the GFC.  In the 2008 financial year Macquarie’s 
Managing Director’s base remuneration stood at $670,928 and today is $819,353. 

For the top 5 executives other than the Managing Director the average salary in the 2008 
financial year stood at $421,726.  Today the figure is $656,314, representing greater than a 
50% increase in base remuneration.  Over the same period, however, the earnings of the top 5 
(exclusive of the Managing Director) have also fallen dramatically from $12,111,542 in 2008 to 
$5,929,457 in 2012. 

While these numbers still represent very substantial reward, they also reflect a dramatic fall in 
earnings arising from a significant decline in the company’s market capitalisation and earnings 
per share.  We also note that the bank have for many years required significant deferral of 
incentives which has had a direct alignment with the bank’s shareholders and impact on the 
ultimate reward received. 

In the above context Egan Associates acknowledge that a number of boards and/or Chief 
Executives or both in collaboration have in the past eighteen months commenced to 
address the structure of reward and the performance hurdles attached to at risk reward, 
while ensuring that fixed remuneration levels reflect a prevailing market and changes to KMP 
accountability.  In this context we recognise that boards need to ensure that they retain 
competitive levels of fixed remuneration reflecting the scale and complexity of their 
enterprises, including breadth of technologies, criticality of research and development, diversity 
of customers and industries served and geographic regions served, with scale primarily being 
influenced by revenues generated, assets managed and the scale and breadth of the 
enterprise’s workforce. 

Increasingly at the KMP level fixed remuneration represents significantly less than 50% of the 
total reward opportunity.  In our judgement, while mindful of incremental adjustments to fixed 
remuneration and observing a large proportion of replacement executives predicated by KMP 
renewal have been pitched at lower levels than longer serving separating executives, 
shareholders have a greater focus on the veracity and integrity of incentive programs, 
which purpose is to reward improvement and in that context improvement which is aligned with 
shareholder welfare. 

While one proposition may well be that today’s executive team is a blend of those managing 
enterprises pre the GFC and new appointees, improvement in a company’s total shareholder 
returns and a return to pre GFC investment values remains a high priority of many 
shareholders.  With improving transparency in disclosure we observe that proxy advisers and 
others are monitoring the application of discretion more closely, having an expectation that 
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failure to meet business improvement criteria should be reflected by either modest incentive 
payments or no incentive payment at all. 

We equally observe the challenge which boards face in the current volatile and uncertain 
economic climate on a global footing in allocating equity based long term incentive awards 
seeking improvement on prevailing share prices which will vest well below pre GFC investment 
values.  Egan Associates acknowledge that the current environment, which is not representative 
of the pre 2008 world for more than a decade, is a highly challenging one in which to develop 
meaningful reward programs with increasing alignment with shareholders, while recognising that 
the current value of many shareholders’ investments is substantially below the value of their 
underlying investments in the period prior to the GFC. 

Using a variety of lenses and metrics this report explores issues which we believe will 
become increasingly relevant for a board, and particularly the remuneration committees, 
of leading listed companies as they review their remuneration frameworks. As boards work to 
establish shareholder aligned criteria for the payment of incentives, to rebalance the proportion 
of fixed and at risk reward and to reappraise the appropriateness of long established 
performance hurdles, we present a perspective on recent practice which we  hope will challenge 
boards to strengthen those efforts. 

KMP Viewing Point 

The August 2012 KMP report examines how the pay of CEOs and the Top Three 
Executives (excluding the CEO) from ASX 50 and ASX 100 organisations has been 
adjusted having regard to organisation performance.  

Our analysis has considered both levels and movements in company profitability and market 
capitalisation on an industry as well as an aggregate basis. We have also addressed both 
international and local research in relation to productivity, which in our judgement highlight key 
questions which boards will need to address in developing the performance expectations for 
rewarding key management personnel under their annual and long term incentive plans, while 
also advising shareholders in a more complete and transparent manner what it is that these 
programs reward and how outcomes are reflecting reward for improvement, both in relation to 
prior year performance or underlying performance growth where year on year performance can 
be volatile, as well as benchmarks including industry sector comparators and the movement in 
reward having regard to shareholder value creation, both on a look back basis and on a 
projected basis. 

We are starting to observe in this context many investors changing their focus from relative total 
shareholder return to earnings growth. This change in emphasis has in part been brought about 
by the structure of performance hurdles and a shift from options to share rights as awards under 
long term incentive plans. Relative TSR performance, while it might reflect improvement above 
an index in relation to a benchmark sample, often does not reflect a return to share values of 
the recent past although management can also receive a benefit while share prices decline. 
Shareholders are expressing concern in this context when management are being rewarded 
with substantial allocations of equity at share price levels well below those realised in the 2007 
to 2008 period or in many instances substantially below cyclical highs in a post GFC 
environment. 

A partial outcome of this flight to earnings or return performance hurdles is reflected in a number 
of industries where employment numbers are falling, where companies are seeking to outsource 
either their manufacturing or back office activities into lower cost economies and divesting non 
performing assets or noncore businesses in order to both retain shareholders and encourage 
new shareholders. We also observe in this context a restatement of the criticality of the 
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leadership of an organisation and its ability to develop and execute robust strategies, while 
endeavouring to perform above trend in a challenging global economy 

Key Findings  

▪ Median net profit of ASX 50 and ASX 100 organisations had decreased from 2007 to 2009 
by 6% and from 2009 to 2011 by 1%. At the median and average, market capitalisation today 
is only slightly ahead of the values in 2000, with a distinct dip in value in 2008 and a slow 
though volatile recovery subsequently.   

▪ At the 90th percentile, the movement in market capitalisation for ASX 100 has been much 
more volatile with big positive movements from 2003 through till the GFC and then the strong 
downward movement in 2007/2008.  At the top end, market capitalisation today is well ahead 
of 2000, though hovers at 2006 levels. 

▪ Fixed remuneration has been flat since 2007 and in fact the average fixed remuneration for 
CEOs jumped a little in 2009 before coming back down to 2007 levels by the end of 2011.  

▪ The fixed remuneration story for the Top Three Executives has remained similarly stable and 
less volatile, with almost no movement in terms of fixed pay since 2007.  

▪ Overall it is clear that fixed remuneration levels for top executives did not reflect the 
significant dip in market capitalisation or in net profit post the GFC. 

▪ Average CEO Total Annual Remuneration (TAR) fell slightly in 2008 but then plateaued out 
until 2010 when either tougher performance assessments were made or remuneration 
programs caught up with the economic situation and delivered lower overall levels of reward.  

▪ Average Total Annual Remuneration for CEOs in the ASX Top 100 has fallen from around 
$3.3 million to around $2.8 million over the four year period (2007 to 2011).  Median Total 
Annual Remuneration was flat from 2007 until 2009, though subsequently the data reveals 
an increase from $2.5 million to $2.8 million from 2009 to 2011. 

▪ For the Top Three Executives in ASX 100 companies the cuts in TAR took averages down 
from $1.6 million to $1.4 million. At the median, the downward movement was almost 
negligible indicating that the number of ASX companies providing a pay increase was 
relatively high but that the level of increase was modest.  

▪ It would appear from the analysis that, in relation to TAR at least, it was the previously highly 
paid CEOs who took the hit post GFC, not the other KMPs. 
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Data and Terminology Used in this KMP Report 

The constituent companies of the ASX 50 and ASX 100 vary each year based on a company’s 
market capitalisation. The data used in our analysis reflects this circumstance. The different 
components of executive pay, which have been used in this report are: 

◦ Total Fixed Remuneration (TFR) incorporates Salary plus Superannuation, the cost 
of providing Employee Benefits and the grossed up impact of Fringe Benefits Tax;  

◦ Total Annual Remuneration (TAR) incorporates Fixed Remuneration plus Short Term 
Incentive payments ; 

Short Term Incentive (STI) incorporates performance based payments paid annually.  In 
recent years this has incorporated deferred elements of Earned Remuneration that may or may 
not be subject to forfeiture. STI does not include zeroes.  

Linking Executive Pay to Profitability 

Corporate Success Metrics 

When considering the parameters for market comparisons of executive reward, a number of key 
corporate metrics are typically used as a starting point. Net profit and market capitalisation are 
two of these and to understand the return to key management personnel, Egan Associates has 
reviewed movements in these measures of corporate success and compared these to 
movements in executive reward. We have also explored the market’s expectation of EPS 
growth for the 2012 and 2013 financial years which would foreshadow a decline in KMP 
earnings. 

 

Figure 1 
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Net profit 

Figure 1 reveals the movement in net profit over the period pre-GFC to the end of the 2011 
financial year.  The net profit of ASX 50 and ASX 100 organisations decreased from 2007 to 
2009 by 6% and from 2009 to 2011 by 1%. As a result investors would have experienced a 
decline in income from reduced dividends. Egan Associates and shareholders would have 
anticipated close alignment between the above circumstance and executive at risk reward. 

 

Figure 2 

Market capitalisation 

Another measure of company scale used in remuneration analysis is market capitalisation, with 
a general rule being that remuneration of executives is likely to be closely aligned with a 
company’s enterprise value.  It is our understanding that proxy advisers and major institutional 
investors review CEO and KMP remuneration principally having regard to their relative ASX 
rank. 

Table 1: Percentage of ASX 100 entities recording Market Capitalisation and Net Profit increases 

 2007 2009 2011 

Market Capitalisation ASX 50 95 86 22 

Market Capitalisation ASX 100 96 91 33 

Net Profit ASX 50 60 46 75 

Net Profit ASX 100 70 47 73 
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The table above reveals the percentage of ASX top 100 companies in two splits (the ASX 50 
and ASX 100) which improved their relative position in relation to both net profit and market 
capitalisation over the period immediately preceding the Global Financial Crisis through to the 
end of the 2011 financial year.  The data reveals that less than 5% of companies experienced 
growth in their market capitalisation between June 2006 and July 2007, that proportion 
substantially increasing when reviewing growth in market capitalisation over the period between 
the conclusion of the 2008 and 2009 financial years and a dramatic shift between the 2010 and 
2011 financial years, with only one-third of the ASX 100 companies experiencing an uplift in 
their market capitalisation. 

Over the same period 60% of ASX top 50 companies disclosed a profit increase in the 2007 
financial year, declining to 46% in the 2009 financial year though increasing to 75% in the 2011 
financial year.  Across the ASX top 100 companies less than half improved their profitability in 
the 2009 financial year compared to the prior year, though almost three-quarters of the ASX top 
100 companies realised profit improvement in the 2011 financial year. 

If there was any data set which would highlight an expression of concern at AGMs in respect of 
the 2011 reporting season it was the lack of movement in enterprise value, or indeed decline in 
the majority of cases. 

What has happened to the market value of companies during the last decade?  At the median 
and average, market capitalisation today is only slightly ahead of the values in 2000, with a 
distinct dip in value in 2008 and a slow though volatile recovery subsequently.  At the 90th 
percentile however the movement has been much more volatile with significant positive 
movements from 2003 through until the GFC, followed by a sharp decline in 2007/2008.  At the 
top end, market capitalisation today is well ahead of 2000, though hovers around 2006 levels. 
What our analysis shows is that in terms of both net profit and market capitalisation, investor 
return in 2011 is behind 2007 levels.  
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Fixed Remuneration Relative to Corporate Success Measures 

If we examine what has happened to fixed remuneration for CEOs and the Top Three 
Executives post GFC the picture is quite different, although the trend result is similar.  Fixed 
remuneration increments are reflected in the flat line illustration in Figure 3 dating back to 2007.  
The average fixed remuneration for CEOs increased a little in 2009 before coming back to 2007 
levels by the end of 2011. Included in this data set would be fixed pay levels offered to new 
appointees as well as established incumbents.  

 

Figure 3 

With the market reeling from the GFC, fixed pay for new appointments was often pegged lower 
than for previous long serving incumbents, although in some cases higher levels were 
necessary to attract quality CEOs into organisations that were clearly suffering from the GFC 
and in need of strong, seasoned leadership. 

The story for the Top Three Executives also has a similar outcome but the path has been less 
volatile, with almost no movement in terms of fixed pay since 2007.  

Overall it is clear that fixed remuneration levels for top executives did not reflect the significant 
dip in market capitalisation or in net profit post the GFC. 

Another lens through which to view the productivity of executive reward, is the percentage of net 
profit which is paid out in remuneration for executives.  As can be observed from the following 
graph, companies in the ASX Top 100 have paid a lower percentage of net profit in CEO fixed 
remuneration since 2009.  For the ASX Top 50 companies the picture is different, with an 
increasing percentage of net profit being paid to CEOs.  Pay for the Top Three Executives has 
not changed as signficantly, indicating that Boards have focussed more on rewarding the CEOs 
during the volatile post GFC period. 
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Figure 4 

Short Term Variable Remuneration Relative to Corporate Success Metrics 

Another part of the  reward equation, the short term incentive (STI), has been much more 
affected by post GFC reward decisions. While 2008 saw little movement in the level of STIs 
reflecting that STI payments typically need a full year before they reflect market conditions 2009 
saw a measured decline.  

In light of the above we compiled information on the proportion of organisations in the ASX 100 
paying incentives to KMPs in the 2007, 2009 and 2011 financial years. 

Table 2: Percentage of ASX 100 entities paying Short Term Incentives 2007- 2011 

 2007 2009 2011 

CEO ASX 50 97 89 100 

CEO ASX 100 96 85 93 

Top Three Executives ASX 50 96 91 97 

Top Three Executives ASX 100 98 83 91 
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Figure 5 

In 2008 the average STI payment to CEOs started to decline and in 2011 had fallen well below 
2007 levels.  The median payment however has fluctuated but is continuing on a general 
upward trend. This data is surprising in that it would be expected that STI payments would have 
been more closely aligned to corporate success metrics and as net profit and market 
capitalisation fell, so would STI payments albeit with a one year lag. 

For the Top Three Executives, the average STI pattern has been different, with payments falling 
considerably in 2009 and while movements continue slightly upwards, they are well behind 
2007 levels. Median STIs however have remained steady over the same period. 

Total Annual Remuneration (TAR) Relative to Corporate Success Measures 

Combining the two sets of data, incorporating variable annual remuneration, provides a more 
balanced perspective on executive take home pay during this period. The picture from our 
analysis is that the remuneration plans in place were slow to react to the global financial crisis in 
terms of adjusting the overall level of incentive reward. 
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Figure 6 

Average CEO pay fell slightly in 2008 but then plateaued out until 2010 when either tougher 
performance assessments were made or remuneration programs caught up with the economic 
situation and delivered lower overall levels of reward. Average Total Annual Remuneration for 
CEOs in the ASX Top 100 fell from around $3.3 million to around $2.8 million over the four year 
period. Median pay was flat from 2007 until 2009, though subsequently the data reveals an 
increase from $2.5 million to $2.8 million from 2009 to 2011. 

For the Top Three Executives in ASX 100 companies the cuts in TAR took averages down from 
$1.6 million to $1.4 million. At the median, the downward movement was almost negligible 
indicating that the number of ASX companies providing a pay increase was relatively high but 
that the level of increase was modest. It would appear from the analysis that, in relation to TAR 
at least, it was the previously highly paid CEOs who took the hit post GFC, not the other KMPs. 

Link to Corporate Performance 

In terms of how these movements in reward relate back to corporate performance, there has 
been a positive shift in median TFR as a percentage of net profit. In this context there has been 
a decline in absolute net profit and no movement in the fixed remuneration, hence the 
percentage allocated to KMP pay increased.  Accordingly, while investors have seen a decline 
in net profit and dividends, the CEO and Top Three Executives of these companies have not 
experienced a corresponding decline in TFR.  
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The data for STI payments tells a different story and reflects the fact that STI payments at the 
median as a percentage of net profit in the ASX Top 100 have decreased during the period of 
net profit decline. The data for the ASX Top 50 however shows a significant increase in the STI 
as percentage of net profit paid out to CEOs during a time of declining profit. The picture for 
ASX Top 50 companies is even more telling when comparing the level of profit decline relative 
to the broader ASX Top 100 group. In part this must raise questions about the integrity of the 
STI plans in place among the ASX top 50 companies and whether these plans are in fact 
responsive enough to changes in market conditions and returns to shareholders. 

Figure 7 



 

www.eganassociates.com.au Page 17 of 20 

  

 

For the Top Three Executives, median STIs fell dramatically as a percentage of net profit in 
2008 and 2009 but have been on an upward trend since then. While net profit (and return to 
shareholders) has continued to decline, STI payments as a percentage of net profit have risen 
sharply since 2009. This raises the questions of whether STI plans have been appropriately 
redesigned or targets softened to enable payouts in 2010 and 2011 or whether individual 
performance of the Top Three Executives has been such that they are assessed as contributing 
significantly to restoring profit for shareholders in future financial years. Shareholders with their 
new “two-strikes” voting power on executive rewards will no doubt be closely following the 
outcomes of both STI plans and these corporate metrics. 

Sector STI Payments for CEOs : ASX 50 

Having examined TFR and TAR and its relationship to net profit, it is also useful to break out the 
STI payment for analysis to answer the question “Did STI plans respond quickly and effectively 
enough to the changes in net profit, and hence shareholder return, post the GFC?”. 

In the Financials sector, STIs rose as a percentage of net profit from 2007 to 2009, reflecting a 
slow reaction of STI plans to the corporate results during the GFC. It wasn’t until 2010 that plan 
payouts started to reflect the challenges facing the Financial Services sector.  

While the Industrial sector also went against an expected trend and delivered STI payments at a 
higher percentage of net profit in 2009 than in 2007, the Materials and Consumer Staples STI 
plans clearly produced more responsive results, with falls in the percentage of STI payments as 
a percentage of net profit. In the Consumer Discretionary sector STIs have remained at a similar 
percentage of net profit throughout this turbulent four year period. 

Figure 8 
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Sector STI  Payments for the Top Three Executives : ASX 50 

Pay movements (TAR, STI and TFR) for the Top Three Executives in the ASX 50 have followed 
CEO pay movements quite closely across all industries, particularly in Consumer Staples.   

Over the four years from 2007 to 2011, TFR, STI and TAR as a percentage of net profit 
remained reasonably constant for the Top Three Executives in all sectors except Consumer 
Discretionary where there was a 20% increase in TFR as a percentage of net profit. In the 
Materials sector there was significant fluctuation of TAR and STI as a percentage of net profit 
(i.e. a 40% decrease in TAR in 2009 with a 35% increase in 2011 and a 38% decrease in 2009 
followed by 57% increase in 2011 in STI). 

For the ASX 50 Consumer Discretionary sector, there was an increase of about 10% in STI for 
the Top Three Executives as a percentage of net profit from 2009 after period of stability from 
2007 to 2009. In all sectors, (except Consumer Staples and Industrials) STI as a percentage of 
net profit experienced strong growth in 2011. The Top Three Executives in Materials had the 
largest growth of 57% in 2011. Interestingly, The Top Three Executives in Materials also had 
the largest decrease of STI as a percentage of net profit (57% in 2011). The Industrials sector 
was the only one where there was a steady decrease of STI as a percentage of net profit from 
2007 to 2011 for the Top Three Executives. 

 

 

Figure 9 

EPS Prediction 

Earnings forecasts from leading analysts in respect of both the 2012 and 2013 financial years 
reflect a reasonable degree of variability, though an expectation (excepting Industrials) that 
most sectors will experience growth in the coming financial year.  The chart below demonstrates 
the prevailing variance across selected sectors in respect of both the 2012 and 2013 financial 
years regarding earnings expectations. 
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Figure 10 

Concluding Observations 

While Table 1 above (page 10) reflects improved profitability in 2011 over the 2010 financial 
year by three quarters of ASX100 companies, it also demonstrates an unexpected 
misalignment between profit improvement and growth in market capitalisation.  As the 
bourses continue to reflect a high degree of volatility, in part influenced by European economies 
and a hesitant North America, it is in this setting that we have recently noted a number of 
leading companies and their Chief Executives introducing more stringent at risk reward 
programs with longer deferral periods under annual incentive programs and in some 
instances pay freezes and on replacement, pay reductions. 

It would be our judgement that major investors and their advisors will more closely scrutinise 
annual incentive payments and expect more detailed reporting on performance criteria and a 
comprehensive comparative statement after the event in support of incentive payments 
disclosed.  In the volatile post GFC environment we also believe that relative total 
shareholder return will continue to be less favoured than internal measures relating to 
returns on shareholders’ equity, capital employed or total assets and earnings growth. 

In parallel with the above in the current challenging environment there is also likely to be 
greater acceptance of higher awards under annual incentive programs which are 
thoroughly documented and awards transparently explained, with increased deferral 
expectations and longer periods of deferral. We believe this model will represent a preferred 
outcome in the next two to three years to current benefits realised under LTI programs awarding 
share rights and adopting relative TSR performance hurdles where there has been limited 
return to shareholders by way of share price growth or dividends. 

While we have not observed Boards in Australia reducing incumbent executives’ fixed 
remuneration, a practice which has been selectively embraced internationally, we have clearly 
witnessed that KMP replacement has often been accompanied with a reduction in potential 
earnings opportunity and fixed remuneration.  It would be our judgement that these actions will 
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continue in the foreseeable future and place increasing pressure on Chairs of Remuneration 
Committees to rigorously address the appropriateness of current benchmarking and the 
alignment of executive reward with sustainable value creation. 

Methodology and Assumptions 

ASX 50  The largest 50 companies by market value listed on the ASX as at 
30 June each year, excluding companies that are foreign registered 
companies, externally managed funds and investment trusts where 
KMPs are employed by the responsible entity for the trust. 

ASX 100 The largest 100 companies by market value listed on the ASX as at 
30 June each year, excluding companies that are foreign registered 
companies, externally managed funds and investment trusts where 
KMPs are employed by the responsible entity for the trust. 

Total Annual 
Remuneration 

Total Annual Remuneration is calculated as Base plus 
Superannuation plus Other Benefits plus Short Term Incentives. 

Total Employee Cost Total Employee Cost is the Base plus Superannuation plus Other 
Benefits. 

Data Sources 2007-2011 Annual Reports lodged with the ASX. The Egan Director 
and Senior Executive Remuneration Database, Thomson Reuters 
DataStream, the Australian Bureau of Statistics and publicly 
available information which have been sourced where appropriate. 

Additional Notes for 
computation of pay as a 
% of net profit  

CAGR over 2 years (for 2009-2007 and 2011-2009) and over 4 
years (for 2011-2007) is the % change. We used internal database 
to obtain values of TFR, TAR, STI and net profit for 2007, 2009 and 
2011. 

Excluded Executive Chairmen, overseas based incumbents, 
expatriates and incumbents with a position change during the 
reporting period. 

Where incumbents that have held a position for less than 365 days 
and a minimum of 183 days, they have been included with their 
Fees annualised where no other position data was available. 

Market survey variances can arise due to different 
methodologies adopted to account for changes in board 
membership and/or constituent entities in ASX indices. The 
methodology described above has been adopted by Egan 
Associates for more than two decades. 
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