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Questions directors
should ask hefore

ASIC does

By Michele Levine

CEQ of Roy Morgan Hesearch

The Director’s Dilemma

Great CEOs don't come cheap, but shareholders are becoming increasingly
concerned about CEQs' salary levels. The board’s involvement is essential
in determining both remuneration policy and the role of the CED.

his country has a history of company

owners - albeil mostly from private

o privately controlled  public
companies rewanding - executives who
have contributed o the wealth of the
company in unusual ways. These iheluds
no (or very, low) interest loans o assist
therm in creating capital to buy ouk parls ol
the business al a value much
below market worh. Indeed,
immediagtely  after  WWIL
there were examples of senior
excoutives: munning their: dwn
husinesses while working o
public compaiies,

These were infarmal ways of
vecopnising that if a particalat
PEERCHL had the capacity. o
generite great weakth and that b that
capacity had 1o be harmessed for the good of
the company, rewards coutd not necessarily
b limited to what the company conbd afford
fey ety i asalary

Such devices are not possible today given
fringe benefit tax and preater (ansparency
ify relation 1o the disposal of company a5s¢es
and  imtercompany transactions. Today
that's just not on as a medns of rewarding
seniorexecutives,

Beyond the legalities, the system was far
From perfect - being very much al the whim
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of the cwner or contralling shareholder,
s thal nepotism was - rife.  Bxecutive
remuneration 15 muoch more  stuctured
tockay, and atl the top end is generatly much
higher.

Following the collapse of HIH and the

dectine in value of the highly regarded AME,

mitch anger and ffustration was dirccted at

Much has been written about CEO
salaries, but less attention has
been directed to the role of the
board, either as the problem (or
part thereof), or as the solution

highly paid executives, apd specifically al
the sheer size of thelr remuneralion,

Roy Morgan: qualitative research repors.

comments such - as. “Payouts have bien
exarbitant”, PExccotives get paid and [
not accountable” and “How can a CEC
who pets paid so muech make so many bad
decisions?”

Today, this media is foll of debate about
CEG and senior executives’ salaties. Like
A sood movie or popular series, the CEO
salary debate is self-nourishing - it has
“poodies” (those who create wealth for

many) and “haddies” (those who o plunder
comnpanies and walk away unscathed)
it drawes upon and then fpeds on Australian
values of equity and fai play,

Of cotirse things are not helped by words
like “obscene’ and “humbug?® being used in
comjunction with business chiefs and salaries
or by Sepator Stephen Conroy  calling
directors dinpsaurs with their “snouts fairly
in the trough'.

Ts it fair that some eam more than others,
o have more. even much more, than
ofhers? Along with many  Auvstralians, |
have real difficulty wit this
philosophical quéslion. But
equity is not the real issue hee,
and not all. CEOs gel huge
sakaries and huge payouls,

The  worldwicde  problem
is that thete are significantly
fewer pood CEOs than there
dre compiries Lo run, Soothe
hest CECs have many choiees:
They can g their own business, [
somenne clae s husiness, enter politics, reqre,
cnter academia o engage in community or
chirity work.

The fatal flaw in market logic

Although CEOs need rewards i convinee
them to join & company, there 154 very meal
prohlem - double mflation, even triple
inflation in the making.

Salaries are scenerally determined by
competitive: benchmarking - what the
average CEO in g similar sized company,



A similar industry would expect - plus
a bit {premium), because no one wants an
averape CECL

The reduced length of time CECk are
spending in their jobs means the infTationary
“plus a0 bit acours with Ever-increasing
frequency. This is not dissimilar o (he
impact that would oceur oul of
componding interest moathly
then weekly then daily,

Moreover, if CEO salaries
must be narket competitive
at all thmes, and increased 1o
keep in line with the market
regardliess ol contmet (s was
the explanation Tor Coles Myer
CEO Tohn Fletcher's proposed
silary increase), then potential exists for
Lerliitry inilation,

Concern has also been expressed (hat
transparcncy will boost salares s people
both i the
make comparisons and seek  increnses,
Head-hunters, for cxample, hold market
information on salaries and can use this to
“hid-up,

arganisation  and  outside

Where does responsibility lie?

Typrcally, responsibility  would  have
Reen held o lie with the board, (e ©1 W or
maragement, Bur revent proposals w have
averninent and sharcholder involvement
in the remuneration decision [FOCERS N2
1t these two growps must also be added o
the list of those potentially responsible,

And what of the exiting CEO - who s
respensible fin his pay? A CEO exiling
carly and peting a hig payoul when g
eempsEny is ot performing tends o ereare
i reaction,

Is the CEO responsible because he or she
did not perform! Cr is the board respomaible
hevause thiy hired the WIONE person or did
ot provide the right environment, SO,
ur direction? Much has been written aboul
CEO salaries, but less attention has been
directed 10 the role of the lerared, either
e e problenm i o part thereofl, or as the
solulicn,

Abrogation of responsibility
to head-hunters

Australians don’t wamt fgurcheads as
directors of their companies. Yot iy
Businesses leave the crucial process of
CED selection and remuneration 1o head:
hinters,

Mot many head-hunters have been valued
members of boards of major COMpnies

soing through  dramatie change or have
been CEOs who have suecessiully lurmed
around a failing company,

Back to the drawing board
Warren Buffet challenges directors to o
back 1 the drawing board - when it comes

Companies profess a belief in
teamwork, seek team players and
a “partnership of equals” at board

level, but cling to the notion of g
sole CEO sitting godlike at the top

to CED or senior executive recruitment and
rEmnnersion, the board can do it differently,

In sclecting ang employing o CHO, 4
board nust look for value. Tt can Jook at
alternatives - would twa simaller Jobs e
better than one large one or would some
kinel of vivtual office be relevan?

Waould a weli-planned team of five peaple
each on 30 per cent of the CEO salary be
better than a CEO jlus four penphe on 240 per
cent of his or her salary? The first solution
represeiits net only a 30 per cen saving,
but also a break with padition, Companies
profess a beliel in teamwork, seck team
Players and a “partnership of equals™ ar
berrd level, but cling to the notion of a sole
CEO silting godlike at the top,

Retating CHOs may actuql Iy achivve the
kind of rejuvenation that s thewsht 1o be
needed every four vemrs or so. Retarions
happen in legal partnerships - many
lawe firms are both large and extremely
profitable - it happeins with heads of
deparunent al universities, and has been
used i situations where, Jor example,
advertising agencies have retained ex isting
management structores aller acquisition,

Alternativelv,  rather forced
rotation, the: choice of CEO could refy
an the stradegic direction of the company
ala particular time. So if o board decides
that corporate dircction for the next thige
years will b on prowih through sales and
commercialisation of existing products, g
marketing-focused board member would
be the obvious choice.

than a

The task and transparency

A CED &5 in many ways like any other
investment, whether o be in g building,
4 COMpAny or 4 new computer system,
The steategy and factics involved in these

those
invelved in finding and emploving the right
CEO at the right price, These Lransactiong
I Open o seruliny.,

Choosing o CEO could  most closely
b likened o buying LOMpMY, or
conducting a merger where issues of price,

three examples are no cdissimilar o

cultural Gt and furyre EArnings
are all important.

| have never deal
where the recenily acquired
company was subject o

Seen a

i
special arrangement, a0 that
i the cultures did not il the
company  would  be  given
back mnil compensated for he
Cxperience,

The right to know but not to decide

Today, advertisers wse the Worm to
s e people  respond o s
advertising campaign. For companies, e
share price s the Worm's equivalent. |
should respond, not dictare,

Encoursging sharcholders to vote on
execulives’ salarics must nol be allvae
ler o teo far, Shareholders sre not CJUESi-
senate, and the ramifications should thiy
take on that ol would be far-reaching,
There woauld nn only be a fundamental
shift of power, but also a fundamental shifi

o

in responsibility,

Teday, debate rages on the proprosed
reforins to the Senate - whether ihe Senite
i5 a4 legitimate check on (e Ciovermmen
of the day, or whether (he Ciovernmen)
of the day s
abstrncon.

Prima-lacie there is a strong parallel with

A right 1o govern without

the role of hoards vis-G-vis shareholders,
Hoswever, there is a fundamental difference
- shareholders can sell al any tme. The
shave price is a real measure of contliclence
in the company and the board, one which
translates immedistely into dellars,

The o
this

directors i
debare

essentially one of opening the channels

role COMpan Y

eREClive  rermuneration is
of communication. The questions are: Are
ouoax board  members communicating
with your shareholders in such a Wiy
that they can understand whay ¥ouU o drne
daing? Have you pur vour slrategies into
a broader context for your sharcholders
and - stakeholders?  Have iy lvisd
them? Have you bheen transparent ahout
the complexitiea? Are ¥ou conmmunicating
honestly, intellizently and with wisdom, or
Just giving the company ling! W
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