DCA Group Limited

Report on Extraordinary General Meeting

We represented an ASA member at an EGM of DCA Group Limited on 3 March 2003 when shareholders were asked to approve the issue of 500,000 performance share rights to the Managing Director, Mr David Vaux. We wouldn’t normally have attended such a meeting (the company has only 1600 shareholders) but this flawed proposal was enough to warrant our attention.

Shareholders were informed that this matter could not be dealt with at the previous AGM (held in November 2002) because directors were involved in “restructuring” and that it could not wait until the next AGM because the CEO needed to be adequately and competitively rewarded. This resulted in what we estimate to be an additional $50,000 in costs for shareholders to bear in 2003. Call us cynical if you like, but we wondered whether it had anything to do with the value of Mr Vaux’s 4,500,000 options that are looking increasingly vulnerable as the company’s share price slowly sinks (from around $2 in September last year) to $1.45 the day before the meeting. Incidentally those options can’t, according to the directors in the last annual report, be reliably valued leaving us to wonder how companies like Woolworths Limited and many others managed to value their executives’ options last year.

We suggested that the terms of the performance share rights did not match Australian best practice but we were assured by the chairman that the board had “independent” expert advice to the contrary. We asked that this advice be tabled, only to be told that it was confidential and provided to the board (and therefore not to the shareholders?) in confidence. An “international independent remuneration expert” we met recently told us that he was finding it increasingly difficult to meet clients’ expectations (whatever that might mean) and that he had had to refuse to give advice to some clients unless that advice remained confidential. We wondered about that! Our view is that shareholders should have been given the benefit of any expert independent advice (for which they, after all, have paid) to assist them decide how they will vote on the resolution. Apart from anything else it could be seen as a matter of courtesy. Other companies do it.

We pointed out that any long term incentive that relied solely on share price movement may, as the chairman suggested, be “simple” but it could also mean that Mr Vaux was handsomely rewarded simply as a result of market sentiment towards the industry in which the company found itself. Remember One.Tel?

After voting against the resolution as directed by our member we met Mr Vaux and asked whether or not in the event of his being awarded these performance rights the shares would be created out of the capital account by the directors or purchased on market. We were told by Mr Vaux that he had a preference for an on-market purchase, but that had yet to be decided. We are surprised the un-named “independent remuneration expert” didn’t express a view on that. 

If (as we suspect) the performance rights eventually result in shares being issued out of the capital account by the directors then other shareholders interests will be diluted and part of Mr Vaux’s remuneration will effectively be “off-books”. Company costings will, accordingly, be understated. 

All that may have to change in 2004-5 when new accounting standards are adopted in Australia. Whether or not directors think executive options and performance rights can or can’t be reliably valued won’t matter because auditors won’t be allowed to sign off on the accounts unless they are expensed through the Statement of Financial Performance. And you must have a valuation to do that.

One can only speculate on the affect that is likely to have on the share price of DCA Group Limited in 2005. The company currently has 6.5 million executive options on issue.

Members are invited to send their comments to: share@ozemail.com.au that will then be forwarded to our monitor for comment.                          swm40303
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