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Navigating the Storm 1

It is a different world in corporate board-
rooms today. Executive compensation has 

attracted increasing attention in recent years. 
Whether it is absolute pay levels versus that 
of the average worker, the size of exit pay 
packages, or executive perks, examples abound 
of excess at individual companies. The result 
has been an increased spotlight on corporate 
boards. In particular, compensation commit-
tee members are being swept up in a storm 
of scrutiny from regulators, investors and 
the media.

The SEC’s decision in 2006 to overhaul dis-
closure rules for executive compensation, and 
recent Congressional hearings on executive 
compensation, are just the latest developments 
that have turned up the heat. Other seminal 
events include the adoption of FAS 123R, the 
stock option backdating scandals, the advent 
of institutional shareholder compensation vot-
ing policies, and the “say on pay” movement.

Meanwhile, the press and shareholders are 
ready to pounce at any hint of excessive com-
pensation paid to today’s executives. Their 

censure now falls squarely on the shoulders 
of the compensation committee in the form 
of no-vote campaigns, shareholder ire and 
damning headlines.

Despite the storm swirling around them, 
compensation committees are obliged to 
exercise their fiduciary and stewardship re-
sponsibility to construct pay packages that 
effectively attract, motivate and retain tal-
ented executives, the very people charged 
with driving shareholder value. Compen-
sation committee members need to navi-
gate these troubled waters by understanding 
emerging best practices. They also must have 
the courage and conviction to do the right 
thing for shareholders, regardless of the 
strong headwinds.

Agenda has assembled a panel of highly re-
garded compensation committee members 
and executive-compensation practitioners 
to brainstorm best practices for compen-
sation committees in today’s environment. 
Their collective views and recommenda-
tions follow. g

Introduction
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Stephanie Abramson  
serves as a Director of 
National Financial Partners 
Corp., and is chair of its 
compensation committee 
and a member of its audit 
committee. She is Executive 
Vice President and General 
Counsel of DoubleClick 
Inc., an online advertising, 
technology products and 
services company, which 
was acquired by Google 
Inc. in March of 2008. Ms. 
Abramson has been a lawyer 
and consultant in private 
practice, advising corporate 
boards on compensation  
and other matters. Ms. 
Abramson received a B.A. 
with Honors in Government 
from Radcliffe College of 
Harvard University and a 
J.D. with Honors from  
the New York University 
School of Law.

Jim Barrall is a partner 
in the law firm of Latham 
& Watkins LLP, where he 
serves as the Global Chair 
of the firm’s Benefits and 
Compensation Group and 
as Chair of its Los Angeles 
Tax Department. He has 
more than 30 years of  
experience in advising 
companies, boards and 
compensation committees 
on executive compensation 
and employee benefits  
matters. Mr. Barrall was 
recently honored by the 
UCLA School of Law as  
its 2008 Alumni of the  
Year for Professional 
Achievement, and has been 
named as a top-tier benefits 
and compensation lawyer  
in Chambers & Partners 
USA’s 2007 and 2008  
rankings and The Legal  
500 US 2008 rankings.

Bruce Benesh is a tax  
partner with Grant Thornton 
LLP. He has more than  
28 years of experience in 
executive compensation,  
tax planning relating to 
compensation arrangements 
and human resource 
consulting. Before joining 
Grant Thornton, Mr. Benesh 
was the partner-in-charge  
of Arthur Andersen’s North 
American and Latin 
American Human Capital 
Practice, and the Divisional 
President of a consulting 
practice for a publicly traded 
company. He is a certified 
public accountant and a 
member of both national  
and state organizations, 
including the American 
Institute of Certified Public 
Accountants. He is also a 
member of WorldatWork 
and of Beta Gamma Sigma, 
National Business and 
Accounting Honor Society.
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Janet Clarke serves as a 
director of Asbury Automo-
tive Group and ExpressJet 
Holdings, and chairs the 
compensation committees  
of those boards. She is also  
a former director of Gate-
way, eFunds Corporation 
and Cox Communications. 
In the private sector, she is a 
director of Cox Enterprises 
and Forbes Media Holdings. 
Ms. Clarke is president and 
founder of Clarke Littlefield 
LLC, a firm offering strategic 
consulting services to the 
financial services industry. 
Her prior experience includes: 
Chairman & CEO of 
KnowledgeBase Marketing, 
and Executive Vice President 
of Database Marketing  
at Young & Rubicam.  
Ms. Clarke is a graduate  
of Princeton University 
where she serves as a trustee.

Linda Fayne Levinson 
chairs the compensation 
committee for Western 
Union, Ingram Micro 
and DemandTec. She just 
stepped down as chair of 
NCR’s compensation com-
mittee as the Independent 
Lead Director. Ms. Levinson 
was a partner at GRP Part-
ners, a venture capital firm; 
an executive at American 
Express, where she ran the 
US leisure travel business; 
and a partner at McKinsey 
& Co., where she was the 
first woman to be elected 
partner. Ms. Levinson holds 
an AB in Russian Studies 
from Barnard College, where 
she is a Trustee, an M.A. 
in Russian Literature from 
Harvard University, and 
an MBA from New York 
University’s Stern School.

Blair Jones, of Semler 
Brossy Consulting Group, 
focuses on helping clients 
motivate and retain talent 
in ways that contribute to 
sustained shareholder value 
creation. She has particular 
expertise in performance 
management and executive 
rewards design, working 
with leadership teams across 
a number of industries, 
including healthcare, retail, 
telecommunications, profes-
sional services and consumer 
products. Prior to joining 
SBCG, Ms. Jones worked 
for fifteen years at Sibson 
Consulting, where she was  
a Senior Vice President  
and Practice Leader for 
Leadership Performance  
and Rewards. She began  
her professional career at 
Bain & Company, helping 
clients develop pricing  
and marketing strategies.
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ACTiOn STEP OnE

Own the process.

The use of compensation consultants has at-
tracted significant attention recently. Some 
compensation committees use the same con-
sultant that management does, while others 
choose to hire their own consultant in ad-
dition to the one used by management. If a 
committee adopts the two-consultant model, 
the Panel recommends agreement in advance 
about the roles of the advisors. The commit-
tee and management must set the terms by 
which the two consultants will interact.

In the single-consultant model, the Panel 
stresses, the advisors should give the com-
mittee unfiltered results that are not wa-
tered down by the opinions of management. 
Company management does not have to 
agree with the consultant’s recommenda-
tions. It is much better to show two points 
of view, with the rationale for each, rather 
than homogenized results that seek to blend 
the consultant’s view with that of the execu-
tives. It is the committee’s role to evaluate 
and integrate the disparate ideas where ap-
propriate. The Panel believes that, if the 
compensation committee is in charge of the 
process, it is appropriate to have only one 
consultant, retained by and working for the 
committee, which would inform manage-
ment of its recommendations.

Congress has held hearings, and the press 
has covered in recent months the indepen-
dence of compensation consultants and 
the potential for conflicts of interest. The 
conflict-of-interest scenario arises when the 
executive compensation consultant retained 
by a compensation committee is part of a 
larger human resources consultancy that de-

It is critical for compensation committees to 
assert control over the executive compensa-
tion process and set the agenda. It is possible 
to do this in a collaborative manner that in-
volves management and doesn’t make the pro-
cess adversarial.

While it is the committee’s role to set the 
agenda, it is important that management and 
the CEO have a voice in the process. The 
executive team plays a crucial role in com-
municating the company’s business strategy 
and challenges to the committee. In addition, 
management provides necessary input about 
key talent needs. The goal is to start from a 
place of trust and shared values. Only then 
can all the parties work together on a plan 
that balances the needs of all constituencies.

Outside advisors such as compensation con-
sultants and legal counsel are essential to the 
increasingly complex work of compensation 
committees. These advisors should be hired 
by the committee, not by management. 
They should understand that they receive 
their assignments from and report to the 
committee. In addition to advising on tech-
nical compensation issues, consultants and 
legal advisors who are expert on compensa-
tion matters can help committees ensure all 
relevant issues are raised and improve the 
way the committees operate.
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ThE PAnEl’S COnCluSiOnS:

1 Assert control over the executive 
compensation process, but give 
management a voice.

2 Ensure all outside advisors doing work 
for the committee are selected by and 
report to the compensation committee 
or the full board.

3 Share a single consultant with 
management, as long as the 
committee controls the relationship.

4 Do not automatically disqualify the 
executive compensation consultants 
from working for the compensation 
committee just because they are doing 
project work for management.

rives significant revenue from work for com-
pany management. Some critics believe the 
compensation consultant will be unable to 
give independent advice in this instance. The 
Panel resists this assumption.

Instead, the Panel believes that if the com-
pensation committee makes it clear that it 
controls the engagement, it can receive in-
dependent advice — even if other parts of 
the consultancy do higher revenue human 
resources work for company management. 
Simply doing project work for management 
does not automatically disqualify a consul-
tant from working on executive compensa-
tion. But the committee should be aware of, 
and approve, other work in which the con-
sultant engages.

However, in some cases, large human resourc-
es consulting firms perform outsourcing or 
other work for companies that can generate 
millions of dollars in annual fees. In those 
cases, the mere perception or possibility of a 
conflict of interest may override everything 
else. Even if these engagements do not affect 
the compensation work the consultant does 
for the committee, it may not be tenable in 
the current environment. If this is the com-
mittee’s decision, there are three options:

Hire a boutique firm that does only ex-1. 
ecutive compensation consulting, or does 
not have a perceived conflict of interest.
Hire a full-line consulting firm that does 2. 
little or no other work for the company.
Keep the existing relationship, but get a 3. 
second opinion every few years and dis-
close it in the proxy. g
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COmpenSatIOn COnSultant GuIdelIneS 
fOR WORkInG for the COmmIttee and 
with manaGement

Consultant reports to the chair of the committee.1. 

Consultant attends all committee meetings.2. 

As requested, consultant assists in planning for the committee meetings.3. 

Consultant’s role is to:4. 
Help the committee ask the right questions y
Raise issues and technical considerations y
Provide input about other companies’ compensation plans y
Suggest alternative approaches and/or make recommendations y

 In connection with these services, consultant will need to work with and have 5. 
access to company management. Consultant asks the committee to facilitate 
such access, and consultant keeps the chair advised of the nature and extent of its 
interaction with management.

 Consultant will not perform any other services for the company without the prior 6. 
approval of the committee or its chair.

 Consultant does not practice law or accounting. The tax and legal implications 7. 
of consultant’s advice should be confirmed with appropriate counsel, and the 
accounting implications should be confirmed with the appropriate experts.

Source: Semler Brossy Consulting Group



Avoid surprises — 
understand all of  
the legal, regulatory, 
accounting and 
optics implications 
of the compensation 
plan — before  
approving it. 

— Jim Barrall

Navigating the Storm 7
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ACTiOn STEP TWO

define your company’s 
compensation philosophy.

Are there changes in business emphasis 5. 
that require a change in the structure of the 
existing compensation program?

What is the role of each element within the 6. 
company’s compensation program? What 
should it be?

This type of discussion can help the com-
mittee members and the management team 
reach consensus on the specific goals of ex-
ecutive compensation and on whether the 
compensation program needs to be adjusted 
to remain consistent with these goals. If con-
sensus cannot be reached immediately, at 
least the areas of disagreement are clear and 
can be addressed.

The culture of a company should line up with 
its approach to compensation. For example, 
a mature and relatively stable company that 
offers its employees a secure and familial en-
vironment would not be expected to have 
highly leveraged bonuses or a tendency to-
ward long-term compensation. Conversely, 
an emerging technology company with lower 
cash resources and high growth potential 
would likely limit short-term cash in favor of 
longer-term equity opportunities.

In developing a clear rationale behind its ex-
ecutive pay program, the committee should 
consider such issues as:

What percentage of the company’s revenue  y
and earnings should be dedicated to com-
pensation?

How performance-driven should the ex- y
ecutive compensation programs be?

Before a compensation committee tackles the 
nuts and bolts of executive pay, it is neces-
sary for it to take a step back and define its 
philosophy on compensation. The commit-
tee and company management must agree 
on the role that compensation plays in im-
plementing and reinforcing the company’s 
strategy. A good compensation plan should 
support the company’s operating and stra-
tegic plans.

To either initiate this process or to keep it go-
ing, the Panel suggests committee members 
have regular conversations with management 
about company business goals, talent needs 
and compensation philosophy, and about 
how the CEO wants to use compensation as a 
tool to reinforce certain goals and behaviors. 
At least annually, committees should discuss 
compensation strategy and plan any changes 
in philosophy or design for the next year. 
These discussions build a foundation, both 
for the programs themselves and for creating 
a basis for trust. They should be exploratory 
and not lead to instant decisions.

Questions should include:
What is the company’s culture with respect 1. 
to compensation? Does the compensation 
program reflect the risk profile of the com-
pany and management?
Where has compensation been a helpful 2. 
tool in furthering business goals?
Where has it gotten in the way or moti-3. 
vated the wrong behavior?
Is there sufficient differentiation in pay for 4. 
different levels of performance?

continued on page 10



The committee and 
management have to 
agree on the role that 
compensation plays 
in implementing the 
company’s strategy.

— Stephanie Abramson

Navigating the Storm 9
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ACTiOn STEP TWO COnTinuED

ThE PAnEl’S COnCluSiOnS:

1 Reach consensus with management 
about the goals of executive 
compensation and the approach  
that will be employed.

2 Press for consistency about how the 
company defines compensation goals 
and how it measures success.

3 Maintain dynamic consistency in the 
compensation philosophy and process, 
but remain flexible enough to adjust 
compensation plans as necessary.

How much leverage should bonus plans  y
incorporate?
How much differentiation should there be  y
based on business unit or individual versus 
corporate performance?
How much equity should be used, in what  y
mix and over what time period?
How much of that equity will be granted  y
to the executive management team?
Which companies should be used for pay  y
comparisons, and where should compen-
sation opportunities be pegged relative to 
the competition?

Having established these guiding principles, 
the committee should know the impact the 
plan will have on the company’s earnings, 
proxy disclosure and tax returns, as well as 
on employees, shareholders, and customer 
perceptions.

The Panel cautions that “compensation creep” 
can occur when a company changes its identity 
too frequently, often in reaction to temporary 
developments. If the company sees it needs to 
emphasize growth one year and then retention 
the next, that can give rise to compensation 
problems. Each new assessment can bring on 

different designs, performance goals and met-
rics. The compensation committee can find it-
self backed into adding new bases for compen-
sation without trimming any of the old ones. 
Therefore, the committee should understand 
the compensation implications of the manner 
in which the company defines itself.

Dynamic consistency should be the goal for 
compensation committees. Major plan chang-
es should be implemented only if there is a 
fundamental change in the company’s busi-
ness strategy or if the committee determines 
that underlying assumptions have changed. 
But if it becomes necessary to change perfor-
mance measures, peer groups or the mix of 
equity compensation, it is important to com-
municate the rationale to the executives the 
plan seeks to motivate. g



Choosing  
performance  
metrics that drive 
the right behavior 
and don’t result  
in unintended  
consequences is 
critical — and not 
always obvious.

— Linda Fayne Levinson 

Navigating the Storm 11
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the pay of Company A’s management team. 
Should that competitor have a strong come-
back, the executives at Company A may not 
get paid, despite good absolute performance.

Comparative measurement of financial metrics 
often requires a series of adjustments and as-
sumptions about competitors’ accounting deci-
sions in order to create apples-to-apples com-
parisons. Committees should evaluate trends in 
historical comparative performance in order to 
determine whether comparative results are a 
good performance measure. Comparative and 
company-specific measures should be balanced 
in order to create the full picture.

Financial metrics are not the only way to mea-
sure executives’ performance, the Panel notes. 
There should be room for softer metrics that 
cover nonfinancial and personal achieve-
ments, as well as a mechanism for committees 
to apply negative discretion to align manage-

ThE PAnEl’S COnCluSiOnS:

1 understand the rules for qualified 
performance-based compensation, 
and the tax, accounting and disclosure 
considerations.

2 identify the key drivers of shareholder 
value, and link performance-based pay 
to three or four of those drivers.

3 understand the pitfalls of comparative 
measures, and balance them with 
company-specific metrics.

4 incorporate softer nonfinancial and 
individual performance metrics by 
allowing for negative discretion.

5 Revisit the metrics regularly to be  
sure they still apply.

ACTiOn STEP ThREE

manage the metrics.

Determining the measures for evaluating ex-
ecutive performance may be the single most 
difficult task compensation committees face. 
There are multiple issues:

What are the measurable performance met- y
rics that create shareholder value?
Does management believe they can influ- y
ence these metrics?
Where is the “just right” level at which the  y
target should be set?

The KIS strategy — “keep it simple” — works 
best. Unfortunately, the tax, accounting and 
disclosure rules can still create pitfalls (see 
box at right).

When designing performance metrics, the 
Panel suggests committees start by identifying 
the key drivers of shareholder value. Then pick 
the ones that reflect the company’s business 
objectives and talent needs, and that will en-
hance the company’s competitive advantage. 
The Panel recommends committees choose 
three or four metrics that allow management 
to focus on doing a few key things well.

Committees should consider both the in-
tended and the unintended consequences that 
might result from the metrics they choose. 
The advantage of using several metrics is that 
they can counterbalance one another, mini-
mizing unintended consequences.

Many committees use comparative results to 
evaluate executives’ performance. It can be 
useful, particularly in cyclical industries and 
when a company needs to improve its relative 
positioning. While paying for outperforming 
peers often is appropriate, comparative mea-
surement has its own pitfalls. If a competitor 
has a difficult year, it could artificially inflate 
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COmpenSatIOn COmmItteeS ShOuld 
RevIeW IRC SeCtIOn 162(m) COmplIanCe.

As a result of increasing IRS audit activity, new tax return preparer penalty rules 
and FIN 48 financial statement requirements, 162(m) compliance is under more 
scrutiny than ever before.

Under 162(m), a public company may generally deduct only compensation  
payable to its CEO and certain of its most highly compensated officers up to  
$1 million per year. Compensation which is structured as “qualified performance-
based compensation” (QPBC) is excluded from this limitation. Failing to adhere 
to these complex rules can trigger liability, earnings charges and restatements.

Compensation qualifies as QPBC only if:
It is payable only upon attainment of pre-established performance goals. y
Performance goals are established by a board committee consisting   y
solely of two or more “outside directors.”
Performance goals are established within the first 90 days of the   y
performance period, generally.
Performance goals are based on performance criteria that have been   y
approved by the company’s shareholders.
Performance goals are objective and formulaic, with no discretion to  y
increase the compensation.
Before payment of the compensation, the committee certifies that the  y
performance goals have been satisfied.

QPBC requirements are more easily satisfied for stock options and SARs than for 
cash compensation and full-value equity awards.

Source: Latham & Watkins LLP

ment’s achievement of its goals with share-
holder value.

If a company is experiencing a volatile peri-
od, or anticipates entering a volatile period, 
the compensation committee should find a 
mechanism to adequately compensate the 
talent during that rough patch. Any adjust-
ments made during difficult times, however, 

should have a business rationale and should 
clearly benefit shareholders.

As companies go through their life cycles, the 
metrics that were used at one point in a com-
pany’s history may no longer serve to measure 
performance. It is important to revisit the 
metrics on a regular basis to be sure they still 
have meaning. g

Navigating the Storm 13



14 An Agenda Publication

or “placemats” (see enclosed placemat) in or-
der to avoid a “holy cow” moment when a 
CEO’s total package is added up. Such tools 
are an effective way to keep the full board in-
formed about the details of compensation, as 
well. The Panel suggests using tally sheets for 
all Section 16 officers. These should appear 
in compensation committee books at every 
meeting, and should be shared with the full 
board on a regular basis. Items to be listed on 
the tally sheets include each executive’s:

Tim y e at the company and time in the role
Compensation history, including grant  y
values and realized gains from long-term 
incentives
Current total compensation opportunity y
Option exercises or vesting of other instru- y
ments, such as restricted stock or long-
term incentive plans
The total walk-away number for any of the  y
scenarios listed above
Total we y alth accumulation.

Beyond the numbers, the Panel reminds 
compensation committees to do the legwork 
necessary to understand all the implications 
of the compensation package. With the help 
of outside advisors, as necessary, committees 
should explore the ramifications of executive 
pay plans on taxes, accounting, 8-K filings, 
proxy disclosure, internal controls, governance 
practices, shareholder relations and optics.

Historically, it has not been unusual for 
various company departments involved in 
administering executive compensation to 
operate independently of one another. Hu-

ACTiOn STEP FOuR

Work to eliminate surprises and  
unintended consequences.

Most of the negative press surrounding exec-
utive compensation has resulted from high-
profile CEO departures. When chiefs head 
out the door, taking with them severance 
packages, as well as the deferred compensa-
tion that was accumulated over many years, 
the total number can be quite large. It can 
also be perceived as pay for failure. The Panel 
urges compensation committees to under-
stand the total compensation that would be 
payable to a departing CEO in all possible 
scenarios, including:

A change in control y
Resignation y
Termination with and without cause y
Retirement y
Death or disability. y

The committee also should model pay out-
comes that would arise under different perfor-
mance scenarios and be sure that the commit-
tee is comfortable with the range of possible 
pay levels. If the CEO or executive team were 
to “max out” or achieve all targets for incen-
tive compensation, what level of pay would 
they earn? Committees should ask themselves, 
with respect to each departure or performance 
scenario, “Are we comfortable paying this 
level of compensation? Or are we going to 
be surprised or embarrassed?” Knowing the 
numbers in advance can give the committee a 
greater comfort level that there will be no sur-
prises and enable them to make adjustments 
if potential issues arise.

Savvy compensation committees are mak-
ing regular use of tools such as tally sheets 
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man resources, tax, accounting, legal and 
shareholder relations tended to lack an un-
derstanding of the total compensation pic-
ture. But the new SEC disclosure, tax and 
accounting rules make it clear that such 
“silos” are exceedingly dangerous in the cur-
rent environment. Compensation committees 
should be sure that all of the departments of 
a company with a role in the compensation 
process are working together.

The Panel believes it is incumbent upon com-
pensation committees to make sure that all 
decisions are vetted thoroughly by the various 
departments at the front end, not after the 
fact. They should be asked to model the ac-
counting impact of the compensation, review 
its legality and deductibility, and advise the 
committee on the disclosure it will require. 
After the plans are implemented, a company’s 
internal auditors should audit equity awards 
and compensation to be sure that actual pay 
conforms to the plan and to the minutes of 
the compensation committee.

Compensation committees need to be sure 
they understand all the tax consequences and 
financial statement implications of the plan, 
especially in view of new tax preparer rules 
and FIN 48. Without that advance work, 
companies could lose valuable tax deductions 
and trigger undesirable accounting charges. 
The Panel notes that many tax return prepar-
ers and auditors are pushing back on com-
pensation matters, asking companies to prove 
that they have support for positions they’ve 
taken on the corporation’s tax returns and fi-
nancial statements. g

ThE PAnEl’S COnCluSiOnS:

1 understand the total compensation 
that would be payable to a departing 
CEO in all possible scenarios.

2 Prepare financial models to understand 
the low and high end of the range 
of compensation under different 
performance accomplishments  
and events.

3 Employ tools such as tally sheets for 
all Section 16(b) officers and have 
them available at every meeting.

4 Ensure that all the departments and 
people involved in compensation 
matters are communicating and 
working together.

5 understand all the implications and 
ramifications of the compensation 
plans before implementing the plans.
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ThE PAnEl’S COnCluSiOnS:

1 Tackle hot-button issues proactively  
by focusing on the most important  
elements of compensation and eliminat-
ing those that create little value.

2 Seek to replace severance agreements 
in individual contracts with plans that 
apply across management.

3 Keep the lid on severance pay multiples, 
particularly those above two times,  
as well as gross-ups.

4 Vet perks carefully.

5 Keep equity grants on-calendar.

ACTiOn STEP FiVE

Control the hot-button issues.

work toward the best deal for the company 
without concern for losing their jobs or eq-
uity compensation.

Many change-in-control severance plans also 
provided for the company to pay the “golden 
parachute tax” applicable to executives who 
received more than 2.99 times their five-year 
average W-2 compensation. But the Panel 
sees many companies going from three times 
to two times salary and bonus for CEOs, and 
tightening standards for grossing up the pay 
of executives whose change-in-control pay 
triggers the golden parachute tax.

The biggest hot button has been the topic of 
perks. An individual perk may cost very little 
relative to the rest of an executive’s compensa-
tion, but those details are what get covered in 
the press. Many perks send the wrong mes-
sage to shareholders, and they can alienate 
other employees at the company.

Much journalistic ink has been spilled and 
shareholder angst created over change-in-con-
trol, severance and termination-without-cause 
agreements, and perks. The Panel suggests 
compensation committees get out ahead of 
these “pain points” and tackle them in a proac-
tive way. To that end, committees should focus 
on the most important elements of compen-
sation and reduce those elements that create 
little value and lots of problems.

The Panel notes that many companies are 
working to eliminate employment contracts. 
It is generally preferable to replace contracts 
with hiring letters that state base salary and 
bonus, as well as participation in equity and 
benefits plans. Severance and change-in-con-
trol should be addressed instead by plans that 
are applied consistently across broader groups 
of management.

A change-in-control or other severance plan 
should be presented to those members of 
management who qualify for it as a manage-
ment-wide standard. Having one plan elimi-
nates the need for executives to jockey for bet-
ter deals or compare their contracts to those 
of others. It also does away with drawn-out 
negotiations with new hires. A unitary plan 
requires an annual review by the committee 
to ensure that it remains appropriate.

In the current environment, there is consid-
erable downward pressure on the multiples 
used in change-in-control and other sever-
ance agreements. When calculating execu-
tives’ cash change-in-control severance ben-
efits, the standard multiple had been three 
times salary and bonus for the CEO, and two 
times for other executives. It was thought that 
executives needed this protection in order to 



Too many  
companies don’t 
promote from 
within. They go 
outside, and  
that is expensive.

— Janet Clarke 

The Panel believes perks should be carefully 
vetted and very often eliminated. If necessary, 
salary can be increased if needed to replace 
the value of lost perks. Of course, there may 
be times when a certain perk can have an ap-
propriate role in an executive’s compensation, 
based on the business circumstances and tal-
ent needs of a company.

Another hot-button issue has been concern 
about the backdating of options. The Panel be-
lieves it is crucial to make equity grants on a 

pre-established calendar. As much as possible, 
committees should resist issuing special grants 
off-cycle, unless a new executive joins the com-
pany or a key executive is being actively recruit-
ed away. By holding firm to their award calen-
dar, committee members can take the time they 
need to make good decisions. This also serves to 
avoid the appearance of manipulating the award 
value. Although the committee should always 
listen to the requests of management, its operat-
ing rule should be to defer adjustments desired 
by executives to the next year’s grants. g
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ThE PAnEl’S COnCluSiOnS:

1 Talent development and succession 
is a critical role of the compensation 
committee and the board.

2 Succession planning takes time and 
attention, and starts with ensuring  
the existence and development of a 
deep bench.

3 The CEO succession process benefits 
from elapsed time. Start early, define 
criteria and ensure healthy dialogue.

ACTiOn STEP Six

focus on talent management  
and succession.

The Panel suggests the compensation commit-
tee strive to make promoting from within a 
strong option at the company. Most companies 
could improve their succession prospects by 
strengthening the management team. The com-
pensation committee can reinforce this notion 
during its periodic talent management reviews 
by assessing whether there is depth and poten-
tial down several levels from the executive team. 
It can also see the thought and actions taken to 
move talented managers into key developmen-
tal positions. If, over time, development doesn’t 
produce results, it is time to look at the com-
pany’s culture and those management actions 
designed to maintain the status quo.

In addition, the committee and the board 
should ask for regular interactions with mem-
bers of the management team, including pre-
sentation time at board meetings and informal 
interactions around the meetings. This can 
provide useful information to the committee.

A compensation committee is responsible for 
more than just the pay plans of top-tier execu-
tives. Committees are also responsible for the 

The work of a compensation committee should 
not start and end with designing the CEO’s 
pay plan. The Panel suggests compensation 
committees think beyond the money issues 
and concentrate on developing talent, as well.

Succession planning is a key responsibility of 
the board and the CEO. A lack of succession 
planning could someday result in the need to 
quickly replace a CEO without a successor in 
the wings. This inevitably leads to both more 
organizational disruption and more expensive 
compensation packages than if an internal can-
didate were promoted.

Some compensation committees find it use-
ful to discuss potential successors several times 
each year. They look inside the company, and 
they research the talent at competitors. They 
ask outside advisors to research peer group 
pay, compensation packages, equity grants and 
vesting schedules, all with succession in mind. 
Some even hire search firms to compile hard 
— and soft — data on people at competitors. 
This can help a committee know in advance 
what kind of talent is out there, what it might 
have to pay for a new CEO, and how it com-
pares to the current CEO’s pay.

The committee and the full board must en-
sure that the CEO is committed to develop-
ing several potential successors and talent at 
all levels in the company. Moreover, the com-
mittee itself should work to understand the 
company’s talent pool. If there are no internal 
succession candidates, that can be a poor re-
flection on the CEO’s talent management.



Navigating the Storm 19

CaSe Study: a SmOOth CeO SuCCeSSIOn

The CEO succession decision is probably the most important one a board makes. 
One large professional services firm conducted a model process with the involve-
ment of the CEO and the board, resulting in a successful transition.

A longtime CEO, knowing he would retire in a few years, initiated the process 
during an executive session with the board. He planned to create a new position 
of President in about 18 months in order to prepare his successor. He intended 
to spend this interim period assessing the potential candidates. The board and 
the CEO identified three very good internal candidates. The board knew them 
because it had a practice of inviting key executives to attend board meetings.

Together, the CEO and the board devised criteria for evaluating the potential  
successors, including:

Internal capabilities y , such as financial and operational performance, 
strong financial understanding, strength of leadership, likelihood of 
strong organizational support and strategic vision.
External capabilities y , such as skill with clients, with the financial and 
regulatory community and with the press.
Personal attributes y  such as integrity, teamwork and an ego in check.

The CEO gave an initial assessment of each candidate against these criteria, which 
became the baseline. Every six months, the board and CEO met confidentially to 
discuss the succession. Board members spent time with the candidates. During the 
process, the CEO met confidentially with several of the candidates’ subordinates 
to get true 360° feedback.

At the end of two years, with the process still confidential, special board meet-
ings were held, and a decision was reached. The candidate selected was the “dark 
horse,” a measure of the objectivity of the process. The successor was named  
President and given a new set of responsibilities. Two years later, he was made 
CEO, and the company is currently running at record levels.

overall pay and equity grant approval for the 
second and third levels of executives. While 
the committee wants to avoid micromanage-
ment, it is sometimes necessary to look at oth-

er employees in order to understand the cash 
and equity plans fully and ensure appropriate 
alignment in plan design across and down 
the organization. g
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ThE PAnEl’S COnCluSiOnS:

1 Keep the full board well informed 
about compensation matters.

2 Share compensation tally sheets and 
compensation philosophy with the full 
board once or twice per year.

3 have some overlap between members 
of the compensation and audit 
committees, and do not hold their 
meetings concurrently.

4 A well-built compensation committee 
should include members with a range 
of experience and perspectives.

ACTiOn STEP SEVEn

Work with the full board.

The compensation committee has a broad 
mandate, but it is still a part of the larger 
board. The full board generally is required to 
approve executive pay plans and CEO pay. 
Therefore, the Panel reminds compensation 
committee members to keep the full board 
well informed so that all the directors can 
fulfill their duty of care. Open and frequent 
communication will ensure that the full 
board is not surprised by or unaware of the 
details of compensation decisions.

Communication builds trust. The compen-
sation committee must communicate well, 
particularly with the audit committee. The 
audit committee is concerned with the finan-
cial implications of compensation plans, such 
as whether a particular plan requires fixed or 
variable accounting, as well as the size and 
timing of the compensation charges. The 
members of the audit committee also want to 
know about the cost of the overall program 
and the controls that are in place.

Because of the important links between the 
committees, the Panel believes boards ought 
to have some overlap between members of 
the compensation committee and the audit 
committee. Though many boards have taken 
to holding compensation and audit commit-
tee meetings simultaneously in order to save 
time, the Panel believes that is a mistake. Just 
as there should not be silos at the company, 
there should not be silos on the board either.

The Panel believes every board member 
should receive the compensation tally sheet 
once or twice per year. The committee should 
share its compensation philosophy with the 
entire board. Some committees go even fur-
ther, sending their entire compensation books 
to the other board members.

Compensation committee chairs should keep 
the full board informed about significant is-
sues, such as the CEO’s proposed pay pack-
age or a new equity plan. In addition, many 
compensation committee chairs proactively 
alert the full board about potential problems 
or controversies by phone in advance of regu-
lar board meetings.

The full board should work to make sure the 
compensation committee membership reflects 
the right set of skills. These include a sitting or 
retired CEO, who can see the issues from the 
CEO’s perspective. The presence of a CEO on 
the committee, vetting all the compensation 
decisions, will help the company’s CEO feel he 
or she has been treated fairly. Be careful, how-
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a strong contribution. Someone who has run 
a global company or been a line executive at a 
global company represents an increasingly vi-
tal perspective in today’s climate. As person-
alities go, the Panel recommends being sure 
to include a person who is willing to get into 
the nitty-gritty details of compensation. g

ever, that the compensation committee-mem-
ber CEO is not allowed to push for a rising 
tide that lifts the compensation of all CEOs.

A compensation committee member with a 
human resources background, particularly 
someone with line experience, can also make 

A committee  
can provide the 
most impact when 
its membership  
contains a comple-
mentary portfolio 
of skills.

— Blair Jones
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equIty veRSuS lIabIlIty aWaRd 
aCCOuntInG fOR StOCk-baSed 
COmpenSatIOn

With the implementation of FAS123R, stock-based compensation is divided into 
equity-based awards and liability awards. While equity awards are fixed at the 
grant date, liability awards are re-measured at each reporting. This leads liability 
awards more commonly to be called variable accounting awards. Compensation 
committees can ask the following questions to determine whether stock-based 
compensation would trigger variable accounting. A “yes” answer to any of these 
questions may indicate the potential for variable accounting:

Does the company grant stock options to non-employees (excluding  y
independent directors), such as contractors and consultants?
Does the employee have the ability to require the employer to settle   y
an award in cash?
Does the award contain conditions or other features that are tied   y
to a factor other than a market, performance or service condition?
Can the employee require the company to withhold amounts in   y
excess of the minimum statutory tax requirements?
Has the company withheld amounts in excess of the minimum   y
statutory tax requirements?

Source: Grant Thornton LLP
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ThE PAnEl’S COnCluSiOnS:

1 Do what is right for the company 
— supported by facts and analysis — 
and be prepared to stand by those 
decisions. Outside perception should 
not drive this process.

2 understand the compensation 
plan thoroughly. Be able to explain 
the executives’ compensation and 
defend the results to management, 
shareholders, governance watchdogs 
and the rest of the board. 

3 Compensation plans should attract, 
motivate and reward the talent at 
a company. Greater talent should 
receive greater rewards.

4 Stay knowledgeable about trends in 
executive compensation.

ACTiOn STEP EiGhT

act with courage and conviction.

is when it is most crucial to retain company 
leadership. If, for example, a company’s in-
dustry is contracting but the CEO is hitting 
the performance metrics that were previously 
agreed upon, then the incentive pay has been 
earned and should be paid. Conversely, if the 
performance metrics cannot be met because 
of the economy or the industry, not the com-
pany itself, then the committee needs to fig-
ure out how to retain management without 
overly penalizing shareholders.

The Panel points out that communication, 
confidence and respect from management 
tend to increase when the executives know 
their compensation committee members are 
engaged. The more effort the committee puts 
into its work, the more willing management 
is to trust the committee’s decisions. g

Committees should not let criticism from 
outside interest groups drive their compen-
sation work. Companies have distinct cul-
tures and distinct performance issues which 
their compensation programs need to address. 
While trends and optics should be taken into 
account, they should not be the sole driver of 
the decision process. If a committee employs 
a thoughtful and rigorous process in design-
ing a plan, directors should have confidence 
in their decisions, even if outsiders may raise 
questions. Ultimately, the best practice is 
what the committee believes is most likely to 
drive the creation of shareholder value.

The compensation committee uses pay plans 
to help a company become stronger and more 
successful. Making the necessary decisions 
on compensation can trigger criticism in the 
short term. But it may be necessary for the 
committee to stand firm in order to build 
value and reward shareholders in the long 
run. The Panel believes that each member of 
a compensation committee must be able to 
explain the executives’ compensation — and 
the philosophy behind it — to management, 
shareholders, governance watchdogs, the press 
and the rest of the board. 

Pay plans should serve to motivate and reward 
the talent at a company. As the talent pool for 
public company executives shrinks, the onus 
is on compensation plans to attract, retain 
and reward the good ones who remain. The 
Panel urges committees not to be shy about 
compensating executives who perform well. 
True talent is rare and should be rewarded.

Compensation programs should be designed 
to cope with turbulent times, such as a falter-
ing economy or a company transition. That 



It has gotten more 
complex. It is  
going to get even 
more complex.

— Bruce Benesh
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The challenges facing compensation committees are myriad. The margin for error 
is slimmer than ever before. The Panel convened by Agenda suggests eight key steps 
compensation committees can take to effectively discharge their responsibilities.

the eight action Steps

1 Own the process.

2 Define your company’s compensation philosophy.

3 Manage the metrics.

4 Work to eliminate surprises and unintended consequences.

5 Control the hot-button issues.

6 Focus on talent management and succession.

7 Work with the full board.

8  Act with courage and conviction.

Conclusion
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At Semler Brossy Consulting Group (SBCG), we understand that effective 
executive compensation programs are both highly complex and critical to a 
business’ success. As one of the largest independent executive compensation 
consulting firms in the United States, we believe it only makes sense to take 
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Blair Jones
Managing Principal, 
CCP, CBP  
Semler Brossy  
Consulting Group

Sponsors



hOSTED By

Agenda
A Money-Media Publication
1430 Broadway, 12th Floor
New York, NY 10018

Phone: 212.542.1200
Fax: 646.417.7559

www.AgendaWeek.com

SPOnSORED By

Grant Thornton LLP
Latham & Watkins LLP
Semler Brossy Consulting Group

Navigating the Storm
Compensation Committee Best Practices 

for Today’s Environment


