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Click the buttons below to access additional resources. 

Housekeeping 



4 

Housekeeping 

 

 

Click                                       below for a copy of the slides. 

 

 

Slides are also available at 

pearlmeyer.com/CalibratingRiskandReward 

 

 

 

http://www.pearlmeyer.com/CalibratingRiskandReward
http://www.pearlmeyer.com/CalibratingRiskandReward
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You will automatically receive 1 NACD skill-specific 

credit for your participation. 

Credit may be applied to NACD Fellowship 

programs. Contact Fellowships@NACDonline.org 

for more details. 

The replay and slides will also be available early 

next week at NACDonline.org/webinars and 

pearlmeyer.com 

 

Housekeeping 

https://secure.nacdonline.org/scriptcontent/WebcastDownload.cfm?where_to_next_source=https://secure.nacdonline.org/StaticContent/staticpages/nacdcust/podcasts/PowerPointPresentations/WEB061809.pdf&eventcode=WEB061809
https://secure.nacdonline.org/scriptcontent/WebcastDownload.cfm?where_to_next_source=https://secure.nacdonline.org/StaticContent/staticpages/nacdcust/podcasts/web061809/&eventcode=WEB061809
mailto:Fellowships@NACDonline.org
http://www.nacdonline.org/webinars
http://www.pearlmeyer.com/


Background 

• Balancing risk and reward makes it possible to directly align 

compensation programs with a company’s unique business 

strategy 

– Avoid gaps between key strategic imperatives and incentive 

measures 

– Customize program elements in support of organizational objectives 

 

• Without proper calibration, retaining and motivating the talent 

needed to drive priorities and long-term value creation becomes 

difficult – if not impossible  

 

• Compounding the problem is the continued pressure on companies 

to conform to generic incentive designs driven by proxy advisory 

firms 
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Defining Risk 

• Pay at risk 

Risk on the part of the employee that an incentive award may or 

may not be earned 

 

• Retention risk 

Risk on the part of the organization that key talent might walk out 

the door 

 

• Performance risk 

The risk for the company (and shareholders) that the potential 

reward earned may not be appropriate in light of the performance 

achieved 
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Getting the Balance Right 

• At the extremes, driving an organization’s long-term success 

becomes far more difficult 

– Overly aggressive incentive compensation programs can 

encourage management decisions that are detrimental 

– Putting too little pay at risk, can lead to a culture where all pay 

becomes an entitlement 

• Getting the balance right requires: 

– An understanding of the design levers available and  

– A willingness to apply those levers in a manner that makes sense 

for a company’s unique situation 

• Measure and reward performance that drives business plan 

achievement 

• Time reward payouts to actual business cycle 
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Lagging Performance 

Catastrophe 



1st Step: Determine Mix of Pay Components 

• Base salary is necessary for attraction and basic equitability 

 

• Variable incentive pay is a primary avenue for motivating and 

retaining executive talent 

– Short-term incentive opportunity 

– Long-term incentive opportunity 

 

• Other compensation is best kept to a minimum in most cases 

– Benefits 

– Perquisites 

10 



2nd Step: Know the Incentive Design Levers 
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Incentive Compensation Lever Typical Tradeoffs or Considerations 

Short-term and Long-term Incentive Levers 

Mix of performance measures Financial or operational goals vs. 

strategic milestones  

Performance standard Relative vs. absolute 

Difficulty Difficulty of achieving target 

performance 

Incentive 

plan slope 

Performance range Symmetry and width around target 

Payout leverage Range of minimum to maximum payout 

Award determination Formulaic vs. discretionary 

Currency  Cash vs. stock 



2nd Step: Know the Incentive Design Levers 
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Incentive Compensation Lever Typical Tradeoffs or Considerations 

Long-term Incentive Levers  

 Vehicle Performance-based, time-vested 

shares, or stock options 

 Performance period  Intermediate vs. long-term 

 Vesting Ratable vs. cliff, and over what 

period 



Know Your Incentive Design Levers 
Example: Long-term Incentive Vehicles 

• Time-vested restricted stock provides a low-risk alternative for 

retention 

 

• Time-vested stock options are more risky awards that require 

positive stock price performance for value to be realized. However, 

the potentially significant gains over a typical 10-year term can 

provide meaningful reward opportunities and may create a longer-

term focus 

 

• Performance awards can be the most risky of the three vehicles; 

however, the risk can be balanced by a significant potential upside 

opportunity tied to more controllable performance goals 
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3rd Step: Applying Design Levers to Your  
Business Situation  

14 

Business 

Situation 

Business 

Strategy 
Human Capital 

Priorities 

Potential Compensation Levers 

Short-Term Long-Term 

Early Stage   Product 

development 

 Reinvest cash 

 Innovation 

 Recruitment 

 Modest 

opportunities 

 Strategic milestones 

 Stock options 

Steady Growth  Execute 

growth plan 

 Efficient use 

of capital 

 Steady team 

 Recruit for 

growth 

 Largely formulaic 

 Challenging financial 

goals 

 Balanced portfolio 

of time-based and 

performance-

based awards 

Mature Industry  Gain market 

share 

 Max 

efficiency 

 Stable team 

 Internal 

succession 

 Narrow formulaic 

goals 

 Operational and 

financial measures 

 Balanced portfolio 

 Emphasize 

retention 

Global Expansion  M&A 

 Dominant 

market share 

 Nimble team 

 M&A savvy 

 More discretion 

 Separate measures 

for existing and new 

operations 

 Balanced portfolio 

 Emphasize 

performance 



Case Study 1: Outdated Business Model 

• Key considerations  

– Critical employees have become flight risks because of the uncertainty of 

a new business model and the lost value in their outstanding equity 

awards. The business faces continued long-term uncertainty unless it 

can achieve specific near-term objectives. 

• Potential levers 

– To help maintain focus on specific near-term objectives, HR 

professionals should emphasize strategic milestones in the annual 

incentive plan 

– Incorporate time-vested restricted stock for immediate retention value, 

and use internally focused performance measures in long-term 

performance plans in place of relative measures 

– Consider using a one- or two-year performance period in the long-term 

performance plan to further emphasize importance of near-term results, 

with additional multi-year vesting after the performance period is 

complete to add longer-term retention value 
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Case Study 2: Radical Changes in Business 
Landscape 

• Key considerations 

– While the short-term outlook is challenging, the company’s 

investments in new technology have the potential to drive 

significant long-term growth. With retention less of a concern, 

companies should focus on providing near-term rewards 

opportunities that will help maintain motivation 

• Potential levers  

– Expand the range of acceptable performance and consider using 

more discretion in determining annual incentive plan payouts 

– If possible, shift a greater portion of pay into long-term incentives, 

with performance LTI using multiyear return-based performance 

measures relative to industry competitors 
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Calibrate and Monitor to Maintain Balance 

• Use competitive benchmarking and incentive slope calibration to 

keep the risk/reward profile consistent with the company’s stated 

compensation philosophy 

 

• Maintain consistency 

 

• Monitor outcomes to ensure that retention isn’t affected 

 

• Mitigate compensation-related risks with good governance.  
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Conclusion 

• Companies have powerful tools at their disposal in the form of 

incentive plan design levers 

– Understand the potential tradeoffs 

– Understand your unique situation 

 

• Companies and their advisers must focus less on peer practices 

and proxy advisory firms 

– Decide how to best address changes in the specific business and 

industry, as well as the overall economy 

– Consistency and clarity of messaging will help foster a 

performance-driven culture that will deliver on desired objectives 
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Don’t Miss Our Upcoming Webinar 

Join NACD and Pearl Meyer & Partners for the next program 
in our Compensation Series 

 

The Myths and Realities of Pay-for-Performance 
Alignment in 2014  

Thursday, August 7, 2014 

2-3 p.m. (ET) 

 

To register or view the archives of earlier webinars in this 
series, visit NACDonline.org/webinars. 
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http://www.nacdonline.org/webinars
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Questions 
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If you have any questions regarding NACD credit or the 

Fellowship programs, please contact:  

 

Lori Whitehand, Fellowship Program Manager 

Phone: (202) 572-2084 

Email: Fellowships@NACDonline.org 

 

 

To learn more about NACD Fellowships, visit us at 

NACDonline.org/Fellowships. 

 

NACD Credit and Fellowship Information 

mailto:Fellowships@NACDonline.org
http://www.nacdonline.org/fellowships


Upcoming NACD Events 

 

May 30 | NACD Spring Forum |Washington, DC 

 

June 11 |Cyber Risk Summit | Chicago, IL 

 

July 17 | Small-Cap Forum | San Francisco, CA 

 

Oct 12-14 | 2014 NACD Board Leadership 

Conference: Beyond Borders  

National Harbor, MD  

Register By June 30 and Save $400! 

 

More information about Events 

 

 

June 19 | NACD Directorship 2020®: Future 

Trends and the Boardroom 

 

July 10 | NACD Directorship 2020®: Future 

Trends and the Boardroom 

 

August 7 | PM&P  

Compensation Series Webinar: 

The Myths and Realities of Pay-for-Performance 

Alignment in 2014  

 

 

 

 

EVENTS WEBINARS 

More information about Webinars 

https://www.nacdonline.org/springforum/index.cfm?navItemNumber=6312
http://www.nacdonline.org/Education/EventDetail.cfm?itemnumber=8401
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7993
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7993
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7993
http://www.nacdonline.org/conference/
http://www.nacdonline.org/conference/
http://www.nacdonline.org/Education/content2.cfm?ItemNumber=4698&navItemNumber=3712
http://www.nacdonline.org/Education/eventsearch.cfm#/sortField:EventStart/sortDirection:ASC/startRow:21/endRow:30/filterOrder:,Events
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7961
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7961
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7962
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7962
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7962
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/EventDetail.cfm?ItemNumber=7801
http://www.nacdonline.org/Education/eventsearch.cfm#/events:Webinars/sortField:EventStart/sortDirection:ASC/startRow:1/endRow:10/filterOrder:,Events
http://www.nacdonline.org/Education/EventSearch.cfm?navItemNumber=3983#/events:Webinars/sortField:EventStart/sortDirection:ASC/startRow:1/endRow:10/filterOrder:,Events
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