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A client was surprised to learn that an institutional investor was voting 
“Against” their say-on-pay ballot item. There was no clear 
misalignment of pay with performance or obvious shareholder 
irritants such as egregious perquisites or above market severance 
provisions. Both ISS and Glass Lewis recommended “For.” 

The client reached out to the investor (and yes, this is probably an 
activity that has greater ROI if it takes place before the vote rather 
than after) to better understand their concerns. 

Those concerns, paraphrased: “We have a strong preference that 
performance-based awards account for at least two-thirds of the 

long-term incentive plan, and that the performance period for these awards be at least three 
years long.” 

Seems reasonable. 

Oh wait, let’s give this more than thirty seconds thought… 

Thanks to my trusty compensation crystal ball (purchased on Cyber Monday from Ratchet, 
Ratchet & Bingo’s Giant Shack of Compensation Consulting & Animal Feed Supply, my 
preferred vendor for all remuneration-related tools), I was able to examine a future world 
where all companies embraced this type of compensation design. Here’s what I found: 

• The majority of companies began to sandbag the goals associated with a portion of 
their performance-based awards in an effort to increase the probability that at least 
some of these awards would be earned and provide some ongoing retention. 

• Other performance management systems at these companies soon became 
similarly contaminated by sandbagging behavior, because culture is determined as 
much by what you tolerate as what you celebrate. The long-term impact of this shift 
in internal performance expectations was…not good. 
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• Meanwhile a smaller contingent of companies maintained the rigor of their goal-
setting processes even as they shifted more of their long-term incentives towards 
performance-based awards…and they were thrilled during an upswing in the 
business cycle, enjoying richer rewards. 

• But then a downcycle came (millennials take note, downcycles are inevitable). 
Performance awards did not pay out, there was little in the way of time-based 
awards to provide some retention through the down period, and management teams 
at these companies were disengaged. The strongest individual performers (i.e., 
those most critical to retain) became more willing to take calls from executive 
recruiters. And compensation committees ultimately felt compelled to provide 
various retention grants, further diluting shareholders and accruing greater 
compensation expense than if they had just used a more sensible mix of time-based 
and performance-based awards from day one. 

• Adding a bit more spice to our chaos stew, companies in particularly cyclic 
sectors—as well as those endeavoring to implement significant business 
transformations—quickly discovered that their three-year forecasts were really 
three-year wild guesses. They opted to either: 

o Ride out the wild swings from windfall to disaster payout scenarios, where 
neither the goose eggs nor the maximum payouts had anything to do with 
successful execution of business plans but everything to do with inability to 
forecast reliably, or… 

o Establish ridiculously wide performance ranges between “threshold” and 
“maximum” goals, as companies have always done when entering times of 
trouble and which, over the long-term, tend to transform incentives into 
“salary by another name,” or… 

o Embrace extensive adjustments to GAAP results, with each payout cycle 
necessitating detailed disclosure to shareholders relating to all of the 
modifications completed in order to develop an incentive payout that was 
actually reasonable relative to the performance trend with the benefit of 
hindsight. 

We ought to avoid these compensation policy-driven dystopias. Instead, companies should: 

• Set reasonable goals, with the performance period tailored to company and sector-
specific cycles. Not every company can forecast three years with accuracy. When 
they can’t, they ought not force multi-year performance periods. 

• Look for opportunities to bolster ownership guidelines and extend time-based 
vesting periods. These aren’t a panacea—but for many companies, they work better 
at fostering long-term alignment with shareholders than multi-year performance 
periods will. 

 

 



3 

• Carefully consider the performance culture and its implications for time-based vs.
performance-based equity awards. It is usually better over the long-term to have
50% weighting to performance-based awards with honest goals than to pervert the
performance culture with a greater emphasis on performance-based awards subject
to sandbagged goals.

For those interested, using the coupon code “EVA_was_the_best_part_of_the_90s” at 
checkout will get you a 20% discount at Ratchet, Ratchet & Bing’s Giant Shack of 
Compensation Consulting & Animal Feed Supply. 

About the Author 
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