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Linking Compensation Plan 
Design to Shareholder Value
By Dan Wetzel

•  net interest margin

•  loan growth

The analysis identified 30 top 

performers as “High Performing 

Banks” that, in addition to superior 

financial and portfolio quality metrics, 

also generated, on average, superior 

returns to shareholders. Over the 

seven-year period, average shareholder 

return among the High Performing 

Banks was up 62 percent, compared to 

a 22 percent decrease to the KBW Bank 

Index over the same period.

PM&P explored whether 

compensation program design and 

resulting management stability at these 

High Performing Banks differed from 

practices among a group of 25 Western 

U.S. banks of similar size (West Coast 

Banks). The analysis found that total 

shareholder return at the West Coast 

Banks over the seven-year period declined 

29 percent, consistent with the KBW 

Bank Index and well below the 62 percent 

growth at the High Performing Banks.

CEO Pay at High Performing Banks 
vs. West Coast Banks

While the High Performing Banks 

delivered higher shareholder return 

over the seven-year period, their CEO 

compensation increased only modestly 

over the last couple of years. In 2012, the 

first stable year after the financial crisis, 

average CEO compensation at the High 

Performing Banks increased a modest 

How do top performing 

banks align their executive 

compensation strategies to 

achieve superior total shareholder return?

Pearl Meyer & Partners (PM&P) 

reviewed the performance of publicly 

traded U.S. banks with assets between 

$700 million and $2 billion. PM&P 

selected a seven-year period beginning 

in 2007 to capture performance before, 

during, and post financial crises. The 

performance criteria included the 

following annual metrics:

•  return on average tangible assets

•  net charge-offs to total loans

•  efficiency ratio

•  non-performing assets to tangible

equity



Dan Wetzel is managing director and 

head of PM&P’s Los Angeles and San 

Francisco offices. He can be reached 

at dan.wetzel@pearlmeyer.com.

1  Compensation program leverage compares 
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2 percent, and in 2013 increased by 4 

percent. By contrast, pay for CEOs at 

the West Coast Banks rose by 8 percent 

in 2012.

Shareholder advocates typically 

call for the delivery of a significant 

portion of compensation in equity to 

align an executive’s compensation with 

shareholder value creation. CEOs at 

both the High Performing and West 

Coast Banks provided a greater portion 

of compensation in fixed-base salary, as 

compared to annual cash and long-term 

incentives (e.g., equity compensation). 

However, the High Performing Banks 

tended to place somewhat less emphasis 

on incentive compensation, despite 

having better financial and shareholder 

returns over the same period.

PM&P also reviewed the 

characteristics of the incentive 

compensation arrangements among 

the two groups of banks. Both exhibited 

a modest degree of leverage in their 

programs, based on the amount of 

compensation that could be received for 

minimum or maximum performance 

relative to target. However, the 

High Performing Banks tended to 

have a somewhat higher payout for 

maximum performance, as well as a 

somewhat higher payout for threshold 

performance. These banks generally 

provide threshold payout as a percentage 

of target as opposed to starting from 

zero, perhaps because the High 

Performing Banks establish rigorous 

threshold performance standards.1

There was no measurable difference 

in the performance metrics used among 

the two groups, as both used multiple 

metrics in their annual or long-

term performance plans. Measures 

included return on assets, return on 

equity, credit quality and profitability. 

Likewise, there was no measureable 

difference in the prevalence of 

formal incentive plans as opposed to 

discretionary plans.

The analysis did detect a measurable 

difference in executive turnover 

between the two groups of banks. 

Among the High Performing Banks, 10 

percent experienced a CEO transition 

over the past three years, compared to 

a turnover rate of 20 percent among the 

West Coast Banks.

Conclusion
Overall, High Performing Banks 

generally use similar compensation 

vehicles and approaches as compared 

to our control group, although 

there are some differences. Despite 

institutional shareholder desire for 

higher performance-based pay, High 

Performing Banks tended to emphasize 

fixed compensation elements (salary) 

while providing slightly more upside in 

their incentive payout opportunity over 

time as compared to the control group. 

Additionally, the high performers 

appear somewhat more conservative 

in overall pay changes, compared to 

the control group. Further, the High 

Performing Banks tended to have 

significantly lower turnover among 

CEOs. These differences seem to 

indicate that management and the 

board at High Performing Banks are 

focused on long-term results, supported 

by moderate pay increases with fewer 

changes in plan designs, which typically 

reinforces higher retention among 

senior management and delivers 

superior shareholder returns.  ●

threshold to maximum compensation relative 

to target compensation assuming stock prices 

do not increase (threshold) or increase 20% 

(maximum).

*Shareholder advocates typically call for the delivery of a significant portion of compensation in 

equity to align an executive’s compensation with shareholder value creation. CEOs at both the High 

Performing and West Coast Banks provided a greater portion of compensation in fixed-base salary, 

as compared to annual cash and long-term incentives (e.g., equity compensation).

Component
High 

Performing 
Banks

West Coast 
Banks

2012 Pay as a 
% of Total Compensation

• Base Salary
• Annual Incentive
• Long-term Incentives

67%
22%
12%

62%
20%
18%

Pay Leverage 
(as a % of Target Compensation)

• Threshold
• Maximum

74%
117%

64%
110%

CEO Turnover 10% 20%

Total Shareholder Return –
Seven years ending 12/31/13

62% -29%




