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Compensation, whether denominated in cash or equity, is a limited 
resource. Since each pay decision has an opportunity cost (i.e., the 
quantum of compensation allocated to executive A reduces the 
amount available for executive B), it is useful to establish rules of the 
road for how this limited resource will be allocated. 

Pre-IPO companies may benefit from conceptually bifurcating the 
decision-making process and emphasizing different criteria when 
considering annual rates of pay (typically cash) vs. carried interest 
from equity position. 

Frameworks for positioning annual rates of pay 

External market data is a useful starting point, but variation in competitive positioning 
relative to this market data is expected, and should reflect considerations specific both to 
the individual (executive’s tenure, specific role, responsibilities, performance, and internal 
equity vs. other executives) and company (company performance with respect to growth, 
profitability and/or returns, as well as affordability concerns). 

When a company is fast-growing and profitable, an overall across-the-board higher 
competitive positioning may be warranted. For example, the executive team as a group 
may have base salaries or target total cash (base salary plus target annual bonus) 
positioned between the 60th and 75th percentiles relative to other pre-IPO companies of 
similar funding stage or capital raised. 

The following table is a sample tool providing general guidelines for tailoring targeted 
competitive position to assessments of executive performance and potential. 
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Frameworks for positioning carried interest 

For pre-IPO companies, equity is the most useful retention hook available, and 
consequently, equity allocation decisions are best viewed through the lens of “How critical 
is retention of this particular executive?” 

In general, equity should be allocated more generously to those employees most critical to 
the success of the business through a particular period of time (e.g., next three years) or 
event (e.g., launch of new product or IPO). While market data is still useful for framing 
these decisions, it is important to note that there is a much wider spread in such data than 
is the case for cash compensation. This reflects that (a) other companies are also 
considering these retention factors in their own equity allocation decisions and there is a 
wide variation in terms of perceived value and perceived risk of leaving on a position-by-
position basis, and (b) earlier hires will often have much higher holdings than those brought 
on at later stages. 

We suggest that executives on the right hand side of this 2 x 2 grid should receive higher 
allocations of equity than those on the left hand side. 

 

 

 

 



  

 
 
Pre-IPO Companies: Tailor Pay Position to Pay Purpose 3 

 

 

 

 

 

 

 

 

 

There is significant risk associated with over-compensating executives on the left hand side 
of this grid, since it reduces the amounts available to retain the executives whose departure 
would be most damaging to the business and who are most likely being actively recruited 
for other roles. Egalitarian treatment given this set of circumstances is a path towards 
ensuring all equally share in the failure of the business. 

What about publicly traded companies? 

Once public, companies tend to migrate to an annual pace for equity grants, which 
simplifies the decision-making process. Carried interest becomes less of a distinct concern, 
in part because there are annual opportunities to “refresh” existing positions. This is quite 
different than the typical pattern at pre-IPO companies, where an initial “on-boarding” grant 
will often account for the lion’s share of equity holdings, possibly supplemented with 
additional event-driven awards to recognize promotions or company financing events. 

Executives themselves begin to view compensation through a different lens post-IPO. While 
the key metric in a pre-IPO environment is the percent of fully diluted shares held that 
carried interest represents (i.e., the potential value the executive may realize in a deal or 
offering), post-IPO executives are more likely to assess the competitiveness of their 
compensation based on an the total annual quantum, and convert equity awards into cash 
equivalents in order to do so (options may be valued using Black-Scholes protocols, while 
restricted stock and RSUs are valued based on number of shares or units multiplied by 
stock trading price). 

 

 

 



Pre-IPO Companies: Tailor Pay Position to Pay Purpose 4 

About the Author
Jim Heim began his career working in the human resources departments of OneBeacon 
Insurance, The Gillette Company, and EMC Corporation, performing roles of increasing 
responsibility and focusing on the design and management of executive compensation 
programs. Since joining Pearl Meyer in 2004, he has worked extensively with clients in the 
technology, life sciences, manufacturing, and aerospace & defense industries. Much of his 
work focuses on the customization of incentive programs to shifting strategic priorities and 
business stage, and his current clients range from Fortune 500 firms to pre-IPO start-ups. 

About Pearl Meyer 
Pearl Meyer is the leading advisor to boards and senior management on the alignment of 
executive compensation with business and leadership strategy, making pay programs a 
powerful catalyst for value creation and competitive advantage. Pearl Meyer’s global clients 
stand at the forefront of their industries and range from emerging high-growth, not-for-profit, 
and private companies to the Fortune 500 and FTSE 350. The firm has offices in New York, 
Atlanta, Boston, Charlotte, Chicago, Houston, London, and Los Angeles. 



©2018 Pearl Meyer & Partners, LLC. All Rights Reserved. 

NEW YORK 
461 Fifth Avenue, 19th Floor   
New York, NY 10017 
(212) 644-2300
newyork@pearlmeyer.com

ATLANTA 
One Alliance Center 
3500 Lenox Road, NE, Suite 1708 
Atlanta, GA 30326 
(770) 261-4080
atlanta@pearlmeyer.com

BOSTON 
93 Worcester Street, Suite 100 
Wellesley, MA 02481  
(508) 460-9600
boston@pearlmeyer.com

CHARLOTTE 
3326 Siskey Parkway, Suite 330 
Matthews, NC 28105 
(704) 844-6626
charlotte@pearlmeyer.com

CHICAGO 
151 N. Franklin St, Suite 450 
Chicago, IL 60606 
(312) 242-3050
chicago@pearlmeyer.com

HOUSTON 
Three Riverway, Suite 1575 
Houston, TX 77056 
(713) 568-2200
houston@pearlmeyer.com

LONDON 
Collegiate House 
9 St. Thomas Street 
London SE1 9RY 
+44 (0)20 3384 6711
london@pearlmeyer.com

LOS ANGELES 
550 S. Hope Street, Suite 1600 
Los Angeles, CA 90071 
(213) 438-6500
losangeles@pearlmeyer.com

For more information on  
Pearl Meyer, visit us at 
www.pearlmeyer.com or  
contact us at (212) 644-2300. 


