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Six Compensation Decision Points in a CEO Transition 

 
By Melissa Means 

 
CEO succession is a key Board responsibility, the results of which are often the subject 
of media attention and external scrutiny.  When facing a succession situation, it is helpful 
to have as much information as possible to make the best decisions for the company 
and its future leadership.  To assist Boards in managing through this process, this article 
discusses six key elements of a CEO transition that can serve as a check list resource in 
an actual transition. 
 

1. Develop an exit package for the outgoing CEO.  The Board should begin by 
collecting complete information around the current CEO’s compensation 
program, including the timing of future incentives; contractual obligations; the 
in-the-money value of vested/unvested equity awards; retirement accruals; and 
health and welfare benefits.  For negotiation purposes, the Board should also 
understand current market practices for departing CEOs under similar 
circumstances and determine upfront if there are any non-negotiable aspects of 
the projected exit package (e.g., no consulting agreement or special retirement 
provisions).  Based on this information, the Board then can develop an 
appropriate exit package to present for consideration.  

2. Understand broader competitive pay practices ahead of recruitment.  
Before beginning the hunt for new leadership, Boards should be familiar with 
the range of current pay practices for an incoming CEO, including the often-
significant difference in the level of pay for an internal vs. outside hire, or for a 
CEO only versus a combined Chair/CEO position.  The idea is not to set limits 
on what will be needed to hire the best candidate available, but rather to help 
set the Board’s expectations about what a new CEO could cost.  It’s also 
worthwhile to have an early discussion about possible contractual obligations 
for the new hire, such as an employment agreement or severance/change-in-
control protections that may include equity acceleration, tax gross-up treatment 
or retirement provisions.  Directors should also decide to what extent, if any, 
they might want or need to deviate from the company’s current pay practices to 
align with market trends, good governance practices and/or regulatory and 
legislative requirements.  
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3. Determine what a prospective candidate would leave on the table.  Once 
the company has narrowed its list of candidates and is considering making an 
offer, the real fun begins.  It’s important to identify what compensation the 
candidate would give up by exiting his or her current job and to understand the 
timing of any future compensation actions. Combined with the hiring market 
information mentioned above, these are the keys to developing an attractive 
offer package.  Because this critical information is rarely provided in full by the 
recruiter, it must be sought out in the proxy statement, 8-K and/or Form 4, and 
other public filings.  Alternatively, information for a private company should be 
gathered through a detailed phone interview with the candidate.  At the end of 
that research and interview process, the Board could have in hand as much as 
two years of incentive plan payouts; historical compensation and benefits 
information; full contractual information including vested/unvested 
compensation and benefits; and an overview of what the executive may be 
leaving behind.  These all should be taken into consideration in devising the 
offer. 

4. Craft a compelling offer package in the form of a term sheet.   At this point, 
a detailed formal offer can be developed and presented for the full Board’s 
review.  Among other information, it should specify the prospective new CEO’s 
eligibility and timing for base salary; short- and long-term incentives; benefits; 
retirement; vacation time; security arrangements; any contracts, severance and 
change-in-control provisions; and any new hire inducement awards.  While 
some degree of negotiation is inevitable, the process will go more smoothly 
when the company has done its homework and is fully informed about what is 
at stake. 

5. Draft an employment agreement, offer letter and other legal 
documentation.  Don’t waste time drafting a formal agreement until major 
provisions of the offer have been agreed on and accepted by both sides.  At 
that point, the Board should work closely with legal counsel to finalize and 
memorialize the offer. 

6. Prepare needed communications.  During the entire transition process, 
public companies should be keenly aware of the timing and triggers for 
required filings such as 8-Ks and Form 4s and/or other documentation.  In 
addition, all companies need to consider the form and timing of 
communications (e.g., press releases and internal/external company 
announcements for the outgoing and incoming CEOs) to other key 
constituencies, including CEO direct reports, employees, and major 
clients/vendors.  Legal staff may help coordinate the various aspects of the 
communications and the company may opt to also work with a public relations 
firm.  

In summary, understanding and following these key steps for developing 
compensation in a CEO transition can help Boards to proactively think ahead and be 
more prepared, efficient and effective when faced with a change in leadership. 
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