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 Director Advisory

Compensation

Tailoring Your Executive Compensation Plans to 
Your Company’s Unique Characteristics 
By Ed Steinhoff
The initial interview process is one of the 
most important phases of an engagement 
between the management team and the 
compensation committee, particularly at 
the beginning of a new working relation-
ship. This process involves individual con-
versations with senior executives and board 
members, and these discussions are critical-
ly important to enable the tailoring of the 
executive compensation program recom-
mendations to each specific organization. 

There is no one-size-fits-all design, 
which is why the best results are achieved 
through tailored recommendations based 
on the factors below. 

Business Strategy

Understanding the business strategy and 
value drivers for each organization helps en-
sure that the executive pay programs align 
with these key objectives. Although a com-
pany may operate in an industry with many 
competitors, each organization will have a 
unique business strategy, as well as specific 
business goals that are tracked annually and 
over the longer term. The executive com-
pensation programs should support this 
strategy and these goals—not the business 
strategy and goals of their competitors. 

Executive Talent Requirements

Consider the competitiveness of the labor 
market for talent. Is there high demand 
for executive talent in the industry? How 
should pay be positioned relative to indus-
try peers in order to attract and retain the 
talent needed for the company to achieve 
its goals? Should the focus of pay be on per-
formance, tenure, or a balance of the two?

Industry

Understanding the competitive positioning 
of the company within its industry—be it a 
market leader, a niche player, or losing mar-
ket share—helps to define what kinds of pay 
programs are appropriate. This information 
also factors into the relative ease or difficul-
ty of attracting and retaining executives. 

Industry context also helps identify 
which incentive plan performance mea-
sures are appropriate. For example, if there 
is a fair degree of certainty in the business 
planning process, there may be a tighter 
range of performance goals from minimum 
to outstanding performance, while a high 
degree of uncertainty might lead to a broad-
er range of performance goals and/or the 
use of relative performance measures. 

Ownership Structure

Ownership structure plays a key role in 
shaping executive compensation programs. 
Public, private, and family ownership struc-
tures all present unique opportunities to 
design pay programs that support the own-
ers’ outlook on business results in terms of 
time horizon, performance measures, and 
the types of compensation vehicles that are 
available, such as cash or equity. Company 
ownership can also define the level of trans-
parency of business goals, results, and com-
pensation plan detail, which may play into 
the program design.

Business Life Cycle 

Where a company is in its life cycle helps 
to further define an appropriate pay mix for 
the organization (i.e., the emphasis on base 
salary versus incentives and compensation 

vehicles such as cash or equity). The busi-
ness life cycle also helps to identify which 
performance measures are appropriate as 
well as how “stretch” the performance goals 
for the incentive plans should be. 

For-Profit or Not-for-Profit Status 

Whether an organization is for-profit or not-
for-profit governs the design of executive 
compensation programs, both in terms of 
pay levels and types of pay programs, and in 
how performance is defined. Both for-prof-
it and not-for-profit businesses will typically 
have financial and operational performance 
measures in their incentive plans, but not-
for-profits may also include initiatives that 
support the mission of the organization. 

The Unifying Factor

One area where all organizations are gen-
erally aligned is their desire to create value. 
The best opportunity for maximizing re-
turns on executive compensation costs, and 
potentially transforming those costs into a 
source of competitive advantage, lies in the 
depth of customization according to your 
unique, dynamic business requirements.
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