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Meet the Presenters 

Peter Lupo is managing director and head of the New York office of Pearl 

Meyer & Partners in 2006, has more than 25 years experience advising 

on executive compensation programs in a range of industries. He consults 

extensively with Compensation Committees and management on a variety of 

needs, including total compensation programs for senior management and 

Board of Director pay programs; pay-for-performance; incentive design; 

change-in-control programs; perquisites; and corporate governance. 

Richard Goeglein (moderator) is the chairman at Pinnacle Entertainment, Inc. 

He has served on several company boards, including AST Research, Platinum 

Software, Boomtown, Inc., Holiday Corporation, Harrah’s Hotels and Casinos, 

and Residence Inns. Mr. Goeglein is the vice chairman of the Board of Veteran 

CEOs. He also serves as NACD Faculty. 

Aalap Shah is a vice president with Pearl Meyer & Partners, has 15 years of 

experience advising public and privately-held clients on executive and non-

employee Director compensation issues. He specializes in pay governance, 

incentive plan design, pay-for-performance alignment, compensation 

benchmarking, proxy analysis and special compensation programs for IPO and 

M&A transactions.  
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Click the buttons below to access additional resources. 

Housekeeping 
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Housekeeping 

 

 

Click                                       below for a copy of the slides. 

 

 

Slides are also available at pearlmeyer.com/PeerGroupConstruction  
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You will automatically receive 1 NACD skill-specific 

credit for your participation. 

Credit may be applied to NACD Fellowship 

programs. Contact Fellowships@NACDonline.org 

for more details. 

The replay and slides will also be available early 

next week at NACDonline.org/Webinars and 

pearlmeyer.com 

 

Housekeeping 

https://secure.nacdonline.org/scriptcontent/WebcastDownload.cfm?where_to_next_source=https://secure.nacdonline.org/StaticContent/staticpages/nacdcust/podcasts/PowerPointPresentations/WEB061809.pdf&eventcode=WEB061809
https://secure.nacdonline.org/scriptcontent/WebcastDownload.cfm?where_to_next_source=https://secure.nacdonline.org/StaticContent/staticpages/nacdcust/podcasts/web061809/&eventcode=WEB061809
mailto:Fellowships@NACDonline.org
http://www.nacdonline.org/webinars
http://www.pearlmeyer.com/
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Background 

• Traditional peer group selection was an uncomplicated process, 

focused on size and industry 
 

• Relying on 0.5x – 2x revenue and/or market capitalization was 

considered sufficient, since peers were used primarily to 

benchmark pay and pay-design practices 
 

• In a pay-for-performance (PFP) environment, however, basing 

pay decisions on poorly chosen peer groups can contribute to: 

– Unintended pay outcomes (pay inflation / deflation) 

– Misalignment between performance and incentive award payouts 

– Greater scrutiny of Directors and management 

– Potential Say on Pay failures 

 

Polling questions up next... 
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The Dirty Secret 

• Companies today use peer groups for multiple purposes 

– Benchmarking pay and/or performance 

– Determining incentive plan leverage 

– Calibrating goal-setting 

– Establishing prevailing market practice on components of compensation, design 

and incentive vehicles 
 

• The “dirty secret” of peer group selection is that even the most 

carefully constructed peer group may not meet all purposes 
 

• Given this, many companies feel the only recourse is to “cast a 

wide net” by relying on industry/size-based peers 
 

• Unfortunately, the resulting grouping is not always relevant from 

a performance perspective 

 

Polling questions up next... 
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Impact of Traditional Peer Group Construction  

• Multiple points of disconnect with industry performance may 

surface over a performance measurement period – affecting 

incentive payouts 
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Impact of Traditional Peer Group Construction  
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Impact of Company Business Cycles 

• Disconnect is created when peer companies are at different 

points in their business cycle, affecting performance and 

incentive payouts 
 

• Potential pay consequences include: 

– If multiple peers are in a contracting cycle but the Company is in a “normal” 

period, incentive payouts will seem to be outsized relative to peers for a marginal 

improvement in performance  

– If multiple peers are in a multi-year expansionary period, target pay levels may be 

increased to account for the growing business – resulting in the Company falling 

short of market pay levels  
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Impact of Company Business Cycles (cont’d) 

• As demonstrated by the chart below, a company’s payout level 

can be highly dependent on its business cycle positioning 
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Business Cycles and Performance Plans 

• The evolution of long-term incentive plans has compounded the 

business cycle problem 

– Stock option usage has fallen dramatically across industries, in favor of 

performance-vested vehicles 

– Vehicles may include absolute goals, relative goals or a combination measured 

generally over three years 
 

• If a Company sets goals at the top of its business cycle but most 

of peers are at the bottom of their cycles, 3-year relative 

performance may not reflect the real PFP relationship 
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Peer Groups: A Business-Aligned Approach 

• Peers are selected on the basis of size, industry, business 

model and business cycle alignment    

– Traditional approach focuses mainly on size and industry 
 

• Compensation Committee is aware of, but not dictated by, the 

peers chosen by institutional shareholders, governance 

organizations and investment banking firms (peers that compete 

for investment dollars) 
 

• Assume that the final peer group will be used for both setting 

target pay and PFP assessments 

– Ensures companies include peers that are considered market comparators as 

well as performance comparators 

– This does not preclude a Compensation Committee from reviewing other sources 

of data to understand current and best pay practices to address specific 

compensation issues 
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Case Study: Business-Aligned Approach 

• PM&P assisted with the development of a peer group for a 

public Company ($2.0B) with customers in the aerospace, 

industrial, consumer, automotive, medical, and energy 

industries 
 

• Among the challenges with peer group construction: 

– Very few direct peers, some of which are foreign-based 

• The Company used the non-U.S. peers only to evaluate performance 

because of limited pay disclosure  

– The few related peer companies ranged greatly in size 

– The typical selection criteria (e.g., size, direct competitors, business unit 

competitors, customers) resulted in a group of very diverse peers with different 

business models and cycles 
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Case Study: Business-Aligned Approach 

• To start the peer group selection, we developed the manageable 

process depicted below  
• Result: 28 potential peer 

companies   

• 9 companies eliminated due 

to:  

– Business scope (further refined) 

– Size (further refined) 

– Performance (initial screen) 

– End market focus (initial screen) 

• Resulting 19 company group 

represented 5 different 

industry segments 

• The group’s overall size and 

performance was tested for 

alignment with the Company 
15 
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Case Study: Business-Aligned Approach 

• To ensure business cycle alignment the resulting 19-company peer 

group TSR was compared to the Company over a multi-year period 

16 

0 

50 

100 

150 

200 

250 

Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Indexed Total Shareholder Return Performance

Company A

Current Peer Group

Disconnect 1 

Disconnect 2 
Disconnect 3 



Case Study: Business-Aligned Approach 

• Unfortunately, the TSR analysis highlighted a significant level of 

disconnect with the 19 potential peers selected 
 

• Using an index to measure performance was considered as an 

alternative to the chosen peer group 

– Broad indexes, such as the S&P 500, can be used to benchmark performance 

– However, companies may first want to test alignment with narrower, industry-

based indices  
 

• Whether to rely on a peer group or index to establish the PFP 

relationship should be determined by the best business cycle 

alignment – not the policies of governance organizations 
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Contemporary Approach: Case Study 

• The analysis below clearly demonstrates that best business cycle 

alignment, as measured against TSR, is attained by Index A 
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Peer Group Construction Recap 

• Peer group construction is not a simple exercise and can have 

profound implications if a company uses a peer group that may 

not meet peer group construction best practices 
 

• Companies should consider the following guiding principles 

when reviewing their peer groups: 

– Determine use – Consider first what the peer group will actually be used for and 

what decisions it will inform. Clarity at the beginning of the selection process can 

go a long way in selecting the right peers 

– Understand size – Size is an important determinant, so ensure a consistent policy 

is employed. However, it does not need to be rigidly employed. Exceptions to the 

rule should be considered, but properly vetted to ensure appropriateness  

– Review business model alignment – Research the business models of each 

potential peers and avoid, if at all possible, peer company business models that 

stray too far afield from the subject company’s business model 

– Analyze business cycles – Review historic TSR performance to understand how 

business cycles may impact the pay for performance relationship 
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Peer Group Construction Recap (cont’d) 

– Consider an index to measure performance – Using one peer group to measure 

pay and performance is considered a best practice by many, but adherence to one 

peer group could be severely limiting.   

• Assessing performance against indices is a well respected tool used by 

investors, but each company should determine through a series of analyses if 

using an index is more appropriate than a peer group 

• Note, companies will likely want to provide disclosure as to why an index was 

selected, rather than a peer group, to determine performance 

 

– Be aware of institutional shareholder and proxy advisor peer group views – 

Compensation Committees know far more about selecting appropriate peers than 

institutional shareholders and proxy advisory firms 

• It is important to be aware of  proxy advisory peer groups but they should not 

influence the Committee’s peer company selection process 
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ADVANCING EXEMPLARY BOARD LEADERSHIP 

Questions 



Don’t Miss Our Upcoming Webinar 

Join NACD and Pearl Meyer & Partners for the next program 
in our Compensation Series 

 

Thursday, May 8 

2-3 p.m. (ET) 

 

To register or check out the archives of earlier webinars in 
this series, visit NACDonline.org/webinars. 
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http://www.nacdonline.org/webinars
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If you have any questions regarding NACD credit or the 

Fellowship programs, please contact:  

 

Lori Whitehand, Fellowship Program Manager 

Phone: (202) 572-2084 

Email: Fellowships@NACDonline.org 

 

 

To learn more about NACD Fellowships, visit us at 

NACDonline.org/Fellowships. 

 

NACD Credit and Fellowship Information 

mailto:Fellowships@NACDonline.org
http://www.nacdonline.org/fellowships
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Thank You  


