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IntroductionIntroduction

 This survey series was designed to arm executive 
d i i k ith i f ti h 80%

Participants by Ownership Structure

pay decision-makers with information on how 
others are responding to the latest changes in the 
executive pay environment

 The 2011 survey was conducted online in August 0%
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 The 2011 survey was conducted online in August 
and September of 2010

 The 279 participants range from Fortune 50 
members to not-for-profits and emerging high-
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members to not for profits and emerging high
growth companies

 The complete results are available for purchase at 
www.pearlmeyer.com
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 If you would like to discuss any aspect of these 
findings further, please contact Jim Heim at 
jim.heim@pearlmeyer.com or (508) 630-1502 5%
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Summary of Executive Pay Decision-Making EnvironmentSummary of Executive Pay Decision Making Environment

The latest developments influencing executive pay decision-making include…

 Economic and market turmoil is dissipating, but not yet “back to normal”

– Perceived importance of goal setting and metric selection for incentive plans is increasing, resulting in a 
more rigorous review process

– As various sectors recover “winners” and “losers” have begun to emerge As the “winners’” moreAs various sectors recover, winners  and losers  have begun to emerge.  As the winners  more 
aggressively pursue proven executive talent, companies are re-focusing on retention

 Executive pay decision-making process continues to grow more transparent

– Dodd-Frank is the latest in a series of events bolstering SEC disclosure requirements

– Investors demand more information relating to links between pay and performance, as well as detailed 
explanation of how compensation program risk is managed

 Expanding list of “poor pay practices” from various institutional shareholders and proxy advisory 
firms

– Downward pressure on executive perquisite programs, severance arrangements

– Pay “irritants” have greater consequence in a Say on Pay environment

…our survey results preview how companies will respond to these developments
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Company Performance and Impact on Decision-MakingCompany Performance and Impact on Decision Making

 Company performance is up year-over-year 
across virtually all industry categories and 60%

70%

FY10 Expected Performance vs. FY09

across virtually all industry categories, and 
most participants indicate they are meeting 
or exceeding their own internal budget 
goals
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 “Strong Performers” (those participations 
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who expect FY10 performance will be 
“above peers” with respect to a 
combination of profitability, revenue growth 
and share price) differ from “Poor 
Performers” in their pay decisions
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"Strong Performers" vs. 
"Poor Performers"

Performers  in their pay decisions
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Expect annual 
incentive payout for 
FY10 performance

Expect annual 
incentive payout will 
exceed prior year's

% of Total 
Anticipated FY11 LTI 
that is "performance-

based"
See complete results for breakdowns by industry and how strong 
& poor performers differ in expected LTI award values, perquisite 

difi ti d i i
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Executive Base Salary ChangesExecutive Base Salary Changes

 Participants are coming off a year (FY10) in 
which 27% froze or decreased executive base

Expected FY11 Base Salary Changes vs. 
FY10which 27% froze or decreased executive base 

salaries

 Anticipated FY11 increases are modest:

6% ti i t l f d 20%
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– 6% anticipate a salary freeze or decrease

– The majority anticipate an increase in the 2% -
4% range, below the historic 4% average of the 
past two decades
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See complete results for breakdowns by industry and performance, and how each demographic breakdown anticipates increases 
for FY11 will compare to FY10
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Modifications to Annual Incentive Program Design and Payout LevelsModifications to Annual Incentive Program Design and Payout Levels

Expected FY10 Annual Incentive Payout 
as Percent of Target 

(Among the 95% of Participants who Expect a Payout)
 18% of participants did not pay an annual 

incentive for FY09 performance and the

15%
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( g p p y )incentive for FY09 performance, and the 
majority of those who do expect a payment 
for FY10 expect to pay within 25% of 
“target” payout levels
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 The number of participants who indicate 

that “target” performance goals as
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Perceived Difficulty of Target  
Performance Goals 
(vs. Prior year Goals)

that target  performance goals as 
compared to the prior year are lower (i.e., a 
softer performance hurdle) is trending 
down, while the number of participants 
indicating that “target” performance goals 
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Sof ter Similar Tougher

are tougher trends up

See complete results to understand how discretion is used within 
annual incentive programs; changing performance measures; the 
prevalence of “relative” vs. “absolute” performance measures; how 
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Modifications to Long-Term Incentive Program Design and Award LevelsModifications to Long Term Incentive Program Design and Award Levels

 There has been a trend away from plain vanilla 
stock options and SARs and towards awards

Mix of LTI by Year 
(% of Value by Instrument)stock options and SARs and towards awards 

that feature some form of performance 
measurement
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 In the aggregate, participants expected 
relatively little change year-over-year with 
respect to LTI practices

20%
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LTI Expectations for FY11

See complete results for additional details on how companies are 
modifying performance measures for LTI, trends with respect to 
ownership guidelines and “hold to retirement provisions” and

0%

5%

10%

15%

Company Burn Rate # of  Shares to Execs Economic Value to 
Execs
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PerquisitesPerquisites

 The prevalence of traditional executive perquisites 
continues to wane 9%

Car Allowance / Company Car Trends 
(vs. Prior Year)

continues to wane

– Perquisites are a small percentage of total executive 
pay value, but a significant driver of shareholder and 
employee dissatisfaction

1%
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4%
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– Commentators have suggested elimination of 
perquisites that generally lack a legitimate business 
purpose and that other employees must cover on 
their own, such as a car allowance and/or company 
car, personal use of a corporate aircraft, and tax 

0%
1%

FY09 FY10 FY11 (Expected)

Value is lower Perq discontinued

Personal Use of Corporate Aircraft
(vs Prior Year)

preparation services

10%

15%

20%

(vs. Prior Year)

0%

5%

FY09 FY10 FY11 (Expected)

Value is lower Perq discontinued

See complete results for additional details on changing prevalence 
of financial planning service reimbursement, legal services 
reimbursement, supplemental health & welfare benefit programs, 
protection on loss on home sale in relocations, and tax gross-ups for 
perquisites
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Severance and Change-in-Control PaymentsSeverance and Change in Control Payments

 The three-year trend is clearly toward 
d li i b fit 46%

Change-In-Control Provisions
declining benefits

– For cash severance upon terminations that 
do not follow a change-in-control, 8% 
curtailed provisions in FY09, an additional 

% % 36%

38%

40%

42%

44%

46%

7% curtailed in FY10, and 7% anticipate 
doing so in FY11

– The percentage of participants providing full 
acceleration of all outstanding equity awards 

h i t l ( i l t i ) h

34%

36%

FY09 FY10 FY11 (Expected)

Full acceleration on all outstanding equity awards upon a CIC

Full tax gross-up on parachute payments

upon a change-in-control (single-trigger) has 
fallen slowly but steadily, as has the 
percentage who provide a full gross-up (for 
excise tax attributable to parachute 
payments)p y )

See complete results for breakdowns by industry and performance and the prevalence of various provisions for equity 
acceleration (full / at Board’s discretion / partial / double trigger) and excise tax (full gross-up / modified / best after-tax / scale 
back) provisions.

© 2010 Pearl Meyer & Partners, LLC10



Looking Ahead to Executive Pay Practices in 2011
Executive Summary

Compensation Committee Agenda Items for 2011Compensation Committee Agenda Items for 2011

 We asked participants to indicate 
h th i it f 2010

Compensation Committee Agenda Items for 2011

whether various items from our 2010 
“Top 10 Compensation Committee 
Agenda Items” Trends & Issues report 
will be reviewed in 2011

Preparation for "Say on Pay"

Pay-for-performance relationships

Executive compensation strategy 
& philosophy

 For our detailed commentary relating to 
each of these agenda items , please 
visit www.pearlmeyer.com/2010top10 Enforceable clawback policy

Long-term incentive program 
design

Compensation-related risk

Preparation for Say on Pay

p y p

Adequacy and independence of  
compensation advice

CEO evaluation process

"Red f lag" compensation practices

0% 20% 40% 60% 80% 100%

Employment contracts and 
severance arrangements

Will be reviewed in 2011 Likely to be reviewed in 2011
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About Pearl Meyer & Partners
For more than 20 years PM&P has served as a trusted independent advisor to Boards and their senior management in the areas ofFor more than 20 years, PM&P has served as a trusted independent advisor to Boards and their senior management in the areas of 
compensation governance, strategy and program design. The firm provides comprehensive solutions to complex compensation challenges 
through the development of programs that align rewards with business goals to create long-term value for all stakeholders: shareholders, 
executives and employees. The firm maintains offices in New York, Atlanta, Boston, Charlotte, Chicago, Houston, Los Angeles and San Jose.

Contact Us
F th i f ti d id ti i t l b t P l M & P t ’ i l f l f tFor other information and guidance on compensation issues, or to learn more about Pearl Meyer & Partners’ services, please feel free to 
contact any of our offices by email at the addresses listed below. Full contact information is listed on the next page.

New York
newyork@pearlmeyer.com

Chicago
chicago@pearlmeyer.com

Atlanta
atlanta@pearlmeyer.com

Boston
b t @ l

Houston
houston@pearlmeyer.com

Los Angeles
l l @ lboston@pearlmeyer.com

Charlotte
charlotte@pearlmeyer.com 

losangeles@pearlmeyer.com

San Jose
sanjose@pearlmeyer.com 
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NEW YORK
570 Lexington Avenue
New York NY 10022New York, NY 10022
(212) 644-2300
newyork@pearlmeyer.com

ATLANTA
One Alliance Center
3500 Lenox Road, Suite 1708
Atlanta, GA 30326

CHICAGO
123 N. Wacker Drive, Suite 1225
Chicago, IL 60606
(312) 242-3050Atlanta, GA 30326

(770) 261-4080
atlanta@pearlmeyer.com

BOSTON
132 Turnpike Road, Suite 300
Southborough, MA 01772
(508) 460-9600

(312) 242 3050
chicago@pearlmeyer.com

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

boston@pearlmeyer.com

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

@p y

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

www.pearlmeyer.com

SAN JOSE
2880 Zanker Road, Suite 203
San Jose, CA 95134
(408) 954-7399
sanjose@pearlmeyer.com
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