
The “Learn & Earn” Series™
December 1, 2010

h i h l i“The Eight Fatal Compensation 
Mistakes”



Today’s Presenter:

Ken GibsonKen Gibson
Senior Vice President
( ) 6(949) 265‐5703
kgibson@vladvisors.com

27700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.VLadvisors.com



Course Credit

P  St t  R i tPer State Requirements:

To receive CPE credit for today’s course, you must respond 
to at least 75% of the monitoring events – given in the 
form of polls.

Each person taking the course must respond to the 
monitoring events from their own computer.  You may not 
share a computer when taking the courseshare a computer when taking the course
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We’re happy to provide a copy of today’s slides, course 
syllabus/summary, and a CD of the presentation.  

Information ill be pro ided at the close of theInformation will be provided at the close of the 
presentation about requesting these.
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For questions during today’s presentation:

Use the question panel
To the right of your screen

57700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.vladvisors.com



U d d  h  f k f  b ildi     Understand the framework for building an 
effective rewards strategy

 Identify how a business knows when a  Identify how a business knows when a 
compensation plan is working and when it’s not

 Identify key steps to avoid making common 
mistakes in compensation development

 Envision the means by which an effective 
rewards strategy can be envisioned  created and rewards strategy can be envisioned, created and 
sustained
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Key Conceptsy p

 Compensation strategies should tied to 
desired outcomes
Line of sight creates an appropriate link  Line of sight creates an appropriate link 
between vision, strategy, roles and rewards

 Effective compensation development results Effective compensation development results 
in greater line of sight

 Eight key issues must be properly addressed g
for a rewards strategy to be effective
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Purposes of Pay for Performance 
Compensation PlansCompensation Plans

 Build a sense of partnership between ownership 
and the workforce

 Communicate and reinforce the values, goals, 
and objectives of the company

 Engage employees in the organization’s success

 Reward contributors for successful achievements

 Create a unified financial vision for growing the 
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Communicate what’s important 
  ti     li   ith th  so execution can align with the 

business plan



“Show me a company’s various 
compensation plans, and I’ll show you p p , y

how its people behave.”
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 Key employees think short‐term when you 
want them thinking long‐term ‐ or vice versa

 Key talent leave for a better value 
proposition elsewhereproposition elsewhere

 Compensation programs such as bonus plans  Compensation programs such as bonus plans 
are reinvented frequently
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Key employee performance is not improving despite  Key employee performance is not improving despite 
the talent you know is there

 Employees don’t seem to understand and/or 
appreciate their rewards programs

 Key people cannot clearly articulate the 
i   d  d   i d  i h  h  expectations and rewards associated with the 

fulfillment of their roles in the organization
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The Rewards Pyramid

Rewards
What’s in it     

for me?

Roles and Expectations

Strategy 

My Contribution?

Strategy 
How ?

Vision 
Where?
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 Over 100 years of combined 
experiencep

 Been in thousands of businesses
 Lots of good plans, lots of bad plans
 Common complaints  concerns and  Common complaints, concerns and 
frustrations

 Many, many questionsy y q
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 Repeat themselves
 Represent the frustrations and anxieties Represent the frustrations and anxieties 
business owners have about the 
success/failure of their rewards programsp g
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 What’s the best way to make a bonus 
program reward for something other than 
annual profits?annual profits?

 What are the rules of thumb for the amount 
of bonuses that should be paid to middle 
managers?

 How big should you be before you put in 
some type of long term incentive plan?some type of long‐term incentive plan?

 What are the differences between stock 
options and phantom stock?
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Poll #1
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Plan PurposePlan Purposepp

“How can we ensure a Plan design that will positively “How can we ensure a Plan design that will positively 
contribute to the fulfillment of our company’s vision and contribute to the fulfillment of our company’s vision and 
strategic plan?”strategic plan?”strategic plan?strategic plan?

Mistake avoided:Mistake avoided:

No strategic context for the planNo strategic context for the plan
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Plan PurposePlan Purposepp

 Plan purpose? 
Li k b t     d  f ? Link between pay and performance?

 Line of sight? 
 Shareholder value?
 Employee value?
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Plan PurposePlan Purposepp

 Requirement: full attention of senior 
managementmanagement

 Result: written summary document
 Each plan: specific purpose (strategic ac p a spec c pu pose (st ateg c

contribution, expectations, broad 
measurements, timetable, etc.)
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Plan PurposePlan Purpose

Bad E amplesBad E amples

pp

 Plans built based on recommendation of peer 

Bad ExamplesBad Examples

firm
 Plan adopted following persistence of a good 

sales personsales person
 Bonus payments based on end‐of‐year employer 

discretion
N  l t  i ti   l  t   i f   No long‐term incentive plan to reinforce 
company’s growth goals 
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VisionLink’sVisionLink’sView of CompensationView of Compensation

SalaryNonqualified 
Retirement

Plans

Sales
Incentives

Qualified 
Retirement 

Plans

Growth
Incentives

Executive 
Benefit Plans

Performance
Incentives

Core Health & 
Welfare Plans
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Plan PurposePlan Purpose

The Strategic Bl eprintThe Strategic Bl eprint

pp

1. Clearly identify the two visions

The Strategic Blueprint   The Strategic Blueprint   

2. Periodically review market pay data
3. Periodically assess the proper balance between 

the eight pay componentsthe eight pay components
4. Contrast current plans against ideal models
5. Create a written “game plan” for 5 g p

implementation and execution
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Plan ConstructionPlan Construction

“Wh t ill th Pl ill l dd ll“Wh t ill th Pl ill l dd ll“What will ensure the Plan will properly address all “What will ensure the Plan will properly address all 
financial and legal considerations without forfeiting financial and legal considerations without forfeiting 
creativity and innovation?”creativity and innovation?”

Mistake Avoided:Mistake Avoided:

L k f ti lL k f ti lLack of creative valueLack of creative value
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Plan ConstructionPlan Construction

With all due respect, please don’t 
have your attorney design your 

ti lcompensation plan
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Plan ConstructionPlan Construction

 Sources of creative and visionary input?
 Role of legal and accounting resources? Role of legal and accounting resources?
 Process for balancing creative issues with 

technical requirements?q
 Documentation?
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Plan ConstructionPlan Construction

Bad ExampleBad ExamplessBad ExampleBad Exampless

 Corporate attorney crafted phantom stock 
document from prototype softwaredocument from prototype software

 Document became the center of the plan
 Employees didn’t understand the plan
 Plan required a costly formal appraisal each year
 Restrictions on distributions practically 

eliminated almost all payouts
 Result: employees who were confused and 

cynical
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Plan ConstructionPlan Construction

 Creativity  Financially 
 Uniqueness
 Imagination
 Simplicity

responsible
 Legally compliant
 All details  Simplicity

 Clarity
 Motivational
I i i  

 All details 
considered

 Properly 
d d Inspiring  documented
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Plan ConstructionPlan Construction

The Performance FrameworkThe Performance Framework
1. Insist on developing a plan that is fresh, 

compelling and visionary

The Performance FrameworkThe Performance Framework

compelling and visionary
2. Seek professional help
3. Identify precise financial targets; model 

effectively
4. Follow a process that won’t sacrifice quality for 

expediencyexpediency
5. Use legal and financial advisors to solve 

problems and clear hurdles
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Poll #2
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Plan LaunchPlan Launch

“How can we know that the Plan rollout reinforces the“How can we know that the Plan rollout reinforces theHow can we know that the Plan rollout reinforces the How can we know that the Plan rollout reinforces the 
company vision while building participant confidence and company vision while building participant confidence and 
enthusiasm?”enthusiasm?”

Mistake Avoided:Mistake Avoided:

Lack of employee buyLack of employee buy--in and in and p y yp y y
enthusiasmenthusiasm
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Plan LaunchPlan Launch

 The employees must understand the plan
 The employees must be able to communicate  The employees must be able to communicate 

the plan to others
 The employees must appreciate the plan
 The plan should create line‐of‐sight

38



Plan LaunchPlan Launch

 The employees must know what outcomes 
are expected of them to maximize the plan p p
value

 Rewards must be meaningful enough to 
h d h limpact the desire to achieve optimum results

 The employees must believe and trust the 
underlying assumptions and dataunderlying assumptions and data

 The employees must know when and how 
additional information will be made available
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Plan LaunchPlan Launch

Bad E amplesBad E amples
 Plan is communicated in writing only

W i   i i  i  l li i   d l h

Bad ExamplesBad Examples

 Written communication is legalistic and lengthy
 CEO/President not involved in launch
 No investment in quality of materials or q y

preparation
 Presentation is deemed shallow and 

manipulativemanipulative
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Plan LaunchPlan Launch

The Strategic La nchThe Strategic La nch

1. Customized invitation/announcement

The Strategic LaunchThe Strategic Launch

2. Group and/or person‐to‐person presentations
3. CEO involvement
4 Provide context for the plan (VisionRewards)4. Provide context for the plan (VisionRewards)
5. Clear overview
6. Attractive written summary
7. “Where to go for more”
8. “What to expect from here”
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A Unified 
Fi i l 

Rewards Strategy Experience
Financial 
Vision for 

Growing the 
Business

Plan Launch

Plan Purpose

Plan Construction
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A Unified 
Fi i l 

Rewards Strategy Experience
Financial 
Vision for 

Growing the 
Business

Compliance 
Management

Financial
Communication

and

The Rewards Strategy 
“Orbit”

ManagementMarketing 
Management

Plan Launch
Operations 
M t

Strategic
Management

Plan Construction

Plan Launch Management Management
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Plan Purpose



 Delegated fully to internal personnel

 Validated by an outside professional after 
being developed by internal personnel

 Outsourced to other professional firms
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Operations ManagementOperations Management

“What can be put in place to assure effective internal “What can be put in place to assure effective internal 
communication and administration of the Plan?” communication and administration of the Plan?” 

Mistake Avoided:Mistake Avoided:

Unnecessary burden on company’sUnnecessary burden on company’sUnnecessary burden on company s Unnecessary burden on company s 
administrative teamadministrative team
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Operations ManagementOperations Management

 Job impact?
 Internal oversight? Internal oversight?
 New responsibilities and duties?
 New processes?p
 Unnecessary burden? 
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Operations ManagementOperations Management

Bad ExamplesBad Examples

 Announcing to the HR manager that a new plan 
has been created—”here you go!”

Bad ExamplesBad Examples

has been created here you go!

 Advising payroll personnel of an adjustment 2 
days before it goes into effect

 Adopting a plan with accounting statement 
impact without assisting the accountant with 
journal entriesj

 Creating a bonus plan that requires timely job 
appraisals without giving line managers the 
necessary assessment tools
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Operations ManagementOperations Management

The BackstageThe Backstage GamePlanGamePlan

1. Meet with impacted personnel to clarify 
responsibilities and determine what will be 

The Backstage The Backstage GamePlanGamePlan

responsibilities and determine what will be 
outsourced

2. Advise Department Heads of impact of plan on 
their management responsibilitiestheir management responsibilities

3. Coordinate enrollments and terminations, internal 
plan communication and participant interaction

4. Coordinate payroll deductions (if applicable) and 4. Coordinate payroll deductions (if applicable) and 
data reporting

5. Coordinate funds remittance (if applicable) and 
plan distributions
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CommunicationCommunication andand Marketing Marketing 
ManagementManagement

“What can be done to ensure meaningful ongoing“What can be done to ensure meaningful ongoing

ManagementManagement

What can be done to ensure meaningful, ongoing What can be done to ensure meaningful, ongoing 
communication of the value of the plan to participants?”communication of the value of the plan to participants?”

Mistake Avoided:Mistake Avoided:

Disenchanted employeesDisenchanted employeesDisenchanted employeesDisenchanted employees
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CommunicationCommunication andand Marketing Marketing 
ManagementManagementManagementManagement

 Ongoing maintenance
 What methods? 
 Who will be responsible for communication?

Without a serious, top‐down 
commitment to this step the Plan will 
certainly fail to live up to its potential!certainly fail to live up to its potential!
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CommunicationCommunication andand Marketing Marketing 
ManagementManagement

Bad ExamplesBad Examples

ManagementManagement

 Nothing communicated unless asked (and then 

Bad ExamplesBad Examples

it’s a hassle)
 Letter from HR once/year
 Letter from legal department!Letter from legal department!
 First indication of amount—in the paycheck
 No explanatory back‐up

l l f l l Completely forgotten until years later
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CommunicationCommunication andand Marketing Marketing 
ManagementManagement

The Communication SolutionThe Communication Solution

ManagementManagement

1. Internal meeting to establish and commit to an 
ongoing marketing campaign to effectively 

The Communication SolutionThe Communication Solution

ongoing marketing campaign to effectively 
communicate total rewards throughout the year

2. Quarterly letter and statement mailed to home 
(with current and projected plan values)(with current and projected plan values)

3. Internet access to account information and 
assistance (where appropriate)
P l  t t t  t    t   ff  4. Personal contact to top managers to offer 
assistance
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CommunicationCommunication andand Marketing Marketing 
ManagementManagement

The Communication SolutionThe Communication Solution

ManagementManagement

5. Semi‐annual information newsletter sent to 

The Communication SolutionThe Communication Solution

5
home

6. Financial planning assistance to validate and 
enhance plan valueenhance plan value

6. Annual meeting with participants to review 
plan and announce changes
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Compliance ManagementCompliance Management

“How can we be sure that we are fulfilling all legal and“How can we be sure that we are fulfilling all legal andHow can we be sure that we are fulfilling all legal and How can we be sure that we are fulfilling all legal and 
regulatory responsibilities for the Plan?”regulatory responsibilities for the Plan?”

Mistake Avoided:Mistake Avoided:

Legal or regulatory errorLegal or regulatory errorLegal or regulatory errorLegal or regulatory error
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Compliance ManagementCompliance Management

 Maintain regulatory responsibilities
 Fulfill statutory duties Fulfill statutory duties
 Avoid costly legal remedies
 Maintain up‐to‐date documents
 Maintain up‐to‐date records and procedures
 Catalog decisions and supporting records
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Compliance ManagementCompliance Management

Bad ExamplesBad Examples

 Failure to file DOL letter on nonqualified plan

Bad ExamplesBad Examples

q p
 Documents not brought up to date with new tax 

law
 Failure to pay attention to 409(A) issues Failure to pay attention to 409(A) issues
 Failure to pay FICA/FUTA taxes on deferred 

compensation, SERP or other nonqualified plans
 Reduction in plan benefits without employee 

consent
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Compliance ManagementCompliance Management

The Compliance ManagerThe Compliance Manager

1. Designate internal manager responsible for 
i ht  f  l t   d  li  

The Compliance ManagerThe Compliance Manager

oversight of regulatory and compliance 
functions

2. Identify outside resources to serve as advisor to y
company (consultants, attorneys, accountants)

3. Set meeting dates (once or twice per year) to 
review compliance issues on all compensation review compliance issues on all compensation 
plans
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Compliance ManagementCompliance Management

The Compliance ManagerThe Compliance Manager

4. Create written and electronic documentation 

The Compliance ManagerThe Compliance Manager

process for decisions made and supporting 
reasons

5 Produce annual senior management report 5. Produce annual senior management report 
identifying actions taken and pending
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Poll #33

59



Financial ManagementFinancial Management

“H ill th Pl i b i d fi i ll“H ill th Pl i b i d fi i ll“How will we ensure the Plan is being managed financially “How will we ensure the Plan is being managed financially 
and is producing an appropriate return on investment?”and is producing an appropriate return on investment?”

Mistake Avoided:Mistake Avoided:

Poor financial return onPoor financial return onPoor financial return on     Poor financial return on     
compensation  investmentcompensation  investment
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Financial ManagementFinancial Management

 Specific financial targets and expectations?
 How and when will performance be p

measured?
 Tracking financial data?

R di     ti ? Recommending course corrections?
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Financial ManagementFinancial Management

Bad ExamplesBad Examples

Failure to 

Bad ExamplesBad Examples

Failure to …

…understand cash flow impact of the plan
…understand earnings impact of the plan…understand earnings impact of the plan
…fund a long‐term plan
…anticipate needed financial data in advance
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Financial ManagementFinancial Management

The Financial MonitorThe Financial Monitor
1. Set clear financial expectations (base, target, 

superior)

The Financial MonitorThe Financial Monitor

superior)
2. Establish periodic review dates (e.g., quarterly)
3. Identify responsible internal parties
4. Identify third parties needed to provide 

information 
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Financial ManagementFinancial Management

The Financial MonitorThe Financial Monitor
5. Set expectations for delivery of financial data 

by all parties

The Financial MonitorThe Financial Monitor

by all parties
6. Periodically contrast actual results with 

projected
7. Involve senior management (CEO/ President) in 

annual meeting to evaluate and consider 
changesc a ges
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Strategic ManagementStrategic Management

“H ill b t k th Pl i li ith th“H ill b t k th Pl i li ith th“How will we be sure to keep the Plan in line with the “How will we be sure to keep the Plan in line with the 
evolution of the company vision and business strategy?”evolution of the company vision and business strategy?”

Mistake Avoided:Mistake Avoided:

Pl ff ( li f i ht)Pl ff ( li f i ht)Plan moves off course (no line of sight)Plan moves off course (no line of sight)
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Strategic ManagementStrategic Management

 Frequency of review?
A t  f  ti ? Assessment of options?

 Accountability for drawing conclusions?
 Responsibility for alterations or termination?Responsibility for alterations or termination?
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Strategic ManagementStrategic Management

Bad ExamplesBad Examples

 Plan rewards for results no longer compatible 

Bad ExamplesBad Examples

g p
with company goals

 Employees see no connection between role, 
expectations and incentive plansexpectations and incentive plans

 Size of awards no longer meaningful (goals 
outgrew the plan)
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Strategic ManagementStrategic Management

The “Line of Sight” ReviewThe “Line of Sight” Review

1. Set an annual review period for all 

The Line of Sight  ReviewThe Line of Sight  Review

p
compensation plans (3 months before end of 
fiscal/calendar year)

2 Senior management review and assess integrity 2. Senior management review and assess integrity 
and consistency of all compensation plans
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Strategic ManagementStrategic Management

The “Line of Sight” ReviewThe “Line of Sight” Review

3. Written evaluation of each plan that analyzes: 

The Line of Sight  ReviewThe Line of Sight  Review

3 p y
(a) employee value perception, (b) connection 
to vital company goals, and (c) consistency with 
company compensation philosophycompany compensation philosophy

4. Action plan with responsibilities, timetable and 
accountable parties for adoption and 

l f d himplementation of agreed upon changes

VisionLink’s Alignment Appraisal™
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A Unified 
Fi i l 

Rewards Strategy Experience
Financial 
Vision for 

Growing the 
Business

Compliance 
Management

Financial
Communication

and

The Rewards Strategy 
“Orbit”

ManagementMarketing 
Management

Plan Launch
Operations 
M t

Strategic
Management

Plan Construction

Plan Launch Management Management
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Plan Purpose



A Unified 
Fi i l 

Rewards Strategy Experience™
Financial 
Vision for 

Growing the 
Business

The
Compliance 

Manager

The 
Communication The Financial

The Rewards Strategy 
“Orbit”

Communication 
Solution Monitor

The Strategic Launch The
B k

The Line of
Sight Review

The Performance Framework

g
Backstage
Gameplan

Sight Review
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The Strategic Blueprint



N   t t i   t t f  th   l1. No strategic context for the plan

2. Lack of creative value 

3. Lack of employee buy‐in and enthusiasm

4. Unnecessary burden on company’s administrative team4. Unnecessary burden on company s administrative team

5. Disenchanted employees 

6. Legal or regulatory error 

7. Poor financial return on compensation expenditure 

72
8. Plan moves off course (no line of sight)



Rewards Strategy Experience Q & A

“How can we ensure a Plan design that will positively impact the “How can we ensure a Plan design that will positively impact the 
fulfillment of our company’s vision and strategic plan?”fulfillment of our company’s vision and strategic plan?”

The Strategic The Strategic 
BlueprintBlueprint

“What will ensure the Plan will properly address all financial and legal “What will ensure the Plan will properly address all financial and legal 
considerations without forfeiting creativity and innovation?”considerations without forfeiting creativity and innovation?”

The Performance The Performance 
FrameworkFrameworkconsiderations without forfeiting creativity and innovation?considerations without forfeiting creativity and innovation? FrameworkFramework

“How can we know that the Plan rollout reinforces the company vision “How can we know that the Plan rollout reinforces the company vision 
while building participant confidence and enthusiasm?”while building participant confidence and enthusiasm?”

The Strategic The Strategic 
LaunchLaunch

“What can be put in place to assure effective internal communication “What can be put in place to assure effective internal communication 
and administration of the Plan?” and administration of the Plan?” 

The Backstage The Backstage 
GameplanGameplan

“Wh t b d t i f l i i ti f“Wh t b d t i f l i i ti f Th C i tiTh C i ti“What can be done to ensure meaningful, ongoing communication of “What can be done to ensure meaningful, ongoing communication of 
the value of the plan to participants?”the value of the plan to participants?”

The Communication The Communication 
SolutionSolution

“How can we be sure that we are fulfilling all legal and regulatory “How can we be sure that we are fulfilling all legal and regulatory 
responsibilities for the Plan?”responsibilities for the Plan?”

The Compliance The Compliance 
MMresponsibilities for the Plan?responsibilities for the Plan? ManagerManager

“How will we ensure the Plan is being managed financially and is “How will we ensure the Plan is being managed financially and is 
producing an appropriate return on investment?”producing an appropriate return on investment?”

The Financial The Financial 
MonitorMonitor

73
“How will we be sure to keep the Plan in line with the evolution of the “How will we be sure to keep the Plan in line with the evolution of the 
company vision and business strategy?”company vision and business strategy?”

The Line of Sight The Line of Sight 
ReviewReview



Next CPE Course:

“Measuring the Return on a Company’s g p y
Compensation Investment”

To be held on:
Thursday, January 27, 2011

If you have three or members that can attend, we will make a specific 
presentation just for your firm on a mutually agreed upon date. (Indicate 

747700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.vladvisors.com

interest on survey.)



Next Public Webinar:

“Creating an Ownership Mentality g p y
without Giving Away Equity”

To be held on:
Tuesday, December 7, 2010y

757700 Irvine Center Drive  Suite 930  Irvine, CA 92618  949-852-2288  www.VLadvisors.com



Check out our website:
www VLadvisors com

Check out our website:
www VLadvisors comwww.VLadvisors.comwww.VLadvisors.com

Y     l   b ib  t    bl
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You can also subscribe to our blog



i / l d itwitter.com/vladvisors

youtube.com/VisionLinkAdvisors
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Questions?
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Thank you for attending

Please complete our survey form immediately 
following our presentation.

This will be counted as a monitoring event.This will be counted as a monitoring event.gg

You may also request a copy of the slides courseYou may also request a copy of the slides, course 
syllabus/summary and a CD of today’s presentation
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Thank You!

Ken Gibson
Senior Vice President
(949) 265‐5703949 5 57 3
kgibson@vladvisors.com
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