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Benefit from WorldatWorkBenefit from WorldatWork

�� ContentContent

�� LevelLevel

�� DepthDepth

�� ““HooksHooks””

�� DistillationDistillation

�� Immersive, ProblemImmersive, Problem--solving environmentsolving environment

�� Strong focus on Executive RewardStrong focus on Executive Reward

Personal and Situational 

Learning – What was Learnt 

vs. W
hat was Taught



The StoryThe Story……





2008 /2009 Everything Changed2008 /2009 Everything Changed……..

�� 3535--40% drop in  markets (highest since 1937)40% drop in  markets (highest since 1937)

�� Base Pay Frozen / CutBase Pay Frozen / Cut

�� 26% Companies changed their LTI Mix26% Companies changed their LTI Mix

�� Underwater Options (73% granted over last 3 Underwater Options (73% granted over last 3 
years years –– underwater) underwater) 

�� Conflict:Conflict:

�� Lower Prices = Higher burn rates of sharesLower Prices = Higher burn rates of shares

�� Goal Setting challenges / MeasurementGoal Setting challenges / Measurement

�� Inadvertent Reward (Value maintained, low Inadvertent Reward (Value maintained, low 
share prices share prices –– Face Value issues)Face Value issues)



LanguageLanguage

�� Stock / Share OptionsStock / Share Options

�� Employee gets growth on # of sharesEmployee gets growth on # of shares

�� Performance AwardsPerformance Awards

�� Subject to organisational performanceSubject to organisational performance

�� Restricted StockRestricted Stock

�� Employee gets # of full shares, restricted from Employee gets # of full shares, restricted from 
sellingselling











Once burned…..



Trend toward PerformanceTrend toward Performance--Based Equity Based Equity 
Continues (After a hiccupContinues (After a hiccup……))

�� Pure Share OptionsPure Share Options

�� High DilutionHigh Dilution

�� VolatileVolatile

�� Not Performance BasedNot Performance Based

�� Restricted StockRestricted Stock

�� Small, focused dosesSmall, focused doses

�� Retention a Retention a ””viable and relevant objectiveviable and relevant objective”” (King (King 
33……))

�� But, hard to defend no performance conditionsBut, hard to defend no performance conditions

�� Despite 2009 Despite 2009 ““hiccuphiccup”” –– trend will continuetrend will continue





This 
combination, 

a “portfolio”, 
… creates key 
challenges 
for Reward





New Methods in Calibrating New Methods in Calibrating 
Long Term IncentivesLong Term Incentives



Big Question Big Question –– How Much to Grant?How Much to Grant?

�� OROR…….. What is Fair Value?.. What is Fair Value?

�� Own experience / multiples  Own experience / multiples  –– Guidelines Fair Value / Guidelines Fair Value / 
face value. Expected Value?face value. Expected Value?

�� Unintended ConsequencesUnintended Consequences

�� KEY: Accounting Approach may not be best approach for KEY: Accounting Approach may not be best approach for 
RewardReward

�� Accounting Accounting –– IFRS 2, fair value at IFRS 2, fair value at grantgrant datedate
““Opportunity Cost: For how much could this award have been sold tOpportunity Cost: For how much could this award have been sold to o 
an investor?an investor?””

�� Reward Reward –– intended valueintended value on delivery / vesting / conversionon delivery / vesting / conversion

““How do I incentivise and reward good performanceHow do I incentivise and reward good performance””



Own ScenarioOwn Scenario

�� Share Scheme design has been iterative, Share Scheme design has been iterative, 
““layeredlayered””::

�� Option / Deferred Delivery SchemesOption / Deferred Delivery Schemes

�� Share Appreciation RightShare Appreciation Right

�� Forfeitable Share Scheme Forfeitable Share Scheme –– 3 flavours3 flavours

Risk: Risk: 

�� Isolated designIsolated design

�� Design can focus too much on new scheme,  old Design can focus too much on new scheme,  old 
staying staying ““as isas is””



Two Key PointsTwo Key Points

�� Accounting valuation may not be best allocation Accounting valuation may not be best allocation 
guideguide

�� Modelling of entire Modelling of entire ““portfolioportfolio”” of shares of shares 
schemes essentialschemes essential



Balancing Act (Balancing Act (““LTILTI’’s 101s 101”…”…))

�� Investors compensated for risk (Investors compensated for risk (““Opportunity Opportunity 
CostCost””))

�� Employees rewarded for performanceEmployees rewarded for performance

BUTBUT

�� In ways that align them with shareholdersIn ways that align them with shareholders



Different EffectsDifferent Effects…… Different Income, Different Income, 
Different Shareholder Link, Different Different Shareholder Link, Different 
InfluenceInfluence

�� E.g. Options: Leveraged: Value changes faster than the E.g. Options: Leveraged: Value changes faster than the 
underlying share priceunderlying share price

= Valuation Misaligned with Shareholders= Valuation Misaligned with Shareholders

�� Performance Shares: Choice of performance condition = Performance Shares: Choice of performance condition = 
makes / breaks shareholder alignment, but also makes / breaks shareholder alignment, but also 
influenceinfluence
= Market conditions = Market conditions –– relate to share price, but relate to share price, but relativerelative
measures preferredmeasures preferred

= Non= Non--market conditions (cash flow, eps, ROI) market conditions (cash flow, eps, ROI) –– internal internal 
metricsmetrics

= Relative vs Absolute = Relative vs Absolute –– share fortunes with shareholders?share fortunes with shareholders?



�� Portfolio Approach (growing trend) adds Portfolio Approach (growing trend) adds 
complexitycomplexity

KEY TAKEAWAY:KEY TAKEAWAY:

MODELLINGMODELLING……..

MODELLINGMODELLING……....

ANDAND……..

MOREMORE MODELLINGMODELLING……..!..!



Two ApproachesTwo Approaches
�� Deterministic Deterministic –– examine all growth scenarios and model examine all growth scenarios and model 
overall outcomeoverall outcome

�� Probability Modelling Probability Modelling –– most likely outcome(s)most likely outcome(s)

Key design concerns  that modelling can addressKey design concerns  that modelling can address
�� Inadvertent creation of Inadvertent creation of ““windfallswindfalls”” –– antianti--retentionretention
�� Poor interaction between plansPoor interaction between plans
�� →→ Misalignment with shareholders / marketMisalignment with shareholders / market
�� KEY: KEY: 
�� Accurate and more narrow Accurate and more narrow targetingtargeting of outcomes by mix of outcomes by mix 
and design changesand design changes

�� Partially exclude negative outcomes with designPartially exclude negative outcomes with design
�� Create a distribution of outcomes for different levels of Create a distribution of outcomes for different levels of 
performance (King 3performance (King 3……..)..)











Probability ModellingProbability Modelling

�� Establish probability of various growth ratesEstablish probability of various growth rates

�� Examine the likelihood of return outcomes and Examine the likelihood of return outcomes and 
therefore:therefore:

�� Design around / Limit negative outcomesDesign around / Limit negative outcomes

�� Establish average expected payoffsEstablish average expected payoffs

�� Improve LTI Calibration, Design and Portfolio MixImprove LTI Calibration, Design and Portfolio Mix



““Elegance is something you can hold in your head Elegance is something you can hold in your head 
without writing it down.without writing it down.”” –– Donald KnuthDonald Knuth





Learnings from PfizerLearnings from Pfizer

ProcessProcess led to Successled to Success

�� Separate Design team Separate Design team –– composition essentialcomposition essential

�� Reward Consultant separate to RemCo AdvisorReward Consultant separate to RemCo Advisor

�� RemCo Communication and Involvement in RemCo Communication and Involvement in 
DesignDesign

�� Interviews with Senior Executive TeamInterviews with Senior Executive Team

�� BenchmarkingBenchmarking

�� ModellingModelling
DesignDesign

�� Deliberate, focused  LTI Mix Deliberate, focused  LTI Mix 















Portfolio…



Achievement of Executive Reward Achievement of Executive Reward 
ObjectivesObjectives

√√ √√

Restricted Restricted 
SharesShares

LTI Shift / LTI Shift / 
Bonus Bonus 
SharesShares

PerformancePerformance

SharesShares

√√ √√√√RetentionRetention

√√ √√√√ √√Organisational Organisational 
PerformancePerformance

√√√√ √√Shareholder Shareholder 
AlignmentAlignment



MeasurementMeasurement

�� Continued FocusContinued Focus

�� Good governance, satisfied investors BUT Good governance, satisfied investors BUT 
attainableattainable

�� Learnings from crashLearnings from crash

�� Challenges have created greatest learningChallenges have created greatest learning……



Measurement ChallengesMeasurement Challenges

�� Relative measurementRelative measurement

�� Safer spaceSafer space

�� Tough to find peer groupsTough to find peer groups

�� Exposed where composition of market is volatile, Exposed where composition of market is volatile, 
consolidations (recent experience)consolidations (recent experience)

�� Absolute measuresAbsolute measures

�� Inadvertent OverInadvertent Over-- or Underor Under--Reward (learned this Reward (learned this 
like never before in US)like never before in US)

�� Tight Link to Shareholder vs. Ability to Tight Link to Shareholder vs. Ability to 
Influence (TSR to EPS to Revenue)Influence (TSR to EPS to Revenue)



Measurement LearningMeasurement Learning

�� Wide Choice (Relative, Absolute, Market, Wide Choice (Relative, Absolute, Market, 
Internal, Internal, ……) ) –– more creativity than evermore creativity than ever

�� Customisation (E.g. Old Mutual SessionCustomisation (E.g. Old Mutual Session……))

�� Continuum (Pure Shareholder Continuum (Pure Shareholder –– Internal Internal 
Measures)Measures)

�� No No Either / OrEither / Or:    :    
�� Portfolio approachPortfolio approach

++
�� Use of Use of ModellingModelling
= optimise and deliver = optimise and deliver Reward OutcomeReward Outcome allows allows 
ideal mixideal mix

= Manage risk of unintended consequence= Manage risk of unintended consequence



WorldatWork WorldatWork –– Worth ItWorth It……


