
OP T I O N S A R E U N D E R W A T E R .
An economic rebound is no guar-

antee. Base pay has been reduced
because we count on incentives, but
incentives may never pay out. Surely we
can count on a program of total com-
pensation, base pay, and incentives,
can’t we? Or can we count on any of the
reward tools that worked in the past?

The last few years made executive
compensation a growth business. Pay
grew in the absolute sense—sometimes
in concert with company performance,
but often not. Here is a brief overview:
Total executive pay was comprised
mostly of stock options, supplemented
by moderate annual incentive
opportunities and base pay.
Up went company stock, and
up went executive compensa-
tion. Executives negotiated for
more options. These “gifts”
could be defined as “rewards
for performance” only by the uninformed. 

Reward planners are now struggling
to align executive rewards with share-
holder value and to keep a talented
executive team in place to deal with
tough times. We have a steep economic
slump, combined with the loss of work-
force productivity and effectiveness.

Look at your executive compensation
strategy. The “secret sauce” of executive
pay is long-term incentives. Here are
four possible tools you might include:

1. Stock options with performance
accelerated vesting. With the focus com-
panies have on performance during
challenging times, you might add some
performance measures for option vesting
and give executives the chance to exer-
cise options sooner rather than later if
certain goals are met. Focus on key
measures of performance: earnings
growth, new market share, cash flow
improvement, and other key strategic
measures. 

to work with and serve others in an
informal environment of exchange.

8. Exercising free will. Actions of
advocacy are done in ways that indi-
cate a free will and desire to say what
needs to be said—in an appropriate
way. Participation cannot be man-
dated. Free will occurs when trust is
exchanged. Respect for all members is
the way people work together.

9. Demonstrating authenticity and
legitimacy. Acceptance of advocacy ges-
tures requires action that seeks and
brings authenticity and legitimacy to a
viewpoint or cause. Authenticity is
observable. Our actions verify what we
are saying is believable—no matter our
status or title. Legitimacy is earned
over time. Acceptance and enrollment
in what is being advocated involves an
exchange of ideas, thoughts, and ques-
tions, culminating in a decision to
accept or reject what is advocated.

Successful advocacy, the desire to
positively influence performance and
achievement, identifies the performer
as an agent for change. To be a success-
ful advocate, we must communicate in
ways that make it possible for others to
hear the message as being beneficial.
Connection makes it possible to partner
and to create new visions of what is
possible with those who are not always
willing to listen. Advocacy can be risky;
rejection may occur when there is little
consideration of alternatives promoted
by others. Advocacy is not always
invited or encouraged. But being silent
when action is essential is not the way
to contribute. Our voices must be
heard; our actions seen.

Advocacy is about enabling people
to be more contributive and innovative.
It is about effectively communicating
and then taking action. It is about
speaking and hearing messages of con-
cern. In organizations that don’t recog-
nize the role of advocates, the performer
may not be identified as a contributive,
committed member. For members who
recognize the meaning and role of
advocacy, and for those who listen, sup-
port and seek the voices and concerns
of those serving as advocates, there will
be the benefit of seeing and delivering
hope for the future. EE
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ACTION: Be a better advocate by making these
nine contributions.

2. Restricted stock with performance
restrictions. If the company adds per-
formance restrictions, the executive
must clear both time and performance
hurdles. Performance metrics can give
some-thing to the company in exchange
for the stock grant. Measures such as
earnings re-growth, new market share,
and cash flow improvement can be
used.

3. Long-term “cash” incentives with
cash/stock payouts. Not all long-term
incentives need to emphasize com-
pany stock along the way. But a long-
term cash incentive can be based on
overlapping three-year performance
periods and use key strategic perform-
ance measures. Long-term cash incen-
tives can emphasize performance and
also be implemented where measures

are part corporate and part
business unit. The real
power of a long-term cash
incentive plan is flexibility—
the solution can focus on a
mix of measures and goals
and change as business

strategies and priorities change. Per-
formance expectations can be set in
such a way that the performance
delivered by the executives participat-
ing in the long-term incentives is
worth the cost to the company. 

4. Officer stock retention guidelines.
The investment community looks to
executive stock ownership as an indi-
cation of loyalty and commitment.
CEOs usually own about 5X their base
salary in company stock; corporate
officers below the CEO will have at
least 2X base salary. Part of the long-
term incentive strategy should be to
provide a way for senior executives to
get and keep stock in their companies.

Now is the time to add some new
long-term incentives. EE
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ACTION: Build long-term incentives into execu-
tive compensation.

Now is the time
to add some new

long-term
incentives.
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