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About the Episode - The Workings of the Compensation
Committee

= Compensation committees review CEQ’s & often senior executives’ performance and pay
= There are many variations in the role of the compensation committee among private

companies, ranging from only setting pay of & reviewing CEO
= QOthers also deal with CEQ’s direct reports.

= Duties may also include setting compensation philosophy for entire company + developing

short- and long-term incentive compensation systems.

= Some compensation committees also oversee all human resource areas, including benefits

and retirement plans.
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About the Episode - The Workings of the Compensation
Committee (cont’d)

= This 12th episode of the Bare Bone Board Basics webinar series addresses:

The range of roles of the comp committee

The division of labor between comp committee, other committees & board as a whole
How to structure a compensation committee charter

How to develop a compensation philosophy

When and how to engage compensation consultants

How to structure an annual cadence that covers key committee responsibilities

Copyright © 2022 « Private Directors Association and DailyDAC, LLC. All rights reserved.



Bare Bone Board Basics — for the Private Company

1. Series Overview & Preview — Welcome to the (Boardroom) Jungle

2.  Public v. Private & Fiduciary v. Advisory: Different Boards for Different Situations

3. Where the Board’s Duties Stop & the C-Suite’s Duties Begin: An Overview of a Board’s Functions & Fiduciary Duties
4. How to Conduct an Effective Board Meeting

5. Committees of a Board & Work Between Board Meetings

6. Recruiting & Remunerating Directors & What Directors Should Do Before Saying “Yes”
7.  Special Issues Require Special Attention: Retaining Experts & Conducting Investigations
8.  Soft Skills Workshop: Leadership, Communication & Trust

9. Enterprise Risk Management

10. Going into Executive Session

11. The Workings of the Audit Committee

12. The Workings of the Compensation Committee

13. Advising Companies that Are or May Be Insolvent- January 25

14. Special Committees for Special Considerations- February 22

15. Comparing the LLC Manager & the Corporate Director- March 22, 2023

16. The Essential Guide to D&O Insurance- TBD
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https://privatedirectorsymposium.org/episode-1-series-overview-preview-welcome-to-the-boardroom-jungle/
https://privatedirectorsymposium.org/episode-2-public-v-private-fiduciary-v-advisory-different-boards-for-different-situations/
https://privatedirectorsymposium.org/episode-3-where-the-boards-duties-stop-the-c-suites-duties-begin-an-overview-of-a-boards-functions-fiduciary-duties/
https://privatedirectorsymposium.org/episode-4-how-to-conduct-a-board-meeting/
https://privatedirectorsymposium.org/episode-5-committees-of-a-board-work-between-board-meetings/
https://privatedirectorsymposium.org/episode-6-recruiting-renumerating-directors-what-directors-should-do-before-saying-yes/
https://privatedirectorsymposium.org/episode-7-special-issues-require-special-attention-retaining-experts-conducting-investigations/
https://privatedirectorsymposium.org/episode-8-soft-skills-workshop-leadership-communication-trust/
https://privatedirectorsymposium.org/episode-9-enterprise-risk-management/
https://privatedirectorsymposium.org/episode-10-going-into-executive-session/
https://privatedirectorsymposium.org/episode-11-the-workings-of-the-audit-committee/
https://privatedirectorsymposium.org/episode-12-the-workings-of-the-compensation-committee/

Disclaimer

= The material in this webinar is for informational purposes only. It should not be considered
legal, financial or other professional advice.

* You should consult with an attorney or other appropriate professional to determine what
may be best for your individual needs.

= While the webinar producers and speakers take reasonable steps to ensure that
information presented is accurate, they make no guaranty in this (or any) regard.
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Components of compensation

= Base salary
= Bonuses
= |Long-term incentives

= Benefits (e.g., insurance; vacation; sick days, retirement plans)

= Perks

= Severance (in the event of termination)
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Roles of the compensation committee

Oversees performance & sets overall compensation level and structure for CEO
Reviews competitive packages to attract & retain other top key executives
« Stay abreast of industry best practices and guide board accordingly
» Approves peer groups used for benchmarking
» Approves and oversees short- and long-term incentive plan goals & designs plans
Review and approves broad policies that underpin plan design for all employees
Works with other board committees to approve total budget for compensation & to coordinate
compensation with other strategies and objectives
Liaises between CEO & Board on select HR issues for senior executives.
Reviews board members' compensation & makes recommendations to the board for changes

« This may also be done by the Governance Committee
« Often, a third party is brought in to review board compensation and make recommendations
to avoid claims of ‘self dealing’
Retains and interfaces with outside compensation consultants as required to provide added
expertise
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Roles of the compensation committee (cont’d)

= The scope of the compensation committee continues to expand

= A recent Center on Executive Compensation survey found that almost 2/3 of member companies
formally expanded role of the Compensation Committee by either expanding the charter (35%) or
both the charter and Committee name (32%)
* New names include:
« Compensation, Culture and People Committee
« Compensation and Management Development Committee
« Compensation and Talent Committee
* Human Capital and Compensation Committee
« Management Development and Compensation Committee
* HR and Compensation Committee
» Leadership Development and Compensation Committee

* Source (and more info at): :
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https://www.hrpolicy.org/getmedia/4c827c91-8855-4584-bb1d-f550bbf40011/CHRO_Guide_to_Expanded_Comp_Committee_Role_TRI.pdf

Roles of the compensation committee (cont’d)

= New roles include:
« Talent management & succession planning for key leadership positions below C-Suite
» Diversity, equity & inclusion (“DET’)
» Culture & employee engagement
* Retention strategies
» Performance review
* Human capital metrics
« Pay equity
« Training/reskilling
« Safety and well-being

* Source (and more info at): :
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A role the compensation committee should not play

= The compensation committee should not be involved in evaluating or setting the

compensation of employees other than senior management
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Best practices for the governance of a compensation committee

= Function as an independent force

= Require rotations or limited terms of service

» Chairperson maintains control of meetings

= Comply with fiscal and legal transparency requirements

= Report on recommendations, outcomes & processes to board of directors

» Hold regular cadence of meetings addressing the topics in the Committee’s charter

= Adhere to ethical guidelines
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Best practices for the workings of a compensation committee

= Manage compensation for CEO

= Review performance and corresponding total rewards of executives and leadership
= Qversee long-term incentive awards

= Create repeatable processes for compensation review

= Actively monitor risks in compensation practices

» Reviews systems of measurement for senior leadership

» Adhere to agreed philosophy of compensation.

*Source (and more info at):
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ESG & Compensation

» Should ESG-related performance metrics be incorporated into compensation programs?

= |t certainly can be posited that companies that consider the needs of all constituencies will be

best positioned to achieve sustainable long-term growth.
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“A Principled Approach for Owners and Private Company
Boards” by Don Delves

= Four Overarching Principles for Executive Compensation
* Purpose
« Alignment
« Accountability

« Engagement

Source: this & next six slides are largely borrowed from an article authored by Don Delves, Ed D, MBA,

CPA for the
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Delves: The Four Principles — Purpose

If primary objective of executive compensation system is to align interests of corporation’s

owners & its managers, it’s critical to understand the private company owners’ goals

Why do owners own the company in the first place? What do they see as its raison d’étre? What
do they hope to get out of the company in the short and long term, from financial and personal

standpoints?

Thus, the development of an optimal compensation system requires understanding of owners’

financial and non-financial objectives, as embodied by their sense of the company’s purpose

Copyright © 2022 « Private Directors Association and DailyDAC, LLC. All rights reserved.

15



Delves: The Four Principles — Alignment

Annual & long-term incentives in private companies must be aligned with clearly defined short- &

long-term interests of owners

There will almost always be inherent tradeoffs between generating cash flow and dividends &

reinvesting capital for long-term value creation

There are also predictable tradeoffs between steady, more reliable performance & higher-

potential but riskier growth

An effective incentive plan will be designed to align managers with owners’ preferences on all

these dimensions, along with their relative risk tolerance
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Delves: The Four Principles — Accountability

= Compensation programs are often the key driver of accountability within a business—not only

between management & the board, but throughout the entire organization

= As such, selection and definition of performance measures and ranges, goal setting, exception
policies, performance evaluation practices & determination of incentive payouts should be

carefully devised to send strong messages company-wide about what is expected of all

employees & how they will be rewarded for meeting the standards set
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Delves: The Four Principles — Engagement

Compensation programs are core means of engaging executives and other employees:

motivating them, driving ongoing performance & sharpening focus on shared goals
Incentives should be structured such that they are understandable, based on objectives that are
simultaneously challenging and achievable & enable managers to feel they have control over

elements by which performance will be evaluated

Compensation systems, overall, must also be competitive with those provided by peer

companies.
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Delves: Compensation Questions Private Companies
Must Address

What is the company’s specific purpose & mission?

= What do owners hope to achieve—from a financial and non-financial standpoint—in both short &

long term?

» What are tradeoffs between cash flow/dividends and long-term value creation?

= What is the desired overall risk level for business?

= What are key measures of short- and long-term success?
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Delves: Compensation Questions Private Companies Must
Address (cont’d)

= Does company prefer to use real or phantom equity as part of compensation packages?

= How does company value itself, how frequently does it undertake valuation & by what means?
= How will real or phantom stock be monetized (cashed out) over time?

= To whom does company compare itself for purposes of compensation & performance?

= How difficult is it for company to attract & retain key executive talent?
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Recap: Private Company Comp v. Public Company
Comp

= Executive compensation in privately owned companies is very different from that of public

companies
» The most basic differences:
» Lack of publicly traded stock as a compensation vehicle in privately owned companies
» Absence of public shareholders as stakeholders in private owned companies

= Trying to apply typical public company compensation practices to privately owned companies can
be a mistake

= Nonetheless, the next few slides note some issues in the public company context that may offer

some lessons for the private company compensation committee
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Public Company Perspectives (cont’d)

= All members of a compensation committee must be independent
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Public Company Perspectives (cont’d)

= SEC Rules require public companies subject to the proxy rules to:

» Provide shareholders with an advisory vote on compensation of most highly compensated

executives. Such say-on-Pay votes must be held at least once every three years.
» Disclose compensation arrangements with executive officers in connection with an

acquisition or merger and, in certain circumstances, conduct a shareholder advisory vote to

approve the golden parachute compensation arrangements.

*Source (and more info at): :
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Public Company Perspectives (cont’d)

= Dodd-Frank requires that annual proxy statements include annual disclosure of the ratio between

CEOQO'’s annual total compensation & median compensation of all other employees.
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Public Company Perspectives (cont’d)

= There is increasing sensitivity to pay packages that could be deemed “excessive,” both as to

executives & as to directors
= To that end, companies now frequently include, in new or amended equity plans, provisions

specifying either the precise amount & form of director compensation to be paid or meaningful

director-specific individual award limits.

*Source (and more info at): :
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Jonathan Friedland

= Jonathan Friedland is a principal at Much Shelist where he represents privately

owned businesses and their boards in both in their day-to-day legal affairs and in
out-of-the-ordinary situations, such as M&A transactions and in dealing with

existential threats.

He is lead author of two treatises, several chapters in other treatises, and hundreds

of articles.

More information at
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Sam Judd

» Sam Judd brings a growth mindset to the boardroom combining deep financial

acumen, strategic thinking, operational breadth, and governance experience with four
boards and 25+ year C-suite experience in best-in-class companies including
PepsiCo, Viacom, Bridgewater, and others.

His background encompasses large public blue-chip firms, private enterprises, and
multi-generational family-owned businesses, while serving as Audit Committee chair
and Compensation Committee member on his boards.

His passion is building companies and organizations to achieve record business

performance and transformational strategic change.

More info at
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Alisa Norris

= Alisa Norris is a former Chief Marketing and Communications Officer as well as a

former Chief Human Resources Officer.
» She has experience chairing a public company board’s Compensation and

Management Committees. Her board experience includes private and public boards.

= More info at
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About the Co-Producers

= This is the 12t episode in a series of webinars produced by:

Certain chapters o

Financial Poise™

Executive Forum™

f the Private Directors Association®

Vistage®

Private Director Symposium™

ChamberWise™
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About Private Directors Association®

= The Private Directors Association® (PDA) is an independent 501(c)(6) founded in 2014 and
headquartered in Chicago, IL. PDA is the only national association dedicated to improving private
companies' growth and sustainability through governance that adds value.

= Qur close to 3,000 members include current and qualified future board members, private company
owners, and C-level executives of family-owned businesses, ESOPs, private equity owned, early
stage, and start-up organizations.

= The PDA’s mission is to:

» Advocate for and teach board formation and governance

« Enhance private company value through high-performing boards

« Advocate for the value of diverse and inclusive boards

» Create a national alliance of directors, executives, and private company owners interested in
board service to learn, network, and identify and attract exceptional board members
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The Co-Producing Chapters

» Bare Bone Board Basics - for the Private Company is a co-production of Financial Poise, Executive
Forum, Vistage, Private Director Symposium, ChamberWise, and the following chapters of the Private
Directors Association:

 Alabama
 Dallas

« DC Metro
* Nashville

* New England

* New York Metro
« Tampa Bay

» Wisconsin

» Go to hitps://www.privatedirectorsassociation.org/chapters for contact information for any of these, or
other, chapters.
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About Executive Forum

» The Executive Forum is a highly engaged community of executives from leading
corporations who share a passion for “what’s next” to drive business growth.

* Its mission is to empower senior executives to reach their fullest career and business
potential.

» Since its formation in 1995, the Executive Forum has grown to over 400 members who are
the top-most leaders at market moving companies, run portfolios for the most innovative
Private Equity Firms and serve as directors on boards --- public, private and non-profit.

* More information can be found at www.executiveforum.orq
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About Financial Poise™

» The primary mission of Financial Poise™ is to provide reliable plain English business, financial, and
legal education to individual investors, entrepreneurs, business owners, and executives, and to help
trusted advisors do the same.

 Sign up for our free weekly e-newsletter here”.

« Learn how to write or speak for Financial Poise here. The antithesis of “pay-to-play.”

* Check out our other webinars here.

« Send any other inquiry to info@financialpoise.com

*Newsletter subscribers are occasionally offered free webinars. Subscribers never receive more
than one email per week and their information is never shared.
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Additional Information & Resources

 For more information about this series and to access the PowerPoints and case law
referenced in this webinar episode, visit www.privatedirectorsymposium.org
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