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Data Integrity & Analysis Problems WithData Integrity & Analysis Problems With
 Industry Compensation Surveys Industry Compensation Surveys
((Business & Top Jobs NOT ComparableBusiness & Top Jobs NOT Comparable))

•• Major Compensation Surveys Mixing together compensation data from:Major Compensation Surveys Mixing together compensation data from:
–– Utility sectors including Telephone, Wireless, Internet & Electricity whereUtility sectors including Telephone, Wireless, Internet & Electricity where

business models very different and not comparable directlybusiness models very different and not comparable directly
–– Power Electric Utilities:Power Electric Utilities:

–– International vs. USA OnlyInternational vs. USA Only
–– Generation (major assets), Transmission & Distribution vs.Generation (major assets), Transmission & Distribution vs.

ONLY Transmission & DistributionONLY Transmission & Distribution
–– Coal, Gas generation vs.   Coal, Gas, Nuclear, Wind generationCoal, Gas generation vs.   Coal, Gas, Nuclear, Wind generation

–– Surveys state CPS top jobs at the avg of 42nd percentile - but data & analysis questionableSurveys state CPS top jobs at the avg of 42nd percentile - but data & analysis questionable
–– Regression on Revenue ( accepted compensation industry standard ) does NOTRegression on Revenue ( accepted compensation industry standard ) does NOT  fix datafix data

integrity, survey peer and Top Job comparability problems & misleading pay percentilesintegrity, survey peer and Top Job comparability problems & misleading pay percentiles
–– NO business Performance data on companies in surveys - high vs. low performanceNO business Performance data on companies in surveys - high vs. low performance

companies relative to pay levelscompanies relative to pay levels
–– Mixing apples, oranges & pears, leads to compensation ratcheting effect -Mixing apples, oranges & pears, leads to compensation ratcheting effect -

Executive Pay chasing Executive PayExecutive Pay chasing Executive Pay
–– Similar challenges in other industry sectorsSimilar challenges in other industry sectors
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Problematic Industry Compensation SurveysProblematic Industry Compensation Surveys
((BusinessBusiness  Complexity & Top Jobs NOT ComparableComplexity & Top Jobs NOT Comparable))
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Compensation Committee NeedsCompensation Committee Needs
Quality Assurance CheckQuality Assurance Check

Pay Reports, Peer Groups & Pay PercentilesPay Reports, Peer Groups & Pay Percentiles

Based on recent MVC Associates experience for numerous clients (board &Based on recent MVC Associates experience for numerous clients (board &
management) in reviewing the work / reports of major compensationmanagement) in reviewing the work / reports of major compensation
consulting firms & executive compensation surveys used:consulting firms & executive compensation surveys used:

•• Directors & management canDirectors & management can’’t just t just ““check the boxcheck the box”” with current with current
compensation reports & accept peer groups & pay percentiles at face valuecompensation reports & accept peer groups & pay percentiles at face value

•• Nor can Directors solely rely on reputable compensation consulting firm toNor can Directors solely rely on reputable compensation consulting firm to
check another firmcheck another firm’’s work to provide a defensible QA check for Boards work to provide a defensible QA check for Board

–– Directors must exercise their own judgment on a meaningful process forDirectors must exercise their own judgment on a meaningful process for
developing peer groups, pay analysis & pay percentiles that will be certifieddeveloping peer groups, pay analysis & pay percentiles that will be certified
as valid & accurateas valid & accurate

–– Risk that new certified SEC Compensation Report / CD&A could containRisk that new certified SEC Compensation Report / CD&A could contain
materially misleading statements to shareholdersmaterially misleading statements to shareholders
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Check for Quality Assurance & Data IntegrityCheck for Quality Assurance & Data Integrity
Problems with Problems with Compensation ReportsCompensation Reports
 Jobs & Pay Not Truly Comparable Jobs & Pay Not Truly Comparable

•• Mixing executive roles at fundamentally different Levels of Work & roleMixing executive roles at fundamentally different Levels of Work & role
complexity across industries & sectorscomplexity across industries & sectors

–– see MVC Research on CEO Levels of Worksee MVC Research on CEO Levels of Work
•• This leads to faulty peer groups, compensation surveys & reports:This leads to faulty peer groups, compensation surveys & reports:

–– Mixing industry sub-sectors = unreliable pay percentilesMixing industry sub-sectors = unreliable pay percentiles
–– Regression on Revenues NOT a defensible process for developing pay comparablesRegression on Revenues NOT a defensible process for developing pay comparables
–– Proxy Peer groups targeting  0.5X  to 3X revenue size fosters a pay spiralProxy Peer groups targeting  0.5X  to 3X revenue size fosters a pay spiral
–– Mixing companies with different pay philosophies (target 50th, 75th percentile)Mixing companies with different pay philosophies (target 50th, 75th percentile)

•• Faulty job matching / compensation calibration applied to public filings data &Faulty job matching / compensation calibration applied to public filings data &
compensation surveys may lead to compensation data integrity problems for paycompensation surveys may lead to compensation data integrity problems for pay
analysis & MATERIALLY unreliable pay percentilesanalysis & MATERIALLY unreliable pay percentiles  & disclosures& disclosures

–– Mixing USA OnlyMixing USA Only  & Global companies& Global companies  - e.g. 49 %- e.g. 49 %  TDC pay level difference at median CEO payTDC pay level difference at median CEO pay

•• Not all CEO, COO, CFO, Top C-Level roles are created equal - but too manyNot all CEO, COO, CFO, Top C-Level roles are created equal - but too many
compensation consultants & surveys treat roles with the same titles as equal:compensation consultants & surveys treat roles with the same titles as equal:

–– Campbell's Soup vs. P&GCampbell's Soup vs. P&G
–– Eli Lilly vs. J&JEli Lilly vs. J&J
–– Gateway vs. DellGateway vs. Dell
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Compensation Analysis / ReportCompensation Analysis / Report
Quality Assurance Quality Assurance For DirectorsFor Directors

•• Telecom company compensation reportTelecom company compensation report
–– Different complexity of businesses, peer group not truly comparable andDifferent complexity of businesses, peer group not truly comparable and

NO business performance data in compensation report analysisNO business performance data in compensation report analysis
–– In tIn the end board disregards primary consultant report, exercises judgment & setshe end board disregards primary consultant report, exercises judgment & sets

targeted TDC compensation at 25 % of existing peer grouptargeted TDC compensation at 25 % of existing peer group
–– CEO could not disagree with logic, bought in and no one from management leftCEO could not disagree with logic, bought in and no one from management left

•• Software company compensation reportSoftware company compensation report
–– used peer group from $ 500 Million to $ 10 Billion for a $ 700M North Americanused peer group from $ 500 Million to $ 10 Billion for a $ 700M North American

companycompany
–– Used a mix of hardware & software companies many not comparableUsed a mix of hardware & software companies many not comparable
–– Used a mix of Global & US Only peer companiesUsed a mix of Global & US Only peer companies
–– NO business performance data / analysis on any of the peer companiesNO business performance data / analysis on any of the peer companies
–– Avg positioning for NEOAvg positioning for NEO’’s in primary consultant report at 36 % below the medians in primary consultant report at 36 % below the median
–– Board chose to agree to 10 %  increase in TDC BUT NOT too median due toBoard chose to agree to 10 %  increase in TDC BUT NOT too median due to

concerns with faulty peer group and pay percentiles analysisconcerns with faulty peer group and pay percentiles analysis
•• Directors educated about data integrity & analysis problems, getDirectors educated about data integrity & analysis problems, get

second expert opinion, & exercise their judgment on CEO / NEOsecond expert opinion, & exercise their judgment on CEO / NEO
final pay decisionsfinal pay decisions
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