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Original Internal Pay Equity ResearchOriginal Internal Pay Equity Research
Felt Fair Pay - Felt Fair Pay - ““FFPFFP”” =   2 X =   2 X

•• 13 research studies over 15 years with 1000+ managers13 research studies over 15 years with 1000+ managers
from  CEO to front line in USA, Canada, UKfrom  CEO to front line in USA, Canada, UK
(see MVC Associates International published articles)(see MVC Associates International published articles)

•• Differential Work justifies Differential Pay & data shows aDifferential Work justifies Differential Pay & data shows a
consistent Felt Fair Pay multiplier / differentialconsistent Felt Fair Pay multiplier / differential

•• Each TRUE differential Level of Work Each TRUE differential Level of Work (see Appendix)(see Appendix) was was
identified as worth 2X more in Total Direct Compensationidentified as worth 2X more in Total Direct Compensation
than the level directly below itthan the level directly below it

•• MVC Associates has effectively applied 2X to 2.5X differentialMVC Associates has effectively applied 2X to 2.5X differential
to its 5 Levels of CEO Work analysis for clients worldwideto its 5 Levels of CEO Work analysis for clients worldwide
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Jeff Immelt, CEO of GEJeff Immelt, CEO of GE
Validates 2X to 3X  Validates 2X to 3X  CEO Pay DifferentialCEO Pay Differential

as Felt Fair Payas Felt Fair Pay - FFP - FFP

•• Winter Issue of Winter Issue of Compensation StandardsCompensation Standards::
““CEO role should be paid within a smallCEO role should be paid within a small
range of the top 20+ executive teamrange of the top 20+ executive team
membersmembers””

•• Immelt points out that his pay is withinImmelt points out that his pay is within
2 to 3 times his top executive team members2 to 3 times his top executive team members
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MoodyMoody’’s Multi-Dimensionals Multi-Dimensional
Credit & Governance Risk AnalysisCredit & Governance Risk Analysis
including Red Flag > 3X CEO Pay Differentialincluding Red Flag > 3X CEO Pay Differential

June 2006 Comment on CEO Pay StructuresJune 2006 Comment on CEO Pay Structures
–– Board Picks & Pays the CEOBoard Picks & Pays the CEO
–– RED FLAG > 3X CEO to any NEO pay differentialRED FLAG > 3X CEO to any NEO pay differential
–– > 3X  CEO pay differential is a possible indicator of weak board> 3X  CEO pay differential is a possible indicator of weak board

&  poor corporate governance&  poor corporate governance
–– > 3X CEO pay differential is a possible indicator of key person risk> 3X CEO pay differential is a possible indicator of key person risk

& CEO succession problem& CEO succession problem
–– Outsized CEO pay to peers also a key warning flag for otherOutsized CEO pay to peers also a key warning flag for other

potential governance & credit riskspotential governance & credit risks
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High CEO to NEO PEM May IndicateHigh CEO to NEO PEM May Indicate

•• CEO pay not justified by CEO Level of Work (5 CEO LEVELS) nor validatedCEO pay not justified by CEO Level of Work (5 CEO LEVELS) nor validated
by Truly Comparable Peer Group & Pay-for-Performance linksby Truly Comparable Peer Group & Pay-for-Performance links

•• NEO Group may lack appropriate delegated decision authority relative  toNEO Group may lack appropriate delegated decision authority relative  to
CEO RoleCEO Role
Management structure risk / overly dominant CEOManagement structure risk / overly dominant CEO

•• Poorly structured performance metrics & poor delegation of trulyPoorly structured performance metrics & poor delegation of truly
Differential Work cascading throughout the OrganizationDifferential Work cascading throughout the Organization
Failure of executive team to be accountable for Future Value, growth &Failure of executive team to be accountable for Future Value, growth &

innovation already built into enterprise valuationinnovation already built into enterprise valuation
May foster drive for acquisition vs. organic growth, high balance sheetMay foster drive for acquisition vs. organic growth, high balance sheet

leverage at the risk of LONG TERM sustainable value creationleverage at the risk of LONG TERM sustainable value creation
•• Weakness in Internal Succession Planning in the natural talent pool Weakness in Internal Succession Planning in the natural talent pool ––

the NEOthe NEO’’s & 3s & 3rdrd tier of Management tier of Management
•• Weakness in Board processes, Director Independence & Execution ofWeakness in Board processes, Director Independence & Execution of

Fiduciary DutyFiduciary Duty
•• Broader systemic & governance risksBroader systemic & governance risks
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NEW MVC Assoc RESEARCH SAYSNEW MVC Assoc RESEARCH SAYS
CEO Internal Pay Equity MultiplierCEO Internal Pay Equity Multiplier

(PEM) is in 2X to 3X(PEM) is in 2X to 3X Range Range

•• MVC Associates Board clients ask:  What is aMVC Associates Board clients ask:  What is a
standard for CEO Pay Fairness / Equitablestandard for CEO Pay Fairness / Equitable
CEO Pay Differential?CEO Pay Differential?

•• MVC Associates conducted research across theMVC Associates conducted research across the
Russell 3000 (Russell 3000 (2000 companies for 2003 to 2005)2000 companies for 2003 to 2005)

•• Setting aside the extreme outliers, our analysisSetting aside the extreme outliers, our analysis
shows the shows the median valuemedian value of the CEO to Median of the CEO to Median
NEO Pay Differential for 1600 companies forNEO Pay Differential for 1600 companies for
2003 to 2005 is 2003 to 2005 is 2.45X 2.45X –– within the 2X to 3X range within the 2X to 3X range
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< 2X 2-3 3-4 4-5 5-10 10-20 20-30

Median CEO to NEO Pay Equity Multiplier Range
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Company 
Count

125

250

375

500

625

750

Median
= 1.6
Widest
= 29.2

480

Median
= 2.48
Widest
= 18.6

724

Median
= 3.5
Widest
= 37.0

414

Median
= 4.5
Widest
= 18.6

216

Median
= 5.9
Widest
= 33.7

180
Median
= 12.4
Widest
= 42.1

18

Median
= 27.1
Widest
= 51.5

3

831 Red Flag Companies

--------------------------------    =   40 %
2035 Companies

Russell 3000 CEO to NEO Pay 
Equity Multiplier Distribution
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CPS Energy BoardCPS Energy Board
EnsuresEnsures  Management Structure & Pay AlignmentManagement Structure & Pay Alignment

•• Fiduciary Duty of Directors to ensure social well being,Fiduciary Duty of Directors to ensure social well being,
corporate health & sustainability of the Enterprisecorporate health & sustainability of the Enterprise

•• Want to ensure commitment of the workforce to carrying outWant to ensure commitment of the workforce to carrying out
the enterprise missionthe enterprise mission

•• Concern about rising pay differentials between CEO & otherConcern about rising pay differentials between CEO & other
senior officers vs. the rest of the workforce (4000 employees)senior officers vs. the rest of the workforce (4000 employees)

•• Concern that executive compensation surveys driving widerConcern that executive compensation surveys driving wider
CEO pay differential & looking for alternative process to helpCEO pay differential & looking for alternative process to help
benchmark equitable paybenchmark equitable pay

––  Work Levels & Internal Pay Work Levels & Internal Pay  Equity (pay multipliers) as an alternativeEquity (pay multipliers) as an alternative
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CPS Energy BoardCPS Energy Board
Asks Key Questions of Management aboutAsks Key Questions of Management about

Organization Organization Structure & PayStructure & Pay

•• How many layers of management do you have ?How many layers of management do you have ?
•• How many layers of management do you really need ?How many layers of management do you really need ?

–– ( ( ( what the are the performance metrics for each mgmt layer that are( what the are the performance metrics for each mgmt layer that are
 differential & validate the value-add of each management layer ? ) differential & validate the value-add of each management layer ? )

•• What is the internal pay differential between each managementWhat is the internal pay differential between each management
layer that justifies the differential pay / work relationship ?layer that justifies the differential pay / work relationship ?

•• What is the headcount and total cost of management at eachWhat is the headcount and total cost of management at each
management layer?management layer?
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CPS Energy 2005CPS Energy 2005
Mgmt Structure / Internal Pay AnalysisMgmt Structure / Internal Pay Analysis

•• CEO to NEO Pay differential at 2.5 X is reasonable as long as CEOCEO to NEO Pay differential at 2.5 X is reasonable as long as CEO
role is doing differential work - pay multiplier needs to be monitored -role is doing differential work - pay multiplier needs to be monitored -
challenge executive compensation survey bias to ratchet up CEO paychallenge executive compensation survey bias to ratchet up CEO pay

•• CEO (Work Level 5) to Director (Work Level 3 entry role) payCEO (Work Level 5) to Director (Work Level 3 entry role) pay
differential should be in the 4 todifferential should be in the 4 to  5 times pay multiplier range & should5 times pay multiplier range & should
be monitored regarding setting CEO pay levelsbe monitored regarding setting CEO pay levels

–– Consider implementing a Work Level based organization design and pay structureConsider implementing a Work Level based organization design and pay structure
including internal pay equity and equitable pay differentials for each value addedincluding internal pay equity and equitable pay differentials for each value added
mgmt layer ( Work Level )mgmt layer ( Work Level )

•• Ask Ask CEOCEO about the # of Management Layers knowing  about the # of Management Layers knowing thethe
organization probably needs 5 Work Levels ( CEO to Front Line )organization probably needs 5 Work Levels ( CEO to Front Line )
not 8 organizational layersnot 8 organizational layers

•• Analyze & Re-design Management Structure including removingAnalyze & Re-design Management Structure including removing
non-value added management layers and excess enterprisenon-value added management layers and excess enterprise
compensation costs highlighted by small internal pay differentialscompensation costs highlighted by small internal pay differentials
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Work Levels / Internal Pay EquityWork Levels / Internal Pay Equity  MultipliersMultipliers
Aligning differential work & differential payAligning differential work & differential pay

•• Works Levels forWorks Levels for  Management Structure Design &Management Structure Design &
Internal Pay Equity Multipliers for Differential CompensationInternal Pay Equity Multipliers for Differential Compensation

–– Can keep CEO / NEO pay levels and pay differentials in check & balance toCan keep CEO / NEO pay levels and pay differentials in check & balance to
the rest of the organizationthe rest of the organization

–– Minimize the risk of being of challenged on CEO pay by Institutional Investors,Minimize the risk of being of challenged on CEO pay by Institutional Investors,
MoodyMoody’’s, medias, media

–– Provide a framework for the design of optimal management structure & removalProvide a framework for the design of optimal management structure & removal
of excess enterprise compensation costs due to over-layering & over-titlingof excess enterprise compensation costs due to over-layering & over-titling

–– Ensure organization alignment between differential work justifying differential payEnsure organization alignment between differential work justifying differential pay
at all levels in the enterpriseat all levels in the enterprise
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Guiding Principles For The BoardGuiding Principles For The Board
& Executive Management& Executive Management

Executive Job Design & Executive PayExecutive Job Design & Executive Pay

Only Differential Executive Work JustifiesOnly Differential Executive Work Justifies
Differential Executive PayDifferential Executive Pay

If the Top 3 layers of senior management are doing the same work including:If the Top 3 layers of senior management are doing the same work including:
••  AccountabilitiesAccountabilities
•• Performance metrics Performance metrics
••  Performance periodsPerformance periods

Then what is the unique value-add that justifies current CEO / NEOThen what is the unique value-add that justifies current CEO / NEO
compensation levels?compensation levels?

Differential Executive WorkDifferential Executive Work is the  is the necessarynecessary justification for justification for
Internal Pay Equity Multipliers between Levels of ManagementInternal Pay Equity Multipliers between Levels of Management
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MVC Board & CEO ClientsMVC Board & CEO Clients
Check For Wasted & ExcessiveCheck For Wasted & Excessive

Enterprise CompensationEnterprise Compensation

How many managementHow many management
layers are truly needed?layers are truly needed?
•• What is the Internal Pay What is the Internal Pay
Equity Multiplier betweenEquity Multiplier between
each management layer?each management layer?
••  Pay Multiplier Red Flags !Pay Multiplier Red Flags !
•• Organization Re-Design Organization Re-Design
undertaken to removeundertaken to remove
$ 30+ million in wasted$ 30+ million in wasted
compensationcompensation  –– from from
over-layering & over-titlingover-layering & over-titling
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Executive Pay NeedsExecutive Pay Needs
 A Balanced Decision Making Process A Balanced Decision Making Process

•• CanCan’’t Determine Equitable t Determine Equitable vsvs. Excessive Compensation unless Board of. Excessive Compensation unless Board of
Directors have analysis / insight on 4 tests:Directors have analysis / insight on 4 tests:

–– External Pay EquityExternal Pay Equity =  = Pay Relative to Truly Comparable Work acrossPay Relative to Truly Comparable Work across
companies with companies with compensation calibrated compensation calibrated to reflect the level of role complexity &to reflect the level of role complexity &
job worth differencesjob worth differences

–– Internal Pay EquityInternal Pay Equity =  = Differential Work across levels in the managerialDifferential Work across levels in the managerial
hierarchy hierarchy ––  see see MoodyMoody’’s & ISS Red Flagss & ISS Red Flags

–– Pay Relative to TOTAL WealthPay Relative to TOTAL Wealth = Already granted or earned over 5 to 10 yrs  = Already granted or earned over 5 to 10 yrs ––
a tally sheet fully loadeda tally sheet fully loaded

–– Pay Relative to 3 to 5 yr PerformancePay Relative to 3 to 5 yr Performance =  = Absolute & relative to properAbsolute & relative to proper
industry sector or appropriate peer groups:industry sector or appropriate peer groups:

•• Revenue Growth, NOPAT & Economic Profit Growth (real earnings),  Free Cash FlowRevenue Growth, NOPAT & Economic Profit Growth (real earnings),  Free Cash Flow
•• Return on Invested CapitalReturn on Invested Capital  and or Return on Equityand or Return on Equity
•• Total Shareholder Return &/or Market Value Added relative to a proper peer groupTotal Shareholder Return &/or Market Value Added relative to a proper peer group
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