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FT: What changes are emerging in 
compensation structure?

GP: Long-term incentives include 
variable pay arrangements where 
determination of the earned amounts 
and/or the vesting is for a period in 
excess of a year.

For executives of publicly traded US 
companies, long-term incentives are the 
largest single element of total 
compensation – commonly half or more 
of annualised total compensation value 
for large-company CEOs, although that 
amount has been fluctuating 
downwards.

At the start of this decade, about 90 per 
cent of long-term incentive value for US 
executives was in the form of stock 
options. Now, it is less than 50 per cent. 
The difference has shifted to additional 
time-vested restricted stock and multi-
year performance stock and cash 
arrangements.

The result is better balance in the long-
term incentive component of total pay, 
with less tied directly to increases in 
stock price, and more to strategic 
business goals and executive retention.

Other structural changes are the trend 
toward downsizing non-business-related 
perquisites and supplemental executive 
pension plans to focus on performance-
based pay, and of severance benefits to 
avoid high pay for failure.

FT: To what extent does this come 
from an HR division rather than a 
board compensation committee?

GP: Government actions have a direct 
impact on how it is handled. Sarbanes-
Oxley [the US corporate-governance 
reform legislation enacted in 2002] aimed 
in part at creating more independent 
board compensation committees.

In 2006, rules were introduced [the so-
called Securities and Exchange 
Commission’s disclosure regulations] to 
expand the disclosure of both the size of 
executive compensation and the 
process by which they are determined, 
to increase transparency.

The result is that board compensation 
committees are better positioned to 
drive positive change. In more and more 
cases they are doing this effectively, 
although bad practices have not 
disappeared and the debate over how-
much-is-too-much continues.

Industry Perspective

FT: Are caps on executive 
compensation here to stay?

GP: No, they are temporary. How much 
a company pays for the services of 
executives is an economic transaction.

Applied over time, caps on executive 
compensation would distort the market, 
causing talent to move between 
industries, countries, and types of 
organisations (privately versus publicly-
owned) based on where their services 
were most valued by market forces.

FT: In this environment, how have 
corporations designed 
compensation packages that 
attract, retain, and motivate the 
most talented executives?

GP: I find that companies with the 
greatest success in this environment 
have “balanced” executive compensation 
programmes, where they have found the 
right trade-offs between cash versus 
equity, reward versus risk, short-term 
versus long-term performance focus, 
and external competitiveness versus 
internal equitability.

There is no one-size-fits-all formula. 
Every company is unique, based on its 
business and human-resources 
objectives, cost structure, culture, 
history, and decision-maker bias.

Changes and Trends in Executive Compensation

Interview with George Paulin  |  Chairman and CEO of Frederic W. Cook & Co., Inc.

The following interview with George Paulin, CEO of one of the leading executive 
compensation consultancy firms, Frederic W. Cook and Co., consists of two 
parts. The first is a reprint of an interview with the Financial Times (FT) performed 
by Josh Martin in June 2009; the second part is an exclusive interview with the 
Fink Center that includes some follow-up questions.
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FT: What can US corporations 
learn from British and European 
experiences (and vice versa)?

GP: Our firm works primarily with 
companies based in the US and 
Canada, so we have limited direct 
experience of practices elsewhere. But 
the answer is probably in how to use 
equity incentives and ownership most 
effectively.

In the US, equity — and options in 
particular — was often used too 
aggressively in terms of award values 
and resulting shareholder dilution. 
Meanwhile, the opposite occurred in 
Britain and Europe, where equity award 
values generally have not been for 
significant amounts, and non-
performance-based pensions and perks 
continue to predominate.

FT: What is the most challenging 
aspect of drawing up a CEO 
compensation package?

GP: Goal setting for performance-
based incentive plans is particularly 
hard this year. The level of economic 
uncertainty is unprecedented in many 
industries, making it difficult or 
impossible to project profitability and 
growth in business plans and budgets, 
the typical basis for incentive-
compensation goals.

Compensation committees are being 
asked to approve wider performance 
ranges for threshold-to-maximum 
incentive funding, use additional 
discretion, forgive more “unplanned” 
items, and focus on shorter periods.

A number of companies attempting to 
substitute multi-year performance plans 
for executive stock options and time-

vested restricted stock have failed, and 
defaulted to time-vested restricted stock 
because it does not require goal setting, 
even though it uncouples pay delivery 
from long-term performance.

Finding the proper mix remains one of 
the greatest challenges for 
compensation committees and their 
consultants.

Fink Center: How do firms 
compensate for maximizing the 
long-run value of the firm over 
short-term gains?

GP: In the design of executive 
compensation programs, we try to 
balance the performance focus in terms 
of the goals and the time periods. Most 
companies have short-term bonus or 
incentive plans and long-term incentives, 
anything beyond one year, and firms try 
to balance the two generally through 
restricted stock, performance stock (3-4 
years) and stock options (10 year term 
exercisability, vested over 3-4 years). 
The long-term compensation is by far, 
the largest factor in total compensation 
for executives. If you look at the typical 
mix, 60% is in the form of long-term. 

In addition, there are meaningful 
ownership guidelines that provide an 
additional long-term perspective. 
Executives are required to hold shares 
and accumulate more by holding them 
over period of time. 

A decade ago, competitive practice has 
been for the majority of long-term grants 
to be in options, now that’s declined to 
about 45%. 

Fink Center: What are the reasons 
for this decline?

GP: Part of it was due to accounting 
changes. Part of it was that options were 
perceived not to be aligned with the 
interests of long-term investors, which is 
different with long-term value creation, 
because of all the speculative volatility in 
the stock market. 

As a result, there has been significant 
movement into full-value shares 
(restricted and performance stock). In 
terms of restricted shares, shares the 
firm gives you if you work for a certain 
period of time, versus performance 
shares which if the firm performs well 
you get more, the firm performs poorly, 
you get less, the preference is for 
performance shares. 

Fink Center: Any differences 
across industries?

GP: Pretty much the same.

Fink Center: How should 
compensation packages be 
structured so that managers will 
choose the right risk profile for the 
company (i.e. so that managers 
will behave the way you’d like 
them to, in the best interest of the 
firm)?

GP: What’s best for the firm is the 
economic return to long-term investors. 
How you achieve that takes a number of 
factors into account. Have you been able 
to attract, retain, and motivate the best 
people to run business? What is your 
strategy for running the business? 

(Industry Perspective, contd.)
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Should these be a primary design 
consideration? This has become more 
complicated over the years, elevating 
the importance of executive 
compensation in a broader societal way 
because of what happened to the 
financial institutions.

The SEC has put in new disclosure 
requirements at the end of last year 
which apply to this year, that essentially 
say that boards have to determine 
whether or not there is material risk and 
if so, they have to disclose it. Material 
risk is defined as something there in the 
way we are paying people that would 
encourage behavior that is risky to 
company. Now we are in the process of 
risk assessments with big companies to 
determine if there is material risk related 
to compensation programs that have 
never been done. 

Fink Center: Given the current 
economic and regulatory 
environment, do you expect 
clawbacks to increase? If so, what 
form might they take on?

GP: Five years ago the only clawback 
was if you left to go work for a 
competitor, and after you left you still 
had compensation coming to you, you 
would lose it. But now the majority of big 
companies have formal clawbacks; if 
there is management fraud/misconduct, 
the board has the discretion to take 
away compensation. Provisions have 
become almost universal in the last 3-4 
years, and continues to evolve. This 
practice started with larger companies 
and is moving to smaller firms, mid-caps. 
The expectation is that there will be 
legislative clawback requirements. 

George Paulin is Chairman and CEO of Frederic W. Cook & Co., Inc. He has been 
a consultant specializing in the areas of executive and employee compensation for 
more than 25 years, and is nationally known as an advisor to board compensation 
committees and management.

Paulin joined Frederic W. Cook & Company in 1982. He was named president of 
the firm in 1994, and assumed his current responsibilities in 2001. He opened the 
firm’s Chicago office in 1983, and in 1987 he opened the office in Los Angeles 
where he currently resides. During the past two years, the Cook firm has served 
more than 50% of the current Fortune 200 companies, and over 1,800 major U.S. 
companies since the firm was founded as an independent organization owned by 
its principal consultants in 1973.

Paulin has ongoing advisory relationships with a diverse list of companies. 
Examples of those where he is retained as the independent board compensation committee advisor include 
Apple Computer, Baxter, Cisco Systems, Gap, Hewlett-Packard, 3M, Northrop Grumman, Pfizer, Pritzker 
Trust, Procter&Gamble, Qualcomm, Starbucks, Wells Fargo and Yahoo!.

Paulin has a master’s degree from the Institute of Labor and Industrial Relations at the University of Illinois, 
where he has been active in alumni affairs and received their Distinguished Alumni Award in 1990.


