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Executive Compensation:
Good Corporate Governance

The biggest development over the past 25 years in the world of compensation has been the dramatic
changes in governance. This change commenced with executive positions in the early 1990s and
continues today.

In March 2015, Western Compensation & Benefits Consultants (“WCBC”) conducted a national research
project on:

executive compensation philosophy design;

similarities/differences in compensation philosophy between executive and positions below
executive;

objectives of the executive compensation program;
selection of peer group for compensation comparisons;
pay positioning policy; and

communication of the compensation philosophy.

A total of 115 organization from across Canada participated in this survey.



Our Findings

What is Corporate Governance?

Corporate governance identifies processes and procedures by which corporations are directed and
controlled such as assignment of rights and responsibilities of board, management, shareholders/
stakeholders, auditors, etc.; defines rules and procedures for decision-making; and provides mechanisms
for monitoring policies, actions and decisions.

Growth in the demand for good corporate governance has been fueled by a number of developments
such as failures of large corporations, fraud, evidence of bad policies/decisions and the 2008 financial
crisis.

Executive compensation governance is an important component of overall corporate governance.

Policies Vary by Sector

The prevalence and design of an executive compensation philosophy varies depending on whether the
organizations is privately-owned, publicly-traded, in the public sector or a not-for-profit. Publicly-traded
organizations in the private sector and some public sector organizations are regulated and therefore have
the most formal plans, but there is a spill-over to, and adoption by, all types of employers.



Highlights

Percent of organizations with a compensation
philosophy

All Organizations - 86%
Privately-Owned - 79% Formal, written
Publicly-Traded _ 100%

Public Sector 80%

Informal, unwritten
Not-for-Profit 90% 7%

Entities involved in developing executive
compensation philosophy

Senior Management _ 71%

Human Resources 66%

Board of Directors 63%

Topics included in executive compensation philosophy

mAll Organizations m Orgs. w/formal philosophy Orgs. w/informal philosophy

I 88%
Objectives of compensation program || I o+
80%
I 76%
Identification of the components of compensation || NI 75

7%
N 54%
Comparison organizations || N 58
50%
N 63%
Target position of pay versus market ||| RN N 7%

52%

32%

m Privately-Owned ®Publicly-Traded = Public Sector

71%

55%

45%

68%

Formality of executive compensation philosophy

Not-for-Profit

93%



Components of compensation provided to executives and addressed
in the executive compensation philosophy

m Component Provided B Addressed in Philosophy

Salary I 100%
I 050
vos I 2%
Short-Term Incentives _ 97%
M 1%
I ©0%
Perquisites - %
a I 2%

. I oo
Retirement Plan _ 74%
PN 99%
I 1%
N 100%
I 60%

Mid-Term or Long-Term Incentives

Group Insurance Benefits

Paid Time Off

Criteria used for peer group selection

I 73%
I 71%
I 63%
I 8%
I 52%
I 50%
I 40%
I 1%

B 3%

B 2%

Organizations with which you compete for business
Geographic location

Organizations with which you compete for executive talent
Type of ownership

Annual revenues

Number of employees

Organizations in your industry which are upstream
Structure and complexity of operations

Assets

Market capitalization of company

Pay positioning strategies in place for executive compensation levels
M Privately-Owned  mPublicly-Traded Public Sector Not-for-Profit

I 38%
0,
Base salary NN 60 670%
47%

[ 40%
~ I 0%
Base plus STIP 7%
60%

. 17%
0,
Base plus STIP and MTIP and/or LTIP* 0%_ 40%
0%

]
Total compensation N 30%
50%

42%

57%

*only those organizations that provide these forms of
compensation are included in the calculation.



