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Components of the Balanced Incentive Portfolio
By Donald P. Delves

An excerpt from Stock Options & The New Rules of Corporate Accountability:
Measuring, Managing, and Rewarding Executive Performance (McGraw-Hill, October
2003)

Clearly options need to be balanced going forward with other forms of incentives and have
features to make them more performance based.

How, then, can a company establish a balanced incentive portfolio? The best approach is to
use a performance matrix. Across the top are short-term, medium-term, and long-term time
frames. Listed along the side are a variety of possible criteria.

Figure 8-1 Performance Matrix
Indicate relative importance of each measure by placing "Low, Medium, or High" in
the related box

|Performance Measures ||Short Term ||Medium Term ||Long Term |

|Earnings Performance || || || |

Return (on Assets,
Investment, Equity,

etc.)

Stock Performance
Measures

Marketing Performance
Measures

Employee
Satisfaction/Development

|Community Citizenship || ” ” |

|Environmenta| Stewardship” ” ” |

Using this matrix companies can determine their top priorities for the short term, medium
term, and long term. While each of the criteria is important, not all of them can be targeted
for each time frame. To identify priorities, ask the following questions:

Which criteria have the highest priority?

Which ones have the greatest potential impact for improvement?

Which ones have the greatest impact on the bottom line, shareholder value, etc.?
Which ones do not have a short-term impact on the bottom line but are essential for
the future of the company?

Which measures may be negatively impacted in the short run as a trade-off for higher
performance in the long run?

® Which ones are the company willing to pay for and willing to pay the most for?



By answering these questions, patterns and overlaps will emerge. The result will identify the
top priorities for the company on a short-term, medium- term, and long-term basis.

After company-wide targets and priorities have been established, the next question is which
people, functions, and jobs in the company are the most responsible for executing each aspect
of the performance matrix.
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