Executive Compensation & Benefits During a Volatile Time 
In today's unpredictable environment, adaptability and flexibility are key for the future
 
by: Brent M. Longnecker & Julie Bulow
 
The ever-changing workforce and the increased demand for skilled executives, coupled with the economic concerns of higher oil, inflation and the credit crisis, require innovative solutions to problems plaguing organizations today and in 2009. Paramount among these is the rising costs of human resources and how – for each corporation – to work toward a more effective and efficient attack on attracting, retaining and motivating the type of top executive talent needed in today's complex business environment.
 
It's no surprise to employers and most everyone else that the costs for executive compensation and benefit (C&B) programs are rising and efforts must be made to stem the rise.
 
The goal of employers in the area of human resource programs is twofold: Better control of both fixed-salary costs and the more volatile benefits expenses, while meeting organizational objectives and executives’ needs. To achieve their goals, many corporations have developed a number of positive and productive approaches that should prove helpful to others in search of ways to better invest in key executives while controlling expenses.
 
These approaches have been successful because: 1) The employer has an overall C&B philosophy that supports its strategic business plans; and 2) The objectives of each individual program is compatible with each other from base salary, to benefits, to incentives, to perquisites to work-environment, etc.
 
The programs are administered with consideration of competitive practices, which vary by industry, geographic location, company market cycle or are created by the forces of supply and demand for specific skills or experience.
 
Executive Compensation & Benefits Philosophy
A corporation has to have an overall C&B philosophy that supports its strategic business plan. A C&B philosophy acknowledges the employer's ability to pay executives at certain levels and states the organization's commitment to pay for performance or its commitment to other means of periodically adjusting salaries.
 
A C&B philosophy also recognizes the corporation’s current needs to attract and/or retain executives and to reward them when the company is successful. The philosophy supports the need to foster and reward changes in operating procedures or productivity levels when necessary.
 
When determining executive compensation levels, benefit plan design and how aggressive your company wants to be when it comes to recruiting talent, the C&B philosophy has to consider the marketplace(s) in which you compete. It also addresses the mix of compensation/salary in proportion to incentive pay alternative/non-cash compensation, and benefit dollars. Paying for attained knowledge, or equivalent skills, in lieu of or in combination with pay for performance, brings pay in line with an executive’s contributions.
 
Total compensation
The elements of total compensation program should interact and support each other. The need to keep fixed-compensation costs affordable has led many companies formerly offering premium pay to begin managing salaries at market midpoint or lower. Starting salaries that are designed by job or job family to recognize specific market conditions enable employers to avoid pervasive salary compression and control overall salary costs.
 
Opportunities for executives to earn additional compensation have shifted from base salary increases to performance and incentive programs that are designed to "pay for" or fund themselves. Therefore, fixed compensation dollars are changing to variable (performance-driven) dollars.
 
Alternative/non-cash compensation programs – involving vacations, use of the corporate jet and other incentives – are being used to reward performance instead of just being a perk of the job. 

Health care costs
It's no secret that health care costs are rising at a phenomenal rate. In fact, many organizations are finding that benefit costs are becoming a financial statement item and are substantially cutting into profits.
 
It is often a forgotten fact that a fixed increase in base salary will often cause a fixed increase in benefits expenditures such as life insurance and disability premiums. A 5.5 percent budget usually is closer to a 7 percent when benefits are added in. That 1.5 percent can literally be the difference in whether or not your company survives in today's market of rising costs.
 
Many employers, who previously provided benefits without requiring employee contributions, are reviewing their position. As employees are being asked to pay for more of the benefits burden, the programs are becoming an important bargaining chip in hiring negotiations.
 
Employers are in a difficult position: They must strike a delicate balance between providing adequate, yet competitive, benefit packages that will keep the current executive team satisfied and attract talented new executives without destroying the organization's budget and ability to survive long term.
 
The "whys" and "wherefores" of rising health care costs for many organizations have yet to be addressed and premiums continue to rise.
 
Benefit programs tend to take a backseat to the other issues facing corporations until a crisis develops. Then, administrators often look for a "band-aid" in the short-term, until they can investigate the problem later. Once the emergency is satisfied, albeit temporarily, administrators turn to the next burning issue. The underlying problem may be buried again until the next renewal and accompanying premium increase.
 
Employers are also reluctant to confront employees with major plan and/or cost changes. As benefits become a more sensitive issue, employers tend to "walk a tightrope,” only delaying the inevitable.
 
What is the problem? Are plan cost increases due solely to medical inflation, or have organizations been negligent in monitoring health care dollars? Unfortunately, many employers have not scrutinized health care costs on a regular basis.
 
The latest techniques for benefits–cost-containment are unique: Instead of treating symptoms, they go to the heart of why health costs are rising. Essentially, the keys to a second health care program are: 1) Planning- a comprehensive strategy is critical; 2) Attitude- a realistic one regarding the plan's goal is necessary; 3) Communication- is important with affected participants; and 4) Maintenance- periodic check-ups will help keep the plan healthy.
 
Benefits analysis
Planning a comprehensive strategy means analyzing the current program from start to finish. Begin by reviewing how the plan is financed. If your company has changed in size since the plan's inception, chances are the old financing arrangement is no longer appropriate. Unnecessary transaction costs (expenses) may drain better spent benefit dollars. An alternative funding method that eliminated those expenses and improves cash flow may be possible.
 
Performance review
HR executives should examine where claim dollars are going.  By investigating usage patterns, troublesome areas can be identified and specific programs to control unnecessary medical care can help monitor these costs.
 
It should be noted that these programs are not designed to deny care. Instead, they focus on improving the quality of care being provided while trying to minimize costs. Patients enjoy better care earlier and avoid unpleasant, costly treatments made unnecessary by early intervention. Remember, up to 80 percent of an organization's health care claims payments are incurred by only 10 percent of an organization's employees.
 
A performance review of the claims administrator will provide a greater understanding of the service a group receives for its premium dollar. A review not only highlights gaps in a plan's design that lead to over-use, but also careless processing and inefficient practices that result in unnecessary expenses.

 
Redesign and communication
Once trouble spots are located, benefit plan design modifications can be made that directly address a plan's weaknesses. The plan's analysis may also reveal that an alternative financing method such as minimum premium or partial self-insurance is more beneficial, or that present cost-sharing levels are no longer adequate.
 
The employer also may determine that it cannot afford the entire burden of these rising costs, and may be forced to reduce benefits or shift costs.
 
The news that benefits may be reduced and employee contributions increased is not a message anyone wants to hear. However, if goals of the redesign plan are realistic, methods can be employed that will soften the blow by providing executives with packages tailored to their individual situations.
 
Employers can devise plans that provide coverage appropriate to individual lifestyles. These plans offer executives a choice of deductibles, out-of-pocket maximums, alternative provider arrangements, etc., in addition to spending accounts and premium arrangements that allow them to pay medical expenses with before-tax dollars.
 
A critical aspect in this arrangement is good dialogue between the corporation and its executives. One way to enhance perceptions of any plan changes, while encouraging a positive plan experience, is to sponsor "wellness" or health promotion initiatives. These programs come in many forms and foster better morale.
 
Finally, none of these methods will have the desired impact if the employee benefits program is not examined and "tuned-up" on a regular basis. If the plans are monitored and problems are dealt with on a prospective basis, an overall improvement in the bottom line can be achieved.
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