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ABSTRACT

The focus of this paper is to examine and dis@EBS Compensation and the
Affects on Consumer Behavior and Brand Loyalty.istill be reviewed through
research in the Health Care and the Financial &esvndustries.
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INTRODUCTION

Executive Compensation is how many top executiféarge corporations
and management firms receive pay. Most compemsptokages are a mix of base
salary, cash bonuses, stock shares and stock spt@thner benefits that are included
in the executive compensation packages are clubbmeships, security guards and
use of the corporate jet for personal travel. Paiger will discuss several important
factors that influence Executive Compensation ailidmy to seek to understand
how compensation packages are planned and exeautsthy’s corporate
environment. This paper will search for alternagiue executive compensation that
are mutually beneficial to both the executive dmeldompany. This paper will
examine the tremendous growth of executive compiemsi today’s environment
as it pertains to company performance; and howwgkeccompensation is not really
tied to what is best for the company or stockhaoldérs paper will analyze the
current supply of executives in the market anddrynderstand if the shareholder or
firm is getting what they are paying for in exegatperformance. This paper will
discuss how Executive Compensation affects Cons@®leavior and what the
implications is on Brand Loyalty.

What is Executive Compensation?

Executive Compensation and director compensatien the past three
decades have dramatically risen beyond the rignel$ of an average worker’s
wage. The Board of Directors has the sole respoigitor the dramatic increase in
executive compensation levels of pay and they @ledysresponsible for correcting
this miss alignment to the CEO and the board afatars must re-align themselves
back to their fiduciary responsibility to the shHao&ler. “While various committees
or human resource departments will usually be deézbthe task of setting pay
levels, a particular problem arises for executiompensation. When responsibility



for executive compensation levels is ultimately élxecutives’, there could be, what
management scientists call, significant agencystdgYikipedia, 2008).
In most modern US companies and corporations, B®@ é&nd other top executives
are paid a base salary plus short-term incentiveibes. This type of executive
compensation package is referred to as Total Casfp€nsation. Short-term
incentives usually are formula-driven and have speréormance criteria attached
depending on the role of the executive. (Wikipe@i208) Many CEO compensation
packages are based on incremental profitabilityramenue growth based on
decisions made by the board of directors. Bonoarsand are rewarded to CEQO’s in
an after the fact and often as it may seem to thiewef the board of directors.
“Executives may also be compensated with a mixtfieash and shares of
the company which are almost always subject tangsestrictions (a long-
term incentive). To be considered a long-termmitige the measurement
period must be in excess of one year (3-5 yearsriismon)” (Wikipedia,
2008).

How Executive Compensation isused in Business?

Vesting can be either time or performance or b@&lynificantly other parts
of the executive compensation package include padks as a generous retirement
plan, health insurance for the retiring CEO anduspdor life, a driver for work and
personal life, use of the corporate jet for workl @ersonal travel and a interest free
loan for the purchase of a home in the city ofdbmpany’s headquarters. Stock
options have played a major role in executive campgon due to supports believe
that, “ stock options align the interest of CEOshtase of shareholders, since options
are valuable only if the stock price remains abibnveoption’s strike price. Stock
options are now counted as a corporate expensec@sidr), which impacts a
company’s income statement and makes the distoibati options more transparent
to shareholders” (Wikipedia, 2008).s Critics of #teck option plan say that the
board of directors often grant excessively andrlige management to abuse such
options plans to artificially inflate revenue nurmeo as to strike the price when it
is a the highest price so as to make a windfatheir executive options. Most
critics know that the strike price for the CEO ops is quite different from the
lower level managers. An example of this wouldhze a middle manager receives
a set of 10,000 options at the strike price of @6lars a share and the CEO would
receive 1,000,000 shares at a strike price of $llard a share when the current
trading price is $55 dollars a share. This ineitpghve rise to a new set of
restricted stock reward, where the executives lae@mpensated with this type of
stock but the executive that cannot be sold ustilatn conditions are met and has
the same value as the market price of the stottiedime of the grant. (Wikipedia,
2008) More and more companies have gone to thies @y compensation due to the
fact that shareholders are increasingly gettinglwved with executive compensation
and how it is awarded to CEOs. The restrictedkspdans also have its detractors
due to the fact that even if the stock price feiks restricted stock reward has value.



Strategiesto Compensate Executives

1.

The 10 steps to CEO Compensation

Rely on tally sheets to support executive comp@mnsaecision-making.
Tally sheets present the cost to the organizati@ach element of the
executive compensation package.

Identify and address any undisclosed executive emsgttion arrangements.
Specifically, you should address arrangementshaat not been
communicated to the board or that have not beendity approved. These
types of arrangements have potential to be unreds®or cause
embarrassment to the organization if made public.

Provide appropriate disclosure to the full boagharding executive
compensation program design and decisions. Thenizag#on is well-served
if all board members understand the componentval@ of the
compensation program.

Review potential “image” issues related to exe@tompensation. Assess
the business justification for special or highlgilsle program components.
Review high-cost program components in terms df #rdticipated benefit to
the organization. Specifically SERPSs, retentiomais, long term incentive
programs, forgivable loans, and severance packhgess excessive.
Enhance the committee’s independence. Avoid apipgimembers who
have financial conflicts or close relationshipshngixecutives and limit the
involvement of senior executives to committee staliés with appropriate
recusal procedures.

Evaluate the independence of the compensation itansuApproach with
caution the use of firms that provide other siguaifit services to the
organization or its affiliates. The committee aa@hould directly retain its
consultant/advisers and evaluate whether they hmajer conflicts of a
relationship.

Review procedures and practices related to exereipenses
reimbursement payments. Ensure that compliandeesiiablished financial
control systems, current tax regulations and Fo@thrgquirements.
Prepare to respond proactively to media questioreggrding executive
compensation. Prepare a comprehensive publicaetaand
communications strategies. Develop supporting rizd¢ée Identify and
prepare a designated spokesperson.

10. Ensure that the necessary program documentatiarplace. Include a

committee charter, a compensation philosophy. Hawepetitive
assessment reports. Policies and procedures, abpdoose related to
conflict of interest and expense reimbursementstlizahe minutes if the
committee deliberations and decisions. (Sulliv@)Q®)

Who is Fighting Executive Compensation?
Executive compensation tally sheets are on tleedi® to the ever-

increasing regulatory oversight of boards and eaflgthe compensation
committee. Organizations need to be fully inforradten making executive



compensation decisions. Disclosing base-pay ahdpamhaps bonuses- is
no longer sufficient. (Cohn, 2008) Committees neednderstand every
component of their executive’s compensation ingigdcash (base salary,
bonuses, severance payments, paid-time off). t8tgtand broad based
benefits (social security, unemployment, medictd,ihsurance, qualified
pensions). Supplemental/executive benefits (SHRRspsupplemental life
insurance, additional paid time off, long-term cate). Perquisites
(automobiles allowances, club memberships, housiogvances, legal
assistance, etc). (Cohn, 2008)

With executive compensation at an all time higareholders are set
to increase their attack on executive pay. Huneaources executives may
be in for a pounding this proxy season as sharemlodecome more vocal
that ever about executive compensation. (Marquesieholders Set To
Increase Their Attack on Executive Pay, 2008) \Whth Securities and
Exchange Commission requiring greater disclosuexetutive
compensation, shareholders now can see more cleaslyCEOs are being
compensated.

“HR executives should be prepared to not onlyifisheir CEO’s
pay, but to take the time with the shareholdersexqdain how it's
determined, Johnson says. Companies that arengffeerks are sure to be
targeted.” (Marques, Shareholders Set To Increhsé Attack on Executive
Pay, 2008)

Shareholders have file 90 “say no to pay” propo#ak year up from
the 52 proposals the year before. Shareholdersxgected to continue with
the SEC to press companies to adequately disclbaeperformance targets
they are using to determine their executives’ camspgon packages.
(Marques, Shareholders Set To Increase Their Attadkxecutive Pay, 2008)
There seems to be a great push by the shareholdeake sure that CEOs do
not receive another dollar for services other tivhat they are providing in
regard to executive compensation.

Analyzing Current Pay Levelsfor Executives

Executive compensation by numbers, during 2003itahalf of
Fortune 500 CEO compensation was in cash pay amasks, and the other
half invested restricted stock, and gains from esed stock options
according to Forbes magazine. (Forbes, 2003) “ypiedl salary in the top
of the list is $1 million to $3 million; the typittop cash bonus is $10
million to $15 million. The highest stock bonussaaround $20 million and
the highest option exercise has been in the rah§&0® million to $200
million.” (Forbes, 2003) Current figures from 20@TCEO for a free standing
hospital received average total compensation of $8®.00 dollars up 6%
from 2006. (Modern Healthcare, 2007) CEO of a canypwith net revenues
less than $1 billion received a total compensapiackage of $625,000.00
dollars up 5.6% from the presiding year. CEOs ocbmpany with more than
a $1 billion in revenues received a total compeaosgiackage worth



$1,217,000.00 dollars a 7.4% increase from 200@d@in Healthcare, 2007)
Also a dramatic increase in CEO pay has been sete iHealth Care sector,
Insures and Specialty Care Providers. Alan M@&O of Universal Health
Services received $13,155,952.00 dollars total @kex compensation up
19.3% from year 2006. H. Edward Hanway of CignapCeeceived at total
compensation package of $29,471,800.00 dollars/ug?d from 2006. Dale
Wolf of Coventry Health Care received total comzius of
$13,920,141.00 dollars up 12.1% from the year leefétaul Ormond of
Manor Care received total compensation of $22,481(00 dollars up 18%
from the preceding year of 2006. (Modern Healthc2@87) It is amazing
how much executive compensation has gone up jukeitast 5 years. Many
shareholders have vowed to take part in pulling e reins on the
compensation committee to keep things more iniite the shareholders’
best interests. Several steps have been takerstitytional investors but it
seems that the Golden Parachute still exists today.
Even if you flame out on Wall Street, you stilt ge keep the money.
That is one of the lessons we learned from theofalthuck Prince and Stan
O’Neal, who have bitten the dust because of Citigrand Merrill Lynch had
to take billions in losses on the securities thatenovervalued on their books.
(Sloan, 2007) Prince and O’Neal were heavily camspéed based on those
false figures to the tune of $25.6 million for Rxenand $48 million for
O’Neal what are the chances that these CEOs wultmepart of their ill-
gotten reward back to the companies at large \iddig fat zero. (Sloan,
2007) How about the board members giving back gfatieir compensation
since the debacle happened on their watch andrésggctively should take
some responsibility in watching out for the shatdbis. Each board
member of Citigroup receives $225,000 a year andiMieoard members
receive $260,000 a year on top of what they makkeair day jobs. (Sloan,
2007) They should be made to give back all oeast half back because
they obviously did not exercise their fiduciaryhido protect the shareholder
at all.
“It's an old story. We let the small people lik@rgage borrowers
who don’t know what they’re doing get wiped outchese that's the
market. We talk about “creative destruction “wisemall employees
get wacked to pay for their bosses’ errors. Buemvit comes to the
big guys who run the show and don’t know what theyoing? They
suffer embarrassment and bad press and loss obthpany plan-but
still get to laugh all the way to the bank.” (Slo@007)

Executive Compensation and its Effectson Brand L oyalty

A Brand is defined as a name, term, sign, symbdlesign, or
combination of these, that identifies the makeseadler of a product or
service. (Kotler & Armstrong, 2001) Companies reeenany benefits from
implementing a successful brand that entails trerarbging power,



cooperative marketing with certain partners, loy#dtthe firm in consumers,
positive impact on attitudes, price, stability ateinand. (Morden, 1991)

A brand must offer benefits to the consumer. Brginds information about
the product, speeds up consumers’ decision makmgeps before
purchasing, assists in product recognition andlrbgaconsumers, gives
reassurance as a result of trust in the makereopithvider of the service and
the reliability of the brand, offers value from hay quality delivered at
competitive prices and consequently, the consugtaives satisfaction from
the purchase of the product or service providedr(n, 1991)

For companies, customer loyalty enhances brantydaylowering
vulnerability to competitive marketing actions, ieasing margins, increasing
marketing communication effectiveness, and posgbherating more brand
licensing or extension opportunities. (Keller, 1p@rand loyalty is a
construct that has both attitudinal and behaviel@nents when defined as
“the biased (i.e., non-random) behavioral respgnsepurchase) expressed
over time by some decision-making units with respeone or more
alternative brands out of a set of such brandschvisi a function of
psychological (Decision making, evaluative) proce§kacoby & Chestnut,
1978)

In today’s information age Executive Compensairdarmation is
readily available to all consumers and is covengteghoroughly in print
media as well as the evening news hour. Consuanersecoming more
aware of the types of Executive Compensation paaké#uat are being
offered. Sticker shock and or the disbelief atsheer amount of
compensation that is being paid to many of the @txexs are the norm rather
than the exception in today’s economically toughets. Consumers may
now reconsider their brand loyalty to said compsuhi@sed on the grossly
over compensating executives. This is most apparehe Health Care and
Financial Services Industries where executive gadrave risen faster than
the average worker, and example of this would @ Alliller CEO of
Universal Health Services received $13,155,952dluc total executive
compensation up 19.3% from year 2006. (Modern Heaft, 2007) In the
Financial Services Industry Chuck Prince and Stée@ formerly of
Citigroup received total compensation to the tuh®2%.6 million for Prince
and $48 million for O’'Neal in their last year of ptayment. (Sloan, 2007)
Brand loyal consumers are re-evaluating their otiand may choose to
leave their current Brand for an alternative thayrhave a better handle on
Executive Compensation. Consumers are becoming sauvy and want to
make sure that they are getting their monies wwoith respect to the
products and services that they are consuming.

CONCLUSION
This study has established the foundation fohknrtesearch on the

topic of Executive Compensation and Its Effect<Camsumer Behavior and
Brand Loyalty. Essentially, researchers couldagithe research approach in



this study to apply it to particular market segnsantthe future. Further
research to expand the understanding of this is#therespect to many
consumer markets and segments based on how Ex@€dimpensation and
Its Effects on Consumer Behavior and Brand Loyaity respect of the core
consumer may be warranted with detailed insightazioeconomic
demographics implications.
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