Pearl Meyer

ARTICLE
| JUL 2024
| CORPORATE BOARD MEMBER

Private Company o
Compensation: Dan Moynihan
Raal ning KQ/ Talmt to MANAGING DIRECTOR
EnsureLong-Term 9%, Tim Dupuis

v PRINCIPAL

Success : ‘

The perennial challenge of finding, and keeping, top talent has been particularly arduous
in recent years. In addition to fierce competition across a tight labor market, employers
have had to adapt to shifting wor kfor ce dynamics, from thetrend toward prioritizing
wor k-life balance and pur poseful work to increasing worker mability. Private companies
also face an added hurdlein competing with their public company peersto attract, retain,
and motivate strong performers. combating the potential upside that accessto equity-
based compensation can provide.

The good news? A wide range of tools and tactics, including creative compensation
structures, noncash rewards, training, innovative benefits, executive coaching, and car eer
development programs, can help privately held businesses luretalent and nurturea
culture of retention. “ Often it’s a combination of factors, compensation with development
opportunities, for example, that enables peopleto see a vision of their future at your
privately held business, one they may not have access to at a publicly traded business,”
Dan Moynihan, a managing director at Pear|l Meyer, told private company CEOs gathered
for arecent roundtable discussion on talent retention. “ Compensation is one of the tools
that companies can use to keep peoplein their seats, but it’snot the only answer.”

Economic uncertainty and market volatility are also impacting the efficacy of incentive
plan compensation alone as a retention incentive, added Tim Dupuis, a principal at Pear|
Meyer. “ There' s been quite a bit of volatility in terms of annual incentive payouts, with
organizationsin someindustries paying out below target for ayear or twoin arow, which
causesretention concerns,” he explained. “ Obviously, that’s what perfor mance-based
compensation plans ar e designed to do, pay out at, above, or below target based on actual
performance results. But a period like this does make it that much tougher to nurturethe
company culture and keep satisfaction rates up and turnover low if you'rerelying solely
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on compensation.”

" Often it'sa combination of factors, compensation with development
opportunities, for example, that enable peopleto see a vision of their future at
your privately held business.”

Incentive Insights

That point resonated with business leader s participating in the conver sation, several of
whom shared strategies their companies are deploying to competein today’s war for
talent. For example, Sandy Williams, chief administrative officer at Mutual of Enumclaw
Insurance Company and a member of the company’s compensation committee, reported
that insurance companies have had to look for alternativesto short- and long-term
incentivesin aflagging insurance market. “We'rein a once-in-a-lifetime hard market
right now, and results are pretty terrible across the board, so peoplereally aren’t seeing
long-ter m incentive payouts,” she explained, adding that the company isrethinking
elements of its compensation program and exploring other ways of strengthening its
relationship with employees. “We have a supplemental executive retirement plan (SERP)
that we'rein the process of reviewing. But the biggest thing isthat retention bonuses are
kind of taking the place of short- and long-term incentivesright now. We also started
offering executive coaching thisyear.”

By contrast, business per formance has been strong at family-owned Koch Enterprises,
wher e providing incentive compensation helps offset concer ns candidates may have about
joining a family business. “We do the best we can to [be at] market on pay with the public
companies for each area of our business, sometimes we're above, sometimes slightly
below,” said Robert Koch, chair of the company, who explained that the diversified global
entity’ sincentive compensation is based on return on equity and profit growth metrics at
each of itseight divisionsrather than at the corporate level. “When we don’t have enough
family membersto run all the companies, we look both within and outside the company.
Our outside hires are typically from other privately run companies, most of which don’t
have a long-term compensation plan, so it’s an added benefit we offer."

Another approach private companies can employ is setting individual incentive pay goals
for variouslevels of the organization to help ensure that employees feel they have the
ability to influence the performance that will determinetheir payouts. “ Tying a proportion
of their annual incentive to individual performance rather than cor porate performance
helpsthem feel moreinvolved,” explained Dupuis. “It provides a little mor e transpar ency
into how executives and the broader employee population can control the outcome of the
bonus, rather than waiting for corporateto tell them, ‘Hey, we performed at thislevel,
here’'s how your bonuswill pay out.””

Enhancing Engagement
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Many private companies, however, are finding they need to look beyond competing on
compensation to win at retaining talent. In the healthcar e sector, talent poaching is so
prevalent in IMA Medical Group’shome market of Central Florida that the company has
embraced wellness and engagement initiativesin an effort to keep its employees from
jumping ship. “Wedon’t have direct competitors, but some of the lar ge healthcar e systems
here use usalmost as atalent feeder,” said Karla Muniz, chief people officer. “Wetrain
people and then they leave usto go work at the hospitals.”

The company gave equity stakes to some team membersto combat itsturnover issue, but
focusing on and communicating about its|eader ship development and wellness and
engagement initiativesis also key to itsrecruiting and retention strategy. “We'retelling
our story from a culture standpoint—that if you join our organization, thisiswhat you
should expect and feel and see,” said Muniz.

Private companies can also gain an edgein the labor market by responding to the greater
emphasistoday’s employees place on non-compensation-related wor kplace priorities, such
as broader benefit packages, remote work opportunities, work/life balance, a pur pose-
driven culture, and career advancement opportunities. Koch Enterprises, for example, has
had success boosting employee engagement by offering job rotations and conducting
community outreach. “ M oving people from one area to another and encouraging them to
participate on boards and in charitable activities around the community helpsthem grow,
and it also bringsrespect to the company,” said Koch. “I1t'sawin-win."

Boosting Benefits

Childcare, gym member ship reimbur sement, and mental health counseling are among the
many additional benefitsthat private companies can exploreto

strengthen their bond with employees. At Mutual of Enumclaw, Williams noted that
listening to pain pointsraised by employees can surface ideaslikely to move the needle on
engagement. “We wer e hearing complaints from people saying, ‘I earn all thissick leave
and I’'m never sick, so what am | supposed to with it?"” he explained. “ So we introduced a
wellness reimbur sement program wher e people can use their surplussick timeto pay for
wellness reimbur sement items.”

The company also has a volunteer time-off program that enables employeesto get paid for
volunteer time they put in doing charitable work in their communities, which further
promotes a culture of purpose, teamwork, and belonging. “We'rereally focused on
employee engagement all the way through the executive leader ship ranks,” says Williams.
“I think that comesthrough and definitely helpswith talent, especially during a difficult
market."

Communicating Comp and Culture

Robust communication about the company’s value proposition for employeesis another
area of opportunity for privately held companies. “ The questions we see from senior
executivesin alot of family and private equity held business are, what’sthe exit? What's
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in it for me? Why should | stay?” said Moynihan. “If they stick around for five years, will
something bigger than their cash compensation be available in the future? To the extent
that you can address those questions with a more meaningful compensation package, you
have the ability to not only attract, retain, and motivate talent, but also encourage your
executivesto think, act, and feel more like owners.”

At atimewhen employees are prioritizing culture and purposeful work, a company’s
employee value proposition can come in many forms. Mutual of Enumclaw incor por ates
the company’s mission of helping peopleinto itsinterview processto create emotional
connectionswith job candidates. “How well you set up the interview process and the
interview panel determines how people will feel about the story of your organization,” said
Williams. “ People apply for the job, but they accept the offer because of the culture and
the thingsthey want to be involved in—so finding a way to create an emotional connection
in the interview process makes a big difference in terms of being ableto bring peopleon.”

Used effectively, elementslike those can also return a valued employee to the fold. “ That
cultural pieceispowerful,” said Muniz, who said that former employees often regret their
decision to leave once they onboard at a different company. “Within six months, they start
recognizing that thegrassreally isn’t greener. We're now leaning into rehiring by
conducting boomerang campaignsin regrettable turnover situations. After about 90 days,
my team will call and ask, ‘How’s it going? Do you like it there?’ to seeif a conversation is
warranted.”

Assatisfying asit may beto lureback departed top performers, convincing them not to
leave in thefirst placeisthe better bet. “ That comes back to communication and making
surethat all of your employees have areally good under standing of the different
compensation, benefits, and programs availableto them,” said Dupuis. “One of the things
I've found that worksreally well isa one- or two-page summary because often the
highlights of these programs are buried in a 30-page handbook that no onereads.”

Ultimately, the ability of private companiesto attract and retain talent hinges on both
having and communicating a multifaceted approach tailored to a company’stalent needs
and circumstances, sums up Moynihan. “By integrating a competitive pay program and
holistic employee engagement initiatives, private companies can successfully differentiate
themselvesin the competitive landscape and cultivate a dedicated wor kfor ce poised for
sustained success."
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