
Understanding Executive 
Compensation Plans 
Any executive knows that effectively balancing competing priorities 
and making good decisions about risk and reward is vital. But that can 
be difficult to apply to your compensation—executive compensation 
packages are increasingly complex, and it’s tough to create an apples-to-
apples comparison of the many perks, benefits, and options you might 
be offered. 

A great starting point is simply understanding the components of 
compensation and getting a handle on one of the most important aspects 
of your planning: long-term incentives. Whether it’s stock options or 
stock purchase plans, this form of compensation can be a game changer 
for your financial future. 

Let’s take a closer look. 

Components of Executive Compensation 

There are six basic components to executive compensation covering everything from your base salary to perks like a 
company car. 

Benefits (e.g., health 
and life insurance) Base Salary

Perquisites 
(e.g., company car) 

Short-Term Incentives 
(e.g., cash bonuses)

Contingency Payments 
(e.g., “golden parachutes”) 

Long-Term Incentives (e.g., 
stock compensation plans) 

Executive 
Compensation 



Long-Term Incentives: What Are They, Really? 

There are many ways to incentivize employees for the long-run, but the three most common are all forms of equity 
compensation—specifically, stock options, restricted stock units, and employee stock purchase plans. 

Stock Options 

Stock options are the most well-known equity compensation plan. In this situation, your employer gives you the chance 
to buy a set number of shares at a specific price—if the company grows in value and you exercise your options, you can 
get an immediate windfall. 

The vesting periods involved in stock options are an important part of the planning process, as are the potential risks 
involved. After all, if the value of your employers’ shares falls below your “strike price,” or the price set in your stock 
option agreement, the options will become worthless.  

Restricted Stock Units 

In this type of plan, employees are issued shares that are non-transferable and which cannot be sold until vested. Restricted 
stock units promise a certain number of shares at a point in the future, often awarded over a period of time. 

This compensation plan can introduce some planning complexity because you will owe income tax based on the market 
value of your shares on the day they are awarded. That said, you can also resell your shares right away without further tax 
liabilities—this can be a great way to take some gains off the table or diversify your holdings. 

Employee Stock Purchase Plans 

A stock purchase plan gives you the opportunity to buy shares at a compelling price from your employer. You can divert 
a percentage of your salary over time to make the purchase; currently, you’re able to purchase a maximum of $25,000 
worth of stock at a 10% discount. 

There are additional tax benefits to be gained if you hold your shares for 12 months or more, though if you’re looking to 
diversify away from your employer this might not be ideal.

Part of the challenge as an executive is understanding the 
different moving parts within each of these categories to 
get a sense of your total compensation offer—and how 
it compares to other competitive offers and your own 
preferences.

Interestingly, what we’d consider the most complex area 
(long-term incentives) can be a huge chunk of your total 
compensation, making it imperative to get right. In fact, 
in the U.S., median CEO compensation is about 75% 
long-term incentives, compared to just 36% in Europe 
and Australia (it’s even lower in Asia, but this is primarily 
because many of the region’s largest companies are state 
owned). 

Median CEO Total Compensation, by Region

Long-term incentives

Source: 2018 Global Top 250 Compensation Survey, by FW Cook, FIT 
remuneration Consultants, and Pretium Partners Asia Limited
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What is Vesting?

Oftentimes, long-term benefits are structured such that they “vest” over three to five years. The reason for this is the 
desire to align your interests with the company’s interests and to encourage the use of growth strategies that will produce 
sustainable results. 

The vesting schedule in your agreement describes the specific vesting process implemented by your firm. Generally 
speaking, there are two common vesting schedules: 
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Cliff Vesting 
 

Gives the employee the full benefit at a specific 
point in time

Graduated Vesting 
 

Occurs over a period of time, with a percentage 
of the reward vested per year

In both, you have to stick with your employer for the vesting period in order to receive these benefits. You may also be 
incentivized with new long-term benefits over time, such that there is always more “vesting” to be done. 

As you can imagine, this makes your decision-making all the more important. If your package is heavily weighted towards 
long-term benefits, it’s important to assess the value of those benefits, the probability that you will be able to achieve any 
goals they’re tied to, and the culture of the firm and whether it aligns with where you want to be for that period of time.

This last part is often overlooked, but we think it’s very important. 

Having worked with many executives over the years, we can say with confidence that taking the time to really assess 
whether you’re willing and able to commit to the long-term success of your employer is a great exercise in your own 
planning—both financial and emotional. 

Where Do You Go From Here?

Whether you’re comparing offers or just wondering how your compensation package affects your financial planning, we 
believe that a measured and objective approach is critical to making the most prudent decisions. 

We recommend taking the time to review the many aspects of compensation and, where it gets complicated, working 
with a professional to map out both where you are today and where your plans might take you in the future. 

We’re here to help if you need someone in your corner.


