Navigating CEO Transitions

In a recent episode of the Executive Compensation Podcast, industry experts from Meridian
Compensation Partners shared valuable insights on the compensation implications of CEO transitions.
The discussion emphasized the importance of proactive planning, addressing unexpected departures,
and considerations when promoting internal candidates. These themes shed light on the critical role of
compensation in ensuring a smooth transition and maximizing shareholder value.

Proactive Succession Planning: The Meridian experts highlighted the significance of ongoing
succession planning and its direct link to compensation. Boards of directors should regularly reassess
their succession plans, considering both emergency and long-term scenarios. This process involves
identifying potential candidates, setting performance and development plans, and aligning
compensation packages accordingly. Additionally, benchmarking severance plans and retirement
provisions is crucial to avoid obstacles that may hinder a smooth transition.

Dealing with Unexpected Transitions: While proactive planning is ideal, unexpected CEO departures
are not uncommon. The experts provided recommendations for effectively managing such situations.
Designating a point person within the board to oversee the transition process helps ensure a well-
organized approach. Defining the critical skills required for the interim role and considering an interim
appointment rather than rushing into a permanent placement are other best practices. Compensation
implications for interim CEOs were discussed, emphasizing the importance of tailored compensation
arrangements that align with the temporary nature of the role. Transparent and strategic communication
plans for shareholders and employees were also highlighted as essential components.

Promoting Internal Candidates: When promoting internal candidates to the CEQO position,
compensation considerations differ. The experts emphasized the need for a multi-year transition period,
gradually aligning the candidate's compensation with CEO-level benchmarks. Equity grants may be
adjusted depending on the timing of the promotion, with careful attention given to maintaining
consistency with the broader management team's incentive structure.

Engaging Shareholders and Proxy Advisors: During CEO transitions, close engagement with
shareholders is crucial to address any unique compensation arrangements. Transparent and
comprehensive disclosure, both in initial filings and proxy statements, helps build trust and alignment
with shareholders. Proxy advisors, who provide guidance on executive compensation, should be kept
informed and provided with rationale behind compensation decisions. Ensuring performance links in
equity grants and maintaining open lines of communication are vital to secure investor confidence.

Navigating CEO transitions requires careful planning and strategic compensation considerations. By
adopting proactive succession planning, companies can minimize disruptions and maximize
shareholder value. Addressing unexpected departures with clear processes and transparent
communication helps build trust with stakeholders. When promoting internal candidates, a gradual
transition period and aligned compensation packages ensure a smooth transition to the CEQO role.
Engaging shareholders and proxy advisors through comprehensive disclosure and performance-linked
equity grants contributes to a successful transition. By implementing these best practices, companies
can navigate CEO transitions with confidence and set the stage for future success.

—————
Page 1 | Podcast Summary | May 2023 MERIDIAN -
COMPENSATION PARTNERS




