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PAYING FOR
SUCCESSION

When it comes to succession planning, a new study by CBM and Farient Advisors
finds compensation committees moving deeper into succession planning—but
directors say pay should support the process, not become the strategy.

BY MELANIE C. NOLEN

SHAUNA MCINTYRE IS a three-time
CEO who has coached PE firms, helped
Google build out its auto business and
even stood up a mobility practice for
talent advisory titan Egon Zehnder once
upon a time. Through all of that she’s
learned that using pay as a retention tool
can backfire. Badly. “It created a culture
based on comp,” she says, “and it was
just not the right culture, not the right
tone | wanted to set.”

Now, as chair of the compensation
committee of Lithia Motors, one of the
largest automotive retailers in the world,
Mclintyre says that when it comes to
succession strategy, “comp is just not a
discussion point... And I'm glad it’s not
because it really is about the talent; it’s
about the expertise; it's about the capabil-
ities—the potential.”

She’s far from alone. When it comes
to retaining top talent, money has its
place. But it isn’t first place, at least not
according to Corporate Board Member’s
latest research with Farient Advisors. In
a survey of 131 public company directors
serving on boards of U.S. companies with
$1 billion or more in revenue, roughly
three-quarters said their compensation
committee’s involvement in succes-
sion-related matters has increased over
the past two years. Yet only a third say

SUCCESSION IS WIDESPREAD

In the past two years, which of the following has your company experienced?

CEO succession

41%

CFO succession

42%
Other C-Suite succession

63%

None of the above

13%

EXECUTIVES ON THE MOVE

How many of the company’s C-Suite executives have left or changed roles
in the past two years?

None

21%
1-2
3-5

25%

More than 5
2%



their board uses compensation “to a
great extent” to support succession strat-
egy and the retention of internal candi-
dates; 64 percent say it is used only to a
moderate or limited extent.

For good reason. “If you've gone
through the process to benchmark your
overall compensation programs, and
you’ve consulted with the compensation
consultants and experts, and you've kept
an eye on what your peers are doing, it
may not be necessary to use the carrot
because you should have designed it into
the structure,” explains Thaddeus Ma-
lik, who serves on CenterPoint Energy’s
nom/gov and audit committees.

“The real opportunity is
not to use compensation
as a last-minute fix but
to understand where
succession, retention,
readiness and rewards
intersect well before a
succession event occurs.”

—Robin Ferracone, Farient Advisors

Robin Ferracone, CEO of Farient Ad-
visors, our partners on this research, says
that shift moves compensation commit-
tees beyond a narrow pay lens and into
a broader talent-risk oversight role. “The
real opportunity is not to use compensa-
tion as a last-minute fix but to understand
where succession, retention, readiness and
rewards intersect well before a succession
event occurs,” she says. “Compensation
can be a powerful tool, but only when it is
connected to a clear talent strategy.”

The same framework applies to retain-
ing talent. “It’s not just about retention
grants,” she says. “It’s about planning
holistically and longitudinally around role,
development experiences, realizable pay
potential upon the achievement of good
results and the internal hierarchy of pay.”

THE RIGHT ARCHITECTURE

That doesn’t mean boards are trying to
remove compensation from succession
planning entirely.

COMMITTEES COLLIDE

Compared to two years ago, has your compensation committee’s involvement
in succession-related issues changed?

Increased significantly

30%

Increased somewhat

Stayed about the same

PAY STAYS LIMITED

To what extent does your board use compensation to support the succession
strategy and retention of internal candidates?

To a great extent

33%

To a moderate extent

47%

To a limited extent

Not at all
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TIMING LAGS

At what point is compensation typically considered in the succession planning process?

When a transition becomes likely

34%

Once candidates are identified

29%

Before potential successors are identified

20%

After a successor is selected

12%

Only if a retention issue emerges

4%

Compensation is not formally considered

H 2%

a



THE EMERGENCY PLAN

When an unplanned leadership departure hits, how quickly a board can act de-
pends entirely on work that should have been done long before the crisis arrived.
Vanessa Allen Sutherland, an independent director at Dominion Energy, says
that’'s when the stakes become clearest. “Whether it's something catastrophic,
such as the United Healthcare CEO situation or fraud and scandal where the board
has to immediately or abruptly remove a CEO or a CFO,” directors can suddenly
realize they lack “a cascading plan of who's ready now, who's ready in one to two

years, who's ready in three to five.”

For that reason, she calls succession planning of the “CEO and C-Suite plus
one” a baseline best practice, and “CEO and C-Suite plus two” better—where

capacity allows.

Brian Tyler, CEO and chair at McKesson and a member of the board at Re-
public Services, says boards need to be “very proactive” and avoid building the
pipeline around a single presumed successor. “Don’t fall in love with any one
individual,” he says. “It’s dynamic. People are going to come on and off of that

list for a variety of reasons.”

COUNTEROFFERS STAY RARE

How often does the company make counteroffers when senior

executives receive outside offers?

Sometimes

Rarely

Never

9%

Not sure

7%

“The main role of
compensation on the
board is to balance short-
and long-term goals in a
way that doesn’t create
perverse incentives.”

—Jesls Mantas, Biogen

33%

Meg Ann Divitto, who serves on both
the governance and compensation com-
mittees at LKQ Corporation, says a lot of
companies are overhauling their comp
plan to account for special occurrences.
“From a succession planning perspective,
we expect that the comp plan is com-
petitive, is designed correctly, and we're
relying on that having a larger aperture,
a more holistic view to say, ‘Okay, there is
room in our current well-designed comp
plan if we need to pull certain levers as it

relates to succession,” she says.

That can include a pool of grants for
executives taking on more in preparation
for promotion, with awards tied to “re-
sults, productivity, meeting expectations
of that newly created role,” she says.
“That's where | think it has a benefit.”

Brian Tyler, chair and CEO of McK-
esson and an independent director at
Republic Services, draws the same line
from the CEO seat. Compensation can be
a retention tool, he says, but not as a re-
flexive response to an outside offer. “It is
a tool that | have used, but | use it much
more proactively, not in the moment of,
‘Oh, someone’s got an offer, | need to
respond to it,” he says.

Used that way, compensation can
send “a very counterproductive signal” to
the organization: “Hey, you guys should
all go out and look for jobs because that’s
the best way to get a raise at McKesson.”
The better use, he says, is continuity: “It’s
more for organizational stability than re-
acting to a point in time... By then, to me,
it's a bit too late.”

Jesus Mantas, chair of Biogen’s comp
committee, makes a similar argument,
starting from the premise that compen-
sation has limits as a motivator. Once
executives believe they are fairly paid,
he says, the board’s challenge becomes
designing incentives without encour-
aging the wrong behavior. “The main
role of compensation on the board is to
balance short-term and long-term goals
in a way that doesn’t create perverse
incentives,” he says.

That makes timing critical. Compen-
sation, as a factor in succession, “has to
be before anybody is ever a candidate
for the succession, not as a result of
being a candidate,” Mantas says. “The
failure of compensation policies is if
anybody ever [has] to say, ‘I'll give you
a raise now because you threatened to
leave. You should have given that raise
before that person ever had a motiva-
tion to leave.”

For Mantas, the test is simple: “When
this person gives notice tomorrow, if they
ask us for $100,000, would we give it to
them?” If the answer is yes, he says, “then
give it to them today. Don’t wait.” And if,
having been paid fairly, they still decide
to leave? “The policy should be: We
would hope you would stay, the best of



luck, and we’re glad that we create great
talent for other people.”

The real succession lever, he says, is
the work that comes before a retention
crisis: leadership development, stress
testing and opportunities to assess
whether candidates will be successful
before they are put in the job.

WHEN PAY BELONGS

When boards do use compensation as a
retention tool, it is rarely the only or most
prominent move. The survey suggests
pay is more often considered alongside
development, expanded responsibilities
and a clearer future path.

For Vanessa Allen Sutherland, an in-
dependent director at Dominion Energy
and executive vice president and chief
legal officer at Fortune-50 Phillips 66,
the question is not whether compen-
sation should be used, but whether the
board is making a deliberate distinction
between those it can afford to lose and
those it cannot.

“If someone is actually so valuable
but maybe they're not ready yet...

We will, in fact, talk about a retention
agreement. We will, in fact, talk about
whether we might do an employment
arrangement with this person that is
both compensation and a true retention
agreement but also give them specific
training plans,” she says.

In her experience across multiple
public company boards that include
Eastman Chemical and Norfolk Southern,
that package—dollars tied to a con-
crete development plan—signals that
the individual’s future at the company is
real, not consolatory. “We didn’t realize
before today that you have this deficien-
cy, which you’re really going to need as
a CEQO. So here are the three resources
that we are going to give to you,” Suther-
land explains. “I've seen very intentional
efforts to retain the talent and to do that
through both comp and professional de-
velopment opportunities and activities to
let them know: We still value you.”

KNOW YOUR BENCH

The ability to use compensation judi-
ciously depends in part on how well
the board knows the leadership pipe-
line. Only 18 percent of directors say
their board’s succession planning fully

PAY TOOLS VARY

Which of the following compensation approaches does your company use
to support succession candidates or high-potential leaders?

Above-median target pay positioning

58%

Special retention awards
43%
Special incentives tied to individual performance metrics or leadership development

41%

Larger or more frequent equity grants

22%
Other
We do not use compensation explicitly for this purpose

12%

* Respondents could select all that apply.

ASSESSING VULNERABILITY RISKS

Succession planning is often treated as a roster exercise: who is ready now, who
could be ready soon and where the board sees gaps. The harder test comes when
one leadership decision exposes retention, pay and internal-equity risks that the
board has not fully anticipated.

“Most companies have a succession planning process. Fewer have a succession
implementation playbook. The distinction matters,” says Robin Ferracone, CEO of
Farient Advisors. “A plan may identify who is ready, but an implementation frame-
work anticipates the ripple effects: who may leave, who may be passed over, what
pay actions may be required, how internal equity could be affected and how the
board should sequence decisions.”

Assessing vulnerability starts with identifying the executives most critical to value
creation and continuity—not only likely successors but also those whose depar-
ture could destabilize the team, slow strategy execution or trigger additional exits.
Boards should ask where holding power is weak, where development gaps may
frustrate high-potential leaders and where an external opportunity could be espe-
cially attractive. “The future of succession planning lies at the intersection of talent,
compensation and predictive analytics,” Ferracone says.

That assessment starts with management’s read on the team. Thaddeus Ma-
lik, who serves on CenterPoint Energy’s nom/gov and audit committees, says the
board’s first question should be to the CEO: “What’s their sense?” because the an-
swer changes if the company is at risk of losing the entire executive leadership team
versus losing one or two people the CEO believes the organization can manage
through, he says.

The analysis should distinguish between problems compensation can help solve
and those it cannot. In some cases, a broader role, clearer path, targeted develop-
ment or greater board exposure may be more effective than a pay action. In others,
a retention award may be warranted—but only when tied to a clear talent objective
and transition need. The goal is to reduce surprise, understand the cost of inaction
and build succession plans that are resilient before a crisis arises.



extends beyond the CEO to at least two
levels down. That depth requires direct
exposure.

Eric Spiegel, a director at Dover Cor-
poration and the former CEO of Siemens
U.S., takes a structured approach: one-
on-one meetings with next-level exec-
utives before each board meeting—no
CEO in the room, no business presenta-
tions. “Talk to us about your career, where
you’ve been, where you are now, what
are your aspirations, what’s working well
inside the company, what would you like
to see changed,” he explains.

“Pve seen very intentional
efforts to retain the

talent and to do that
through both comp and
professional development
opportunities and
activities to let them
know we still value you.”

—Vanessa Allen Sutherland,
Dominion Energy

The conversations reveal things that
would never come out in a formal board
meeting, including direct signals about
departure. “Sometimes they’ll just flat
out say, ‘Look, if | don’t see an opportu-
nity to move up here in the next two or
three years, I’'m going to start seriously
looking,” Spiegel says, acknowledging
even the best-run companies will lose
“good people.”

Sutherland says directors should also
test the evidence behind the succession
chart: personality assessments, 360-de-
gree reviews, coaching work and how
candidates have developed their own
teams. Have likely successors been seen
in enough settings to understand who
they are outside a staged boardroom
presentation? The rigor of those answers,
she says, is where the real confidence—or
the real gap—will show.

At Lear Corporation, that deeper
view takes the form of an in-depth lead-
ership review every August—hundreds
of people assessed through manager
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WHAT DRIVES PAY

How important are the following factors in making pay decisions for executives?

Internal pay equity/past actions
Not important Iz%
Somewhat important

Very important

63%

36%

Executive’s experience and readiness for the role

Not important 0%

Somewhat important

16%

Very important

84%

Criticality of the role to the company’s strategy

Not important I]%
16%

Somewhat important

Very important

Executive’s performance
Not important Q%
Somewhat important

Very important

Succession potential and retention risk
Not important Iz%

Somewhat important
Very important

Not sure

Shareholder/proxy advisor reaction

Somewhat important
Very important

Not sure

evaluations and scientific tools, each
receiving goals for the coming year.

“If you're a manager and you have no
one who is a B or above on your team,
we're clear you're not a good leader,”
says Conrad Mallett, who has served on

84%

Lear’s board for more than 20 years.
The approach produced a board that
knows its people well enough to not only
support succession planning but also make
judgment calls the market can’t always see.
When Lear’s South American operation



CONFIDENCE RUNS HIGH

Overall, how effectively does your company use compensation to support both
talent retention and leadership readiness?

Very effectively
52%

Somewhat effectively

42%

Neither effectively nor ineffectively

5%

Somewhat ineffectively
N1%
Very ineffectively

0%

GAPS REMAIN

In your opinion, where are the company’s greatest opportunities to improve
the use of pay strategies in succession planning?

Better linkage between pay and succession planning decisions

33%

Earlier identification of and more accurate assessment of retention risk

31%

Earlier identification of candidate readiness

30%

Improving data and analytics

19%

Better alignment between the CEOQ, CHRO, compensation committee and nom/gov committee
18%
More effective use of the compensation consultant
7%
More effective collaboration with the CHRO

B

Better understanding of shareholder/proxy advisor reaction

3%

Not sure

4%

No significant opportunity for improvement

23%

was underperforming and analysts were
pressing for an exit, the board chose to
stay—not on financial metrics alone but
because they had sufficient familiarity with
the leadership team on the ground. “We
had met them. We understood their ener-
gy. Some of us had actually visited,” Mallett
recalls. “Now, South America’s killing it.”

FROM CONFIDENCE TO
EVIDENCE

Directors are broadly confident in their
board’s use of compensation in succession
planning: 52 percent said their company
uses compensation “very effectively,” while
less than 1 percent rated their approach
ineffective.

That confidence sits alongside op-
erational challenges. Roughly a third of
directors cited opportunities to improve
linkage between pay and succession de-
cisions, earlier identification of candidate
readiness and more accurate assessments
of retention risk.

Mantas says one place to start is with
the committee agenda itself. “In many of the
boards | see it's 80/20—80 percent statuto-
ry and technical compensation decisions, 20
percent talent discussion,” he says. “I would
immediately reshuffle that 50/50.”

He also wants a sharper view of the
company’s most critical talent. “No matter
the size of the company, [there are] no
more than 100 people that basically are the
most important for the value creation of
the company,” he says. “I'd like to know who
they are... What do they care about? Why
are they staying? Why would they go?”

That is the kind of fact base R.J. Ban-
nister, partner and COO at Farient, says
boards need to move from confidence
to evidence. If a company is preparing a
cohort of executives for the top job—ro-
tating responsibilities, expanding assign-
ments and testing readiness—it may need
to view those executives as a succession
cohort, with comparable pay opportu-
nities tied to readiness milestones and
development experiences, rather than
relying only on market pricing for their
current jobs.

The goal, Bannister says, is to use data
on executive vulnerability, holding power,
replacement depth and transition costs to
determine whether compensation is sup-
porting the succession plan and broader
talent agenda. CBM



