Companies Use Profit-Sharing Bait to Lure CEOS

India Inc achieves two-fold target of attracting and retalnlng executives, who often receive multiple benefits when they deliver the goods
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Move over joining bonuses and golden
hellos. CEO aspirants in India now want
to create wealth through their pay pack-
ets. Beyond stock options, profit sharing
is the new bait companies are using to at-
tract executives, who too are falling for it.
The good news is that high-potential,
high-performingexecutivesarenolonger
interested in here-and-now wealth cre-
ation. They are willing to wait.

When a German Greenfield manufactur-
ing company was setting up its operations
in India recently, it decided to design a
profit-sharing compensation for its top
brass,saysMaFoiGlobal Search CEO Has-
tha Krishnan. Reason: It wanted to grow

its business fast and also needed the CEO
to stay for three years at least. Profit-shar-
ing allowed the company both. “Alot of CE-
Oswithpaypackagesintherangeof Rs1.5
crore to Rs 3 crore are even willing to look
at a cut in pay and take a combo of wealth
creation and entrepreneunal opportuni-
ty” she says. Profit-sharing is not just a
carrottoatiractexecutives, butameansof
retentiontoo. “Ittiesthe CEO tohisrolefor
along duration,” says Hastha Krishnan.
Another CEO aspirant in the metals in-
dustry was offered a fixed salary of Rs 1.5
crore while the variable component was
Rs3.5crore whichisclosetoalittle over1%
of the current profit of the company. If he
meetsthe target, the CEO has the potential
toearn Rs3.5crore, says MD India for Stan-
ton Chase International R Suresh. “If you

hit the target, the variable is so high that
youcreate wealth. In this case, the compen-
sation has been designed with Rs 8.5 crore
variable,” he says

Suresh has a}so sat through several CEO
compensation deals where companies
agreetopart with 1% to2% of profitasvar-
iable. In some such deals, the profit ismea-
sured over 3years. Around 50 % of the prof-
it is paid after the first year while the rest
after three years. The advent and growth
of private equity-owned companies has
intensified the clamour for wealth cre-
ation. “PE-owned jobs give executives
and opportunity to create wealth at mul-
tiple levels if the company grows,” says
Suresh. Compensation, bonus and a
share of profits areapartof the pay deal
at PE-owned companies. Also, execu

tives are willing to take higher risk.
“Risk takinghasnever beenhigher. You
deliver more, you get more. CEOs can af-
ford to make more money. As a result,
companiesareusingprofitpercentageto

minimum cash flow needed. It ;sﬂlfﬁcult
toattain cashnirvana,” shesays.

“Wealth creationplansare excitingand lu-
crative. That does not mean that sxecutives
are compromlsmgonwsh. It'sjust that the

create wealth for these CEOs;”saysiRo=~ market is compefitive,” says Shenthi Na-

Doesthatmeancashlspasse “Cashcom-
pensation is not a huge motivator. It is im-
portant, but no high potential will move
jobs (for cash),” says Anandorup Ghose,
Head, Executive Compensation and Gov-
ernance, Aon Hewitt. Headhunters such
as Purvi Sheth, CEO, Sthput51 Consult-

ants, agree that wealth creation is empha-

sasedalotmorethaneverbefore,butcash
is equally important. “CEOs want the best
of both the worlds. There is always certain

, principal and executive renunera-
honsegmentleadez;humancapm],Meroer
Among the guaranteed facets of conpen-
sation — assured compensation, chort-
term or annual incentives, benefits and
pensionrelated, and longterm benefits
like stock option and proﬁt-sharmg —the
last is the most in focus. CEOs are lookirg
for long-term benefits. “Long-term works
though you have to be competitive on all
segments of compensation,” says Naresh.
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