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Executive Operations
Compensation Overview

Establishing a sophisticated compensation strategy is paramount for
attracting and retaining high-caliber Executive Operations Leaders. A
successful plan ensures the executive team is focused on driving long-
term efficiency, mitigating enterprise risk, and maximizing Gross Margin

across the organization.

Poorly designed executive compensation can lead to short-term cost-
cutting that compromises quality, inefficient capital allocation,
uncontrolled supply chain risk, and a failure to build a high-performing
operations culture, ultimately impacting shareholder value.

Executive Operations roles are strategic P&L influencers. Their
compensation features a substantial variable component tied to
aggregate financial and operational results, including Gross Margin,
Working Capital Efficiency, and successful completion of multi-year,
strategic initiatives. Their overall package must include long-term

incentives (LTI) to align with enterprise growth horizons.

In this guide, you will learn about the advanced strategic steps to
designing an executive Operations compensation plan that supports

enterprise profitability and stability.



SECTIONI1

Preparing to Build Your
Executive Operations
Compensation Plan

ASSEMBLING YOURTEAM

Executive compensation design is a governance function and requires input
from the highest level of leadership and oversight.

s> BOARD OF DIRECTORS [ COMPENSATION COMMITTEE

Mandatory Oversight. Provides final approval, ensures the plan aligns
with shareholder interests, and benchmarks the total compensation
package against peer public/private companies.

<~ EXECUTIVE LEADERSHIP (CEO/CFO)

Provides the overarching strategic goals, defines acceptable
enterprise-level risk tolerance, and sets the affordability
constraints for the total compensation structure.

ili HRAND LEGAL/GOVERNANCE

Essential for managing executive contracts, ensuring compliance with
securities regulations (if publicly traded), administering complex equity

plans (LTIs), and conducting succession planning.

&= FINANCE AND DATA/BI

Essential Partner. Provides data on Cost of Goods Sold (COGS)
reduction, Inventory Turns, Working Capital efficiency, and the Return
on Invested Capital (ROIC) driven by Operations.



ALIGNING YOUR
OPERATIONS
COMPENSATIONPLAN
TO ENTERPRISE GOALS

Executive compensation must have a measurable
and direct impact on the company's financial stability
and shareholder returns over a multi-year period.

When designing the plan, tie executive incentives to
the following core business outcomes:

n Profitability & Financial Control: Achieving
targets for Gross Margin Improvement,
meeting multi-year targets for COGS
reduction, and maximizing Fixed Asset
Utilization and ROIC.

n Enterprise Risk Mitigation: Establishing
resilient, multi-source Supply Chains and
maintaining best-in-class Safety and
Compliance records across all global
facilities.

n Strategic Transformation: Successful
execution of major, cross-functional
capital projects (e.g., new facility build, ERP
implementation) that deliver guaranteed
long-term cost savings.

n Talent & Succession: Building deep
organizational capability and a viable
succession plan for key Operations
leadership roles.



QUESTIONS YOU
NEED TO ANSWER

Before proceeding, address these critical factors that define the
executive compensation structure:

n Total Target Compensation (TTC) & Peer Group: \What is the 50th or
75th percentile market value for this specific role (e.g., COO in our
industry and revenue size)?

This dictates the competitive Total On-Target Earnings (OTE).
n Fixed vs. Variable Split: How aggressive should the incentive be?

Executive roles typically shift the balance: 50% to 70% Base / 30% to 50%
Variable (Annual Bonus + LTI).

n Long-Term Incentive (LTI) Structure: What is the appropriate mix of LTI?

Supervisory roles require leadership MBOs; specialized roles require
quality/throughput MBOs.

n Incentive Horizon: What is the performance period?

Annual bonuses should be tied to yearly COGS targets, while LTI must
be tied to three-to-five-year enterprise transformation goals.

H Clawback Provisions: What are the legal and ethical triggers (e.g.,
restatement of financials, gross negligence, compliance failure) that

would allow the company to recover past bonus or equity payouts?



SECTION 2

Executive Operations
Roles and Compensation
Models

Executive compensation is heavily weighted towards variable pay and
long-term equity to align the leader’s interests with shareholder returns
and enterprise longevity.

Typical

Role Type Rationale (Focus/Risk)

Base/Variable Split

Variable is split between Annual
Bonus (COGS, Quality) and LTI

65% Base [ 35% ) _
(Stock/Options) to drive 3-year

VP/Director of Operations

Variable

performance. Focus on department

P&L and risk mitigation.

Variable is heavily weighted towards
Chief Operating Officer 50% Base [ 50% LTI and corporate performance
(coo) Variable (EBITDAf Net Ipcome). Focuson

enterprise-wide strategy and capital

allocation.

Equity (RSUs/PSUs) vests over 3-4
LTI Component Varies, typically Ix - years. This creates a golden
(All Executives) 3x Annual Base handcuff and ensures focus on

shareholder value creation.

Key Executive Compensation Levers

o ANNUAL CASH BONUS: (Typically 25% to 50% of Base Salary) Linked to annual,
measurable operational metrics like COGS Adherence, Global Quality Standards, and
Safety TRIR.

e LONG-TERM INCENTIVES (LTI): (Equity/Stock, vesting over 3-4 years) Linked to
strategic, multi-year objectives like Sustainable Gross Margin Improvement, ROIC
growth, and successful execution of Supply Chain diversification/resiliency projects.

¢ PERKS & BENEFITS: Enhanced benefits package including deferred compensation plans,
executive life insurance, and specific non-qualified benefits to attract top-tier talent.



ADVANCED EXECUTIVE
OPERATIONS
COMPENSATION
CONSIDERATIONS

Rewarding Strategic Trade-offs (Risk vs. Speed)

For executives, the focus shifts from individual throughput to managing
strategic tension.

Incentivize the executive for managing supplier
concentration risk. For example, awarding a bonus for
Successfully diversifying the top three critical
vendors without increasing the Cost of Goods Sold
(coGs) by more than 1%.

Growth vs. Stability: Tie incentives to managing the scale-up process.
) B Bonus for Increasing production capacity by X% while
maintaining the Defect Rate below Y PPM.

Rewarding Fiduciary Responsibility and Succession

The plan must enforce accountability for the long-term health of the function.

The entire variable pay (Annual Bonus and LTI) must
be subject to the executive maintaining zero material
safety violations or zero material financial
restatements related to inventory or fixed assets.

. Include a measurable objective for identifying,
Succession MBO: . . . .
mentoring, and preparing a designated internal
successor for a key leadership role within the
operations function.

Safety and

Fiduciary Gate:




Putting Your Plan Into Action

Common Mistakes in Executive Comp Plans

e MISALIGNING LTI VESTING: Vesting schedules for equity (LTI) are too short or do not align
with the 3-5 year timeline required to realize the full financial benefit of a major capital
investment or supply chain overhaul.

e REWARDING SHORT-TERM COST-CUTTING: Tying too much of the annual bonus to
immediate COGS reduction can motivate executives to defer essential maintenance or
training, creating long-term operational risk.

e LACK OF CLAWBACK ENFORCEMENT: Failing to clearly define and enforce clawback
provisions undermines fiduciary responsibility and investor confidence when errors or
ethical violations occur.

e VAGUE EQUITY METRICS: Tying PSUs (Performance Stock Units) to vague internal metrics
rather than clear, externally validated shareholder metrics (EBITDA, EPS, Total Shareholder
Return) fails to align the executive with the market.

Key Components of the Executive
Compensation Document

The Operations compensation document must be highly detailed, process-oriented, and
clearly link activities to financial outcomes.

e Header Information: Includes Executive Name, Title, effective dates, Target Annual
Bonus (TAB), and Target Annual Long-Term Incentive (LTI) grant value.

¢ Fixed Compensation: Detailed Base Salary, employment term, and notice period.

e Annual Incentive Plan (AIP): Detailed weighting and payout matrix for annual cash
bonus, tied to metrics like Gross Margin and Annual Budget Adherence.

e Long-Term Incentive (LTI) Plan: Clearly defines the grant date, vesting schedule,
and performance criteria (e.g., 3-year EBITDA target for PSU payout).

» Management by Objectives (MBOs) Table: Includes 3-5 strategic, quantifiable

goals (e.g., "Achieve 50% Supply Chain Multi-Sourcing by end of Year 3," "Finalize

and operationalize all aspects of $10M Capex project within 10% of budget”).

¢ Clawback and Termination Clauses: Explicitly detailing conditions for forfeiture of
unvested equity or recovery of cash bonuses.

¢ Sign-Off: Signatures of the Executive, CEO, and Chairman of the Compensation
Committee, formalizing the legal agreement.




