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PREFACE

THE RELUCTANT CONSULTANT

No boy dreams of becoming a compensation consultant. | certainly didn't. |
wanted to become a rally car driver. | wanted to build dams. | wanted to run a
factory. None of that happened. What happened instead was a career in execu-
tive pay: plenty of struggles, enough triumphs to keep going, countless lessons,
and a growing confidence in how to make executive compensation deliver
what so many expect of it. All of it culminates in this book. Along the way, |
have accepted my destiny. Executive compensation is one of the most effective
tools of corporate governance, and executives are among the most important
stakeholders of any business.

My path to executive pay was an unlikely one. In 2001, after the dot-com
bubble burst, | found myself with a decade of tech experience that nobody
wanted. So | started consulting, supporting clients with financial expertise, and
that soon turned into advising them on how to pay their executives. Four years
later, the many problems in executive pay had discouraged me so much that
I quit compensation consulting in 2005. | turned Obermatt, the pay consul-
tancy, into the CFO Intelligence Force, which provided CFOs with financial
market intelligence from the then-new financial databases on the internet.
Finance and strategy experts wanted my visualizations of market trends and of
their own position in their market, all based purely on numbers. By 2009, the
credit crisis had wiped out those data budgets. So, four years after my first disil-
lusionment, | returned to the compensation business. Otherwise, my company
would have run out of money.



By then, | had combined what | had learned in pay practice with what | had
learned in financial intelligence to develop a new methodology of relative
performance measurement. By 2010, customers were lining up at my door.
Nobody believed they would ever emerge from the worst contraction since
the Great Depression. Nobody wanted pay linked to targets, because nobody
believed the targets could still be met. We sold the first batch of indexed pay
solutions. By 2012, however, the tide had turned and the tailwinds were back.
Executives wanted to be paid for the speed of the recovery, and measuring
relative performance would have lowered many of their paychecks.

So | quietly left the compensation arena for the second time. With plenty of
time on my hands, | learned to program in Python and built a stock-rating
system based on our approach to relative performance assessment, which is
still available today at obermatt.com. The approach made a stock’s financials
easy to understand: every metric received the same scale, from 1 to 100. | built
it mostly for our family, and we have invested with this method ever since. By
2019, however, it was clear that the stock-rating system would not generate
the income Obermatt needed. People just don’t pay for information. We had
spent more than a million Swiss francs over a decade, while monthly revenue
lingered at half of monthly costs and the accumulated loss grew steadily.

For the third time, | felt the need to reinvent the business. | attended ISEP,
the leading social entrepreneurship program at INSEAD business school
in Fontainebleau. | left the course with a surprising realization: executive
pay matters to me, and | do care about it, when non-financial performance
is included too. Why? | don’t want the CEO of a company that destroys the
environment to earn the same as a CEO who cares for people and the planet.
| called it plural incentives. It later became ESG pay (environmental, social,
and governance), because that was the popular term at the time. We enjoyed
fantastic growth until that business evaporated completely in 2023. | then
wrote a short account of the difficulties of entrepreneurship. It became part of
a book on academic entrepreneurs and is the backbone of the essay “Pay, Peace
and Passion” in this book. Obermatt was still carried primarily by our Pay Index
business, long-running contracts that supported my long-serving employees.
But there was not much left for me to do.

My fourth exit followed. This time it was gradual, prompted not by a new
business idea but by a wish to document what | had learned. In late 2023, |
began publishing my vision for executive pay in a LinkedIn newsletter every
two weeks, so that others could benefit from my lessons. | thought | would be
done in six months. | kept going for nearly three years. On August 18,2026, my
60th birthday, the 80th and final article appeared and the pre-edition of this
book went to print.



With that, | entered my fifth and final act. | set up a performance share plan
so that my employees could become Obermatt owners themselves, and |
accepted my election to the city council (Gemeinderat) of Zollikon, near
Zirich, my start in community engagement.

Why did | keep returning to executive pay? Maybe that’s life, and maybe that’s
my personal story on earth. My metaphysical belief is that we are here for a
purpose we must find and fulfill. Mine may well be compensation, despite my
attempts to leave it time and again. Perhaps | kept coming back over the past
25 years because | had not yet found the perfect pay-for-performance plan.
Now | have, and it has a name: Outperformance Pay. | believe it is the right way
to reliably reward long-term outperformance at significant organizations.

It is not a method for every company. It may not suit private equity, which is
built for the exit. It certainly doesn’t work for venture capital, where compa-
nies must grow far faster than the field. It is not for nonprofits, because there
is no commercial outperformance in doing good. It is a plan for companies
that separate owners from managers, at least partly, and need to reward those
managers for what the owners want from them.

| feel a real sense of accomplishment, especially now, as | fine-tune the charts
and text of this book. It comforts me to know that the lessons | have learned
over a quarter century can now be adopted by anyone, simply by reading this
book. That makes me happy.

Zollikon, December 2026
Hermann Josef Stern
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INTRODUCTION

HOW TO READ THE BOOK

This is a book about how pay-for-performance should be done. It is my view,
and | stand by it. This is not a consultant asking what you want while holding
out a menu of alternatives. Nor is it a textbook on everything people have
tried over the years. There are enough books on pay, with enough ideas. | am a
practitioner, writer, and teacher with 25 years of experience in this field. | have
seen every kind of problem, and | have thought and taught hard about how to
make pay-for-performance better.

Everything in this book leads to one idea: Outperformance Pay, a solution for
companies that need to retain their executives and reward long-term outper-
formance. It may be of limited value where the goal is a quick and lucrative exit,
as with private equity firms and hedge funds, or hypergrowth, as with venture
capital. That is why | don’t use it at my own firm, Obermatt. We want to double
our business several times, not least with the help of this book, so we compen-
sate our team with an approach borrowed from venture capital.

But these are the exceptions. Most companies need to outperform year in,
year out. New managers need new plans, again and again. These plans won't
make anyone a billionaire, but they can prevent disappointment and keep the
team on board even through the most severe downturns. After all, | began
this journey with the Pay Index Method in the depths of the Great Recession,
when most plans collapsed, as “The Zumtobel Pioneer Story” in chapter 18
documents.

Crisis-resilient, reliable payouts. That is what Outperformance Pay provides.



There are several ways to read this book:

If you are a compensation professional and need to know what this
book adds, go straight to chapter 16, “Outperformance Pay.” It summarizes
all the errors and the Outperformance Pay solution developed in this book.

If you are a skeptical executive, congratulate yourself: skepticism is
the right instinct. Go to chapter 17, “The Plansee Success Story,” to read
what a world-leading family firm did and why.

If you are an ambitious executive, go to chapter 19, “The Sika
Outperformer Story,” to understand why the outperforming executives at
Sika chose this approach as early as 2010.

If you are already convinced, go to the illustrative case in chapter 20,
“The Trane Technologies Stress Test Story,” which takes you through the
implementation step by step.

If you have time, do what | ask of my students at the University of St.
Gallen: go chapter by chapter and discover the many fascinating errors we
humans make when we pay others. You may end up where | did after many
years as a skeptic, embracing Outperformance Pay wholeheartedly.

Many of the lessons in this book are presented as questions and answers,
because that is how | arrived at them. Many chapters open with a fundamental
pay question, invite you to answer it from what you know today, and then
develop an answer that is usually counterintuitive and took me a long time to
learn. | don’t cover the obvious. | don’t explain that a profit-sharing plan pays
more when profit rises. | show why a larger profit can be a problem. | don't
explain how stock prices move with enterprise value. | show why they are often
out of sync with it, often for too long to support a reliable executive pay design.
I don’t explain that executives have a broader mandate than this year’s result.
I show why ESG doesn’t solve that problem either, and brings so many other
pitfalls that ESG pay is highly toxic.

Why the question-and-answer technique? As a compensation consultant, |
often work with clients who are convinced they know better, even though |
have worked on this topic for 25 years and they deal with executive pay only
irregularly and, at best, as a side issue. They have better things to do; they run a
business. For me, compensation is the business, and offending clients by telling
them | know better doesn’t help. So | started asking questions, letting execu-
tives answer them, and then showing them the Achilles’ heel in their answers,
the other side of the coin. It took me a decade to get there. What changed my
approach from teaching to questioning was the late, great Daniel Kahneman. In
Thinking, Fast and Slow, he explains that people don'’t learn from being taught.



They keep assuming that the behavioral bias being described happens only to
other people. They learn only when they realize that they themselves make the
errors. That is the journey you will take as you read this book, page by page. The
advantage of this approach is simple. You will never forget.

Why It Matters

Compensation matters far more than we think. It changes what executives
do. | sometimes hear in the boardroom that a flaw in the pay system is not
a problem, because the managers do the right thing anyway. Speak to the
managers and they will tell you otherwise: they do what they are paid for,
even when they think it is wrong. If a plan rewards margins, they push the
high-margin products, even though the low-margin ones are easier to sell and
would bring in more income. Paying fixed salaries instead is no solution either.
Then we pay for time, not results, and the executive who bankrupts a company
earns the same as the one who makes it prosper. It is far better to learn where
pay-for-performance goes wrong and how to fix it. That is what this book is
about.
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