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Executive Compensation Strategy

1. Institutional Alignment

e Penn State continues its commitment to becoming an even greater university in the years ahead. Penn
State believes in the importance of higher education and will pursue excellence in all actions

o Achievement towards this aspirational goal requires that Penn State recruits and retains a highly
qualified, talented, and diverse executive team. To that end, the University has developed an Executive
Compensation Strategy that establishes the principles under which Penn State rewards executive talent

2. Executives

« The executive compensation strategy covers five tiers of executive positions®
I:  President

Il: Senior Executive Officers

— lIA: Prominent Athletics Positions

lll: Vice Presidents

IV: Other Academic and Administrative Executives

3. Rewards Prominence

e In order to attract and retain the very best executive talent, Penn State offers market competitive reward
opportunities

e While Penn State offers competitive remuneration, the value of being part of the Penn State community
and experience is of notable importance in the overall employment value proposition. Executives are
attracted to and work at Penn State to:

— Support and execute the mission of the institution

— Work in an a environment that promotes world-class, impactful research

— Shape and model the future leaders of tomorrow

— Effect transformation in the continually changing and challenging environment of higher education

4. Elements of Rewards

Penn State offers a variety of reward vehicles to attract, retain, and reward executives in an appropriate
and reasonable manner.

e Base Salary: Salary is the primary vehicle through which total compensation is delivered:

— Salary provides a competitive foundation for pay and reflects the individual’s role, unique skills and
abilities, potential career and advancement opportunity, experience, and performance

— Salary increase budgets are determined annually based on institutional performance, financial
affordability, the competitive market, and the overall macroeconomic climate

— Salary increases are not an entitlement and executives should not expect to receive an increase every
year. Individual salary increases are determined based on an individual’s performance, as well as
market and internal equity considerations

e Annual Incentives: Currently, Penn State does not have a broad annual incentive program for
executives. However, based upon market circumstances and individual situations, compensation for
certain positions may include annual incentives

o Health and Welfare Benefits: Executives are provided with health and welfare benefits that are
competitive with its comparison market; many of which are offered to all employees at the University?

o Retirement Benefits: Penn State is committed to a shared responsibility with its executives to provide a
competitive level of retirement income security”

e In addition to the benefits listed above, executives receive select additional benefits and perquisites

-

See Appendix A for the current tier assignments.
See Appendix B for benefits currently offered by Penn State.
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5. Comparison Markets (Peer Institutions)

o For executive positions, Penn State competes and recruits nationally for talent across both private and
public institutions. In addition, for some roles, primarily administrative in nature, the University may
consider talent from outside of higher education if the candidate is a good fit

e Penn State considers compensation data from a comparison market that consists of large nationally
ranked public and private research institutions across the United States. This comparison market is a
balanced mix of private and public institutions, as Penn State does compete for executive talent with
select private institutions

e The criteria used to determine this comparison market includes: classification as a research university,
membership in the Big 10 and/or Association of American Universities (AAU), national ranking (Top 50
National Universities and/or Top 25 Public Universities) and financials including Research Expenses Per
Instruction / Research and Public Service FTE Staff and Total Expenses (Operating Budget)®

o Certain positions, where talent is unique to a different set of institutions (e.g., athletic coaches), may
require a different comparison market

e The Compensation Committee is responsible for the development of the comparison market(s), and for
its regular review, which may change the comparison market(s) from time-to-time

6. Pay Positioning

¢ Inthe aggregate, Penn State targets pay to competitive rates at the 50" percentile (i.e., median) of the
comparison market as defined above

e Pay positioning for individual executives will vary based on their skills, knowledge, experience and
performance levels as illustrated below

25" . N : 75t Percentile
_________ Percentie €~———Typicel Relatonsip to Market Medan ™" (or Abave)______
Unproven Performer < Performance History » Proven Performer

Limited €———Leadership Potential/Candidate for Future Succession——> High
Less Critical €———— Role Criticality (e.g., impact on financial results) = Highly Critical

Abundant/Easy € Market for Talent/Difficulty to Replace = Scarce/Difficult

Low € Executive Mobility » High

® See Appendix C for a list of peer institutions.
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7. Performance Measurement and Goal Setting

o Penn State strongly believes in a high-performance culture that is supported and modeled by its
executives

e The Compensation Committee of the Board of Trustees, the President, and Human Resources are
responsible for determining annual performance expectations, evaluating the performance of the
executives, and determining resulting compensation actions*

e To that end, executives:

— Work with leaders in their functions to develop area and individual goals that align with Penn State’s
strategic direction and objectives

— Set and communicate job and performance expectations in their area and ensure shared
understanding of expectations and accountabilities

— Work with their direct reports to establish annual goals that link to area and/or institutional objectives
— Provide feedback to employees throughout the year on their progress against goals, and areas for
growth and development
o At the executive level, performance is evaluated on an annual basis, but not at the expense of long-term
strategic objectives
e Annual salary increases are awarded primarily on the basis of annual performance as determined by the
performance assessment, annual budget, and other relevant factors

8. Program Administration

e Primary responsibility for the executive compensation programs is shared among:
The Board of Trustees

The Compensation Committee

President

— Human Resources

e The Compensation Committee reviews and recommends the compensation of the President, subject to
Board of Trustee approval

e The Compensation Committee is responsible for compensation approvals of executives in Tiers Il and
IIA, and for review of compensation of executives in Tiers Il and \Vai

9. Communication / Transparency

e Penn State’s reward programs are intended to be simple to understand and administer

o Communication about performance expectations, individual performance evaluations, and compensation
implications will be consistent with the performance management process. It is the intent that such
processes will be transparent and foster understanding among the parties involved regarding their roles
and desired outcomes

e The Chair of the Board of Trustees or Chair of the Compensation Committee is responsible for the
communication of compensation decisions and rationale to the President

o For other executives, the President or his/her designee is responsible for the communication of
compensation decisions and rationale

¢ In communicating compensation decisions and rationale, Penn State will ensure that those

communications draw linkages between institutional success, performance measures, and individual
reward decisions

* See Appendix D for detailed roles and responsibilities from The Pennsylvania State University Compensation
Committee Operating Guidelines.
® See Appendix A for the current tier assignments.
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Appendix A

EXECUTIVE TIER ASSIGNMENTS

Tier | PRESIDENT

EXEC VP & PROVOST

SR VP FIN & BUS-TREASR

Tier Il SR VP HLTH AFFRS CEO DEAN

SR VP FOR DEVEL & ALUMNI

VP & GENERAL COUNSEL

ATHLETIC DIRECTOR

MEN'S FOOTBALL COACH

MEN’S BASKETBALL COACH

WOMEN'S BASKETBALL COACH

VP FOR ADMINISTRATION/SECRETARY TO THE BOARD

VP COMMONWEALTH CAMPUSES

VICE PRESIDENT OUTREACH

VP FOR STUDENT AFFAIRS

VP FOR HMN RESOURCS

VP & DEAN UNDERGRAD

VP RESEARCH/DEAN, GRAD SCH

VP MARKETING AND COMMUNICATIONS

ASSOC VP FINANCE & CORP CON

EXEC DIR OFC OF INVESTMNT

ASC VP PHYS PLNT

AVP AUX & BUS SVCS

UNIV BUDGET OFFICER

CHNCLR

V PRVST FOR GLOBAL PROGRM

VICE PROV ACAD AFFRS

SPEC ASST PRES GOV'T AFF

VICE PROV EDUC EQUITY

V. PROVOST AFFIRM ACTION

VICE PROVOST INFO TECH

or Y DEAN, SCI

AomnIstalive | DEAN, SMEAL COLLEGE OF BUS
DEAN, DICKINSON SCH OF LAW

DEAN, ENG/PROF

DEAN, COLLEGE OF IST

DEAN, SCHOOL OF NURSING

DEAN, COL OF COMM/PROF COM

DEAN, COLLEGE OF EDUCATION

DEAN, CLG OF THE LIBL ARTS

DEAN, COLLEGE OF E &MS

DEAN, COLLEGE ARTS & ARCH

DEAN, UNIV LIB & SCHOL COM

DEAN, COLLEGE OF H & HD

DEAN, SCHREYER HONORS COLL

Tier lIA

Tier 1l
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Appendix B

CURRENT BENEFITS OFFERED AT PENN STATE

The most current information and details on the benefits discussed below can be found at
http://ohr.psu.edu/benefits/

e Medical Coverage through one of the nation’s largest healthcare networks,
which allows the freedom of choice of health care providers both in and out
of network

e Prescription Drug Coverage is included in the medical plan (retail and mail-
in pharmacy coverage)

e Vision Coverage that allows all participants access to preventive eye
exams as well as affordable glasses and lens coverage

¢ Dental Coverage designed to promote a brighter smile and complete oral

wellness
VHVeﬂth il e Flexible Spending Accounts that allow participants to pay for select medical
B:n;{?s and child care expenses on a pre-tax basis

e Employee Assistance Program, a confidential program to help resolve
personal issues

e Long-Term Disability benefits, if unable to work due to illness or injury

e Accidental Death & Dismemberment Insurance (AD&D) covers employees
both on and off the job, anywhere in the world

e Life Insurance (basic coverage and optional additional coverage)

e Health Matters, Penn State’s employee wellness program, offers a diverse
range of classes and activities designed to enhance the well-being of
executives and their families

¢ Retirement Savings: Eligible executives must elect to participate in one of
two retirement options

— Defined Contribution Plan (TIAA-CREF): Required contributions made by
Penn State and the employee

— State Employees’ Retirement System (SERS): A defined benefit plan,
with required contributions made by employee; Penn State contribution
governed by state law

Retirement » Retirement Healthcare Savings Plan: Penn State will make monthly
Benefits contributions to the savings plan for employees hired after January 1, 2010;
if eligible upon retirement, the accumulated savings can be used to
purchase health insurance and other qualified medical expenses

e Supplemental Retirement Plans: Penn State employees have the option to
contribute more to retirement and can choose from 403(b) and 457(b)
plans offered by TIAA-CREF. Contributions to these plans are in addition to
and separate from contributions that are made to the Penn State retirement
plan (described above)

Educational e Available to regular full-time executives, their spouse/same-sex domestic
Privileges partner, and their unmarried children
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http://ohr.psu.edu/benefits/

EXPANDED EXECUTIVE COMPARISON MARKET

This has not yet been approved

Appendix C

USNWR Ranking® Research Expenses Number
per Instruction / of
Carnegie = AAU Public | Researchand Public Total Expenses , | Criteria

Institution Name Location Control Class. | Member | Big10 National Research | Service FTE Staff’ = (Operating Budget) Met
Boston University Boston, MA Private not-for-profit | RU (VHR) Yes 4 $53,931 $1,551,750,144 3
Carnegie Mellon University Pittsburgh, PA Private not-for-profit | RU (VHR) Yes 23 158,979 914,490,930, 4
Columbia University in the City of New York New York, NY Private not-for-profit | RU (VHR) Yes 4 158,808 3,314,815,0000 5
Cornell University Ithaca, NY Private not-for-profit | RU (VHR) Yes 16 138,216 1,688,761,091 4
Duke University Durham, NC Private not-for-profit | RU (VHR) Yes 7 257,162 4,438,440,000f 5
Johns Hopkins University Baltimore, MD Private not-for-profit | RU (VHR) Yes 12 297,553 4,271,811,000 5
Massachusetts Institute of Technology Cambridge, MA Private not-for-profit | RU (VHR) Yes 7 231,347 2,571,147,0000 5
New York University New York, NY Private not-for-profit | RU (VHR) Yes 32 90,993 3,378,458,0000 4
Northwestern University Evanston, IL Private not-for-profit | RU (VHR) Yes Yes 12 198,178 1,686,517,000f 5
Ohio State University-Main Campus Columbus, OH Public RU (VHR) Yes Yes 52 16 126,806 4,442,027,721 6
Rutgers University-New Brunswick New Brunswick, NJ Public RU (VHR) Yes Yes 69 25 113,978 1,802,440,000, 4
Stanford University Stanford, CA Private not-for-profit | RU (VHR) Yes 5 263,630 3,510,079,0000 5
The University of Texas at Austin Austin, TX Public RU (VHR) Yes 52 16 183,591 2,316,721,100 4
University of California-Berkeley Berkeley, CA Public RU (VHR) Yes 20 1 176,773 2,092,212,000 5
University of California-Los Angeles Los Angeles, CA Public RU (VHR) Yes 23 2 169,754 4,702,961,000 6
University of Chicago Chicago, IL Private not-for-profit | RU (VHR) Yes 5 101,524 3,017,554,132] 4
University of Florida Gainesville, FL Public RU (VHR) Yes 49 14 136,294 2,337,342,000 5
University of lllinois at Urbana-Champaign Champaign, IL Public RU (VHR) Yes Yes 41 1 188,999 2,067,444,535 6
University of Maryland-College Park College Park, MD Public RU (VHR) Yes Yes 62 21 118,074 1,475,659,427| 4
University of Michigan-Ann Arbor Ann Arbor, MI Public RU (VHR) Yes Yes 28 4 131,330 5,249,817,000 7
University of Minnesota-Twin Cities Minneapolis, MN Public RU (VHR) Yes Yes 69 25 163,135 2,674,494,440 6
University of North Carolina at Chapel Hill Chapel Hill, NC Public RU (VHR) Yes 30 5 151,291 2,496,273,808| 5
University of Pennsylvania Philadelphia, PA Private not-for-profit | RU (VHR) Yes 7 133,866 5,5567,232,0000 5
University of Pittsburgh-Pittsburgh Campus Pittsburgh, PA Public RU (VHR) Yes 62 21 126,270 1,753,278,733 4
University of Southern California Los Angeles, CA Private not-for-profit | RU (VHR) Yes 23 103,489 2,930,739,0000 4
University of Virginia-Main Campus Charlottesville, VA Public RU (VHR) Yes 23 2 162,062 2,231,456,794 5
University of Washington-Seattle Campus Seattle, WA Public RU (VHR) Yes 52 16 229,209 3,825,190,702) 5
University of Wisconsin-Madison Madison, WI Public RU (VHR) Yes Yes 41 1 263,323 2,353,632,378) 6
Washington University in St Louis Saint Louis, MO Private not-for-profit | RU (VHR) Yes 14 149,845 2,122,895,0000 4
Yale University New Haven, CT Private not-for-profit | RU (VHR) Yes 3 114,030 2,684,014,0000 4
I:';fnzﬁ';“sy"’a"i“ State University—Main ; ;versity Park, PA Public RU(VHR)  Yes Yes 3 8 $213,565 $4,011475000 7
PSU Percent Rank 36" 68" g1t 81
P.25 47 18.5 126,404 2,073,636,401

N/A N/A
Median 23 14 155,050 2,533,710,404,
P.75 12 45 187,647 3,477,173,750

® Source: 2014 USNWR College Rankings.
" Source: IPEDS Data Center. Data reported for main campus only
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Appendix D

DECISION RIGHTS GUIDELINES

KEY

e Approve: Confirm and sanction final decisions

e Consult: Provide input into item, advance/present opinions, facts, etc.

o Informed: Kept up to date on progress and outcomes

o Initiate: Begin execution of the item

e Manage: Administer the execution, oversee programs, regulate as needed
e Recommend: Suggest and propose the preferred approach

Board of Compensation
Action Trustees Committee President HR Finance Legal
1. Set/change executive Initiate / Consult /
compensation strategy Approve Recommend Consult Manage Consult Consult
2. Changes to executive Informed Initiate /
compensation and (Approve Recommend / Initiate /
benefit programs and where Rezggpgsgd / Consult Manage Consult Consult
policies appropriate)
3. Presidential .
. Initiate / Manage Consult/ Consult /
gﬁg%?n?ggﬁsea\t/izlxatlon Approve / Recommend Informed Informed Informed Informed
3. Establish / change o
; : Initiate / Manage Consult / Consult / Consult/
r;rfnfgdgggﬂr%r\ﬂgilgxgnem Approve / Recommend Informed Manage Informed Manage
4a. Performance review /
compensation for Initiate / Consult /
executiges in Tiers |l Informed Approve Recommend Manage Informed Informed
and l1A
4a. Establish / change
employment terms and Initiate / Consult / Consult /
provisions for exegcutives Informed Approve Recommend Manage Informed Manage
in Tiers Il and 1A
4b. Performance review /
compensation for Informed as Initiate /
executjves in Tiers Ill NIA Appropriate Approve Manage9 Informed Informed
and IV
4b. Establish / change
employment terms and Informed as Initiate / Consult /
provisions for exegcutives NIA Appropriate Approve Manage Informed Manage
in Tiers lll and IV
5. Conduct annual Consult/ Initiate /
executive pay study Informed Approve Informed Manage Informed Informed

& As defined in Appendix A.
° Recommendations come from appropriate executive management reporting relationships.
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