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TO MEMBERS OF THE COMMITTEE ON COMPENSATION: 
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For Meeting of June 3, 2010 
 
PROPOSED GOVERNANCE POLICY FOR INCENTIVE PROGRAMS FOR SENIOR 
MANAGEMENT GROUP MEMBERS 
 

EXECUTIVE SUMMARY AND BACKGROUND 
 
Beginning in January 2009, the Board of Regents set forth a series of restrictions on Senior 
Management Group (SMG) salaries as well as restrictions on certain incentive plans, culminating 
with the Regents adopting recommendations that, among other actions, deferred consideration of 
non-clinical incentive payments for the 2007-2008 and 2008-2009 performance years until the end of 
fiscal year 2009-2010 as an important additional measure to respond to the ongoing State financial 
crisis. 
 
In further response to these actions, the President has directed the Department of Human 
Resources at the Office of the President to undertake a review of all incentive plans for staff 
members at the campuses, Office of the President, and the medical centers for the purpose of 
aligning the framework, guidelines, accountability, and oversight. These reviews have led to an 
initiative to establish a consistent and rigorous process to review and amend the University’s 
incentive award programs, bringing consistent standards, accountability and oversight to the 
design, goal setting, and administration of all variable pay plans for staff members regardless of 
funding source or level of staff participation. 
 
This discussion item proposes an Incentive Awards policy applicable to Senior Management 
Group members (Attachment), which incorporates the governance framework presented to the 
Regents for discussion in March 2010. It is intended that this policy will be submitted to the 
Regents for action in July 2010. The Department of Human Resources is also reviewing non-
SMG staff policies and will recommend revisions for approval by the President to reflect the new 
governance framework.  

 
(Attachment: SMG Incentive Awards policy) 
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I. POLICY SUMMARY  

This policy provides direction and authority for the development and approval of 
incentive award plans that include Senior Management Group (SMG) participants.    
Incentive awards are intended to motivate individuals or teams to produce results that 
have been pre-defined and communicated to the participants in advance in accordance 
with an incentive award plan, and to reward them for achieving the stated performance 
objectives.  Plan performance objectives should require participants to stretch their 
performance beyond their normal duties and responsibilities so that the incentive award 
plan rewards exemplary performance. 
 

II. POLICY DEFINITIONS 

Exception to Policy:  An action that exceeds what is allowable under current policy or 
that is not expressly provided for under any policy.  Any such action must be treated as 
an exception and must be reviewed and approved by the Regents. 
Executive Officer:  The University President, Chancellor, or Laboratory Director. 
Plan Document:  A document that provides specific detail and definitions governing the 
administration of the incentive award plan, including, but not limited to, defining the 
eligible population, the plan year, the award opportunity levels, the criteria for 
establishing the annual performance objectives for each participant, and the 
methodology for calculating award payouts. 
Top Business Officer:  Executive Vice President–Business Operations for the Office of 
the President, Vice Chancellor for Administration, or the position responsible for the 
location’s financial reporting and payroll as designated by the Executive Officer. 
 

III. POLICY TEXT 

A.  Plan Document  
Incentive award plans must be documented and approved prior to implementation 
and communication.  An incentive award program Plan Document must be approved 
by the Regents if SMG members are included as eligible program participants.  
Incentive or bonus plans that do not have SMG participants are subject to the 
President’s approval. 
The Plan Document defines the key terms, conditions and design elements of the 
incentive award plan.  The Plan Document will include the following elements:  

• Plan purpose 

• Governance and oversight responsibilities 
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• The process for plan approval and for making changes to the plan 

• The plan year (performance measurement period) 

• Eligibility criteria  

• Award opportunity levels (e.g., threshold, target and maximum), when 
appropriate 

• The criteria for establishing the annual performance objectives for each 
participant and, when appropriate, the weightings to be given performance 
objectives 

• Funding and award formulas, if applicable 

• The protocol for the review and approval of awards, as well as the schedule for 
award payouts 

• Any contingencies and administrative rules governing payouts, including any 
mechanism for the deferral of award payouts  

Incentive awards are at risk, meaning that whether they will be paid depends on the 
plan participant’s achievement of predetermined objectives.  Awards must be 
variable and directly correlate to each plan participant’s actual accomplishment of 
stated performance objectives.  Award amounts should be appropriate for the level 
of each participant’s performance and contribution.  Incentive awards are not a 
means of providing additional pay for performing normal duties and responsibilities, 
as described in the participants’ respective job descriptions.  Nor are they meant to 
be a replacement or substitute for a merit, promotion, equity, or retention increase as 
described in the Senior Management Group Salary and Appointment Policy. 

B.  Plan Review and Approval  
Incentive award plans that include SMG participants are first subject to the review 
and approval of the President.  After the President approves such plans, the Chair of 
the Regents’ Committee on Compensation may consult with other Chairs of the 
applicable Regents’ Committees, as appropriate, prior to presentation to the full 
Board for approval.   
Once approved by the Regents, an incentive award plan will be implemented each 
year upon the approval of the AOC if the plan is being implemented without 
changes.  If a plan with SMG participants has been approved as outlined above, and 
the AOC recommends substantive or material changes to the plan, the applicable 
AOC will obtain the approval of the President and the Regents’ Committee on 
Compensation and other Committees, as appropriate, before implementing such 
changes.  Under such circumstances every effort will be made to delay 
implementing substantive or material plan changes until after the end of the current 
plan year.  However, if changes are implemented during the plan year that would 
affect the award calculations, changes will only be applied prospectively to the 
remaining portion of the plan year.  Plan changes recommended by the AOC that 
are not material or substantive, or are deemed to be technical corrections, may be 
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approved by the AOC after consultation with the President, the Chair of the Regents’ 
Committee on Compensation and the Chairs of other applicable Regents’ 
Committees, as appropriate, and will then be implemented by the AOC at an 
appropriate time.  The Regents will receive reports of all changes to the plans.  
All incentive award plans will be reviewed annually by the applicable AOC, generally 
in the spring, but dependent upon the appropriate review/plan cycle so that new or 
revised plans are in effect at the commencement of the applicable plan year, which 
will be the performance measurement period.   

C.  Plan Administration  
Each SMG member who participates in an approved incentive award plan will 
receive an annual Terms and Conditions document that (a) identifies the 
participant’s individual performance objectives, (b) defines performance standards to 
be used to determine the level of performance achieved for each objective, and (c) 
when appropriate, assigns performance weightings to the participant’s objectives. 
The AOC will review and approve plan participants’ performance objectives prior to 
the start of the plan year.  The AOC will also review and approve all proposed 
awards.  Any award for an employee who reports directly to the Regents or who 
holds one of the executive offices identified in section 92032(b)(7)(B)(i) of the 
California Education Code will also require the approval of the Regents.  The AOC 
will provide the Chair of the Regents’ Committee on Compensation with a listing of 
award recommendations before awards are scheduled to be paid.   

D.  Funding Sources 
Funding for awards may be provided by University-wide program sources and/or by 
local resources.    

E.  Treatment for Benefit Purposes 
Cash awards under this policy are not considered to be compensation for University 
benefit purposes, such as the University of California Retirement Plan or employee 
life insurance programs. 

F.  Tax Treatment and Reporting 
Under Internal Revenue Service Regulations (IRS), payment of such cash awards 
must be included in the employee’s income as wages subject to withholding for 
federal and state income taxes and applicable FICA taxes.  The payment is 
reportable on the employee’s Form W-2 in the year paid.   
Any payments to SMG members under this policy will be reported annually to the 
President and the Regents with appropriate detail, such as the range of awards and 
the percentage and amount of the award granted for each plan participant.  

G.  Conditions 
Incentive award plans may be terminated or replaced at any time for any reason 
upon the recommendation of the President and with the approval of the Regents.  
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Under such circumstances every effort will be made to delay plan termination until 
after the current plan year has concluded.  
The President, in consultation with the Chair of the Board of Regents and other 
Chairs of the applicable Regents’ Committees, may defer payments from an 
incentive award plan for reasons specified in the applicable plan document.  Once 
the contingency has been resolved, awards deferred for that reason will be 
processed as soon as possible thereafter. 
The University may require repayment of an incentive award that was made as a 
result of inappropriate circumstances. 
The University does not allow any guaranteed awards of any level or of any nature 
under any incentive award plan.  Plan participation in any one year does not provide 
any right or guarantee of eligibility or participation in any subsequent year.  
Participants in an incentive award plan may not participate in any other University 
incentive award plan or bonus plan, except in the event of a mid-year transfer within 
the University.  Specifically, if a plan participant is eligible for only a partial year 
award under a plan because a mid-year transfer of position renders him or her 
eligible for plan participation for only a portion of the plan year, he or she may 
participate in a different University plan for the other portion of the plan year.  
Concurrent participation in more than one plan is not permitted.   
 

IV. APPROVAL AUTHORITY 

A.  Implementation of the Policy 
The Vice President–Human Resources is the Responsible Officer for this policy and 
has the authority to implement the policy.  The Responsible Officer may apply 
appropriate interpretations to clarify policy provided that the interpretations do not 
result in substantive changes to the underlying policy.   

B.  Revisions to the Policy 
The Regents is the Policy Approver for this policy and has the authority to approve 
any policy revisions upon recommendation by the President.  
The Vice President–Human Resources has the authority to initiate revisions to the 
policy, consistent with approval authorities and applicable Bylaws and Standing 
Orders of the Regents. 
The Executive Vice President–Business Operations has the authority to ensure that 
policies are regularly reviewed and updated, and are consistent with University 
governance policies.  

C.  Approval of Actions  
Authority to approve incentive award plans and individual incentive awards is 
described in Section III.B and III.C of this policy.   
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All actions that exceed this policy or that are not expressly provided for under any 
policy must be approved by the Regents. 

 

V. COMPLIANCE  

A.  Compliance with the Policy 
The following roles are designated at each location to implement compliance 
monitoring responsibility for this policy: 
The Top Business Officer and/or the Executive Officer at each location will designate 
the local office to be responsible for the ongoing reporting of policy compliance, 
including collecting information regarding all relevant compensation package activity 
and creating specified regular compliance reports for review by the location’s Top 
Business Officer. 
The Top Business Officer establishes procedures to collect and report information, 
reviews the specified regular compliance reports for accuracy and completeness, 
reviews policy exceptions and/or anomalies to ensure appropriate approval has 
been obtained, and submits a copy of the compliance report to the Executive Officer 
for signature. 
The Executive Officer is accountable for monitoring and enforcing compliance 
mechanisms, ensuring monitoring procedures are in place, approving the specified 
regular compliance reports, and sending notice of final approval for the reports to the 
Senior Management Compensation Office, Top Business Officer, and Local 
Resources. 
The Vice President–Human Resources is accountable for reviewing the 
administration of this policy.  The Senior Vice President–Chief Compliance and Audit 
Officer will periodically audit and monitor compliance with these policies, and results 
will be reported to senior management and the Regents.  

B.  Noncompliance with the Policy 
Noncompliance with the policy is handled in accordance with the Regents’ 
Guidelines for Corrective Actions Related to Compensation Practices and Guidelines 
for Resolution of Compensation and Personnel Issues Resulting from the Findings of 
Audits and Management Reviews. 
Noncompliance is reported in the monthly compliance report from each location as 
approved by the Executive Officer and reviewed by the Senior Vice President–Chief 
Compliance and Audit Officer and the Regents at each Regents’ meeting. 
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REVISION HISTORY  

As a result of the issuance of this policy, the following policy is no longer applicable for 
SMG members: 

• Personnel Policies for Staff Members 34 (Incentive Awards), dated July 1, 1996  
 

IMPLEMENTATION PROCEDURES  

The Responsible Officer may develop procedures or other supplementary information to 
support the implementation of this policy.  Such supporting documentation does not 
require approval by the Regents.  
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